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Short Run Overview
• The state and local economy is doing well

– State income and employment growing well, and spending 
reflects it

– Manufacturing doing well on the output side, if not employment
– Rising benefit costs putting the squeeze on take home pay
– Despite the prosperity, the state budget situation remains 

perilous

• Real Estate starting to cool
– Sales activity falling, price appreciation slowing
– Residential permits starting to fall

• 2006-07 Outlook: A push-pull economy
– Cooling markets will hurt construction industry, and cool 

consumer spending
– Growing strength of external economy will offset this, but overall 

growth to be weak
– State budget problems will become bad again
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US GDP and Unemployment

GDP Growth
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California: Better than ever

California Per Capita Income
Real, $2005
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Employment by Region

Total 05-06 04-05 05-06 04-05 Q1 06 Q1 04
California 15,360.7 2.2% 1.5% 8.1% 4.8% 5.0% 6.5%
Los Angeles 4,054.2 1.2% 0.2% 8.0% 1.9% 5.4% 6.7%
Orange County 1,509.4 1.8% 2.4% 8.4% 5.1% 3.5% 4.6%
San Diego 1,309.1 2.0% 1.8% 7.8% 2.6% 4.0% 5.0%
Riverside 1,253.4 3.1% 5.6% 8.6% 8.3% 4.7% 6.0%
Ventura 318.8 2.4% 2.3% 8.8% 2.9% 4.3% 5.6%
Bakersfield 269.2 4.6% 2.7% 18.5% 13.8% 7.5% 10.2%
Santa Barbara 188.5 2.0% 0.1% 4.0% 2.6% 3.8% 4.7%
East Bay 1,053.3 2.3% 1.0% 12.2% 5.9% 4.4% 6.2%
San Francisco 953.3 1.3% -0.1% 4.3% -6.9% 4.2% 5.7%
Sacramento 905.5 3.1% 2.2% 4.6% 3.9% 4.4% 5.7%
San Jose 879.0 0.6% 0.7% 4.5% 2.5% 4.8% 7.5%
Fresno 342.0 1.3% 1.6% 12.0% 4.9% 7.5% 10.7%
Santa Rosa 195.0 2.3% 0.4% 8.9% 6.0% 4.0% 5.5%
Stockton 169.8 0.9% -0.7% 6.2% -3.7% 6.0% 8.6%

Total Payroll Construction Unemployment

www.uclaforecast.com

Bay Area Jobs: On the rise

Revised  Data

Old Series
Revised  Data

Old Series
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Bay Area Jobs: On the rise

Revised  Data

Old Series

East Bay Payroll Revisionsby Sector
and 1st quarter growth
* Annualized, seasonally adjusted

Total
Q106

Q405 
Rev.

Q106 
Gr*.

Total Payroll 1053.6 0.0% 3.5%
Construction 80.4 2.9% 17%
Durable Manu 60.1 -4.6% 1.6%
Non-Durable Manu 35.2 -6.3% -0.4%
Wholesale 48.7 -0.4% 7.1%
Retail 114.6 2.0% 5.5%
Transport 34.5 -0.7% 1.6%
Information 29.8 -1.5% 0.4%
Financial Activities 72.6 0.8% 3.6%
Professional Tech. 72.7 3.0% 1.5%
Mgmt Companies 21.9 -1.2% 16%
Admin Support 59.2 3.5% 4.9%
Education / Health 120.6 -4.2% 1.8%
Leisure 85.2 -0.3% 5.8%
Other Services 35.7 -1.4% -2.6%
Government 179.5 2.2% -1.5%
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Wither California Manufacturing?

Real Manufacturing Output
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The Informal Work Force

California Informal Employment

1,000

1,100

1,200

1,300

1,400

1,500

1,600

1,700
Ja

n-
00

Ja
n-

01

Ja
n-

02

Ja
n-

03

Ja
n-

04

Ja
n-

05

Ja
n-

06

Informal Employment
Sector Share

Q4 05
Ch.

03-05
Financial Act. 21.6% 128.7
Const. 18.9% 38.7
Other Serv. 18.8% 49.5
Transport 16.6% 86.2
Mfg. 15.6% -78.9
Trade 13.7% 8.5
Information 1.9% -64.5
Leisure -1.2% 95.2
Business Serv. -6.0% -40.2

www.uclaforecast.com

Corporate Income Strong

National Billions, Real, $2004

Corporate Income
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Worker Pay flat at the state level

Real Per Worker Pay
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Still, spending is hot…

Residential Alteration Permits
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East Bay: better and same

Real Worker Income
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East Bay Economics

Office Space
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East Bay Economics

Hotels

Occupanc
y Rate

Room 
Rates
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East Bay Economics

Apartments

Vacancy
Rate

Rents
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1,300 Mar-98 Mar-06

Alameda $235,000 $582,000 147.7%

Contra Costa $200,000 $576,000 188.0%

Marin $378,000 $817,000 116.1%

Napa $197,000 $641,000 225.4%

San Francisco $307,000 $763,000 148.5%

San Mateo $320,000 $741,000 131.6%

Santa Clara $299,000 $660,000 120.7%

Solano $149,000 $485,000 225.5%

Sonoma $197,000 $546,000 177.2%

Bay Area $252,000 $622,000 146.8%
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Gas prices are not going to sink 
the boat

Real Oil Prices (Core CPI 
Deflated)
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Inflation not seen as a 
threat…

CPI Inflation
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Expensive in the Bay?

CPI: All Items Less Shelter
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The yield curve: coming 
problems?
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The only exception?
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Consumers on a binge

US Private Savings Rate
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Consumption as a % of GDP
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Record high debt, despite low interest rates

US Debt Servicing Ratio
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How out of whack is the economy?

Government Borrowing as % of GDP
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Trade Deficit as % of GDP
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We should be saving more than ever

The Aging Population
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Real Median Prices
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There’s gold in them thar timbers!

New Housing Wealth per 
Worker (Real)
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Ah, that bubble thing…

Changes in employment and housing prices

Employment

Real Housing Prices
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Over Priced...

Real Appreciation (OFHEO)

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

70's 80's 90's-00's

US
California

US Real Housing Prices

$90

$100

$110

$120

$130

$140

$150

$160

75
Q

1
78

Q
1

81
Q

1
84

Q
1

87
Q

1
90

Q
1

93
Q

1
96

Q
1

99
Q

1
02

Q
1

05
Q

1

www.uclaforecast.com

... and Overbuilt

Real Spending Per Adult
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Bay Area Shortages?

Changes Jan 03 to Jan 06 2004

Pop. Units Ratio
Pop /

Home
Alameda 26,900 14,600 1.8 2.6
Contr a Costa 36,800 18,500 2.0 2.7
San Fra n MSA 27,900 12,150 2.3 2.3
San Jo se MSA 53,600 19,050 2.8 2.8

East
Bay

San 
Fran

San 
Jose

US

2000 4.3% 5.0% 3.8% 9.6%
2001 4.5% 6.2% 3.9% 9.7%
2002 4.7% 6.1% 4.8% 10.0%
2003 5.8% 7.4% 5.9% 10.3%
2004 7.0% 7.0% 6.0% 10.4%

East Bay
San Fran
San Jose

Bay Area Home 
P/E Ratios

New Homes / New People

Bay Area Vacancy Rates

www.uclaforecast.com

Is it a bubble?
Real Estate is an asset and HAS a 

fundamental value

Value ≈
Today’s Rent

D - G

Today’s price should be the present 
value of the future revenues

G: Future rental growth 
rates

D: Discount factor: 
mortgage rates, 
depreciation, taxes, risk 
premium
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Rental growth and mortgage 
rates

Mortgage Rates (Fixed)
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Real US Rental growth
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Common housing myths

• Inventory levels are low, so 
the market is fine

• Prices are up because boomers 
are getting funds from their 
parents

• Demand is strong because people 
are buying second homes

• Our region is different
• You guys said that last year, 
and you were wrong then!
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Sales lead the market
Sales and Real Prices
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East Market: Similar

Alameda

Contra Costa

Alameda

Contra Costa

Unit Sales, SA Appreciation, SAAR
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US: Same Story

New Homes for Sale:US

100

150

200

250

300

350

400

450

500

550

Ja
n-

63

Ja
n-

68

Ja
n-

73

Ja
n-

78

Ja
n-

83

Ja
n-

88

Ja
n-

93

Ja
n-

98

Ja
n-

03

New Homes Sold: US

0

200

400

600

800

1000

1200

1400
Ja

n-
63

Ja
n-

67
Ja

n-
71

Ja
n-

75
Ja

n-
79

Ja
n-

83
Ja

n-
87

Ja
n-

91
Ja

n-
95

Ja
n-

99
Ja

n-
03

www.uclaforecast.com

Which ‘pop’ will it be?
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The good news
• The economy in 2006 is continuing at a 
solid pace
– The housing market may have peaked, but is just 
starting to cool. 

– Other parts of economy are doing well
• The dollar is down

– Demand for exports is up
– California is an export oriented state both for 
goods and services.

• Corporations are sitting on large war-
chests
– Cash in the bank will help them weather future 
slowness

• Cyclical employment limited by lack of 
build-up 
– Weak job growth in retail and manufacturing may 
mean less job growth

www.uclaforecast.com

The market effects…

So-Cal Total 
Unit Sales: 

Three months 
ending in 

month
Source: Dataquick
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Forecast for the Market

Sales: Existing Homes
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Direct impact on the state

Residential Permits
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The wild card: the wealth effects

New Housing Wealth
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The budget situation? Perilous.

Current General Fund Budget
2005-06 2006-07

Reserves $9,634 $7,031
Revenues $87,691 $91,545 4.4%
Expenditure $90,294 $97,902 8.4%
Remaining $7,031 $674

General Fund Revenues
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California in Context

Size: 424,630 Sq Km (#67)
Larger than Japan, smaller than Sweden

About the same size as Iraq

Population: 36.8 Million (#33)
More than Canada, less than Argentina

About the same size as Tanzania

GDP: $1.56 Trillion (PPP) (#9)
Greater than Russia, smaller than France

About the same size as Italy

Governor (#1)
Taller than Stallone, shorter than Shaq

Can beat up any world leader

www.uclaforecast.com

Population Growth

2 Year Natural Net Int Net Dom
July 1, 2005 Change % Increase Migration Migration

Alameda 1,503,790 10,256 0.7% 1.5% 1.3% -2.2%
Contra Costa 1,025,900 23,084 2.3% 1.3% 0.8% 0.2%

Santa Clara 1,760,741 28,479 1.6% 2.1% 1.3% -1.8%
Sacramento 1,379,103 46,196 3.5% 1.7% 0.7% 1.0%
San Francisco 794,850 2,873 0.4% 0.6% 2.0% -2.2%
San Mateo 721,350 3,858 0.5% 1.5% 1.2% -2.1%
San Joaquin 664,369 37,585 6.0% 2.0% 1.1% 2.8%
Sonoma 478,724 5,534 1.2% 0.9% 0.6% -0.3%
Monterey 425,055 3,785 0.9% 2.4% 1.3% -2.8%
Placer 313,931 23,050 7.9% 1.1% 0.2% 6.6%
Santa Cruz 260,634 2,129 0.8% 1.4% 1.2% -1.7%
Marin 252,195 1,053 0.4% 0.8% 0.4% -0.7%
Napa 133,526 2,370 1.8% 0.5% 0.9% 0.4%
San Benito 57,700 837 1.5% 2.2% 0.8% -1.5%

California 37,004,661 1,014,678 2.8% 1.7% 1.1% 0.0%
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The State in the Long Run? 
Housing prices aren’t the issue. 
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State Disparities

Median Rank Percent Rank Percent Rank
Santa Clara $76,544 7 44.1% 18 7.3% 179
Contra Costa $69,835 15 38.7% 44 8.5% 158
San Mateo $69,219 17 42.8% 24 6.9% 184
Alameda $61,731 39 39.3% 42 10.9% 118
San Francisco $57,833 57 48.6% 9 9.5% 141

Orange $60,118 48 33.5% 71 9.6% 139
San Diego $49,886 93 32.1% 82 12.3% 91
Riverside $45,135 131 18.8% 214 12.7% 85
Los Angeles $44,674 137 27.9% 132 16.4% 33
San Bernardino $43,022 148 16.9% 222 16.7% 31

Sacramento $49,877 94 29.1% 116 11.1% 114
Santa Barbara $48,176 108 31.0% 95 15.1% 45
Fresno $40,122 182 18.0% 219 21.8% 7

Household Income
Population 16+ years 

Education Population in Poverty

Based on 233 largest US Counties

2003 Demographic Stats
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Nor are roads

Traffic and Growth
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Traffic Congestion

Lane Miles Driving Ratio
Los Angeles-Long Beach 4.7 10.9 2.32
Riverside-San Bernardino CA 5.4 11.7 2.14
San Francisco-Oakland CA 5.9 11.9 2.02
Chicago IL-IN 3.3 6.4 1.95
San Diego CA 6.5 12.6 1.95
Sacramento CA 4.3 8.3 1.93
Atlanta GA 7.6 14.5 1.91
Miami FL 3.8 7.2 1.91
Houston TX 6.6 12.4 1.90
Washington DC-VA-MD 4.8 8.9 1.85
San Jose CA 5.3 9.9 1.85
Portland OR-WA 4.3 7.8 1.81
Phoenix AZ 4.4 7.9 1.78
Seattle WA 6.0 10.6 1.76
Detroit MI 4.7 8.3 1.75
Minneapolis-St. Paul MN 6.4 11.1 1.73
Las Vegas NV 3.6 6.1 1.71
Baltimore MD 6.6 11.3 1.70
Dallas-Fort Worth-Arlington 7.2 12.1 1.67
Denver-Aurora CO 5.6 8.8 1.58
Boston MA-NH-RI 5.9 9.3 1.57
New York-Newark NY-NJ-CT 4.1 6.4 1.57
Indianapolis IN 7.1 10.9 1.55
Columbus OH 8.0 12.3 1.54
Cincinnati OH-KY-IN 7.2 11.0 1.52
San Antonio TX 8.1 12.1 1.50
Milwaukee WI 4.8 7.2 1.50
Philadelphia PA-NJ-DE-MD 4.4 6.4 1.47
St. Louis MO-IL 8.6 12.6 1.46
Tampa-St. Petersburg FL 3.3 4.8 1.46
New Orleans LA 3.9 5.4 1.40
Virginia Beach VA 6.1 8.4 1.37
Orlando FL 6.2 8.4 1.36
Cleveland OH 7.3 9.3 1.26
Providence RI-MA 7.3 9.0 1.23
Oklahoma City OK 7.2 8.7 1.21
Kansas City MO-KS 11.8 13.5 1.14
Buffalo NY 5.7 5.9 1.05
Pittsburgh PA 7.0 6.8 0.98

www.uclaforecast.com

Congestion in the Bay

 5 0.66 14 
Miami    5,100  1.42 7 7.2 31 0.38 36 
San Diego    2,870  1.41 8 12.6 3 0.65 15 
Denver    2,050  1.40 9 8.8 22 0.56 23 
New York  17,700  1.39 10 6.4 35 0.41 34 

  Congestion 
Index 

Highway 
Drive Miles 

Highway 
Lane Miles 

  
Pop. 

 
Value 

 
Rank 

Per 
Cap. 

 
Rank 

Per 
1000 

 
Rank 

Los Angeles-Orange  12,500  1.75 1 10.9 15 0.47 29 
Chicago    8,125  1.57 2 6.4 34 0.33 39 
San Fran-East Bay   4,125  1.54 3 11.9 9 0.59 21 
Washington DC    4,270  1.51 4 8.9 21 0.48 27 
Atlanta    3,005  1.46 5 14.5 1 0.76 5 
Houston    3,750  1.42 6 12.4
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Commuting
Commuting Patterns in the Bay Region
Based on information from the 2000 census

Residence
Workplace

Ala-
meda

Contra 
Costa

Marin San
Fran

San
Mateo

Santa 
Clara

All 
Others

Alameda 66.7% 14.1% 0.7% 3.1% 2.2% 5.4% 7.8%
Contra Costa 10.6% 75.8% 0.8% 1.4% 0.5% 0.8% 10.1%
Marin 3.1% 5.6% 64.8% 5.3% 0.8% 0.5% 19.9%
San Francisco 12.4% 8.5% 5.3% 55.3% 12.3% 1.4% 4.9%
San Mateo 9.6% 2.6% 0.7% 12.4% 58.8% 11.6% 4.2%
Santa Clara 7.4% 1.1% 0.1% 1.7% 5.9% 77.3% 6.6%

SANTA CLARA 37,945
SAN JOAQUIN 37,346
CONTRA COSTA 36,331
ALAMEDA 26,854
SOLANO 15,914
SAN FRANCISCO 14,684
SONOMA 14,529
SAN MATEO 8,605
SANTA CRUZ 5,104
NAPA 5,072
MARIN 3,727
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Regression Analysis
Dependent Variable: Change in TTI Congestion 
Index, 1993-2003, Sample Size: 69
Variable Coef. t-Stat
Change in Highway Miles 
Driven per Capita

0.238 4.66

Change in Highway Lane
Miles per Capita

-0.278 -5.50

Total Population Growth 0.133 3.07
Log Population Density 0.035 2.80
Intercept -0.262 -2.64

R-squared 0.486
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Outlook: A Housing 
Correction

• A Flat Yield Curve
– Short-Term Rates Up to past 5, and back down
– 10-year Treasuries up to 6, and back down

• Weakness in Housing
– Housing starts edge down from 1.9 m to 1.6 m or 
more

– Prices to be flat for some time
• Less than Normal Growth 2.0%

– Housing Related Job Losses
– Drag from negative wealth effect

• The East Bay will feel the pinch
– Construction, real estate, retail sales
– Strength of other side of economy will stabalize
things

• NO RECESSION IN THE FORESEABLE FUTURE
– 2007 is still a mystery…


