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U.S. Forecast

Key Chapter Findings

= Expect the U.S. economy to grow somewhere in the 2.5% range in the second half of 2013. Beacon Eco-

nomics’ outlook is more optimistic than many forecasting organizations.

The current soft patch in the U.S. economy may be less dire than believed. The second quarter was disap-
pointing for economic growth, but turned out better than might have been expected given falling retail
sales, declining orders for durable goods, flat industrial production, and weak employment growth. Over-
all GDP growth came in at 1.7%—and it was 1.88% for the private sector alone.

Economic weakness in the euro zone is not helping the U.S. economy. Problems in Europe have caused
the value of the U.S. dollar to rise, and the weak demand for imports from Europe is having a negative
effect on the global economy. But the risks may be overstated. Although European leaders have shied
away from taking dramatic steps, they have shown resolve in the face of immediate challenges.

On January 1st the United States will see a sharp increase in taxes and a large decline in federal spend-
ing if the two parties cannot agree on a budget compromise. The overall shock to the system amounts to
roughly $550 billion, or $410 in tax increases and $140 in spending cuts over the course of the year. The
shock to the country will be substantial, but only if this budget remains in place for a sustained period of
time in 2013. In other words, it is more of a fiscal hill, where we start to roll slowly but pick up speed over
time.

Why does the economy feel so fragile? It has much to do with the fact that we didn’t get the same bounce
in growth we typically get after recessions. After the mid-70’s and the early-80’s downturn the economy
grew close to 6% for two years—erasing economic losses that occurred during those recessions. It didn’t

happen this time—we simply moved into a standard private sector expansion with no bounce.

Bruised, But Still Optimistic

With the presidential election just weeks away, most
of today’s news is dominated by campaign rhetoric.
The political debates have, not surprisingly, confused
issues, twisted statistics, and assigned both blame and
credit in all the wrong places. The reality is this: the
U.S. economy continues to be in the midst of the slow
but steady expansion that began three years ago when
the Great Recession came to an end. And current ev-
idence suggests to Beacon Economics--in contrast to
what many other forecasts have been saying--that the
second half of 2012 will look modestly better than the
first half.

It’s true that the economy isn’t as strong as initially
hoped for. Beacon Economics had predicted growth
rates in the 3% plus range for the second half of 2012,
but like many forecasters, have had to push estimates
down. The following chart tracks the median forecast
for economic growth from the Philadelphia Federal
Reserve’s Survey of Professional Forecasters over the
last few releases. The estimate for second-half growth
has declined from 2.8% to 1.9% over the last half year-
-a large negative shift in the outlook.

The downgrades have occurred for any number of rea-
sons. Problems in Europe have escalated as European
leaders have dithered over needed reforms. Here in
the United States, poor consumer spending figures in
the second quarter raised angst about the health of
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this important driver of the U.S. economy. More re-
cent data shows U.S. manufacturing output plateau-
ing. And of course there are worries about the so-
called "fiscal cliff” the nation is facing at the start of
2013, when a number of temporary tax cuts end as a
result of Congress’s inability to reach a compromise
on reducing the long-term deficit.

Survey of Professional Forecasters
Median Forecast for Growth Q4-11 to Q3-12
3.00-

2.50-

2.00-

Real GDP Growth (%, SAAR)

1.50-
T T T T T
Q4-11 Q1-12 Q2-12 Q3-12 Q4-12

l Q3-12 Forecast

Source: Survey of Professional Forecasters

Q4-12 Forecast ‘

While recent data have been disappointing, Beacon
Economics expects better growth in the second half
than the consensus forecast of 1.9%. That is, even
though some of the data are not as strong as we would
like, other numbers offer signs of modest acceleration
in the economy. Moreover, Beacon Economics is less
worried than others about the fiscal cliff—we believe
there is a natural mechanism that will prevent the
issue from becoming a true stumbling block for the
economy.

Most importantly, both the Federal Reserve and the
European Central Bank have recently announced
plans for large liquidity injections into their respec-
tive economies. This is much needed in Europe, where
fiscal austerity in the south requires some short-
run countervailing force. The results are already
clear—spreads on Spanish, Italian and Portuguese
debt over German bonds have come down sharply in
recent weeks.

As for the Federal Reserve’s actions, Beacon Eco-
nomics was—to speak candidly—a bit shocked by the

announcement to purchase $40 billion in mortgage
backed securities monthly for an indefinite period
of time. We don’t consider recent trends in the U.S.
economy sufficiently negative to warrant yet another
round of quantitative easing, nor are we convinced
that the action will have that much of an impact. And
there is already plenty of evidence that the real estate
market is moving firmly into recovery mode.

Why do this now? We may never know for sure but
here are a few speculative thoughts:

» The Fed’s board members may simply see the re-
cent economic figures in a more negative light, or
equivalently they don’t feel the status quo is good
enough. This is worrisome—in Beacon Economics’
opinion direct economic interventions should be
reserved only for periods of decline.

s The move may have been made to try and off-
set worries regarding the fiscal cliff. There did ap-
pear to be a positive reaction in the equity mar-
kets—although this has somewhat faded.

= Alternatively, the move might have been made to
help the United States avoid some of the potential
negative consequences of the recent actions by the
European Central Bank, such as the likelihood of an
appreciating dollar vis-a-vis the euro.

» Lastly, there is also a conspiracy theory circulat-
ing that the move was made to help support Eu-
ropean banks. The bonds the Fed are buying are
fairly high quality. Such buyers will need to allocate
capital somewhere—and buying assets from capital
starved European banks might well be the ultimate
resting place for some of this cash.

In any case, the actions of the Federal Reserve can’t
hurt in the short run, given that it would take two
years for it to hit the same quantity of cash pumped
into the economy through QE1. We don’t see any im-
mediate inflation concern for investors, but it is some-
thing to keep in mind for the medium term.
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The Private Sector is Doing Fine.

So where is the economy today? Given the rhetoric
being thrown about by the campaigns and in the
press, one might think the U.S. economy was in the
midst of a massive economic crisis. The reality is a bit
more placid. The economy is currently in the midst
of a three-year expansion characterized by rising eco-
nomic output, rising wages, improving asset values,
and falling unemployment.

It is true that recent GDP growth has been slower than
normal, at 2.1% over the last two years compared with
3% for the two decades prior to the recession. But this
has nothing to do with the health of the private sector.
Quite the opposite, growth has been slower because
of declines in spending in the public sector. Typically,
growth in direct government spending adds roughly
one-third of one percent to growth, while over the
last two years it has shaved two-thirds of one percent
off overall growth per year. In other words, it is the
sole reason why growth is one percentage point lower
than normal. When we look at just the private sector,
growth is more or less occurring at an average pace.

As for the source of growth, it isn’t just consumer
spending. Indeed, contributions from spending have
been slightly less than average, with the balance made
up by greater-than-normal growth in spending on
construction and business investments. This latter
fact may be a bit of a surprise, since pundits have
been repeating the mantra that businesses are afraid
to invest because of excessive regulation, fears over
healthcare costs, or the impending fiscal cliff. It sim-
ply isn’t true—at least not in the way that the Bureau
of Economic Analysis measures business investment.

Even employment growth in the private sector looks
decent. We have seen a 1.8% pace of growth in private
sector jobs over the past two years, compared with
1.5% for the two decades prior to the recession. Unem-
ployment is still higher than normal at 8%, but again,
the longer-term average is about 6%--this is hardly

Trends in Real GDP Growth
Contributions to % Change in Real GDP

1988  Q3-10 Q3-11

GDP Component to to to

2007 Q2-11 Q2-12
GDP 2.97 1.90 2.28
Private GDP 2.65 2.56 2.73
Personal Consumption 2.19 1.88 1.39
Non-Res Structures 0.04 0.03 0.31
Equipment and Software 0.54 0.65 0.64
Residential 0.03  -0.18  0.23
Net Exports -0.14 0.22 -0.06
Government 0.32 -0.66  -0.45
State and Local 0.28  -0.49  -0.19
Unemployment 6% 8%
Participation Rate 66.10% 63.70%
Private Sector Employment 1.5% 1.8% 1.8%
PPP Per Capita Income Rank of Top 30 #1

Source: Bureau of Economic Analysis

a dramatic difference. And it is falling—2 percentage
points in 2 years. That is a normal pace of decline for
an expansion.

But what of the U-6 figure you might ask? That
includes discouraged workers and is close to 14%.
Doesn’t that mean the labor market is much worse
than the headline number? The U-6 is a tricky num-
ber—not that it isn’t a relevant figure—but because
it is always slightly less than two-times headline un-
employment. In good times it is close to 10%. This
isn’t to diminish the troubles these individuals and
households are experiencing—they need help through
tough times. But the trends suggest an economy on
the mend, not in decline.

And of course the financial statistics are even bet-
ter. Corporate profits are at record high levels and
even household net worth is up 10%. The stock mar-
ket bounced back from its second quarter swoon. Bank
balance sheets are starting to expand, interest rates
are amazingly low, and the most recent data from the
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Federal Reserve’s Survey of Senior Loan Officers show
credit standards are loosening for borrowers.

Corporate Profits with Inventory and Capital Adjustme
Q1-06 to Q2-12
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Source: U.S. Bureau of Economic Analysis
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Given all this, why does the economy feel so frag-
ile? It has much to do with the fact that we didn’t
get the same bounce in growth we typically get af-
ter recessions. After the mid-70’s and the early-80’s
downturn the economy grew close to 6% for two
years—erasing economic losses that occurred during
those recessions. It didn’t” happen this time—we sim-
ply moved into a standard private sector expansion
with no bounce.

Why? There are a number of reasons as we have dis-
cussed in past reports. Part of it is due to a variety
of misplaced policy priorities, with both parties to
blame. It is also the result of the depth and nature of
the recession itself. Regardless it implies that the U.S.

economy is clearly still well below the long-term trend
line it was on prior to the recession. Nonetheless, the
U.S. has the highest per capita income of the 30 largest
nations in the world (representing 85% of world out-
put), so we shouldn’t feel too bad about our lot. From
the perspective of the vast majority of the world’s pop-
ulation, we still live on the proverbial easy street.

With this in mind, there are three concerns looking
ahead: the current soft patch in the economy, the on-
going euro-zone malaise, and the fiscal cliff in the new
year. How concerned should we be? We'll look at each
of these in turn.

How Soft is the Soft-Patch

The current soft patch in the U.S. economy may be less
dire than you’ve heard. The second quarter was dis-
appointing for economic growth, but turned out bet-
ter than might have been expected given falling retail
sales, declining orders for durable goods, flat indus-
trial production, and weak employment growth. Over-
all GDP growth came in at 1.7%—and it was 1.88% for
the private sector alone.

Stronger growth in consumer spending on services
made up for declines elsewhere. While growth in
construction spending slowed, business investments
maintained a decent pace. In addition, the trade
deficit narrowed mainly driven by a decline in im-
ports, which suggests that more consumption was be-
ing sourced from domestic producers. In short, the
top-level number is well within the range of the typi-
cal ebbs and flows of a growing economy.

More important, recent data for the third quarter
paints an improving, if mixed, picture. On the con-
sumer front, July’s monthly figures from the Bureau
of Economic Analysis showed real spending growing
again for the first time since April. The August figures
are likely to be strong as well. Auto sales hit 14.6 mil-
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lion (SAAR), the highest number yet in 2012 and the
highest since the recession began.

Real GDP Growth by Component
Contributions to % Change in Real GDP

GDP Component Q1-12 Q2-12
Gross domestic product 2 1.7
2.6 1.88
Personal Consumption 1.72 1.2
Durable Goods 0.85 0.00
Nondurable Goods 0.26 0.09
Services 0.61 1.11
Fixed Investment 1.18 0.63
Structures 0.35 0.08
Equipment and Software  0.39  0.34
Residential 0.43 0.20
Change in Inventories -0.39  -0.23
Net Exports 0.06 0.32
Exports 0.60 0.82
Imports -0.54 -0.51
Government -0.60 -0.18
Federal -0.34 -0.01
State and local -0.26  -0.17

Source: Bureau of Economic Analysis

Retail sales numbers are also on the rise and have al-
ready erased the declines seen in the second quarter.
We have to be cautious, though, since these are nom-
inal values, and the price of gasoline is heading up
at the pumps again. But even with gasoline sales re-
moved, the numbers are still clearly trending upward
and show a willingness to spend.

More good news comes from the housing sector,
where home prices and construction permits have
clearly trended into positive territory, while sales of
existing homes leaped in August. According to all the
major price measures, home values are now 2% to 3%
above where they were last year at this time. Hous-

ing starts have also continued to rise, hitting 750,000
in August. Given that the large stock of REO units con-
tinues to fall, alongside declines in the number of fore-
closures, it is likely that the housing recovery will con-
tinue.

To be sure, we don’t expect the market to accelerate
explosively. The lack of home equity is constraining
the move-up market, and the number of foreclosures,
though falling, is still high, suggesting that most of the
new demand will be for rental units. Nevertheless, we
expect housing to continue to add to growth for the
near future.

Graphs: MBA share of serious delinquent and fore-
closures in process shares, home equity as a share of
housing values (FOF stats) , households by tenure from
the HVR all stuff from my presentation

The employment report in August was clearly dis-
appointing. The nation has added only 110,000 jobs
monthly for the last three months. But there are still
some positive signs in the report. For one, much of the
job growth has occurred in the professional services
sector, which has relatively well-paying jobs. Unem-
ployment is now at 8.1%, well below last year’s rate of
9%.

And while the negative spin on last month’s decline
was that it was due to people leaving the workforce,
this conveniently neglects to mention the fact that the
uptick was due to an odd surge in the number of peo-
ple entering the workforce. The survey used to esti-
mate unemployment is small and is subject to fluc-
tuations, so we should be wary of drawing any sharp
conclusions from a few months of data. Most impor-
tantly, real personal income continues to grow, after
having stalled out in 2011; ultimately, higher incomes
will drive the rest of the economy.
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Trends in Employment Growth
Average Monthly Changes (000s)

1997 2011
Industry to to

2007 2012
Total Nonfarm 128.6  147.7
Total Private 107.4 165.6
Construction 13.8 1.9
NR/Mining 0.8 5.3
Manufacturing -26.8  19.8
Wholesale Trade 3.4 8.7
Retail Trade 9.5 11.9
Transport/Warehouse 4.6 7.5
Utilities -0.5 0.7
Information 0.2 -2.4
Financial Activities 8.9 3.7
Professional/Business 32.2 475
Education/Health 355  33.8
Leisure and Hospitality 20.1  25.7
Other Services 5.9 1.8
Government 21.3  -17.9
Labor Force 1425 51.6
Employment 139.5 144.1

Source: Bureau of Labor Statistics
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The one bit of bad news comes from the manufactur-
ing front. The ISM surveys have been running below
50 for the last three months, implying contracting ac-
tivity. Industrial production growth has also slowed
in recent months. But even here things seem to be
turning a corner. July’s durable goods orders popped
up, erasing much of the slowdown seen in previous
months, and shipments continued to rise.

Non-Defense Captial Goods
Jan-05 to Jul-12
90,000

80,000~
70,000~

60,000 -

$ Millions (SAAR)

50,000~

40,000-
T T T T T T
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|

Source: U.S. Census Bureau

Shipments New Orders ‘

We expect growth in the third quarter to exceed
growth in the second quarter. Look for the economy
to grow somewhere in the 2.5% range in the second
half of the year. And while there is the potential for
a downside risk, there is also the potential for growth
to pick up steam, particularly with the new push from
the Fed.
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The Euro-Zone Malaise

The economic weakness in the euro zone is not help-
ing the U.S. economy. Problems in Europe have caused
the value of the U.S. dollar to rise, and the weak de-
mand for imports from Europe is having a negative
effect on the global economy. But even here the risks
may be overstated. Although the leaders of Europe
have shied away from taking dramatic steps to reverse
the course of the slowdown, they have shown resolve
in the face of immediate challenges.

Most recently, the European Central Bank announced
plans to start large purchases of government debt, an
act that will surely push rates down for those southern
nations at the heart of the crisis. An injection of lig-
uidity can do a lot to offset some of the current strains,
both by reducing the interest rate burdens for nations
running fiscal deficits and by giving the large Euro-
pean banks some breathing room in order to continue
to buttress their balance sheets.

Asnoted, some U.S. investors (mainly hedge funds) are
also starting to help. Seeing a potential deal in their
frustrating hunt for yield, they are moving to pur-
chase assets from some of these banks. This will surely
hurt the banks’ earnings in the long term, but in the
short term it raises some much needed capital. And
with the Federal Reserve starting to vacuum up $40
billion in high value assets monthly, we may see this
trend increase.

As with U.S. monetary policy, this is no long-term
panacea. Liquidity is a good salve for the symptoms
of underlying problems, but only through the painful
political process of deregulation and reduction in gov-
ernment spending will southern European nations be
able to stay in the euro zone. Whether they truly have
the will to take action remains to be seen.

But in the short term the injection of liquidity will
keep the pace of this crisis slow, which is a good thing,
since investors have largely been able to get out of
the way. The danger of an imminent financial panic

seems to be fading, since the risks are understood at
this point in time. It remains a “wait and see” situa-
tion. In the meantime, while export growth has slowed
for the United States, it is nonetheless still increasing.

Stumbling Along the Edge of the Cliff

Turning to our budget problems here at home, we are
facing what has been called a “fiscal cliff.” Let us say
this in no uncertain terms--there is no such thing. It
is true that on January 1 the United States will see a
sharp increase in taxes and a large decline in federal
spending if the two parties cannot agree on a budget
compromise. The overall shock to the system amounts
to roughly $550 billion, or $410 in tax increases and
$140 in spending cuts over the course of the year—an
enormous shock that could carry a recession-causing
impact. But this does not mean that a recession will
begin as of January 2. The shock to the country will
be substantial, but only if this budget remains in place
for a sustained period of time in 2013. In other words,
it is more of a fiscal hill, where we start to roll slowly
but pick up speed over time.

If the shutdown of the federal government in the
1990s under then-House Speaker Newt Gingrich is
anything to go by, the political pressure on politicians
to find a compromise will grow exponentially once the
checks stop arriving and the tax bills start piling up.
And both parties know what it will mean for them po-
litically if they are viewed as the obstruction—a po-
tential clean sweep for the other side in the mid-term
elections in 2014. We predict that even if there is no
agreement by the deadline, some compromise will be
reached in time to avert a major crisis. Could a crisis
occur? Politicians have charged like Lemmings off the
cliff in the past—but it’s unlikely this time. The short-
run solutions are too easy.

One point of confusion regarding the potential fiscal
cliff in the new year needs to be cleared up, however.
The idea that the increase in taxes will cause a re-
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cession in the United States would seem to support
the Republican Party mantra that the path to faster
long run growth is through lowering tax rates perma-
nently. But we must be careful to separate the impact
of the level of tax rates and the impact of the change
in the level of the tax rate.

It is absolutely the case that a change in the level of
the tax rates has a positive or negative impact on the
economy if tax rates are lowered or raised, respec-
tively. But this impact, positive or negative, is transi-
tory—once a new level is arrived at and the economy
reorganizes itself around this new level, there is a drift
back to normal long-run growth.

The upcoming changes in tax policy on January 1 only
have the potential to lead to a fiscal cliff because the
tax rate changes so much, so rapidly. If the changes
were phased in over time, they would have a much
smaller negative impact. And ultimately, whether the
rate is as it was under Clinton, or what it might be as
proposed by the Romney campaign, long-term growth
rates are sure to be largely the same—after all the
1990s saw a very healthy economic expansion.

If we consider only the new level of taxes, apart from
their sudden onset, it seems that these taxes will
have some modest negative long-term implications
for economic growth, but these changes are quite
small within the level of taxation seen in the United
States over the last few decades. Indeed, economists
who look for a tax rate effect (for example, looking
at differences across states) have a tough time finding
it. There are many other factors that seem to carry a
larger impact. Hence both Texas and California have
been economic success stories in the United States
despite having different tax rates. Similarly, the U.S.
economy grew considerably faster in the 1990s than it
did in the decade after the Bush tax cuts kicked in.

Of course this discussion ignores the long-term is-
sues facing the U.S. government deficit. The Con-
gressional Budget Office recently released some truly
startling projections of a blown-out government bud-

get... in the late 2020s. The U.S. government has made
promises it clearly cannot afford to keep in the long
run and something will have to be done. But, given the
political partisanship that has wiped away any ability
for compromise, and given the still-fragile state of the
U.S. economy, that time is not now. The U.S. economy
is showing signs of strengthening and there will be
time to address these issues once the healing is com-
plete.
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Key Chapter Findings

= In recent quarters, California has largely escaped the doldrums seen in the rest of the nation. The state is

poised for continued growth, though the pace of recovery will leave something to be desired.

Although California’s August job numbers were disappointing, they did show steady employment in-
creases across the state’s major regions. Beacon Economics is forecasting that employment growth will
average roughly 2% during the remainder of 2012 and into 2013, before picking up steam and growing by
between 2.5% and 3.0% per year from 2015 through 2017.

Taxable sales in California posted their 12th consecutive quarterly increase in the second quarter of 2012,
and California has consistently outpaced the U.S. economy on this front. Beacon Economics is forecasting
that taxable sales will grow by an average of 7% over the next year, reaching their pre-recession peak by
the end of 2012. Expect growth to settle out in the 5% to 7% range in nominal terms.

Real estate has finally begun to add to the state’s economy rather than detract from it. Beacon Economics
expects home prices to grow at roughly 7% in 2012 and at roughly 5% in 2013, before settling out in the
mid-3% range in 2016 and 2017.

In California, export growth has slowed from the double-digit growth experienced in 2010 and 2011. Ex-
ports have continued to increase in 2012, albeit at a more tepid pace. The dollar depreciated slightly
against the euro in August, suggesting that investors are slightly less pessimistic about Europe’s prospects

than they were earlier in the year—helping support demand from abroad.

California Overview

The nationwide midsummer slowdown in economic
and employment growth has sparked new fears about
the short-run direction of the economy. However, Cal-
ifornia has largely escaped the doldrums seen across
the rest of the nation over the past few quarters, and
the state is poised for continued growth, though the
pace of that recovery will still leave something to be
desired.

Several external risk factors are looming, such as
the impending “fiscal hill,” the ongoing issues in the
euro zone, and of course the upcoming elections, but
fears over what these risks mean for California’s econ-
omy are likely overstated. A major calamity in Eu-
rope would certainly affect California’s exports to the
rest of the world, both through reduced demand from
Europe directly and through shifts in the exchange

rate, given that the U.S. dollar would likely appreci-
ate in the wake of a European meltdown. However, Eu-
ropean Central Bank officials have recently commit-
ted to providing additional liquidity to their banks,
which should help to stave off a major crisis. And al-
though export growth has slowed, exports from Cal-
ifornia have still been rising in 2012. Regarding the
fiscal hill, if no compromise is reached by January 1,
the increase in taxes could impede consumer spend-
ing over the short run as households adjust to new tax
levels, but some of this effect will be offset by rising
incomes and by a healthy labor market—an increas-
ing number of Californians are getting back to work.

Not only are some of the potential risks to the econ-
omy likely overblown, but some of the truly bright
spots in California’s economy remain unreported,
vanishing into the ether of the popular press. Con-
sumer spending, housing, commercial real estate,

12
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bank lending, exports, personal income, and the la-
bor markets all continue to move forward. Is it time
to start popping the champagne corks? No. We still
have elevated levels of unemployment, defaults, and
foreclosures; a state government budget that is chron-
ically in the red; and local government budgets that
are reeling from the effects of the Great Recession. Is
the worst clearly behind us and is the Golden State
poised for slow but steady growth as the recovery pro-
gresses? Absolutely. California continues to move for-
ward and has even begun to lead the nation—several
key indicators suggest that California is helping to
drive the rest of the U.S. economy through the recov-
ery process.

Labor Markets—Lurch or Leap?

It’s true that California’s labor markets have not
sprung back to life in the wake of the current reces-
sion, certainly not in the manner experienced in the
post-recessionary periods of the 1980s and prior. How-
ever, California is not on the brink of disaster. Au-
gust was a relatively lackluster month for job growth
in the state, with only 12,000 new positions added.
Nonetheless, although we lost 7,400 jobs in the public
sector, the private sector expanded by nearly 20,000
positions. The largest gains of late have come from
Construction and Leisure and Hospitality, which to-
gether produced 9,500 jobs in August alone. Through
August, California has added more than 173,000 jobs to
its nonfarm employment base. In addition, the unem-
ployment rate ticked down to 10.6% in August, though
65,000 Californians dropped out of the labor force.
Thus, while the employment report for August was not
stellar, it indicates that California’s economic recov-
ery continues to make progress.

Total Nonfarm Employment Growth
Jan-12 to Aug-12

2.0-

1.5-

Growth (% Year-over-Year, SA)
5

I California [ United States

Source: U.S. Bureau of Labor Statistics

Even though job growth in the most recent report was
not anything to get excited about, the previous three
months showed above-average growth. In fact, dur-
ing the second quarter, California actually leapt ahead
of most other states in the nation in terms of creat-
ing new jobs. This may be hard to believe, given that
we are constantly bombarded with rhetoric claiming
that California’s business climate is unfriendly and
business-killing, but the state accounted for half of
all the jobs created nationwide in May and all of the
job growth in the United States in June. Even the na-
tional media took note of this strength with headlines
such as, “California Defies Lower-Tax Texas in Creat-
ing More Jobs.”! Put in a different way, California con-
tributed almost 17%, or 300,000, of the 1.8 million jobs
added in the United States between August 2011 and
August 2012—more than the state’s share of popula-
tion or national GDP.

The recently released figures did include revisions
to the last three years of employment data. These
changes show that California’s trough employment
level back in February 2012 was 7,500 jobs lower than
previously reported and the total employment base
was reduced by roughly 20,000 over previous esti-

'James Nash and Darrell Preston, “California Defies Lower-
Tax Texas in Creating More Jobs,” Bloomberg News, August
28, 2012, http://www.bloomberg.com/news/2012-08-29/

california-defies-lower-tax-texas-in-creating-more-jobs.

html.
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mates in May through July. Still, the trend is head-
ing steadily upward. And just as critically, this im-
provement remains relatively broad-based. With the
exceptions of the Farm, Manufacturing, and Govern-
ment sectors, every sector in California has posted job
growth over the past 12 months.

On a percentage basis, Construction employment has
led the charge, adding 6.0% to its payrolls, with 33,000
new construction jobs since last August. Both residen-
tial and nonresidential permit activity are increasing
across the state. Permit activity is nowhere near the
pace of growth we saw before the housing bubble col-
lapsed, but slow and steady growth is helping to gen-
erate new opportunities in the Construction sector.
The existing home sales and rental sides of the market
are helping to create jobs as well, with nearly 10,000
new Real Estate employees in the last 12 months.

Education and Health Care, a sector relatively unaf-
fected by the Great Recession, has also continued to
grow, contributing over 57,000 jobs to California’s em-
ployment recovery over the past year. The Adminis-
trative Support and Professional industries, two ar-
eas that have led the employment recovery, are also
up over last year, accounting for nearly one-third of
all new jobs created this year despite a modest slip
in August. Nationwide, business investment continues
to be the preferred mechanism for meeting increasing
demand, as businesses continue to put off expanding
their number of permanent employees. The Adminis-
trative Support and Professional industries have ben-
efited as a result, and the Professional sector is ex-
pected to remain an engine of growth.

Clearly the labor markets in California are on the
mend and the worst of the downturn is behind us.
Although the employment report for August was dis-
appointing, it did show steady increases in California
across many of the major regions in the state. The Bay
Area has done well throughout the recovery, and it
continued to improve in August. The Inland Empire,
which was a bit slower out of the gate, actually added

the most jobs of any region in California last month,
increasing by 9,000 workers, with broad-based growth
across most of its major sectors. With most major in-
dustries and regions across the state solidly in growth
mode, Beacon Economics is forecasting that Califor-
nia’s labor markets will continue to improve in the re-
mainder of 2012 and beyond.

Labor Market Forecast
California, Q1-95 to Q4-17
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Forecasts by Beacon Economics

Specifically, Beacon Economics is forecasting that em-
ployment growth will average roughly 2% during the
remainder of 2012. Growth is expected to remain in
the 2% range for 2013, as the economy adjusts to ris-
ing tax rates associated with the upcoming fiscal hill
before picking up steam and growing by between 2.5%
and 3.0% per year in 2015 through 2017. At that rate,
Beacon Economics forecasts that California will get
back to its pre-recession employment peak of 15.2 mil-
lion jobs by mid-2015. As employment steadily gains
ground, the forecast calls for unemployment to slowly
subside in the Golden State—falling to the single-digits
by the end of 2013 and dipping below 8% by the end
of 2015. California is making real progress, but it will
take time for the state to return to “normal.”

No Spending Slowdown

During the second quarter of 2012, consumer spend-
ing slowed and added only 1.2% to overall GDP
growth—down from a 1.7% contribution to growth

14
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California Employment by Industry

Aug-11 Aug-12 Change
Industry (0(%05) (0(%05) (000s) ¢ (%)
Education/Health 1,839.7 1,897.2 57.5 3.1
Leisure/Hospitality 1,531.5 1,587.9 56.4 3.7
Admin Support 873.4 925.0 51.6 5.9
Professional 1,057.5 1,105.8 48.3 4.6
Construction 547.8 580.8 33.0 6.0
Retail Trade 1,532.2 1,553.6 21.4 1.4
Information 432.7 452.6 19.9 4.6
Wholesale Trade 663.9 676.3 12.4 1.9
Finance/Insurance 515.0 526.9 11.9 2.3
Real Estate 244.7 254.4 9.7 4.0
Management 199.2 202.6 3.4 1.7
Transport/Warehouse 470.8 473.6 2.8 0.6
Other Services 484.7 485.3 0.6 0.1
NR/Mining 28.6 28.9 0.3 1.0
Farm 387.4 382.8 —4.6 —-1.2
Manufacturing 1,250.9 1,243.9 —7.0 —0.6
Government 2,374.9 2,351.5 —23.4 —1.0
Total Private 11,672.7 11,994.8 322.1 2.8
Total Nonfarm 14,047.6 14, 346.3 298.7 2.1

Source: California Employment Development Department

during the first quarter. In addition, retail sales actu-
ally declined in April, May, and June of this year—the
first significant declines since mid-2010. These de-
clines renewed concerns that the U.S. economy was
tipping back into a recession. However, at the U.S.
level, retail sales bounced back solidly in July and
August, and in real terms, they have posted their
third consecutive increase. In addition, auto sales
have surged in recent months, posting their best per-
formance in five years, for an annualized pace of more
than 14.5 million vehicles.? There’s no doubt that the
road to recovery has made for a bumpy ride, but retail
sales reports in July and August, along with auto sales
figures in August, show that concerns concerns that a
drop in consumer spending will push us into a double-
dip recession are overblown at best and flat wrong at
worst.

*Bernie Woodall and Deepa Seetharaman, “Auto Sales
Post Best August in Five Years,” Reuters, September 4,
2012, http://www.reuters.com/article/2012/09/04/
us-autos-sales-idUSBRE8830JF20120904.

Perhaps more importantly, the spending slowdown
that we observed nationwide during the summer was
not nearly as acute here in California. According to
data just released by the California State Board of
Equalization, taxable sales in California posted their
12th consecutive quarterly increase. To date, taxable
sales in California have rebounded by more than 25%
since hitting bottom in the second quarter of 2009.
Through the midpoint of 2012, taxable sales are just
2.4% below their pre-recession peak of $143 billion per
quarter. And while retail sales stumbled nationwide
between April and June, spending in California con-
tinued to rise.

2012 Central Coast Economic Forecast
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California Taxable Sales
Q1-06 to Q2-12
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The pace of growth in taxable sales did slow
marginally, but certainly did not tip into nega-
tive territory. Specifically, taxable sales increased by
roughly 1% in the second quarter of 2012 compared
with the first quarter. This is slightly less than the
2% and 3% growth in taxable sales over the prior two
quarters, respectively, but with a 6.9% increase on a
year-over-year basis, it’s clear that spending in the
state has not ground to a halt. In fact, with respect
to spending, California has consistently begun to
outpace the U.S. economy overall. The second quarter
of 2012 marked the eighth consecutive quarter that
California’s taxable sales growth has outpaced U.S.
consumption of goods—a two-year streak. In other
words, while some aspects of the economy, particu-
larly the real estate and labor markets, have yet to
fully recover in the Golden State, consumer spending

is not an area that has been holding the state back
over the past few years: it was one of the stronger
aspects of the economy, helping to move us forward
at a faster pace than seen in the U.S. overall.

Breaking this spending down by category reveals that
California is not experiencing isolated pockets of im-
provement but rather broad-based growth. Accord-
ing to sales tax auditing firm HAL Companies, sales
tax receipts across the state were up in every single
spending category. In addition, the growth was evenly
split between spending by consumers (up 7.5% on a
year-over-year basis) and spending by businesses (up
7.1% year-over-year). On the consumer side, auto sales
have contributed significantly to this growth, increas-
ing by more than 17% over the second quarter of 2011.

The boost in auto sales is not surprising, given the
surge in auto sales nationwide and the fact that
growth in California has been outpacing the rest of
the United States. Still, surprising or not, this rep-
resents a critical trend insofar as it provides much-
needed sales tax revenues to state and local govern-
ments. It’s also a bellwether, signaling that consumers
are feeling optimistic enough about the economy to
make these long-term durable goods purchases. In-
deed, the California Department of Finance (DOF) re-
ports that through April 2012, there have been almost
500,000 new car registrations filed with the DMV—an
increase of more than 70,000 (16.7%) over April of last
year. This same data show that for the 2011-12 fis-
cal year through April, there were roughly 1.1 million
new car registrations, or 112,000 more than during the
first 10 months of fiscal 2010-11. This provides solid
evidence that the California consumer is feeling bet-
ter about the prospects for the remainder of 2012 and
beyond.

The rebound in spending in the state has not been
limited to auto sales. There have also been solid per-
formances in both local and tourist spending across
California in 2012. For example, sales tax receipts at
California’s restaurants and hotels were up more than

16

2012 Central Coast Economic Forecast



California Forecast

California Sales Tax Receipts

Q2-11 Q2-12 Change
Category ($ Millions)  ($ Millions) (%)
Consumers 1,094.0 1,176.5 7.5
Autos/Transportation 163.4 192.2 17.6
Restaurants/Hotels 151.2 164.2 8.6
Food/Drugs 75.5 79.8 5.7
Building/Construction 91.0 95.4 4.8
General Consumer Goods 296.6 308.4 4.0
Fuel/Service Stations 177.9 181.6 2.1
Business/Industry 192.2 205.8 7.1
Total 1,286.2 1,382.3 7.5

Source: HAL Companies

12% during the second quarter of 2012 over last year.
California is known for its diverse geography, idyllic
climate, and popular destinations—from Hollywood,
to SeaWorld, to the Golden Gate Bridge. These assets,
along with a relatively weak dollar (compared with
historical norms) and a gradually recovering local
economy, are helping to bolster the California tourism
sector. The Automobile Club of Southern California
projected record-breaking levels of tourism in South-
ern California on Labor Day for the second year in
a row.’> Though somewhat volatile, both hotel occu-
pancy and hotel room rates are clearly trending up-
ward, as they have been since early 2009. Not only is
California benefiting from the industry’s rising sales
tax receipts, but tourism-oriented businesses are also
benefiting as the increases in demand lead to rising
revenues.

*Gregory J. Wilcox, “Record Labor Day Tourism Expected in
Southern California,” Contra Costa Times, August 29, 2012, http:
//www.contracostatimes.com/california/ci_21430665/
record-labor-day-tourism-expected-southern-california.
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As noted, all other sectors continued to perform well
through the halfway mark of 2012. Year-over-year in-
creases ranged from as little as 2.1% at gas stations to
5.7% at grocery and drug stores. Even the construc-
tion sector, which has long been a source of pain, has
seen spending on building materials increase over the
past few quarters. Obviously, some sectors are faring
better than others, but none of the state’s major cate-
gories have seen sales tax receipts decline in 2012.
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Taxable Sales Forecast
California, Q1-95 to Q4-17
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Forecasts by Beacon Economics

With the labor markets growing (albeit at a relatively
tepid pace relative to the post-recession expansions of
the 1970s and 1980s), and with the economy healing,
taxable sales in California are poised for continued
growth. California has already been outpacing the na-
tion in this area for two years, and we expect the state
to continue to do well as the unemployment rate falls
and incomes rise. Specifically, Beacon Economics is
forecasting that taxable sales will grow by an average
of 7% over the next year, reaching its pre-recession
peak by the end of 2012. As the economy gets back on
its feet and taxable sales get back toward their long-
run trend lines, we expect growth to settle out in the
5% to 7% range in nominal terms. This is slightly high
relative to historical norms, but given that some de-
mand will accumulate in 2013 and 2014 as households
absorb the increase in taxes, and given that the state’s
population is increasing, California is likely to experi-
ence solid growth in spending from 2015 to 2017.

Real Estate Pitches In

Over the past few years, the real estate markets have
been a drag on statewide economic growth. However,
2012 ushered in a new trend, where real estate has be-
gun to add to the economy at large rather than detract
from it.

In fact, this trend began even before we entered
the new year. According to real estate tracking firm
DataQuick, California home sales posted their 14th
consecutive year-over-year increase in August 2012,
reaching their highest level since December 2009,
when the first-time homebuyer tax credits were draw-
ing a significant number of new buyers into the mar-
ket. Although these tax credits have since expired,
Californians are in more of a buying mode currently
than they were at that time. As labor market condi-
tions improve and incomes rise, many of our residents
are looking to take advantage of record low mortgage
rates and more reasonable prices; the cost of housing
is now more in keeping with incomes again. In fact, the
Federal Reserve is reporting that the average rate for a
30-year fixed-rate mortgage, —at 3.55% in July—was at
its lowest level since the Fed began reporting on mort-
gage rates in 1971.

California Residential Real Estate
Jan-09 to Aug-12
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Median Prices

The boost in demand for homes in California has also
contributed to price appreciation in the state. Since
hitting bottom in April of 2009, the median price of
a home in California is up more than 24%, from a
low of $221,500 to over $275,000 in August. Helping
this trend is the fact that distressed mortgages in
the state continue to dwindle and represent a smaller
share of the overall sales mix. In fact, Radar Logic re-
ports that over the summer distressed sales fell to
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their lowest share of home sales in over four years.*
The Mortgage Bankers Association corroborates these
statistics, showing that only 7% of California mort-
gages were seriously delinquent (60+ days past due)
or in foreclosure by the second quarter of 2012. This
is down from a peak of almost 14% and represents the
lowest share of distressed properties in the state since
early 2008.

California Distressed Mortgages
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The growth in home prices has not necessarily been
distributed evenly across the state. Between the sec-
ond quarter of 2011 and the second quarter of 2012,
price growth for existing single-family homes ranged
from as much as 7.9% in the South Bay to no growth
in Modesto. The coastal areas in northern and south-
ern California did well, but that growth also spread
to the inland areas, including the East Bay, the In-
land Empire, and the Stockton metropolitan statistical
area (MSA), which all saw year-over-year increases in
median home prices. Importantly, only a few smaller
MSAs, including Hanford, Napa, and Yuba City, posted
year-over-year declines in home prices.

Given that home prices are rising almost across
the board in California and that interest rates re-
main at near record lows, Beacon Economics is fore-
casting continued improvement in the local hous-

‘Tory Barringer, “Radar Logic: Share of June Dis-
tressed Sales Lowest Since 2008,” DSNews.com, Au-
gust 28, 2012, http://www.dsnews.com/articles/

ing market. Home sales, which have bounced back
steadily over the last year, are expected to continue
to climb—slowly at first, as we have already seen a
solid bump, but picking up speed in 2014 and 2015. By
2017, home sales are expected to level off, with 90,000
to 100,000 transactions per quarter. Home prices are
expected to continue to rise as well, though this
time they will rise in line with incomes. This will
mean slower growth than we experienced during the
bubble, but the growth will be sustainable this time
around. Specifically, Beacon Economics expects home
prices to grow at roughly 7% in 2012 and at roughly
5% in 2013, before settling out in the mid-3% range in
2016 and 2017.

Housing Market Forecast
California, Q1-95 to Q4-17
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Forecasts by Beacon Economics

In terms of new construction, we've already begun
to see an uptick in both residential and nonresiden-
tial permitting. Fortunately, unlike many other states,
California still does not have enough housing. This fact
is evident in the cost of housing. California has a much
higher share of residents spending more than 35% of
their incomes on housing relative to the national av-
erage. It is also evident when you look at housing va-
cancies in the state: despite all the construction that
took place during the bubble, California still maintains
one of the lowest housing vacancy rates in the nation,
particularly on the rental housing side of the market.
On the commercial side of the market, vacancy rates
have begun to come down across the state for retail,

radar-logic- Share-of-june-distressed-sales-lowest-since-o§g](§§—’%]lé-18éi—%sst.rlal properties, while rents have be-
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gun to inch upward. In addition, the bump in con-
struction activity has increased construction employ-
ment in the state solidly over the past few months.

As a result, Beacon Economics expects both residen-
tial and nonresidential construction to continue to
increase as the recovery progresses. The residential
market is expected to experience a bit of a shift, with
multi-family permits accounting for a larger share of
overall residential housing moving forward. Nonres-
idential permitting, which has been concentrated in
alterations of late, is expected to improve as well, with
a larger portion of those permits moving toward new
structures as firms begin to feel better about their op-
portunities for growth and expansion. Neither resi-
dential nor nonresidential permits are expected to get
back to the heights reached during the bubble, but the
upward trend will continue. We expect roughly 40,000
new residential units this year, with that number in-
creasing to 85,000 units in 2013 before hitting 100,000
units in 2014.

Construction Market Forecast
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California just weathered one of the worst real estate
storms in recent history, but there is a ray of light
on the horizon. Home sales and prices have started to
rebound, and permit activity is picking up. The com-
mercial markets have begun to improve, and broader
economic conditions point to a continued recovery in
the state. As such, the forecast calls for more improve-

ment in California’s residential and commercial real
estate market as we enter 2013 and beyond.

Exports Still Growing

The problems bubbling over in Europe of late have
given rise to fears of a major contraction in U.S. ex-
ports. In California, export growth has slowed from
the double-digit growth that we experienced in 2010
and 2011. However, exports have continued to in-
crease in 2012, albeit at a more tepid pace. Through
July, California’s exports were roughly 5% higher than
they were at the same point in 2011. While this is not
a massive increase, it represents growth nonetheless.

California Exports

July 2012 YTD Change

Country ($ Millions) (%)

Mexico 16,376 17.57
Canada 9,907 2.14
China 8,182 0.46
Japan 7,728 1.13
Republic of Korea 5,228 4.13
Hong Kong 4,458 5.28
Taiwan 3,676 0.61
Germany 2,905 —7.12
Netherlands 2,620 —2.16
United Kingdom 2,528 6.05
Total 95,052 5.11

Source: Wiser Trade

Even though the headline numbers show slower
growth so far this year, several areas continue to
do rather well. Take agriculture as a prime exam-
ple: exports of live animals, fruits and nuts, and
dairy products have increased by 17.6%, 16.2%, and
13.1%, respectively. In addition, our manufactured
goods have held their ground relatively well with air-
craft/spacecraft exports up 11.5% this year while rail-
way equipment has increased by nearly 13% to date in
2012. California vehicle exports are also on the rise,
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with more than $4.3 billion sent abroad so far this
year, for a 9.8% increase over 2011. Thus, even though
export growth has slowed, it continues to move for-
ward. It is also important to keep in mind that export
growth has slowed in part because we are catching up
to our historical trend lines. Because exports took a
big hit in 2009, part of the accelerated growth we ex-
perienced in 2010 and 2011 was a catch-up effect and
was not expected to persist indefinitely.

It is also important to point out that although the
euro zone continues to be in the midst of a finan-
cial ordeal, Europe is neither our only trading partner
nor our largest—our largest trading partners are our
North American neighbors in Canada and Mexico. Im-
portantly, exports to Mexico in particular have held
up well, posting 17.6% growth so far in 2012 compared
with the same point in 2011. In addition, of our top 10
trading partners here in California, exports have only
dipped negative with respect to two of them: Germany
and the Netherlands. Even exports to the United King-
dom have gone up this year.
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In addition, the market’s initial reactions to the newly
announced plan by the European Central Bank to but-
tress the continent’s financial and banking system has
been relatively well received. In fact, the dollar depre-
ciated slightly against the euro in August, suggesting
that investors are slightly less pessimistic about Eu-
rope’s prospects than they were earlier in the year. Al-

though the dollar has appreciated against a broad bas-
ket of currencies since late 2011, the value of the U.S.
dollar is still fairly weak relative to historical stan-
dards. This suggests that U.S. goods are still relatively
affordable on overseas markets, which should help to
support demand from abroad.

Therefore, while Beacon Economics is not expecting
export growth in California to take off, exports should
continue to move along at a tepid but positive pace.

Summary

Overall, California has had a bumpy ride down the
path to economic recovery, but it has made signifi-
cant progress in that direction. Employment growth
has been relatively consistent, with California jump-
ing way ahead of the rest of the nation in May and
June. July and August brought with them lackluster
employment reports, but nothing to support fears of
a double-dip recession in the state. Consumer spend-
ing, real estate, and exports all continue to move for-
ward, and California has led the nation in some of
these areas. We still have a long way to go before we
can declare ourselves fully recovered, and the fiscal
hill and upcoming presidential election will affect how
the next few years play out, but the fundamentals of
California’s economy are improving and are expected
to continue to do so in 2013 and beyond.
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Key Chapter Findings

Although the road to recovery has been a bumpy one locally, San Luis Obispo is seeing solid improvement
in its labor markets with a 6.7% expansion in nonfarm payrolls since hitting bottom—faster than the Bay
Area overall and Southern California and second only to San Jose—and the county maintained one of the
lowest unemployment rates in the state at 7.5% in September 2012.

Tourism remains a critical driver of growth for the region and San Luis Obispo's hotels are seeing in-
creased occupancy and room rates, and Leisure and Hospitality has accounted for roughly one third of
all the jobs created in the county over the past year. Increasingly, the region's tourism, agriculture, and
retail sectors are becoming intertwined given the growth in the northern part of the county, and those
sectors are also posting solid increases.

The real estate markets are beginning to turn as well, and sales home prices are rising across the county
from north to south, and from the beach to further inland. Defaults and foreclosures continue to dwindle
as well, and new residential permitting has started to slowly increase with plans for several large-scale
developments in the works.

Beacon Economics forecasts that the San Luis Obispo County economy will continue to improve, with the
region reaching its pre-recession peak of 105,000 by 2015. Leisure and Hospitality is forecasted to continue
to be a driving force in the county, though real estate, business and consumer spending, agriculture, and

even energy become stronger components in the overall growth mix for San Luis Obispo.

SLO: Not So Slow Anymore

The Central Coast in general and San Luis Obispo
County in particular are poised for continued eco-
nomic growth as we enter the new year. And, while
San Luis Obispo County has traditionally lagged the
broader economic trends we observe across the state,
it has been one of the most solid growing economies
in California since hitting bottom. In fact, San Luis
Obispo was one of the first metros in the state to hit
bottom in terms of nonfarm employment. Only the
San Jose metropolitan area hit its employment trough
as early as San Luis Obispo in July 2009—much sooner
than Santa Barbara (Dec-09), Monterey County (Aug-
11), and even the larger markets in San Diego, Orange
County (MD), Los Angeles (MD), San Francisco (MD), or
California, which all hit their trough during the first
quarter of 2010.

Perhaps more importantly, San Luis Obispo is actu-
ally one of the fastest growing areas in the state as
well. Since hitting its low point at just 94,000 jobs,
San Luis Obispo has seen its nonfarm payrolls expand
by 6,300 positions. Despite dipping briefly during the
second half of 2011, current employment levels rep-
resent a 6.7% expansion in jobs over the past three
years—second only to the booming San Jose area, and
well ahead of the other driving regions in the state in-
cluding San Francisco (MD), San Diego, Orange County
(MD), Los Angeles (MD) and its Central Coast neigh-
bors in Monterey and Santa Barbara. In addition, at
7.5% in September 2012, San Luis Obispo maintains
the 4th lowest unemployment rate in the state, just
behind San Francisco (MD), Orange County (MD), and
Santa Barbara and well below the statewide average,
which remains in the double-digits.

So, what’s going on in San Luis Obispo that is driv-
ing this surge? Overall, California’s economic recov-
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Regional Labor Market Trends by Region, Peak to Current

Location Peak Peak Trough Trough Peak to Current Trough to
Month (000s) Month (000s) Trough (%) (000s) Current (%)
San Jose Mar-08 921.1 Jul-09 839.5 —8.9 907.5 8.1
San Luis Obispo Apr-07 105.1 Jul-09 94.0 —10.6 100.3 6.7
San Francisco (MD)  Apr-08  1,002.6 Feb-10 925.1 7.7 983.0 6.3
Salinas Oct-07 129.7 Aug-11 120.0 —7.5 126.1 5.1
Santa Barbara Dec-07 174.5 Dec-09 160.8 —-7.9 168.1 4.5
San Diego Jul-07 1,314.5 Feb-10 1,211.2 7.9 1,257.7 3.8
Orange County (MD)  Oct-06 1,526.5 Mar-10  1,342.8 —12.0 1,394.2 3.8
Los Angeles (MD) Dec-07  4,136.6 Feb-10  3,756.7 —9.2 3,861.4 2.8
California Jul-07 15,2122 Feb-10 13,842.3 —9.0 14, 347.9 3.7

Source: California Employment Development Department

ery has been fueled by three primary factors over the
past three years: business spending, agriculture, and
tourism. The latter two are strongly represented in
the San Luis Obispo economy, and the Professional and
Business Services sector has played a large part in the
employment growth we’ve seen in the region to date.
Let’s consider each in turn.

Hands down, tourism in the region has been a huge
driver of growth throughout the recovery. And, over
the past 12 months, San Luis Obispo has seen some of
the greatest increases in hotel occupancy rates in the
state. In August, hotel occupancy hit 64.7%—a 3.1 per-
centage point increase over last year, trailing only San
Jose and Los Angeles in terms of improvement. Room
rates have seen slightly less improvement, though av-
erage daily rates are up by more than 3% so far this
year: on par with Santa Barbara, and slightly better
than in Monterey.

In addition to an idyllic climate and miles of pristine
coastline, the region’s agricultural sector has increas-
ingly become tied in to the local tourism market as vis-
itors come to San Luis Obispo County to visit the tast-
ing rooms in North County and consequently inject
the local economy with additional consumer spend-
ing at retail establishments, restaurants, and other en-
tertainment options. In addition, given the weakness
of the $US by historical standards, the region is bene-
fitting not only from increased international tourism,

but also by U.S. households’ looking to substitute an
expensive overseas vacation for one along California’s
Central Coast. The popularity of the region was high-
lighted in a recent survey by the American Automobile
Association (AAA), which revealed that the Central
Coast was the third most popular Labor Day destina-
tion for Californians this year—many of whom patron-
ized San Luis Obispo County’s hotels, bed and break-
fasts, and other accommodations.®

This boost in local tourism is also creating a surge in
consumer spending in the regional economy. This is
true both of spending by businesses as well as spend-
ing by consumers, though the latter has been a more
consistent trend. In fact, spending by consumers in
San Luis Obispo is up more than 33% through the mid-
point of 2012 compared to its low at the end of 2009,
while business spending has increased by more than
140% compared with 2009. Again, the spending num-
bers show the impact of tourism on the local economy,
with tax receipts at the county’s restaurants up more
than 10% so far this year.

Clearly, these are positive economic trends, which
have begun to give way to a rising tide of employ-
ment. Through September, San Luis Obispo County

Patti  Pibum, "Central Coast Top Labor Day
Travel Destination," KCOY Central Coast News, August
31, 2012, http://www.kcoy.com/story/19429734/

central-coast-top-labor-day-travel-destination.
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has added roughly 3,300 jobs since last September.
Of those new jobs, nearly 1,100 were created in the
Leisure and Hospitality sector and were concentrated
in restaurants and hotels. That is the largest number
of new jobs contributed from any sector in the region,
which means that San Luis Obispo is well positioned
to harness the growth in a sector that is driving the
overall state economy forward.

Hotel Trends by Region
Location Aug-11  Aug-12 Change
YTD YTD (%)
Average Daily Rates
San Francisco (MD) 151.71  169.87 12.0
San Jose 111.63  122.86 10.1
Orange County 112.02  118.28 5.6
Los Angeles (MD) 122.83 129.14 5.1
San Diego 123.90 129.95 4.9
Napa 152.59  159.72 4.7
Santa Barbara 143.90  148.56 3.2
San Luis Obispo 111.25  114.82 3.2
Monterey 151.50  155.26 2.5
California 115.11  121.62 5.7
Location Aug-11 Aug-12 Change (%)

Occupancy Rate (%)

Los Angeles (MD) 71.8 75.8 4.1
San Jose 69.9 73.2 3.4
San Luis Obispo 61.5 64.7 3.1
San Diego 67.7 70.3 2.6
Orange County 70.2 72.6 2.4
Napa 60.3 61.9 1.6
Monterey 60.9 61.5 0.6
Santa Barbara 65.1 65.7 0.6
San Francisco (MD)  78.0 77.9 —0.1
California 66.2 68.9 2.7

Source: VisitCalifornia

Fortunately, these gains have been broad based across
the county, with each of the region’s incorporated
cities posting solid growth over the past year. Al-
though the results have not been evenly spread, no
area is experiencing continued declines. The coastal
areas have fared particularly well, with sales tax re-

ceipts so far in 2012 up by more than 15% in Morro Bay
and nearly 9% in Grover Beach. However, it isn’t just
the coastal areas that are doing well: Paso Robles has
seen a 7.6% bump in sales taxes year-to-date in 2012
as well. The cities of San Luis Obispo and Pismo Beach
have also seen an increase in spending of more than
6% this year, while Atascadero and Arroyo Grande
have seen more modest growth in the 5% range. Thus,
not only is spending by tourists and consumers up
across the broader region, this improvement is rela-
tively widespread across the north and south, coastal
and inland areas of San Luis Obispo.

Sales Tax Receipts by City
San Luis Obispo County

. 2011 2012 Change

Location

YTD YTD (%)
Morro Bay 61,775.2 71,277.5 154
Grover Beach 455213  49,563.9 8.9
Paso Robles 332,442.8 357,595.8 7.6
Pismo Beach 102,181.7 109,269.8 6.9
San Luis Obispo  581,981.8 617,721.3 6.1
Atascadero 137,429.3 144,634.8 5.2
Arroyo Grande  132,748.8 139,380.6 5.0

Source: HAL Companies

Given that these indicators continue to point in a posi-
tive direction in the county, Beacon Economics is fore-
casting that San Luis Obispo’s labor markets will con-
tinue to improve as well. The unemployment rate,
which has already fallen to one of the lowest levels
in the state, is expected to keep falling at a gradual
rate. The unemployment rate is expected to dip below
7% by mid-2014, and reach 6% by 2016. Nonfarm em-
ployment will also continue to grow, adding roughly
2,800 jobs by the end of 2013 and reaching its pre-
recession peak of 105,000 by 2015. Leisure and Hospi-
tality is forecasted to continue to be a driving force in
the county, though the Professional and Business Ser-
vices sector is also expected to be at the leading edge
of the recovery. Construction, which has already seen
a 12% increase so far in 2012, will also continue its up-
swing—especially if several large-scale development
projects break ground. A few sectors, including Gov-

26

2012 Central Coast Economic Forecast



San Luis Obispo Forecast

ernment and Manufacturing have continued to face
difficulty, but those losses are being more than offset
by gains in the rest of the economy. It is not time to
start celebrating, but the outlook is definitely improv-
ing.

Labor Market Forecast
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Not Just Tourism

As strong as the tourism sector has been for San Luis
Obispo, it’s important to keep in mind that this is not
the only source of strength for the region. Take spend-
ing as an example: although the region’s restaurants
and hotels have seen solid growth in sales tax receipts
in the double-digit range this year, several categories
of spending have grown by even more during 2012.
Specifically, building and construction materials have
seen almost 60% increases so far this year. In part, this
owes to the two large solar projects in the region, for
which construction is already underway. The devel-
opment of both the Topaz Solar Farm (550 megawatts)
and the California Valley Solar Ranch (250 megawatts)
are already beginning to generate new construction
jobs, which in turn will boost economic output in the
region.’ These projects are not trivial in size: Topaz
Solar Farm will cover 5.5 square miles and California
Valley Solar Ranch will cover about 2.5 square miles

¢Zach Behrens and Leon Koenen, "Groups Sue Solar Company
Over San Luis Obispo County Project," KCET, September 12, 2012,

with solar panels.” To put this in perspective, the City
of San Luis Obispo covers roughly 9 square miles.

Although these solar projects are large, they are not
the only energy game in town. In fact, the oil fields
located in Price Canyon in Northern San Luis Obispo
County have experienced a mini renaissance of late
as well. Not only are these projects and a gradually
healing economy driving increases in building materi-
als, they are also responsible for the surge in business
spending that we’ve observed in the county over the
past year. Business and industry sales tax receipts are
up by 15% this year alone.

Sales Tax Receipts by Category

San Luis Obispo County
, 2011 2012 Change

Location

YTD YTD (%)
Building/Construction 1,587,642 2,521,617  58.8
Business/Industry 2,823,963 3,246,168 15.0
Autos/Transportation 2,118,147 2,365,483 11.7
Restaurants/Hotels 2,369,933 2,621,377 10.6
Fuel/Service Stations 2,824,258 2,997,961 6.2
General Consumer Goods 4,166,067 4,364,807 4.8
Food/Drugs 1,284,622 1,323,627 3.0
Total 19,042,544 21,610,733  13.5

Source: HAL Companies

These projects are just getting going in San Luis
Obispo and while the county is enjoying the big bump
in activity currently it is likely that some of the one-
off expenditures on items like construction will even-
tually wear off. Thus, it is important to zoom out to
the broader picture, which shows many more under-
lying signs of strength. Auto sales underscore this
point-with an 11.7% increase in sales tax receipts from
autos this year, things are definitely looking up. This
is a positive sign for several reasons. First, it pro-
vides some much needed revenues to local govern-
ment budgets, which have been a source of conster-
nation in the local economy for several years. How-
ever, it is also critical from an economics perspec-

’David Sneed, "Top 10 Stories of 2011: No. 7 —SLO County
turns into a solar system," San Luis Obispo Tribune, Decem-
ber 25, 2011, http://www.sanluisobispo.com/2011/12/25/
1884166/top-ten-stories-of-2011-no-7-slo.html.
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tive. During the downturn, many long-term durable
goods purchases like cars were deferred as uncer-
tainty and overall economic conditions worsened. As
the economy has started to heal, with jobs rising and
unemployment falling, consumers in San Luis Obispo
County are beginning to feel comfortable opening
their wallets again. This increase in auto sales shows
that local residents are indeed feeling more confi-
dent about the economic outlook and have started to
ratchet up spending in turn.

Taxable Sales Forecast
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And, like the regional breakdowns, sales tax receipts
are up across each category of spending, be it gas, food
and groceries, or general merchandise. Consumers
certainly are not the problem in San Luis Obispo’s
Economy. Spending has been on the rise for the bet-
ter part of three years, and both businesses and con-
sumers are showing signs of increasing optimism.

On that basis, Beacon Economics is forecasting that
consumer spending in San Luis Obispo County will
continue to rise. This will be driven in part by rising
employment and falling unemployment as well as ris-
ing incomes. By early 2013, Beacon Economics expects
the region to return to its pre-recession peak of $1.1
billion per quarter, and will continue its upward trend
at a rate of 5% thereafter.

Still Not Convinced—How About
Housing and Construction

Unlike last year’s report, Beacon Economics is happy
to report that real estate is no longer a drag on the lo-
cal or state economies in 2012. In fact, residential real
estate in particular has started to become a source of
growth for the San Luis Obispo economy over the past
year. And, unlike during the bubble, this improvement
in the housing market is being driven by solid funda-
mentals, rather than by a huge expansion in leverage
and borrowing.

Recently released information on the single-family
home market in San Luis Obispo County shows that
home sales through the first three quarters of 2012 are
up by more than 11% from the same point in 2011. In
fact, the third quarter of 2012 marked the 7th consecu-
tive quarter of year-over-year growth in home sales in
San Luis Obispo County. Again, these gains have been
slightly uneven, but with the exception of Paso Robles
(where home sales have been relatively flat this year),
existing home sales are up across the county: north,
south, coastal, and inland—by as much as 26.7% in the
City of San Luis Obispo.

Fortunately, this increase in transactions has already
started to give rise to price appreciation in San Luis
Obispo County. Given the surge in sales in the City
of San Luis Obispo, it is not surprising to see that
home prices there are up disproportionately relative
to the rest of the county by nearly 20%. That com-
pares to 10% growth in median prices in Paso Robles,
9.7% growth in Grover Beach, and almost 8% in Atas-
cadero. Only Arroyo Grande has seen home prices rise
by less than 5% this year. Clearly, the recovering labor
markets, rising incomes, and historically low interest
rates are enticing buyers back into the market again
within the region.
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Real Estate Trends by City

. 2011 2012 Change
City
YTD YTD (%)
Home Sales
San Luis Obispo 221 280 26.7
Arroyo Grande 220 253 15.0
Atascadero 236 256 8.7
Grover Beach 82 85 4.6
Paso Robles 462 458 -0.8
San Luis Obispo Co. 2,048 2,284 11.5
Location Q3-11 Q3-12  Change (%)
Existing SFR Prices ($)
San Luis Obispo 465,169 562,420 20.9
Paso Robles 284,431 313,239 10.1
Grover Beach 287,641 315,658 9.7
Atascadero 302,160 325,688 7.8
Arroyo Grande 441,667 451,647 2.3
San Luis Obispo Co. 349,746 384,635 10.0

Source: DataQuick

Furthermore, this is another area in which San Luis
Obispo has started to jump out in front of the pack.
At nearly $385,000, the median price of an existing
single-family home is up by 10% ($35,000) over the
third quarter of 2011. This is much faster than in Santa
Barbara, where home prices this year are up a paltry
2%. San Luis Obispo also led the larger markets to the
north and south during the third quarter, including
the Inland Empire, San Francisco MD, San Diego, Or-
ange County, and Los Angeles.

Not only are the trends moving in the right direction,
but the fundamentals are back to levels that make
sense again. During the bubble, the median price of a
home grew to an unsustainable level relative to per
capita incomes in the region. This was just as true
across the state as it was in San Luis Obispo County.
As painful as these steep declines in home values
have been since that bubble burst, home prices have
fallen back down to a level that are in-line with in-
comes. This fact, combined with a recovering econ-
omy and interest rates that have never been lower,

should help to propel the housing market in San Luis
Obispo County into 2013 and beyond.

Indeed, one glance at the number of distressed prop-
erties in San Luis Obispo shows that the worst is cer-
tainly behind us. In many ways, this is one of the
most positive signs for the future of real estate in the
county, as these properties tend to take a significant
amount of time before they actually make their way
back onto the market. Therefore, the fact that San Luis
Obispo County has seen a nearly 29% reduction in new
defaults so far in 2012 and more than 46% fewer fore-
closures over 2011 is a sign that the region, much like
the state as a whole, has clearly turned the corner. As
the number of distressed sales dwindles relative to the
overall sales mix, there will be less downward pres-
sure on prices in coming years. Defaults and foreclo-
sures do remain elevated relative to historical norms,
but the third quarter of 2012 marks nearly three years
of falling defaults and foreclosures.

Distressed Mortgages by City

. 2011 2012 Change
City
YTD YTD (%)
Defaults
San Luis Obispo 131 57 -56.9
Arroyo Grande 112 76 -32.6
Paso Robles 245 176 -28.1
Grover Beach 60 49 -17.8
Atascadero 162 144 -11.3
San Luis Obispo Co. 1,183 842 -28.8
Location Q3-11 Q3-12 Change (%)
Foreclosures
Atascadero 125 53 -57.6
Grover Beach 49 21 -57.1
Paso Robles 186 92 -50.5
Arroyo Grande 62 44 -29.7
San Luis Obispo 32 25 -21.9
San Luis Obispo Co. 767 414 -46.1

Source: DataQuick

This is not only true for the county as a whole, but
is a trend that is being shared across the county’s
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incorporated cities. The City of San Luis Obispo has
led the charge, with defaults down nearly 56% this
year—owing in part to solid increases in home prices.
However, cities in the north and south have all seen
fewer homes falling into distress. Defaults are down
by more than 28% in both Arroyo Grande and in Paso
Robles to the north, and even Atascadero, which has
lagged other areas somewhat, has seen a decline in de-
faults of over 11%. The same is true of foreclosures,
in which each incorporated city has seen at least 21%
fewer foreclosures this year compared to 2011. Does
the area still have a long way to go before it gets back
to “normal”’—yes. Is there ample evidence that San
Luis Obispo weathered the worst of the storm and that
better days lie ahead—absolutely.

These signs of life in residential real estate are be-
ginning to give way to new construction in San Luis
Obispo. As noted, construction employment was up
by more than 12% in September 2012 compared with
September 2011. Although single-family permitting is
still down through June 2012, multi-family permits are
up by double—with almost 20 new multi-family units
permitted so far. Although this is relatively small as a
share of the overall housing stock, it is a sign that new
construction is on the rise.

Most of this new construction has been concentrated
in 3 cities: San Luis Obispo, Pismo Beach, and Paso Rob-
les. Other areas including Morro Bay, Arroyo Grande,
Atascadero, and Grover Beach had seen relative little
permitting activity through the first six months of the
year.

Fortunately, there are several large developments in
the works that could help to bolster the construc-
tion outlook even further. The Spanish Springs project
calls for the construction of as many as 390 single-
family homes, 83 apartments or condos, and 320 se-
nior residential units in Price Canyon north of the
Pismo Beach city limits.® The project would require

8Cynthia Lambert, “Price Canyon Plan Forwarded to Pismo
Beach City Council,” San Luis Obispo Tribune, October 9, 2012,

the City of Pismo Beach to annex 1,264 acres of land,
which would increase the square mileage of the city by
approximately 50%.° The Pismo Beach City Planning
Commission approved the project by a three-to-two
vote in early October, and the city council is expected
to consider the project in late November or early De-
cember.! If approved, Spanish Springs could bring an
estimated 1,500 new residents to the city, as well as
some much-needed construction jobs to the region.!

Construction is expected to begin by mid-2013 on 32
new residential units on Monterey Street downtown,
as part of a much larger Chinatown redevelopment al-
ready underway in San Luis Obispo. The project was
originally approved by the city in 2009, but stalled
upon the onset of the economic recession.!? Mean-
while, in Los Osos, construction of the long-delayed
sewer project will proceed after much political debate,
with an expected completion date of 2014"3 and a total
budget of $173.4 million.™

These trends suggest that builders are beginning to
seek new opportunities again. And with the residen-
tial market overall trending in a positive direction,
Beacon Economics is forecasting that new residential
construction will continue to improve in the coming

http://www.sanluisobispo.com/2012/10/09/2257356/price-
canyon-pismo-development.html.

Tayler Duprel, “Price Canyon Gets a Green Light from
Pismo Commission,” San Luis Obispo New Times, October 10, 2012,
http://www.newtimesslo.com/news/8448/price-canyon-gets-a-
green-light-from-pismo-commission/.

Cynthia Lambert, "Price Canyon Plan Forwarded to Pismo
Beach City Council.”

'Matt Fountain, “A Beach of a Race,” San Luis Obispo New Times,
October 18, 2012, http://www.newtimesslo.com/news/8502/a-
beach-of-a-race/.

2 AnnMarie Cornejo, “Chinatown Project Begins in Downtown
San Luis Obispo,” San Luis Obispo Tribune, September 24, 2012,
http://www.sanluisobispo.com/2012/09/24/2240569/chinatown-
project-begins-in-downtown.html.

BMichelle Hauser, “Project Overview,” Dig Los Osos: Los 0sos
Wastewater Collection System, The County of San Luis Obispo, Oc-
tober 24, 2012.

“David Sneed, “Attempt to Halt Construction of Los
Osos Sewer Fails,” San Luis Obispo Tribune, July 15, 2012,
http://www.sanluisobispo.com/2012/06/15/2107854/attempt-
to-halt-construction-of.html.
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Nonresidential Construction Trends, San Luis Obispo Co.

Permit Type 2010 2011 2011 YTD 2012 Change (%)
New Commercial 29,419 6,318 700 3,673 424.8
Office 0 0 0 2,723 N/A
Retail 17,305 6,818 700 950 35.7
Hotel 7,001 0 0 0 N/A
Industrial 15,893 822 822 5,758 600.5
Other Nonres. 25,892 18,028 8,303 7,306 —12.0
Nonres. Alts./Adds. 48,126 41,615 24,205 15,920 —34.2
Total Nonres. 119,330 67,283 34,030 32,657 —4.0

Source: California Homebuilding Foundation

years. Roughly 500 new residential permits are fore-
casted for 2013 and activity should continue to in-
crease—reaching 1,300 units per year by 2017.

In addition, the nonresidential side of the construc-
tion market is beginning to show signs of life as well.
Although total nonresidential permitting in San Luis
Obispo County is down roughly 4% so far in 2012, there
are some positive signs below the surface. Firstly,
the entire decline in nonresidential permit values
this year is attributable to fewer nonresidential al-
terations permits. During the downturn and initial
stages of the recovery, businesses were deciding to
stay put and renovate or improve their existing facili-
ties rather than breaking ground on new space and al-
terations/additions grew to a large share of total non-
residential construction. As the economy is improv-
ing, we are seeing nonresidential construction shift-
ing towards new structures, which is ultimately a pos-
itive sign despite the relatively lackluster headline
number.

In fact, through June 2012 new commercial permit val-
ues in San Luis Obispo County are up by more than
400%—to nearly $3.4 million so far this year. This has
been driven by a surge in new office space, which saw
no new permitting through the first six months of
2011. However, new industrial permits are up solidly
as well. Even retail space, which is being driving by ris-

ing spending by businesses and consumers in San Luis
Obispo, are up by nearly 36% so far in 2012.

Construction Market Forecast
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Thus, while the overall value of nonresidential per-
mits is down slightly relative to last year, there is a
shift underway against alterations and additions to
existing space towards the construction of new non-
residential structures. Therefore, don’t be fooled by
the headlines—scratch the surface and factors are im-
proving locally.

Time to Pop Champagne?

Given all this good news, does that mean that it is
time to pop the champagne corks and kick off the cel-
ebration? Not quite. There’s no doubt that the econ-
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omy in San Luis Obispo is moving in the right di-
rection. Tourism, agriculture, and professional ser-
vices are all driving the local economy forward and
we have seen that translated into rising consumer
and business spending, an improving local real es-
tate market, and the initial stages of a residential and
commercial permit uptick. However, employment re-
mains below its pre-recession peak and unemploy-
ment, though lower than most other parts of the state,
are still above historical norms. And, while the resi-
dential markets are improving, defaults and foreclo-
sures remain high—though they are trending down-
ward.

There are also external risks to be concerned
about—though these are better characterized as
causes for concern rather than panic. Europe’s
economic woes continue to drag on the U.S. and
California economies. Given that many of San Luis
Obispo’s agricultural products are exported to world
markets, this has the potential to slow growth in
local businesses. However, the European Central bank
has agreed to backstop the troubled banks, Moody’s
recently announced that they would not downgrade
Spanish bonds, and the $US has since depreciated
against the Euro.

There is also the fiscal cliff—or rather the fiscal
hill—to be concerned with as well. Rising tax rates,
particularly on the middle-class, could stifle the
growth in consumer spending that the Central Coast
has enjoyed over the past three years. However, given
how politically unpalatable allowing the government
to go over the edge, Beacon Economics believes that
a compromise will ultimately be reached, saving San
Luis Obispo from any major negative effects.

Thus, while it is not time to celebrate, it is a time to
look forward to the future of San Luis Obispo’s econ-
omy.
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Key Chapter Findings

San Luis Obispo County’s employment recovery continues moving forward in 2012, outpacing nonfarm
growth in the state overall and in most other metropolitan areas in California.

Despite wide month-to-month volatility, the uptrend in employment gains over the last three quarters is
clear: the local labor market is growing again at a healthier pace.

The unemployment rate in the county has dropped to 7.5% over the last year, the third-lowest in the
state. Many local residents who were unemployed are now employed, and the labor force is expanding,
confirming the upward trends we are seeing in industry employment.

The Leisure and Hospitality sector, one of the bellwether industries for the county, has been the clear
driver of employment gains over the last year, making up one-third of all nonfarm industry job growth.

The U.S. Department of Energy estimates the Central Coast region is home to 15.5 billion barrels of oil
locked in shale deposits. This presents a very promising growth opportunity for the region in the years
to come and should boost Natural Resource and Mining employment.

Average annual wages across all industries increased by 2.0% from 2010 to 2011, but lagged behind aver-
age wage growth for the state overall. Leisure and Hospitality wage growth in particular outpaced overall

wage growth in the county, with a 3.1% year-over-year increase.

Industry Employment

The latest jobs report from the California Employment
Development Department (EDD) held some pretty
good news for the County of San Luis Obispo, to say
the least. September total nonfarm employment stood
3,300 payroll positions higher than a year before, a
3.4% increase on a seasonally adjusted basis and the
second fastest year-over-year increase in the state,
behind Santa Rosa MSA (3.9%). Total private employ-
ment showed even stronger year-over-year gains, at
3,700 positions, or 4.8%. What was even more impres-
sive in the latest jobs report was that almost half of
the year-over-year employment gains came in this
September. Indeed, according to the EDD, San Luis
Obispo saw 1,400 nonfarm jobs added to local pay-
rolls from August to September, a 1.4% increase and
the second highest month-over-month growth among
California metropolitan areas. Of course, sudden in-
creases in such a short time frame should always be

taken with a grain of salt, as they are usually revised in
the following months. The latest month’s gains were
driven mostly by an increase in government employ-
ment, which has seen a large degree of volatility his-
torically. So while the 1,400 increase from August to
September may not be the best estimate of month-
over-month job gains for San Luis Obispo County, the
3,300 year-over-year gain gives a better idea of the
employment facts on the ground and indicates where
the county’s employment data are heading.

We can take out much of the month-to-month volatil-
ity by looking at total nonfarm employment on a quar-
terly basis, which shows us that the employment re-
covery in San Luis Obispo County is moving forward
at a healthy pace, given today’s challenging economic
environment. From the third quarter of 2011 to the
third quarter of 2012, our quarterly average of the
monthly employment figures shows a 2,300 job gain.
While this certainly is not as bright a picture as the
monthly figures suggest, the year-over-year growth
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of 2.3% outpaces national job growth (1.4%) as well
as state annual growth (1.9%). San Luis Obispo County
may have had a slower start to the employment recov-
ery after the recession, but the last three quarters of
employment data have clearly shown that the county
labor market is growing again.

Total Nonfarm Employment
San Luis Obispo County, Jan-09 to Sep-12
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The employment gains over the last year have been
fairly broad-based, aside from weakness in the Man-
ufacturing and Government sectors, with key indus-
tries reporting the largest year-over-year gains. The
top four industries by employment level all posted
strong annual gains.

San Luis Obispo County Employment (000s and % Change, SA)

industry Sep-12  Aug-12 to Sep-11 to
(000s) Sep-12 Sep-12

Total Nonfarm 100.3 1.4% 3.4%
Total Private 79.5 0.4% 4.8%
NR/Construction 5.8 -0.9% 12.1%
Manufacturing 5.4 -1.5% -6.2%
Trade,Transport,Util. 20.3 0.8% 4.6%
Information 1.2 0.2% 0.4%
Financial Activities 4.2 2.0% 8.2%
Professional/Business 11.1 0.1% 7.4%
Education/Health 12.1 0.5% 7.6%
Leisure and Hospitality 15.6 1.4% 7.3%
Other Services 3.9 -2.5% -11.6%
Government 20.8 5.5% -1.7%

Source: CA Employment Development Department

Leisure and Hospitality employment, a key sector for
local growth, led with an increase of 1,100 jobs. Trade,
Transport, and Utilities; the Professional and Business

sector; and Education and Health services saw em-
ployment levels rise by roughly 800 positions each.
The fastest-growing sector on an annual basis was
Natural Resources, Mining, and Construction. Due to
confidentiality requirements for employment sectors
with a small number of employees, we cannot say for
sure how much of the past year’s employment in-
creases have been from mining activities, but some of
the growth in this combined sector could be tied to
the development of local energy resources in the Mon-
terey Shale formation.

Household Employment

Over the past year, San Luis Obispo County has en-
joyed one of the lowest unemployment rates in the
state. At 7.5% as of September 2012, only Orange
County (7.1%) and Santa Barbara County (7.4%) had
lower unemployment rates, and Napa County tied San
Luis Obispo County for third place. As the unemploy-
ment rate in San Luis Obispo has come down, we have
also seen increases in household employment and in
the labor force. (Household employment is employ-
ment tracked by residency. The payroll survey mea-
sures employment by industry.) From September 2011
to September 2012, household employment increased
by 3,700 positions, and the labor force grew by 1,500
employees. This year-over-year household employ-
ment growth shows that not only are more people
entering the labor force and finding gainful employ-
ment, but many who were out of work but still search-
ing were successful in finding jobs.

Since the downturn, we have seen household employ-
ment grow faster than nonfarm employment, a strong
sign of a labor market in recovery. Because the house-
hold survey estimates how many of the county’s res-
idents are employed, as opposed to what industry in
the county they are employed in, it also picks up in-
formal employment. Those who are self-employed and
those paid with cash are not counted in the payroll
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survey, making nonfarm employment an incomplete
measure of what is happening in the local labor mar-
ket.

Household Employment
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Since the beginning of 2010, the first year of positive
job growth after the downturn, to September 2012,
household employment has added back 5,900 jobs, for
a4.7% increase. During the same time period, nonfarm
employment increased by 3,000 jobs, a 3.2% increase.
This faster job growth in the household survey is in-
dicative of the fact that the informal economy, as well
as local industries in San Luis Obispo County, is mov-
ing forward at a good pace, in spite of the reports we
keep hearing in the national media regarding the sup-
posedly "jobless recovery."

Leisure and Hospitality Leads the Local
Employment Recovery

It’s no secret that tourism is big in San Luis Obispo
County; indeed, it is one of the bedrocks of the
county’s overall economy. When the housing bubble
collapsed and California households reined in spend-
ing, regional economies dependent on tourism dol-
lars saw a period of stagnation at the outset of the
Great Recession. Now that the consumer spending re-
covery in the Golden State has picked up steam, areas
like San Luis Obispo have been benefiting from health-

ier household balance sheets— people are getting out
more and enjoying everything California has to offer.

The gains in employment in Leisure and Hospitality
that we have seen in San Luis Obispo County over
the last year highlight how the recovery in consumer
spending has greatly benefited the local labor market
recovery. From September 2011 to September 2012,
the Leisure and Hospitality sector added 1,100 jobs on
a seasonally adjusted basis, a 7.3% increase and one-
third of nonfarm job growth during the same year-
over-year time period.

Leisure and Hospitality Employment
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The bulk of these gains came from the Accommoda-
tions and Food industry, which makes up roughly 91%
of Leisure and Hospitality employment in the county.
The job growth in the Leisure and Hospitality sector
in San Luis Obispo County has outpaced gains in other
large metropolitan areas with heavy tourism indus-
tries. Orange County saw a 5.9% increase from Septem-
ber 2011 to September 2012, and Leisure and Hos-
pitality employment in San Diego County grew 3.8%
over the same period. As the overall economic recov-
ery continues and consumer spending returns to pre-
recession levels, San Luis Obispo County is well posi-
tioned to benefit from those gains.
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Central Coast Employment (000s, SA)

. Sep-12 Aug-12to Sep-11to
Location/Industry (000s)  Sep-12 Sep-12
San Luis Obispo NR/Construction 5.8 -0.9% 12.1%
Santa Barbara NR/Mining 1.2 -0.6% 8.8%
Santa Barbara Construction 6.9 -0.1% 2.5%
Monterey NR/Mining 0.2 0.0% 0.0%
Monterey Construction 3.9 0.7% -0.03%

Source: CA Employment Development Department

There’s Oil in Those Hills!

While many geologists and local residents have known
for some time about the oil in shale deposits along the
Central Coast, the rest of the country got a wake-up
call in July as to just how much oil was there for ex-
traction. Estimates released in July by the U.S. Depart-
ment of Energy claimed that the Monterey Shale for-
mation, a mineral formation which runs along most of
central and coastal California, holds 15.5 billion bar-
rels of oil and accounts for 64% of total shale oil re-
serves in the United States. Needless to say, the future
economies of Central Coast communities will greatly
benefit from increased extraction in the area. Some
states that barely noticed the Great Recession, North
Dakota for example, can attribute their current low
unemployment rates to the booming shale oil produc-
tion in the area.

Shale oil extraction, however, does not come with-
out its costs—in this case, environmental costs. En-
ergy companies use a technique called hydraulic frac-
turing that employs a chemical cocktail to release the
oil from the shale deposits. Environmentalists around
the country have voiced concerns regarding the frac-
turing technique, citing the possible contamination of
underground water tables. Both the federal govern-
ment and the California state government have yet
to establish comprehensive regulations with regard to
the hydraulic fracturing process, and in the years to
come this subject is sure to become a hot-button issue

in local and state politics given the enormity of the
shale oil resources in the Central Coast region.

San Luis Obispo County currently has a very small Nat-
ural Resources and Mining labor force, so small that
it is aggregated with Construction-sector employment
by the EDD to preserve the confidentiality of specific
employers in the county. So while we are not able to
discern how Natural Resources and Mining employ-
ment in the county is trending, we do know that the
combined NR/Construction sector has been posting
the highest year-over-year growth of all industries in
the county. Neighboring Santa Barbara County does
have NR/Mining employment data available for the
public, which also shows strong year-over-year job
gains. NR/Mining in Monterey County, on the other
hand, has been flat for years, at 200 employees; how-
ever, this lack of movement is most likely a result of
data suppression by the EDD for confidentiality rea-
sons rather than a reflection of a stagnant local indus-
try.

Wages

According to the U.S. Bureau of Labor Statistics, the
average annual wage in San Luis Obispo County across
all industries grew by 2.0% from 2010 to 2011. The
rate of average annual wage growth outpaced that of
neighboring Monterey County, but fell behind wage
growth in Santa Barbara County, as well as behind
wage growth in the state overall and major metropoli-
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Regional Wages by Industry, 2010 to 2011

Total All Industries ‘ Leisure/Hospitality ‘ Professional /Business

Location
Wage Change (%) | Wage Change (%) | Wage  Change (%)

San Luis Obispo | 36,849 2.0% 17,470 3.1% 40,134 —2.4%
Santa Barbara 43,424 2.3% 20,403 3.0% 59,571 —5.7%
Monterey 36,559 1.2% 24,165 1.0% 52,234 —0.2%
Los Angeles 53,364 2.6% 33,964 3.7% 66,131 2.9%
San Francisco 80,984 6.1% 32,431 4.5% 112,434 8.6%
California 54,345 3.4% 24,616 2.7% 71,199 4.5%

Source: CA Employment Development Department

tan areas in Northern and Southern California. The
average annual wage across all industries stood at
$34,849 in 2011, slightly higher than the average wage
in Monterey County but substantially lower than the
state average of $54,345.

The tourism industry has played a large role in driving
employment growth in the region, but, unfortunately,
the strength of the tourism industry is also the reason
for lower overall wages for local residents. Leisure and
Hospitality employment in San Luis Obispo County ac-
counts for over 15% of nonfarm jobs, but it is also
one of the lower-paying industries, with an average
annual wage of $17,470. This high proportion of low-
paying jobs is one of the main reasons the average an-
nual wage across all industries is lower in San Luis
Obispo County than in the state and in other major
metropolitan areas in Northern and Southern Califor-
nia. Wages for Leisure and Hospitality employment
are lower than the levels in other Central Coast re-
gions and the state overall.

Professional and Business Services, another large
driver of labor market growth over the past year, saw
average annual wages in San Luis Obispo County de-
cline from 2010 to 2011, which also contributed to
slower wage growth across all industries. San Luis
Obispo was not alone in this trend, however. Santa
Barbara and Monterey Counties both saw year-over-
year declines in Professional and Business Services
wages.
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Business Activity

Key Chapter Findings

grape crop.

= Consumer spending continues to grow, with seasonally adjusted taxable sales up 9.9% year over year.
= Rising hotel occupancy and revenues show that the tourism sector is rebounding.

m 2012 proves a great year for San Luis Obispo County wine, as near-perfect weather yields a great wine

Consumer Spending Is Growing Quickly,
but B2B Spending Makes the Biggest
Gains

The outlook for consumer spending in San Luis Obispo
County is very promising. Year-over-year taxable
sales growth in the county has soundly bested that of
neighboring regions and the state overall. At $1.1 bil-
lion in the second quarter of 2012, seasonally adjusted
taxable sales in San Luis Obispo County have risen by
9.9% year over year, compared to 5.3% in Monterey
County, 6.1% in Santa Barbara County, 4.6% in Ven-
tura County, and 6.9% across the state.

Taxable Sales by City
San Luis Obispo County, Q2-10 to Q2-12

City Q2-10  Q2-11  Q2-12 2-YrChg 1-YrChg

($000s)  ($000s)  ($000s) (%) (%)
San Luis Obispo 266,616 294,577 303,622 13.9 3.1
Paso Robles 148,935 169,336 181,693 22.0 7.3
Atascadero 62,636 70,961 71,273 13.8 0.4
Arroyo Grande 63,680 66,183 67,213 5.5 1.6
Pismo Beach 46,027 53,452 55,395 20.4 3.6
Morro Bay 29,532 30,829 36,313 23.0 17.8
Grover Beach 21,230 23,283 25,066 18.1 7.7

Source: CA Board of Equalization

Bearing in mind that statistics are more volatile at the
local level, we can see that consumer spending among
incorporated cities in San Luis Obispo County is grow-
ing across the board. Seasonally adjusted taxable sales
in the City of San Luis Obispo increased by 3.1% year
over year, and by 7.3% year over year in Paso Rob-
les. Year-over-year growth was slowest in Atascadero,
but nonetheless positive, at 0.4%. Taxable sales growth

from the second quarter of 2011 to the second quarter
of 2012 shows a substantial recovery: up 22.0% in Paso
Robles, 13.9% in San Luis Obispo, and 13.8% in Atas-
cadero.

Business taxable receipts are up a
phenomenal 53% from the second quarter of
2011 to the second quarter of 2012.

Fast-rising aggregate consumer spending is a great
sign for economic growth in the region. Moreover,
at the sector level, business-to-business spending has
been very strong as well. Business taxable receipts
are up a phenomenal 53% from the second quarter of
2011 to the second quarter of 2012, compared to 7.1%
in the state overall. Growth has also been strong in
Restaurants and Hotels, with taxable receipts up 9.1%
over the same time period compared with 8.6% in the
state. This is especially good news for a tourism-heavy
region like San Luis Obispo. Mimicking a statewide
trend, Autos and Transportation spending in the San
Luis Obispo MSA is up substantially: 11.4% year over
year, though growth has been slower than in the state
overall (17.6%).

Ultimately, with
tor—especially in key sectors such as Business
and Restaurants and Hotels—the San Luis Obispo

spending up in every sec-

economy appears headed for a strong year to come.
With these levels of growth in spending, we should
see businesses begin to increase investment in jobs
and construction. Indeed, the recent uptick in San
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Luis Obispo County total nonfarm employment shows
that this process is already underway.

Bank Deposits Are Increasing, but
Banks Show Difficulty Building Assets

Capital is up among commercial banks in San Luis
Obispo County. Total bank deposits for the 2012 fiscal
year increased in most of the top banks in the county,
and by substantial margins in some: total deposits at
Wells Fargo grew by 15.4% from the 2011 fiscal year
and by 9.5% at JPMorgan Chase. Total deposits were
down steeply (14.4%) in the third-largest bank by de-
posit volume in San Luis Obispo County, Bank of Amer-
ica Corp., but they were up by 4.7% in the largest bank
by deposit volume in the county, Rabobank Neder-
land, and up by 5.2% at locally-based Heritage Oaks
Bank.

Total Bank Deposits
San Luis Obispo County Commercial Banks
Bank County 2011 Total 2012 Total 1-Year
Mkt Share Deposits Deposits Change
(%) ($ Millions) ($ Millions) (%)
Rabobank Nederland 25.7 1,271.5 1,331.4 4.7
Wells Fargo & Co. 13.5 607.0 700.4 15.4
Bank of America Corp. 11.8 712.5 610.3 -14.4
JPMorgan Chase & Co. 11.0 519.9 569.2 9.5
Heritage Oaks Bancorp 10.0 493.7 519.5 5.2
Carpenter Bank Partners Inc. 6.9 381.1 358.9 -5.8
PacWest Bancorp 5.3 269.4 276.0 2.4
Pacific Capital Bancorp 2.9 140.0 150.2 7.3
U.S. Bancorp 2.6 125.7 134.2 6.7
Coast Bancorp 2.5 124.1 126.8 2.2
All SLO Cnty Comm. Banks 100.0 5,053.2 5,180.7 2.5

Source: SNL Financial

Among all commercial banks in the county, total
deposits increased from approximately $5.05 billion
to approximately $5.18 billion, or 2.5%. With all of
this new capital, banks in the county are searching
for—but having difficulty finding—assets to invest in.

Total commercial lending in the county remains at its
lowest level since the first quarter of 2008. Loans and
leases for commercial and industrial institutions con-
tinue to fall, having decreased by approximately 19.1%

from the first quarter of 2011 to the first quarter of
2012 alone, or approximately $47.9 million in nominal
terms. Indeed, commercial and industrial lending has
not rebounded since turning south at the onset of the
economic recession. By comparison, total commercial
lending in the state overall is at its highest level since
early 2009, while lending to commercial and industrial
institutions is up 22.1% since reaching bottom in the
second quarter of 2010.

Loans and leases for commercial and
industrial institutions continue to fall.

On the other hand, following the general path of the
state overall, real estate lending remains well above
recessionary lows in San Luis Obispo County. Both res-
idential and commercial real estate loans and leases
grew substantially in the run-up to the housing bub-
ble, but simply leveled off with the onset of the reces-
sion. Residential real estate loan and lease values de-
creased by only 3.3% from the first quarter of 2011 to
the first quarter of 2012, while commercial real estate
loan and lease values decreased by only 1.9% over the
same period. These figures are comparable to those in
the state, where residential real estate loan and lease
values increased by 4.6% from the first quarter of 2011
to the first quarter of 2012, while commercial real es-
tate loan and lease values increased by 1.9% over the
same period.

In all, though banks in the county have more capital to
invest in assets, interest rates remain at their lowest
levels in decades, and consumer spending and busi-
ness spending continue to increase, it appears that
these banks will continue to have difficulty turning
that new capital into new loans.
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With Consumer Spending Rising, the
SLO Tourism Sector Reaps Big Benefits

As shown in the analysis of San Luis Obispo County
consumer spending above, the Restaurants and Ho-
tels sector has seen a substantial increase in overall
spending in the past year. In addition to the growth in
consumer spending, occupancy rates and revenues for
hotels in the region indicate that tourism is rebound-
ing strongly. On a seasonally adjusted basis, the oc-
cupancy rate for hotels in the San Luis Obispo metro
area increased from June-August 2011 by 2.5 percent-
age points to approximately 65.5% from June-August
2012. At the same time, the revenue per available ho-
tel room (RevPAR) increased by approximately 6.1%,
to $88.94.

Occupancy Rate & RevPAR (SA)
San Luis Obispo-Paso Robles MSA, Aug-10 to Aug-12

68 - -95

D
(&2}
[

-90

64- -85

Occupancy Rate (%)
RevPAR ($)

[}
N
|
|
o)
o

60-
-75

T T T T T
Jul-10 Jan-11 Jul-11 Jan-12 Jul-12

|

Source: Visit California

Occupancy Rate RevPAR ‘

These numbers stack up very favorably against the fig-
ures posted in neighboring Santa Barbara and Mon-
terey counties. The occupancy rate for hotels in the
Monterey MSA increased by approximately 2.3 per-
centage points, to 62.6%, during that same time pe-
riod, while RevPAR increased by approximately 1.7%,
to $97.98. Meanwhile, in the Santa Barbara MSA, the
occupancy rate for hotels increased by approximately
1.2 percentage points, to 66.7%, while RevPAR in-
creased by approximately 6.9%, to $103.36.

The average daily rate among hotels in the San Luis
Obispo metro area has yet to increase much over last

year. From June-August 2011 to June-August 2012, the
average daily rate increased by only 1.8%, to $133.06
on a seasonally adjusted basis. But the region is not
very far behind the average daily rate for hotels in the
Santa Barbara MSA, which grew by 5.0%, to $152.43, in
the same time period. The rate increase for hotels in
the San Luis Obispo MSA is also higher than the in-
crease experienced by hotels in the Monterey MSA,
where the average daily rate fell by 2.2%, to an average
of $150.74.

The Restaurants and Hotels sector has seen a
substantial increase in overall spending in

the past year.

At the city level, we are seeing steady growth in these
three measures across the board. For example, from
June-August 2011 to June-August 2012, the occupancy
rate at Pismo Beach hotels increased by 3.7 percent-
age points (or 4.4%), to 87.8%, while RevPAR increased
by 4.8%, to $151.06. In San Luis Obispo, the hotel oc-
cupancy rate increased by 2.1 percentage points (or
2.4%), to 86.2%, while RevPAR increased by 5.9%, to
$116.92. We can compare these figures to those seen in
Santa Barbara/Montecito and Monterey/Carmel over
the same time period. Though RevPAR increased by
14.2%, to $249.55, in Monterey/Carmel, hotel occu-
pancy actually decreased by 2.3 percentage points. In
Santa Barbara/Montecito, RevPAR increased by 3.9%,
to $264.02, while hotel occupancy increased by 1.6
percentage points to 90.2%.

Although hotels throughout San Luis Obispo County
are thriving, passenger traffic out of San Luis Obispo
County Regional Airport has yet to rebound after ex-
periencing a steep drop during the economic reces-
sion. From January 2012 to September 2012, the air-
port hosted 197,084 passengers, compared to a peak
of 272,134 passengers in 2007.

While the decline in traffic was dramatic, it does
not negate the positive trends observed for hotels,
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Hotel Statistics by City

San Luis Obispo MSA & Other Coastal Cities, Jun-Aug 2011 to Jun-Aug 2012

2011 Average 2012 Average 1-Year 2011 2012 1-Year 2011 2012 1-Year

Location Daily Rate Daily Rate ~ Change OccRate OccRate Change RevPAR RevPAR Change
($) (%) (%) (%) (%) (%) ®) ®) (%)
Pismo Beach 170.96 172.04 0.6 84.1 87.8 4.4 144.21 151.06 4.8
San Luis Obispo 131.33 135.79 3.4 84.1 86.2 2.4 110.44 116.92 5.9
Paso Robles 111.92 116.57 4.2 71.3 75.3 5.6 79.85 87.80 10.0
North Coast 144.65 153.65 6.2 73.0 78.0 6.8 106.21 120.11 13.1
Overall 147.22 151.05 2.6 80.1 83.6 4.4 118.16 126.42 7.0
Santa Barbara 285.63 291.79 2.2 88.6 90.2 1.8 254.05 264.02 3.9
Monterey 282.33 302.93 7.3 84.5 82.2 -2.6 218.57 249.55 14.2

Source: PKF Consulting

nor does it imply that tourists are avoiding San Luis
Obispo. Rather, airport traffic remains a small compo-
nent of overall traffic to the region, with only a few
hundred thousand total passengers in a given year.
San Luis Obispo continues to draw heavy auto traf-
fic from Northern and Southern California. Thus, even
though there is room for growth in passenger traffic
out of San Luis Obispo County Regional Airport, we
don’t expect tourism in the region to lag in the coming
year.

Airport Passenger Traffic, Year to Date
San Luis Obispo County Regional Airport, 2002 to 2012
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The California Mid-State Fair in Paso Robles illustrates
the region’s popularity. In 2012, even as general atten-
dance decreased by about 4.7% from the record high
of 2011, revenues for carnival attractions were equal
to 2011 values, and revenues from livestock sales in-

creased by over $347,000 (or approximately 24.6%) .1°
It was an impressive showing for the fair following a
record-breaking 2011.

Cities in San Luis Obispo County are seeing robust ben-
efits from the resurgence in tourism spending, even
more than nearby tourist havens Monterey and Santa
Barbara. As an area renowned for its beautiful coast-
lines, pristine weather, and growing wine industry,
tourism plays a central role in the San Luis Obispo
County economy, and the steady increase in tourism
will bolster the region’s economic growth in the com-
ing year.

2012 Proves One of the Best Years for
SLO Wine

The strength of the growing wine industry is worth
emphasizing—2012 has proved one of the best years
on record for wine grapes in the region. Warm days
and cool nights in the summer have made for an ex-
ceptionally great harvest, yielding an abundant crop
of very high quality.'® A recent heat wave, though a
concern, is not expected to significantly disrupt the

13“Another Great Year in 2012!,” California Mid-State Fair: The
Great American Road Trip, October 24, 2012.

!$julie Lynem, “SLO County Grapes Are Looking Great,” San Luis
Obispo Tribune, September 23, 2012.
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harvest. North San Luis Obispo vineyards faced the
hottest temperatures, but heat in the harvest season
has both positive and negative effects. While grape
vines without adequate shade or moisture can shrivel,
the heat also helps grapes to mature faster by raising
their sugar content. A quicker maturation process is
a benefit to vintners hoping to harvest sooner rather
than later.'”

Wine export values suggest that demand is on the rise
once again in 2012. From January to August, wine ex-
port values totaled $776.4 million, compared to $737.2
million in the first eight months of 2011, and $598.1
million in the first eight months of 2010. There will
likely be enough demand to meet the growing supply
this year, and the quality of wine grapes this year in
San Luis Obispo County should increase demand even
further.

A harvest of this type will come as a benefit not only to
the region’s agricultural sector but also to its tourism
sector. Wine and tourism are closely knit in San Luis
Obispo County. Wine-tasting tours continue to be a big
draw in the region, and as the industry expands, they
will only become more popular. With an exceptional
crop this year, San Luis Obispo will continue to build
its reputation as one of the best wine regions in the
country, with the likes of Napa Valley and Sonoma.

Conclusion

With both consumer spending and business spend-
ing continuing to increase in San Luis Obispo County,
tourism in the region will continue to reap big ben-
efits. Hotel occupancy is on the rise, and hotel rates
are increasing as well. In fact, several cities in San
Luis Obispo County have seen stronger increases
in occupancy rates than observed in tourism-heavy
areas such as Santa Barbara/Montecito and Mon-
terey/Carmel. Moreover, as the economy continues to

"Hope Hanselman, “Hot Temperatures Affect Wine Grape Har-
vest,” KSBY News, October 1, 2012.

grow in the region and throughout California, tourism
in the coming year should be even stronger. Wine
tourism should see exceptional growth in the near fu-
ture, as a great harvest will further San Luis Obispo’s
reputation as one of the country’s top wine regions.
Ultimately, the outlook for businesses in San Luis

Obispo County remains very positive for the year
ahead.
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Key Chapter Findings

to find.

from last year.

» Total crop value in 2011 sets record high, while strawberries overtake wine grapes as top crop.

m Farm employment in 2011 is also at an all-time high, however experienced farm labor is becoming harder

m State agriculture exports posting positive year-to-date growth, however wine export growth has slowed

Introduction

San Luis Obispo County is one of the key players in
California’s agriculture industry for wine grapes and
strawberries. According to the California Department
of Agriculture, in 2010 the county accounted for 8.3%
of California’s total wine grape crop by dollar value,
and 6.9% of California’s total strawberry crop by dol-
lar value. By comparison, the county ranked just 13th
among California counties for total crop values—close
to 2% of total crop values statewide. Thus, while San
Luis Obispo County may not be a major contributor
to total agricultural output in the state, its specialized
crop production plays a crucial role in the state’s har-
vest of cash crops.

Compared to the state overall, San Luis Obispo County
has similar proportions of small and large farms re-
spectively. The majority of California farms are small
farms, which range from 10 to 49 acres in size. These
small farms constitute 34.7% of all farms in Califor-
nia, while large farms of 1,000 acres or more make
up only 5.5% of farms in the state. In San Luis Obispo
County, as in the state overall, the majority of farms
range from 10 to 49 acres, however San Luis Obispo
County has a slightly higher proportion of farms of
50 or more acres than does the state. Meanwhile, the
county’s high concentration of smaller farms helps to
ensure that the county does not put all of its eggs in
one basket, so to speak, and fundamentally depend on
continually solid growth at only a few farms.

Farms by Size
California and Selected Counties, 2007

Fresno
#Farms % of Total

California
#Farms % of Total

San Luis Obispo

si
1ze #Farms % of Total

31.2%
34.7%
16.0%
8.7%
4.0%
5.5%

964
2,766
1,148
547
311

15.9%
45.5%
18.9%
9.0%
5.1%
5.7%

509
1,069
567
292
133
214
2,784

18.3%
38.4%
20.4%
10.5%
4.8%
7.7%

1to 9 acres

10 to 49 acres
50 to 179 acres
180 to 499 acres
500 to 999 acres
1,000 acres or more 4,455 345
Total 81,033 6,081

25,278
28,080
12,939
7,014
3,267

Source: U.S. Dept. of Agriculture, 2007 Census of Agriculture

Total Crop Value

The total dollar value of crops in San Luis Obispo
County did not disappoint in 2011, increasing by $23.4
million (3.3%) from 2010 to 2011. While this increase
may not seem impressive, it is important to remem-
ber that unfavorable growing conditions constrained
the output of some of the county’s major cash crops,
such as wine grapes. However, ups and downs in the
county’s agriculture industry are normal, and weather
plays a continual role. The inherent risk of rough
weather in damaging crop yields is amplified by the
relative unpredictability of crop prices from year to
year. Consequently, 3.3% growth in crop values for
San Luis Obispo County is actually quite impressive,
given the adverse circumstances county farmers faced
in 2011.

The largest year-over-year increases in crop values
on both a percentage and absolute basis came in the
Animal category, with an overall increase of $14.3
million (25.1%) from 2010 to 2011. These gains can
be attributed to favorable grazing conditions, which
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helped increase cattle herd sizes by 4.5%, as well as
a 13.4% increase in market prices over the previ-
ous year. The Animal category is actually the second
smallest category by product value, but because of
the exceptionally large increases in Animal yields, the
county reached total crop values higher than in any
other year.

... 3.3% growth in crop values for San Luis
Obispo County is actually quite impressive,
given the adverse circumstances county
farmers faced in 2011.

The second largest year-over-year increase in abso-
lute crop values came in the Fruit and Nut category,
which grew by$4.6 million(1.3%) from 2010 to 2011.
This increase is mostly the result of a substantial in-
crease in fresh strawberry production. The impact of
higher yields was diminished by lower prices, how-
ever. While production per acre increased from 26.1
tons in 2010 to 28.8 tons in 2011, prices decreased $10
(0.1%) per ton.

Total Crop Value
San Luis Obispo County, 2000 to 2011
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The Field Product category, the smallest in the county
in terms of absolute crop value, also grew substan-
tially year over year. Field Product crop values in-
creased from $18.6 million in 2010 to $23 million in
2011, or 23.6%. A surge in alfalfa hay prices from $140
per ton in 2010 to $260 per ton in 2011 was the biggest

contributor to this increase. At the same time, the
growth in Field Product crop values was amplified
by sharp increases in the prices of barley and grain
hay. Total crop values for nursery products grew by
a modest 1.8% from 2010 to 2011, driven primarily by
slightly higher production and market prices.

The Vegetable category was the only category that
faced a decline in total crop values from 2010 to 2010,
but even then, only by 1.0%. Part of this decline is at-
tributable to the conversion of traditional vegetable
acreage to strawberry acreage, however the decline
was exacerbated by lower yields in a few key products.
Production per acre for broccoli, the largest vegetable
crop by dollar value, decreased by 6.6%. At the same
time, as light 0.5% increase in broccoli prices helped to
offset some of the year-over-year losses due to lower
yields.

San Luis Obispo Crop Values ($ 000s)

2010 to
201 2011

Category 010 0 2011
Fruit & Nut 365,750 370,365 1.3%
Vegetable 176,666 174,981 -1.0%
Nursery 94,708 96,454 1.8%
Animal 57,139 71,479 25.1%
Field 18,545 22,929 23.6%
Total 712,808 736,208 3.3%

Source: San Luis Obispo Dept. of Agriculture

Specialty Crops

San Luis Obispo County harvests a diverse range of
agricultural products, but two stand out as major
contributors: wine grapes and strawberries. Unfortu-
nately, both products did not share the same fortunes
in the 2011 harvest. Strawberry yields were higher,
and strawberry production increased, but growing
conditions were less favorable for wine grapes, and
wine grape output decreased as a result. San Luis
Obispo was not the only region of California with a
lower wine grape crop this year. Both the Napa and
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Sonoma regions reported lower production for 2011
due to unfavorable growing conditions.

As in previous years, fresh strawberries constituted
the bulk of strawberry production. In 2011, fresh
strawberries made up 76% of total strawberry out-
put, up from 74% in 2010. In turn, fresh strawberries
passed up wine grapes to take the top spot for high-
est total crop value. Consider this a temporary phe-
nomenon, though. Wine Grapes had held the top spot
for the preceding 20 years, and will most likely reclaim
it in the 2012 crop report due to exceptionally favor-
able growing conditions for wine grapes these past
several months.

Wine production across all varieties declined precip-
itously in 2011, with Sauvignon Blanc logging the
highest percentage decrease from 2010, at 39.4%. The
smallest proportional decline in production was for
Pinot Noir grapes, at 20.2%. Yet, prices also increased
across the board, helping to mitigate overall decreases
in crop values. If it hadn’t been for these price in-
creases, San Luis Obispo County may have seen total
crop values decline from 2010 levels.

San Luis Obispo Wine Grapes, 2010 to 2011

Change in Change in

Production Prices

Chardonnay -39.2% 1.5%
Sauvignon Blanc -39.4% 18.5%
White Wine (Other) -38.8% 5.8%
Cabernet Sauvignon -39.1% 16.0%
Merlot -24.9% 17.6%
Pinot Noir -20.2% 8.4%
Syrah -38.7% 21.7%
Zinfandel -23.0% 9.4%
Red Wine (Other) -31.5% 15.8%

Source: San Luis Obispo Dept. of Agriculture

Employment

Because the agricultural industry includes many in-
formal workers, it is difficult to assess total farm em-

ployment in the county. The state’s Employment De-
velopment Department (EDD) collects information for
employees on company payrolls, which provides a
fairly good indication of employment trends in the lo-
cal industry. While the data is released monthly, the
farm employment series is more volatile than most,
and discerning meaningful trends from the just the
last few months can be very difficult. Examining an-
nual farm employment over the last twenty years pro-
vides a better sense of where trends are heading. Farm
employment in 2011 stood at roughly 5,000 employees
in the county, an all-time high. Coincidentally, crop
values were at a record high in 2011, and production
levels for several commodities were higher than in
previous years. As demand for farm labor has risen
over the years, the supply of farm labor has generally
risen to meet it.

Farm Employment
San Luis Obispo County, 1990 to 2011
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Unfortunately, at present, there is a shortage of farm
labor in California.’® While this may seem odd, given
the traditionally high levels of unemployment in
many of California’s agricultural counties, it high-
lights the need for experienced harvesters. Accord-
ing to one San Luis Obispo County farmer, “We started
noticing labor getting tighter a couple years ago. Then
last year it got even worse, and this year it seems like
it is getting to be much more challenging. Our harvest

La-
2012.

®yustin  Ellison, “California  Farmers Report
bor Shortages” Farm Plus Financial, June 27,
http://www.farmloans.com/blog/tag/illegal-immigration/
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has come into full swing in the last month, and that is
when we really started noticing that we are having a
tough time filling out harvest crews.”

Recent Trends

2011 was not the best year for some products, wine
grapes in particular, but trends in 2012 suggest that
things should be brighter in the 2012 report. Wine
regions across California are reporting a beautiful
harvest, both in quantity and quality. This year’s fa-
vorable growing conditions should help boost wine
grapes to the number one spot for total crop values
in San Luis Obispo County once again. This increase in
wine grape production might be tempered, however,
by a slowdown in national exports, a trend which so
far California agriculture products been able to avoid.

California Agriculture Exports, 2010 to 2012 YTD

Export Commodit 2010 to 2011 YTD to

P y 2011 2012 YTD
Total Agriculture Products ~ 13.4% 14.0%
Wine 20.1% 5.4%
Strawberries, Fresh -0.5% 6.9%

Source: WISER

For the first eight months of 2012, the export values of
all California agriculture products were up 14.0% over
the same year-to-date period. San Luis Obispo’s two
primary crops are still seeing positive export growth
at the state level. Fresh Strawberry exports are up
6.9% year-to-date, after marginally negative growth
in 2011. Wine exports for the year to date are up 5.4%
from where they were during the first eight months
of 2011, but growing at a slower pace than they were
from 2010 to 2011. The slowdown in Wine exports
is likely connected to the lower-than-average wine
grape production in 2011, making fewer bottles of Cal-
ifornia wine available in that vintage.

An important recent development for Central Coast
farmers in the coming year is an order from the Cali-

fornia State Water Resources Control Board (WRCB) to
comply with new, stricter regulations on the discharg-
ing of wastewater in irrigated land. The order requires
farmers to install and maintain backflow protection
for discharging waste water and to conduct monitor-
ing of riparian areas and wetland habitats. Agricul-
ture groups throughout the state have petitioned the
Board, claiming that its order fails to take into account
the negative economic impact of the regulations on
the agriculture industry. The ball is now back in the
WRCB’s court, and the Board has until roughly the
middle of next year to act on those petitions, hold a
hearing, or obtain a 60-day extension. Whatever the
eventual outcome of the Board’s order, one thing is
certain: mandating that farmers become environmen-
tal monitors is sure to add to farmers’ costs of doing
business, unless the farmers are subsidized or other-
wise compensated for monitoring costs.
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Residential Real Estate

Key Chapter Findings

= Home prices in San Luis Obispo County remain low, but the trend is moving upward.
m Foreclosures are down substantially in the region, due in part to an increase in short sales.

= Residential construction growth remains slow, but upcoming projects could change the outlook.

A Slow Trend Upward for the Housing
Market

As the economic recovery continues in San Luis Obispo
County, the outlook in the homebuyer’s market is no
longer one of doom and gloom. Although home prices
remain low for the county, the trend is moving up-
ward. Moreover, home sales continue to increase as
defaults and foreclosures steadily fall, suggesting that
the worst is indeed in the past for San Luis Obispo
County’s residential real estate market.

Among existing single-family homes, median home
prices reached $369,000 on a seasonally adjusted ba-
sis in the second quarter of 2012. Since reaching bot-
tom in the third quarter of 2011, existing single-family
home prices have risen approximately 5.5%. In the
state overall, existing single-family home prices have
risen over 9% over the same time period. Year over
year, home prices have grown by approximately 2.5%
in San Luis Obispo County, lagging the increase in the
state overall (7.9%).

Existing Single-Family Home Prices and Sales
San Luis Obispo County, Q2-07 to Q2-12
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Source: DataQuick

Existing single-family home prices are growing more
rapidly in neighboring Santa Barbara and Monterey
Counties. Year over year, prices are up approximately
6.8% in Santa Barbara County and up approximately
7.7% in Monterey County. On the other hand, even
though home price appreciation in San Luis Obispo
County has lagged behind the increases observed in
the county’s Central Coast neighbors and the state,
it has nonetheless been much faster than increases
in many other areas of the state. Prices for existing
single-family homes are approximately flat at -0.3%
year over year in Los Angeles and down 2.7% in San
Francisco, and up slightly in Orange County and San
Diego, at 1.0% and 0.7% growth, respectively. Thus,
while home prices in San Luis Obispo County are not as
strong as we would like to see, they have nonetheless
turned the corner.

768 home sales were completed in the second

quarter of 2012, for an increase of 17.8% year
over year.

Existing single-family home sales in San Luis Obispo
County are increasing much more quickly. On a sea-
sonally adjusted basis, 768 home sales were completed
in the second quarter of 2012, for an increase of 17.8%
year over year. This is ahead of the pace of sales in
the state overall, where, on a seasonally adjusted ba-
sis, 87,460 home sales were completed in the second
quarter of 2012, for an increase of 9.7% year over year.
Granted, because of the comparatively small size of
the San Luis Obispo County housing market, home
sales statistics are likely to be more volatile each quar-
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Existing Single-Family Home Prices (SA)
By Region, Q2-12

Location Median Price  1-Year  1-Qtr
Q2-12($)  Chg(%) Chg(%)
Central California
San Luis Obispo 369,000 2.5 0.0
Santa Barbara 308,000 6.7 4.7
Monterey 267,000 7.8 -3.2
Southern California
Los Angeles™* 328,000 -0.3 1.7
Orange County™ 492,000 1.0 5.0
San Diego* 359,000 0.7 1.3
Inland Empire* 180,000 4.6 3.5
Other Southern California* 399,000 -1.3 1.5
Northern California
San Francisco™® 668,000 -2.7 0.9
0Oakland* 350,000 10.0 10.7
San Jose* 571,000 6.7 8.5
Sacramento*® 161,000 0.6 -1.7
Other Northern California* 252,000 4.8 3.1
State of California 266,000 7.9 5.6

Source: DataQuick
*Average Regional Price

ter on average. But the trend in the county is clearly
positive.

Since the dip in home sales in mid-2010, following the
expiration of the tax credits for first-time homebuy-
ers, home sales have matched or surpassed sales in
the preceding quarter in all but the second quarter
of 2011. Seasonally adjusted quarterly home sales are
up 38.5% from the third quarter of 2010. In fact, the
second quarter of 2012 marked the sixth consecutive
quarter of year-over-year increases in home sales; so,
while home prices have been slower out of the start-
ing gate, the underlying sales trends suggest that the
region is indeed moving forward at a solid clip.

The real estate data are also volatile at the city level,
especially for seasonal numbers, but we see some posi-
tive trends in the housing markets of individual cities,
though some cities are clearly faring better than oth-
ers. Fortunately, activity is increasing in both North
and South San Luis Obispo County. Arroyo Grande,
in South San Luis Obispo County, has seen a solid
increase in residential transactions in 2012—rising
15.4% above the same point in 2011. Residential sales
in Atascadero are also 9.2% higher through the sec-

San Luis Obispo County Residential Real Estate, by City (SA)

Existing Single-Family Home Median Prices*

Location Q2-11(3) Q2-12(%) Change (%)
Arroyo Grande 458,000 394,000 -13.9
Atascadero 295,000 336,000 14.0
Grover Beach 305,000 312,000 2.4
Paso Robles 292,000 292,000 0.0
San Luis Obispo 554,000 502,000 -9.4
San Luis Obispo County 360,000 369,000 2.5
Residential Sales
Location 2011 YTD 2012 YTD Change (%)
Arroyo Grande 170 195 14.7
Atascadero 187 208 11.2
Grover Beach 74 76 2.7
Paso Robles 323 319 -1.2
San Luis Obispo 211 227 7.6
San Luis Obispo County 1,596 1,788 12.0

Source: DataQuick
*Prices have been rounded to the nearest thousand

ond quarter of 2012, and existing single-family home
prices are up roughly 15% year over year. Still, other
parts of North and South San Luis Obispo have lagged
the county overall, such as Paso Robles in the North,
where home sales were actually lower through the
first six months of 2012 than they were a year ago. In
addition, home prices in Arroyo Grande and in the City
of San Luis Obispo are down relative to last year, which
shows that while the recovery continues in the county
overall, the progress has not been evenly distributed.

In total, the data suggest that the homebuyer’s mar-
ket in San Luis Obispo County has turned the corner
but has yet to take off. Why might this be so? Accord-
ing to the California Association of Realtors (CAR), the
problem lies in a severe lack of supply. Even as home
affordability remains as high as ever, interest rates re-
main as low as ever, and demand for homes is high
as well, there simply aren’t enough homes for sale.
According to CAR, there is a 4.5-month inventory of
homes in the county, compared to a 10- to 15-month
inventory in the early 1990s. Demand for rental units
is very high, and investors are buying up the available
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inventory and opting to rent homes out rather than
sell them.'?

According to Reis, Inc., asking rents for apartments in
San Luis Obispo County grew by 0.8% in the first half of
2012. The vacancy rate for apartments decreased from
approximately 2.7% in 2011 to 2.3% in the first half of
2012. Even as demand remains high for single-family
homes, even higher demand for apartments encour-
ages a widespread buy-up of homes for rentals, keep-
ing the available supply of homes for sale very low.
Until this trend slows, it may be difficult for the home-
buyer’s market in San Luis Obispo County to continue
to grow.

Distressed Mortgages Are Falling, with
Far Fewer Moving into Foreclosure

Despite a steep uptick in the second quarter of 2012,
mortgage defaults in San Luis Obispo County are gen-
erally decreasing over time from their peak in mid-
2009. In the second quarter of this year, approxi-
mately 348 notices of default were issued in San Luis
Obispo County, compared to 376 in the second quar-
ter of 2011 and 383 in the second quarter of 2010.
The number of defaults in the second quarter of this
year was still roughly 62% higher than the figure from
2007, back before the housing market imploded, but
defaults are nonetheless well on their way toward get-
ting back to more "normal" levels.

Defaults are nonetheless on their way
toward getting back to more "normal" levels.

As quarterly defaults move steadily downward, fore-
closures in the county are falling fast. Foreclosures
peaked in the first quarter of 2011 at 271 (on a sea-
sonally adjusted basis), but fell to 110 in the second

*Julia Hickey, “Local Housing Market’s Growth Limited by Sup-
ply of Homes, Expert Says,” San Luis Obispo Tribune, October 9,
2012.

quarter of 2012, with much of this decline coming in
the most recent quarters. Furthermore, outside of a
momentary plateau from the fourth quarter of 2011
to the first quarter of 2012, seasonally adjusted fore-
closures have declined sharply and consistently since
early 2011. The data simply do not support the belief
that a second wave of foreclosures will commence in

the near future, which means that the worst is in fact
behind us.

Defaults and Foreclosures
San Luis Obispo County, Q2-07 to Q2-12
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Foreclosures have been limited in part by an increase
in short sales of distressed properties throughout the
state. For example, 27% of all existing home sales in
California this past September were short sales, up
from 23.8% in September of last year.?® According to
realty data from Scenic Coast MLS,*! roughly 13.1%
(274 in all) of sales of single-family residences (stick
built, not prefabricated) in San Luis Obispo County
were short sales through the first nine months of 2012,
compared to roughly 12.9% (324 in all) in 2011 and
10.6% (222 in all) in 2010.%2

A simple exchange of foreclosures for short sales is
not a sign of a healthy housing market, as short sales

L awler Economic & Housing Consulting, LLC., “NAR: Existing
Home Sales Down Slightly on Seasonally Adjusted Basis; Invento-
ries Dip,” October 19, 2012.

2IMLS data is deemed reliable but not guaranteed accurate by
the MLS.

The Keith Byrd Team, “San Luis Obispo County
SFRSB Sales,” San Luis Obispo, October 23, 2012, http:
//www.slocountyhomes.com/stats_all.html.
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San Luis Obispo County Defaults & Foreclosures, by City (SA)

Defaults
Location 2011 YTD 2012 YTD Change (%)
Arroyo Grande 67 52 -22.9
Atascadero 116 96 -17.3
Grover Beach 35 35 0.0
Paso Robles 156 135 -13.7
San Luis Obispo 90 43 -52.5
San Luis Obispo County 786 597 -24.1
Foreclosures
Location 2011 YTD 2012 YTD Change (%)
Arroyo Grande 47 33 -30.0
Atascadero 92 39 -57.7
Grover Beach 29 13 -55.2
Paso Robles 133 64 -52.3
San Luis Obispo 22 20 -9.1
San Luis Obispo County 545 303 -44.3

Source: DataQuick

are still detrimental to mortgage servicers and dam-
age the credit of home sellers, but short sales are only
part of the foreclosure story. Fewer homes are going
into foreclosure in San Luis Obispo County as fewer
homeowners are defaulting on their mortgages. The
economy of the county is improving, and more resi-
dents are returning to work. Loan modifications are
helping some homeowners to keep up with their mort-
gage payments. The steep uptick in foreclosures in
2009 came amid a period of economic contraction. Al-
ternatively, the current pace of slow, steady economic
growth in San Luis Obispo County greatly reduces the
likelihood of another large wave of foreclosures to
come.

Residential Construction Dips Slightly in
2012, but Local Projects May Improve
the Outlook

Even as existing single-family homes are in short sup-
ply in the county, building permits for single-family
homes are down for the year-to-date relative to 2011.
Eighty-three single-family building permits were is-
sued in the first half of 2012, totaling $28.6 million,

compared to 105 single-family building permits in the
first half of 2011, totaling $36.5 million. On the other
hand, multifamily construction is up slightly for the
year-to-date. In the first half of 2012, 19 multifam-
ily building permits were issued, totaling $2.0 million,
compared to nine building permits, totaling $1.4 mil-
lion, in the first half of 2011.

Though total residential construction remains slug-
gish in 2012, projects currently in development or just
underway could change the outlook in the near fu-
ture. The Spanish Springs project calls for the con-
struction of as many as 390 single-family homes, 83
apartments or condos, and 320 senior residential units
in Price Canyon north of the Pismo Beach city limits.?
The project would require the City of Pismo Beach to
annex 1,264 acres of land, which would increase the
square mileage of the city by approximately 50%.%*
The Pismo Beach City Planning Commission approved
the project by a three-to-two vote in early October,
and the city council is expected to consider the project
in late November or early December.?® If approved,
Spanish Springs could bring an estimated 1,500 new
residents to the city, as well as some much-needed
construction jobs to the region.?

Construction is expected to begin by mid-2013 on 32
new residential units on Monterey Street downtown,
as part of a much larger Chinatown redevelopment al-
ready underway in San Luis Obispo. The project was
originally approved by the city in 2009, but stalled

2 Cynthia Lambert, “Price Canyon Plan Forwarded to Pismo
Beach City Council,” San Luis Obispo Tribune, October 9, 2012,
http://www.sanluisobispo.com/2012/10/09/2257356/
price-canyon-pismo-development.html.

*Tayler Duprel, “Price Canyon Gets a Green Light from
Pismo Commission,” San Luis Obispo New Times, October
10, 2012, http://wWww.newtimesslo.com/news/8448/

price-canyon-gets-a-green-light-from-pismo-commission/.

»Cynthia Lambert, "Price Canyon Plan Forwarded to Pismo
Beach City Council.”

*Matt Fountain, “A Beach of a Race,” San Luis Obispo New Times,
October 18,2012, http://www.newtimesslo.com/news/8502/
a-beach-of-a-race/.
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upon the onset of the economic recession.”’” Mean-
while, in Los Osos, construction of the long-delayed
sewer project will proceed after much political debate,
with an expected completion date of 2014 and a total
budget of $173.4 million.?

The completion of the sewer project could have a pos-
itive effect on the economy of Los Osos and San Luis
Obispo County. Homebuying generally is not limited
to the purchase of a home itself. It entails appliance
and furniture purchases, as well as home alterations
and additions for existing properties. In the first half
of 2012, permit values for residential alterations and
additions in the county are well below permit values
for the first half of 2011: $8.5 million versus $12.6 mil-
lion, respectively. But a project such as the construc-
tion of a sewer system in Los Osos may encourage
homeowners in the city to invest in new plumbing for
their homes, as a means of adapting to the new system,
to the benefit of businesses and construction workers
in the city and in the county. Similarly, new construc-
tion in other parts of the county will spur new spend-
ing on residential goods and services. The impact will
not be immediate, but it will nonetheless provide a
boost to the county’s economic productivity down the
road.

* AnnMarie Cornejo, “Chinatown Project Begins in Downtown
San Luis Obispo,” San Luis Obispo Tribune, September 24, 2012,
http://www.sanluisobispo.com/2012/09/24/2240569/
chinatown-project-begins-in-downtown.html.

“Michelle Hauser, “Project Overview,” Dig Los Osos: Los Osos
Wastewater Collection System, The County of San Luis Obispo, Oc-
tober 24, 2012.

®David Sneed, “Attempt to Halt Construction of Los
Osos Sewer Fails,” San Luis Obispo Tribune, July 15, 2012,
http://www.sanluisobispo.com/2012/06/15/2107854/
attempt-to-halt-construction-of.html.

Conclusion

Although the housing market has yet to take off in
San Luis Obispo County, there are reasons to be op-
timistic as the market has experienced modest im-
provement over the past year. Defaults and foreclo-
sures are decreasing while home sales are increas-
ing, and even though residential construction in 2012
trails last year’s totals for the year to date, several
projects may help to jump-start construction in the
county very soon. Home prices have been slow to in-
crease, but the gains in San Luis Obispo County com-
pare favorably to the gains in other regions, such as
Los Angeles and Orange County. Neither North nor
South San Luis Obispo County show any signs of tip-
ping back into a real estate double dip. As the economy
continues to grow in the coming year, we expect home
prices and home sales to rise in turn, but it will take a
marked increase in the supply of homes to maximize
growth in the housing market in the near future.
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Commercial Real Estate

Key Chapter Findings

» The market is moving in a positive direction, although at a slow pace.
= Interest rates continue to remain near record lows, but qualifying remains an issue.

» The volume of on market and off market commercial transactions is increasing.

A Brief Note on Residential

Market—Over-Coming Inertia

San Luis Obispo

Prices have stabilized in San Luis Obispo; homes are
selling faster than in the prior year and the volume of
transactions has increased. Agent interviews point to
shrinking inventory and faster transactions. Volume
is up and agents are reporting a lack of lower end in-
ventory—homes priced under $400,000. Properties in
this lower price range are receiving multiple offers.
Even with the median price staying flat at $535,000 for
this last year, the lack of lower end inventory is creat-
ing economic opportunity to build and the market is
seeing the start of new construction. Median values in
San Luis Obispo remain approximately $100,000 less
than they were in 2008 and houses are selling at ap-
proximately $305 per square foot.

North County

The North County home market is also seeing an in-
crease in the volume of sales and a decrease in aver-
age time on the market. Contrasted to San Luis Obispo,
there has been upward movement in median valu-
ation in the North County. Median values in North
County have risen $35,000 over 2011 numbers and
houses are selling for approximately $180 per square
foot.

Also in North County, sales volume is up and agents
there are reporting a lack of lower end inven-

tory-under $300,000. With the lower price in North
County, buyers are taking advantage of buying prop-
erty for less than the price of production. However,
the lower median price does not provide the economic
confidence to build new tract housing product at this
time.

In both market areas there is movement in multi-
family land development and renewed interest in
identifying projects.

Housing Related Projects

= ROEM Development completed its tax credit project
at the Village at Broad.

= The balance of the housing component at the Vil-
lage at Broad is under construction for studio prod-
uct.

= The Housing Authority has nearly completed the
first phase of work on their low income project at
the old railroad "Y" site off of Broad Street.

= A land sale at Orcutt and Broad Street, approved
for approximately 80 entitled units, sold for $28,750
per unit.

» Prado Road was previously purchased and con-
struction has commenced on the residential por-
tion of the project.

» The Marsh Street Commons, a 32,000 sq. ft. mixed
use project on the corner of Marsh and Nipomo, is
under construction with presales occurring.
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Residential Unit Sales, 3rd Quarter Annual Data

Variable 2008 2009 2010 2011 2012
San Luis Obispo
# Units Sold 159 163 191 215 273
Median Price ($) 635,000 569,000 550,000 535,000 535,000
North County
# Units Sold 638 702 698 892 991
Median Price ($) 390,000 340,000 296,000 270,000 305,000

Source: San Luis Obispo Multiple Listing Service;
Compilation by Stafford McCarty Commercial Real Estate
Note: Comparative data is for the first three quarters of each year

Residential Foreclosure Activity

The number of reported defaults is less than in pre-
vious years. However, this can be misleading as short
sales are making up a larger part of the market trans-
actions. All in all, most feel the worst is behind us.

Commercial Markets

Lending

Evidence of new commercial loans is emerging as
lenders are placing their signs on construction sites.
Loans are being refinanced and there seems to be a re-
laxing exhale as compared to the tightness of the mar-
ket in previous years.

The lender pipeline of commercial product coming on
the market is thinning. Lenders appear to have in-
creased their willingness to deal with borrowers, ex-
tending credit and working out short sales on trou-
bled commercial assets, which decreases the number
of properties going to foreclosure.

Leasing Activity

Leasing activity is being driven by two factors. First
are companies that have made it through the down-

turn, have resized, and are matching their leasehold
space to their new requirements. Second are com-
panies moving into the market and companies that
are expanding (particularly in the tech and medical
sectors). A few examples: American Tires is opening
new locations in San Luis Obispo and Paso Robles. Tek
Tegrity, Rosetta and Mind Body are expanding opera-
tions. Franchises such as Plutos, Rocket Fizz, Mr. Pick-
les, etc. are all moving into the San Luis Obispo trade
area.

Buyer Sources of Capital

User buyers are turning to banks mostly for Small
Business Administration (SBA) loans in which cash for
down payments can be minimized. Investors are com-
ing in with cash, taking advantage of opportunities,
repositioning assets, and meeting tenant need within
the market. The exchange market is reemerging and
brokers are seeing exchange monies seeking replace-
ment properties.
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Commercial Vacancy Rates (%), San Luis Obispo Metropolitan Area

Property 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Industrial/Warehouse 2.8 3.8 6.4 4.0 4.3 2.3 5.4 6.1 9.1 8.7 45
Retail Functioning 1.9 2.4 2.2 1.7 1.8 1.4 3.0 5.6 5.1 3.4 3.7
Office Functioning 99 84 54 32 47 35 61 97 12,6 116 8.6

Source: Stafford McCarty Commercial Real Estate

Commercial Markets in San Luis Obispo

Retail

The retail market segment was the only segment
adding inventory last year (approximately 51,000 sq.
ft.) and now stands with a base retail inventory of
4,156,000 sq. ft.. Despite the recovering economy, the
retail segment remains flat with just a slight increase
in vacancy: up to 3.7% compared to 3.4% from last
year. There is approximately 154,000 sq. ft. on the
market.

These retail additions were primarily at the Target
Center on Los Osos Valley Road which is now home to
Olive Garden and Dick's Sporting Goods. Additionally,
Fresh and Easy opened its 9,000 sq. ft. operation on
Broad Street at the beginning of the year.

There has been a shuffling of grocery store inven-
tory. A group of Scolari's Markets closed its doors and
was purchased by NKT Commercial in markets from
Santa Barbara to Paso Robles. Locations will be back-
filled by such tenants as Albertsons, Smart and Final,
and Fresh Market. NKT recently has taken over Uni-
versity Square in San Luis Obispo, an approximately
89,000 sq. ft. former food/pharmacy center undergo-
ing a makeover.

Office

Given the lingering effects of the economic downturn,
there have been no new office additions to the market
this year. The office inventory base is approximately
2,700,000 sq. ft.

Throughout the Central Coast, the office sector re-
mains the market segment with the largest vacancy,
although office vacancy dropped, 25% compared to
last year, to 8.6%. There is an interesting disparity in
the San Luis Obispo market where the available of-
fice inventory is not matching user needs. The user
requirements are currently for larger office product,
20,000 sq. ft. to 60,000 sq. ft (some even larger). The ex-
isting vacant inventory is undersized, averaging 2,500
sq. ft. As a result, there are a number of users waiting
to have build-to-suits completed, and there are other
projects currently in the negotiation stage.

At present, available office inventory in San Luis
Obispo is approximately 234,000 sq. ft. Depending on
location and landlord tenant improvement contribu-
tions, downtown offices have leased for as little as
$1.00 per sq ft. per month gross. Second generation
unit rents continue to be $0.20 to $0.40 per sq. ft. off
of their pre-recession average. Free rent and larger
owner contributions to tenant improvements are part
of lease negotiations.

Buildings with character, especially former residences
converted to offices, continue to be desirable. A few
sales noted:

» 1305 Marsh Street: 2,564 sq.ft. Approximately $279
square feet

= 1118 Palm Street: 2,144 sq.ft. Approximately $210
square feet

SESLOC Federal Credit Union had approximately 9.5
acres of land it owned for sale but has subsequently
withdrawn it from the market electing to build a new
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35,000 sq. ft. headquarters, plus a 5,000 sq. ft. retail
branch. The project is presently in planning.

Manufacturing

The vacancy rates for manufacturing product has
dropped to 4.5% (8.7% in 2011) with San Luis Obispo's
available manufacturing inventory standing at ap-
proximately 171,000 sq. ft. The total base of industrial
inventory is approximately 3,804,000 sq. ft.

Similar to the office market, user demand for manu-
facturing product is there, but users are having dif-
ficulty finding suitable property. Demand is, across
the board, for small manufacturing spaces up to ware-
house spaces of 15,000 (plus) sq. ft. This is the second
year in a row that no new buildings have been added
to the manufacturing inventory.

Sales

Industrial land sales have been brisk in an area known
as East Airport. However, there is a key backstory.
These finished lots sat on the market for several years,
tied up in litigation. The parcels, located in the County
of San Luis Obispo adjacent to the City, have a com-
petitive advantage with lower impact fees. By way of
example, the fees for a 50,000 sq, ft. building in the
County could be as much as $750,000 less than in the
City. Like water seeking low spaces, emerging activity
and new construction are happening on these parcels.
Last year, a local buyer purchased 10 lots from the
lender and this year purchased the balance for under
$5.00 per sq. ft. Some of these lots were subsequently
re-traded. This, coupled with tenant demand for large
buildings (noted earlier), has led to new construction.
New construction rents are approximately $2.00 per
sq. ft., triple net (NNN).

The comparable sales have established a new market
value ($6 to $8 per sq. ft), and other parcels, from
two acres to ten acres, which have subsequently sold,

are aligning themselves with these East Airport parcel
transaction valuations, adjusting downward to offset
for impact fees, level of lot finish, and available ser-
vices. A ten acre parcel with similar zoning sold for
$1.71 per sq. ft., as it had none of the off site improve-
ments, no services installed, and was tagged with im-
pact fees of approximately $17 per sq. ft.

Along with this, existing buildings for sale have been
absorbed, and as noted above, larger product is not
available. In the first two sales noted below, the build-
ings had been on the market for over three years.

m 21 Zaca Lane with approximately 21,800 sq. ft. at
980,000 or $87 per sq. ft.

= Farm House, approximately 20,000 sq. ft. of shell
construction, $2,700,000, sold to a high end man-
ufacturer/retailer - office/manufacturing product
on five acres at approximately $135 per sq. ft.

= 4500 Santa Fe, approximately 21,000 sq. ft of metal
industrial buildings with excess land; the asset was
purchased by San Luis Garbage for $3,700,000 or ap-
proximately $173 per sq. ft.

Underscoring these sales is the fact that assets are
continuing to sell for less than current reproduction
values. This is soon to change as the inventory disap-
pears.

As noted in previous years' reporting, the East Airport
Development has numerous finished lots suitable for
constructing larger warehouse and office buildings.
To date only one of the twenty-plus lots has seen com-
pleted construction and the price paid for the land
was approximately $17 per square foot. This year ten
parcels of acre-plus lots have sold from just under $5
per square foot to $6 per square foot.

Downtown San Luis Obispo: A Changing

Face—Restaurants

With modest exceptions, available downtown inven-
tory has all but disappeared with only a few lingering
vacancies on the fringe. The changing face of down-
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town noted in previous articles has taken place—soft
goods retailers are being replaced by restaurants.

Key projects are moving forward:

» Garden Terraces is proposing 35,000 sq. ft. of com-
mercial space.

= Chinatown Project with 50,000 sq. ft. of commercial
space has broken ground on the Palm Street side of
the project.

= Marsh Street Commons has broken ground on 8,500
sq. ft. of commercial space, 4 lofts and 8 single-
family homes.

These are in the downtown core and have multiple
stories; retail on the ground floor, residences on the
upper floors. Additionally, Garden Terraces and the
Chinatown Project both include hotels.

Rents downtown can vary widely. Second and third
generation rates are typically under $1.75 to $2.00 per
sq. ft. while retrofitted buildings have asking rents be-
tween $2.00 and $3.50 per sq. ft. The units in the core
blocks of downtown, have achieved high watermark
rents as high as $4.50 per sq. ft.

Commercial Markets in Paso Robles and
North County

Vacancy rates in Paso Robles and the North County
are higher than in San Luis Obispo across all mar-
ket segments. Compared to previous years, there ap-
pears to be more product available for purchase, as op-
posed to being available just for lease. A few proper-
ties which have been on the on the market for a long
time are finally selling. Valuation patterns follow a fa-
miliar story where sale prices are below reproduction
costs. However, even with all of these factors, the in-
flux of new businesses and the expansion of existing
businesses are providing a sense of vitality to the area.

Retail

Modest inventory has been added to the retail mar-
ket—most noticeable is the 25,000 sq. ft. building for
TJ Maxx in the Regency anchored center along High-
way 46. The Retail base inventory for the market cur-
rently stands at approximately 4,634,000 sq. ft. (simi-
lar to San Luis Obispo) Retail vacancies have increased
slightly from 3.5% last year to 4.75% this year. A signif-
icant amount of that vacancy is in the Scolaris building
(+/- 40,000 sq. ft.) and former Powerhouse buildings
(+/- 60,000 sq. ft.). There is approximately 220,000 sq.
ft. of retail space on the market at this time and, like
last year, smaller, speculative spaces have been slow
to absorb. A few noted sales:

= Downtown, 12th and Pine, A & R Furniture and adja-
cent buildings, 27,853 sq. ft. sold for approximately
$3,400,000 or $122 per sq. ft.

= 205 Oak Hill, $3,317,500, 12,384 sq ft., approxi-
mately $267 per sq. ft.

A flurry of smaller buildings, 1,000 to 3,000 sq. ft., have
sold throughout the market at varying price points
from approximately $100 to $295 per sq. ft.

Office

Office product in the North County is still the
weak spot and absorption has only marginally de-
creased from 18.41% in 2011 to 18.27%. Office va-
cancy is scattered and is predominately in smaller
unit sizes—under 2,500 sq. ft. There is approximately
71,000 sq. ft. vacant.

Asnoted in previous years, this market is still in recov-
ery from the financial market fall out that occurred
at the beginning of the recession. Asking rents have
shifted to gross versus NNN rents and are still in the
middle range for the overall Central Coast market at
approximately $1.50 per sq. ft for quality office space.
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Commercial Vacancy Rates (%), Paso Robles Metropolitan Area, 2012

Property 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Industrial/Warehouse 9.4 10.7 3.5 5.0 2.8 7.5 13.2 8.0 7.7 6.5
Retail Functioning 19 <10 <1.0 <10 <1.0 2.2 4.1 4.5 3.5 4.8
Office Functioning 1.2 1.8 1.2 5.2 5.6 7.7 241 175 184 18.3

Source: Stafford McCarty Commercial Real Estate

We project more sales next year as there is available
inventory on the market for purchase. Rents are still
down which in turn keeps a lid on upward values for
buildings.

Notably, this last year there was a LEED office build-
ing short sale at 2727 Buena Vista Dr, 19,499 sq. ft.,
$2,800,000 or approximately $144 per sq. ft.

Manufacturing

Overall absorption has been lackluster but the
owner/user expansion has been active. A few in-
clude Silicone Fabricators, Santa Cruz Biotech, and
a number of wineries. The industrial sector added
approximately 170,000 sq. ft., with vacancy now
standing at 6.47%, (down slightly from 7.73% last
year). Paso Robles has an industrial base of approxi-
mately 3,100,000 sq. ft. A 5,000 sq. ft. building at 2754
Concrete Ct., sold at $110 per sq. ft. Otherwise, there
have been sales in the market of smaller units in the
similar price point range.

North of Highway 46, lenders have taken back finished
industrial parcels and placed them on the market. Fin-
ished parcels vary widely in price and can range from
$1.50 per sq. ft. to $6.00 per sq. ft.

Agricultural Impact: The Wine Industry and
Commercial Inventory

This industry sector continues to broaden its base
as it matures in the market. Buildings supporting
viticulture are continuing to be built. This last year

over 150,000 sq. ft of facilities have been issued final
permits in the County. Over an 11-year period, this
growth of additional winery related inventory in the
County translates to approximately 50% of the entire
Paso Robles industrial base.

The region is attracting greater attention as ma-
jor corporations establish themselves and continue
expanding and having existing operations change
hands. Weyrich's vacant Villa Toscana sold, as did the
former Arceiro/EOS approximately 112,000 sq. ft pro-
duction facility (both to off shore money). Most no-
ticeable is the sale of the 300,000 sq. ft. (plus) San
Miguel custom crush operation, to Gallo, another ma-
jor player expanding their roots in the County.

Commercial Investments

Investment sales are continuing throughout the Cen-
tral Coast. Some are true investment sales, having a
stabilized tenant base and easily calculated cap rates.
Other investment sales are buildings which can be
repositioned by filling vacancies or changing tenants
and have an anticipated cap rate. These investments
are selling for below reproduction costs and are be-
ing turned around in a short time with higher rents,
The trend has been more on the latter investment sale
type. Discussions with lenders and appraisers indicate
cap rates at this point to be in the mid 7s.

Investors are expecting well-anchored centers to be
priced below 6 caps. Locally, buyers are still looking
for 8 caps, but these are rare to find.
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Local capitalization rates are firming up and the ex-
amples are noted to evince:

m 205 Oak Hill in Paso Robles (mentioned above), 7.3
cap on existing rents, 12,384 sq ft., $3,317,500, ap-
proximately $267 per sq. ft (with 30% vacancy).

= 105 South Main Street, Templeton, $2,483,750,
13,144 sq. ft., approximately $190 per sq. ft., 6.7 cap.

m 1327 Archer Street in San Luis Obispo, $1,800,000,
8,076 sq. ft., approximately $223 per sq. ft., 6.7 cap.

= 1001 Marsh Street, San Luis Obispo, $2,300,000,
5,126 sq.ft., approximately $450 per sq. ft, 5.9 cap.

looking to "bankable
deals"-meaning transactions involving cash flow
and good credit. Available financing for institutional
investments can be at sub 5% interest rates while
conventional financing is sub at 7%.

Lenders are loan on

As noted earlier, tax deferred exchanges, once an ac-
tive part of the market, have begun to surface again.
But each transaction appears to be occurring on a
case-by-case basis, with buyers having their own ba-
sis for determining value.

Following are capitalization rate ranges evinced over
the last ten years for our market area:

Capitalization Rates
San Luis Obispo County, 2002-2012
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Source: Stafford McCarty Commercial Real Estate

Cap Rates and Implied Value

Cap Rate Range Implied
Year .

Low High Asset Value ($)
2002 9.0 9.5 1,100,000
2003 7.0 8.0 1,428,000
2004 6.5 7.5 1,538,000
2005 5.5 6.5 1,818,000
2006 4.5 6.5 2,222,000
2007 5.0 7.0 2,000,000
2008 4.5 8.0 2,000,000
2009 5.5 9.0 1,818,000
2010 6.5 9.0 1,538,000
2011 5.5 9.7 1,818,000
2012 6.0 8.5 1,176,471

Source: Stafford McCarty Commercial Real Estate

Note: Value based upon $100,000 in annual net income

To illustrate the capitalization influence on valuation,
let us assume a commercial building produces a net in-
come to the investor of $100,000 per year. The declin-
ing market cap rates would correlate to the approxi-
mate purchase prices according to the following years:

Capitalization Rates Influence on Values
San Luis Obispo County, 2002-2012
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Corresponding Capitalized Asset Values ($000)

Final Words—Turning a Corner

In summation, the signs of recovery are reaching our
area and the commercial real estate market is im-
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proving, although slowly. The data from our region
demonstrates that properties are starting to sell but
are still below reproduction values, and nowhere close
to previous high water marks. Data from other parts of
the state, the San Francisco Bay Area, and the coastal
side of Southern California, indicate a market recover-
ing more quickly. Historically the Central Coast region
has lagged them.

There is demand for new construction in certain mar-
kets and sectors, but rents for these newly constructed
properties are higher than rents for existing build-
ings, as rents are down in today's market. The ex-
change market is bringing out buyers for commercial
properties. Banks are cautiously lending, but those
buyers with cash are still able to command the best
deals in the market. All in all there is reason for opti-
mism.
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Demographics and Quality of Life

Key Chapter Findings

m San Luis Obispo County reached 270,000 residents with increasing diversity.
» Population remains one of the oldest, compared to nearby regions.
» The county still is one of the most attractive places to live.

» Uncertainty over public education exists, but passage of Props. 30 or 38 could help.

Overview

Despite the slowing in net migration, San Luis Obispo
County still remains a very attractive place to live.
The incomes are rising as the population is furthering
their education. Crime rates remain low while depen-
dence on social services is decreasing. The primary
and secondary public education system is doing quite
well.

There is some uncertainty over the future of the pub-
lic education system. The outcome of Proposition 30
and 38 could have a significant impact on K-12 and
tertiary education. The performance of K-12 schools
could potentially reverse course with additional bud-
get issues. Cuesta College is contemplating program
cuts while Cal Poly students could face additional tu-
ition hikes.

Population and Housing Statistics

According to the California Department of Finance,
the population of San Luis Obispo County recently
surpassed 270,000 residents. The increase in popula-
tion in the county since 2000 has been on par with
increases in California and Ventura County, at ap-
proximately 10%, while the county experienced faster
growth than two neighboring coastal counties, Mon-
terey and Santa Barbara.

Population (Indexed)
Select Regions, 2000 to 2011
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Source: CA Department Finance

Population can increase in two ways: through nat-
ural increase or net positive migration. Natural in-
crease is the difference between the number of deaths
and the number of births, assuming the latter exceeds
the former. Since 2000, the rate of natural increase
has remained relatively flat in the county, at about
a quarter of a percent. This means that natural in-
crease is, on average, responsible for a quarter of a
percentage point increase in population every year.
Compared with nearby coastal counties and the state,
San Luis Obispo has a relatively low rate of natural in-
crease. California, Ventura County, and Santa Barbara
County, all post rates of about 0.75%, while Monterey
County has been experiencing a rate of over 1%. The
reason San Luis Obispo County has a lower natural in-
crease rate is because the birth rate is lower compared
with the other regions, while the death rate is higher.

The birth rate of a county can be affected by the age
structure of the population, the race and ethnicity of
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its residents, household economic characteristics, and
levels of educational attainment. The death rate can
be affected by the age structure of the population and
the health of the population. The most notable differ-
ence between San Luis Obispo County and the com-
parison regions is the age structure of the population.
Because the age structure affects both the birth rate
and the death rate, it has a significant impact on the
rate of natural increase. According to the 2011 Amer-
ican Community Survey, as compiled by the U.S. Cen-
sus Bureau, the median age of the population in San
Luis Obispo County is 40.3 years, compared with 36.5
years in Ventura County, 35.4 years in California, 33
years in Santa Barbara County, and 32.8 years in Mon-
terey County.

Natural Increase as Percent of Total Population
Select Regions, 2000 to 2010
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Net Migration as Percent of Total Population
Select Regions, 2000 to 2010
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Furthermore, the U.S. Census Bureau decennial sur-
vey shows that the number of households with chil-
dren has decreased from 28.2% in 2000 to 24.5% in
2010, although the number of households grew at the
same pace as the population. The proportion of house-
holds with children is lower in San Luis Obispo than
in our comparison regions. On average, 33% of house-
holds in the state have children under the age of 18.In
Monterey County, approximately 36.5% of households
have children under 18 years of age, in keeping with
the county’s relatively high birth rate.

San Luis Obispo County statistics suggest that some
of the county’s older population has moved beyond
childbearing years, while the share of others in the
older age group might be decreasing. If we dig deeper
into the age breakdown of the county, we can poten-
tially determine whether the latter scenario is also
present in the county. We are assuming that women of
childbearing years tend to be between the ages of 20
and 44. All residents in this age group held a 36% share
of the population in 2000, but the proportion declined
to 33% in 2010. This implies that the decline in house-
holds with children could be attributed to the decline
in residents ages 20 to 44. The decline in the share of
the population between the ages of 20 and 44 could
potentially reduce the birth rate in the future .

Net migration has been a bright spot for San Luis
Obispo County. The area has remained attractive for
both domestic and international migrants. San Luis
Obispo County—unlike Santa Barbara, Monterey, Ven-
tura, and the state overall—has yet to experience neg-
ative net domestic migration. That is, more people
within the United States choose to move to the county
than to move out of the county. However, this could
change in the near future, as net domestic migration
is approaching zero.

Although the trend in international migration has
slowed, net international migration is still a contrib-
utor to San Luis Obispo County’s population growth.
In contrast, neighboring regions are depending solely
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Households and Population By Age

Households with Own
Children Under 18 Population Under 18 Population Over 18 Population Over 62

2000 2010 Change | 2000 2010 Change | 2000 2010 Change | 2000 2010 Change
Monterey County 39.1  36.5 -2.6 28.4  26.7 -1.7 71.6  73.3 1.7 11.8 134 1.6
San Luis Obispo County | 28.2 24.5 -3.7 21.7 18.9 -2.8 78.3 81.1 2.8 16.7 18.8 2.1
Santa Barbara County | 32.4 29.8 -2.6 249 231 -1.8 75.1 769 1.8 148 15.6 0.8
Ventura County 39.7 35.2 -4.5 28.4  25.7 -2.7 71.6 743 2.7 12.2  14.6 2.4
California 35.8 33 -2.8 27.3 25 -2.3 72.7 75 2.3 12.6  14.2 1.6

Source: U.S. Census Bureau

on birth rates to exceed death rates for the population
to grow. For example, while the population in Califor-
nia is, in fact, growing, more residents are leaving the
state than coming into the state.

The influences on net migration are varied, including
the performance of the local economy, levels of af-
fordability, and the quality of life.

San Luis Obispo County Becomes More
Diverse

The ethnic and racial composition of California has
changed over time. The most notable change has
been an increase in the Hispanic population. San Luis
Obispo County has experienced a similar change, but
at a slower pace. As of 2010, the Hispanic population
in the state was approximately 37.6% of the total pop-
ulation, or a 5 percentage point increase from 2000.
Of our comparison regions, Santa Barbara County ex-
perienced the largest increase in its share of His-
panic residents, with an increase of nearly 9 percent-
age points. The share of the Hispanic population in
San Luis Obispo County increased by 4.5 percentage
points, for a share of approximately 21% of the total
population.

The county’s non-Hispanic white population has de-
creased by 5 percentage points, to 71.1%. This was
the smallest percentage point decline among the
neighboring counties, and the county still has the
largest proportion of non-Hispanic white residents.

Monterey County has the lowest proportion of non-
Hispanic white residents, at 32.9%, while the state av-
erage is around 40%. The Asian and black populations
in San Luis Obispo County have increased by half a per-
centage point or less.

Paso Robles Becomes the
Second-Largest City in the County

San Luis Obispo County as a whole has seen an ap-
proximately 10% increase in its population since 2000,
but the growth in the county has not been evenly dis-
tributed among cities. Pismo Beach is the only city
in the county that experienced a population decline.
Since 2000, the number of residents in the city shrank
by nearly 10%. The populations of Grover Beach,
Morro Bay, and the City of San Luis Obispo have re-
mained more or less flat. Atascadero, Arroyo Grande,
and the unincorporated area of the county grew by
around 10% since 2000. Finally, the population growth
story of the county is Paso Robles. The city increased
its population by nearly 25% and overtook Atascadero
as the second- largest city in the county. Interestingly,
the population growth in Paso Robles and the unin-
corporated area accounted for nearly 90% of the total
population growth in San Luis Obispo County.
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Ethnic Composition by Select County and California, 2000-2010

White Hispanic Asian African American

2000 2010 Change | 2000 2010 Change | 2000 2010 Change | 2000 2010 Change
Monterey County 40.3 329 -7.4 46.8 55.4 8.6 6 6.1 0.1 3.7 3.1 -0.6
San Luis Obispo County | 76.1  71.1 -5 16.3  20.8 4.5 2.7 3.2 0.5 2 2.1 0.1
Santa Barbara County | 56.9 47.9 -9 34.2 429 8.7 4.1 4.9 0.8 2.3 2 -0.3
Ventura County 56.8 48.7 -8.1 33.4 403 6.9 5.3 6.7 1.4 1.9 1.8 -0.1
California 46.7 40.1 -6.6 32.4 37.6 5.2 10.9 13 2.1 6.7 6.2 -0.5

Source: U.S. Census Bureau
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The affordability of a county can boost inflows to the
region. Although migration data on the city level is
not available, perhaps some residents of Pismo Beach
chose to relocate to Arroyo Grande due to lower home
prices. The most recent statistics compiled by Zil-
low show that homes in Arroyo Grande are selling at
nearly a 20% discount compared to Pismo Beach.

Population growth in Paso Robles could also be at-
tributed to relatively more affordable housing and the
performance of the local economy. Ever since Paso
Robles Wine Country was designated an American
Viticultural Area in 1983, tourism and wine produc-
tion has seen impressive growth, which may have at-
tracted new residents.

Cities in San Luis Obispo County have seen a similar
pattern when it comes to increased diversity. The His-
panic population in Paso Robles had the largest in-
crease in share, at nearly 7 percentage points, between
2000 and 2010. Shares of the Hispanic populations in

Grover Beach and Atascadero grew in excess of 5 per-
centage points. The smallest growth was seen in Pismo
Beach and San Luis Obispo.

On a similar note, the share of white residents has de-
creased in all cities in the county; the largest drop
was in Grover Beach, where the white population de-
creased by nearly 7 percentage points. Shares of Asian
and black residents have seen a small increase in some
cities and in the county overall.

Income/Affordability in San Luis Obispo

As mentioned earlier, the rate of net migration is in-
fluenced by the performance of the local economy, the
county’s level of affordability, and the quality of life.
San Luis Obispo has done quite well in these areas, pro-
viding incentives for residents to move to the county
and stay.

Average Annual Wages (Indexed)
Selected Metropolitan Areas and California, 2000 to 2011
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Personal income from wages has increased faster in
San Luis Obispo County than in neighboring regions.
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Ethnic Composition by City, 2000-2010

White Hispanic Asian African American

‘ 2000 2010 Change | 2000 2010 Change | 2000 2010 Change | 2000 2010 Change
Arroyo Grande 82.7 76.9 -5.8 11.2  15.7 4.5 3.1 3.4 0.3 0.6 0.9 0.3
Atascadero 82.7 76.8 -5.9 10.5 15.6 5.1 1.3 2.4 1.1 2.4 2.1 -0.3
Grover Beach 69.1 62.3 -6.8 22,5 29.2 6.7 3.7 4.1 0.4 1 1.1 0.1
Morro Bay 83.4 79.4 -4 11.4 149 3.5 1.8 2.5 0.7 0.7 0.4 -0.3
Paso Robles 64.2 59.1 -5.1 27.7 345 6.8 1.9 2 0.1 3.3 2.1 -1.2
Pismo Beach 87.1 85 -2.1 6.9 9.3 2.4 2.9 2.7 -0.2 .6 7 0.1
San Luis Obispo 78.7 75.8 -2.9 11.7  14.7 3 5.3 5.2 -0.1 1.5 1.2 -0.3
San Luis Obispo County | 76.1 71.1 -5 16.3  20.8 4.5 2.7 3.2 0.5 2 2.1 0.1

Source: U.S. Census Bureau

Although the level of wages in the county is the low-
est of the regions, growth in wages since 2000 has been
slightly over 40% (not adjusted for inflation). Educa-
tional attainment is strongly correlated with income,
and in this regard, San Luis Obispo has also led its
neighboring counties in improvement. The share of
residents with a graduate or professional degree in-
creased by more than 3.5 percentage points between
2000 and 2011.

According to the 2000 census, 26.7% of San Luis Obispo
County residents had earned a bachelor’s degree or
higher. At the time, this was smaller than the shares
observed in Santa Barbara County and the state. Since
then, the county has gained ground. As of 2011, almost
31% of residents had a bachelor’s degree or higher,
a proportion equivalent to that of Ventura County
and larger than the shares observed in Santa Bar-
bara County, Monterey County, and the state over-
all. The improvements in educational attainment are
a great sign for the county and should continue to
pull incomes higher in the future. Median income in
the county for a person with a graduate or profes-
sional degree is a little over $61,000, which is 44%
higher than the income for people with a bachelor’s
degree only and 90% higher than income for people
with some college completed.

One way to look at affordability is to compare home
prices between various areas. Some have argued that
residents from the Bay Area and from Southern Cali-

fornia have been drawn to the Central Coast over the
years because of the region’s affordability. San Luis
Obispo home prices appear relatively attractive com-
pared to prices in the more populated counties in the
north and south. Of the select counties, Los Angeles
County is the only region where median home prices
have been at a discount compared to San Luis Obispo
County. However, residents of Los Angeles County
most likely have different reasons for relocation, such
as the desire to escape congestion and to live near
high-quality public schools.

Residents of Bay Area counties on average pay a rela-
tively large premium for homes relative to prices in
San Luis Obispo County, which may have prompted
some residents to migrate south. Furthermore, the
premium for living in the Bay Area or in Orange
County has been increasing since the end of the Great
Recession. The premium is most likely increasing be-
cause median home prices are increasing faster in
those areas. If the trend continues, San Luis Obispo
County could see an increase in net domestic migra-
tion in the future.
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Educational Attainment by Selected County, 2000-2011

San Luis Obispo Santa Barbara Ventura Monterey
2000 2011 Change | 2000 2011 Change | 2000 2011 Change | 2000 2011 Change
No High School Grad. | 14.4 12 -2.5 17.9  20.4 2.5 18.7 18 -0.8 27.2 285 1.4
High School Grad. 21.8 218 0 19.4 18,6  -0.8 19.6 188  -0.8 19 21 2
Some College 371 354 -1.6 32.3  31.2 -1 35.7 325 -3.2 28.8 27.8 -1
Bachelor's Degree 17.4 179 0.5 18.5 175 -1 171 19.4 2.3 17.7 139 -3.8
Grad. or Prof. Degree | 9.3 13 3.6 12 123 0.3 8.9 114 2.5 74 89 1.5

Source: U.S. Census Bureau; American Community Survey

San Luis Obispo County Median Home Prices addition, there could be a lag between survey method-
Relative to Select Regions, 2000 to 2012 ology and reality. For example, perhaps the survey an-
7% swers were based on 2010 incomes which saw more
' drastic jobs cuts and a worse economic picture, hence
the higher unemployment rate in 2010. We expect the

i .

100-

poverty rate to decrease in the near future due to the
improving employment situation. As of September of
2012, the unemployment rate for the county stood at

Ratio of SLO price to other counties

T T T T T T T
Q1-00 QI1-02 Q104 Q106 Q1-08 Q110  Qi-12

7.4%.
Alameda — — - Los Angeles
””” Orange San Francisco Examining the usage of social service benefits gives
----- Santa Clara —=---—- San Mateo

us another indication of whether the poverty rate
should decrease in the near future. The number of
approved applicants for CalFresh, California’s arm of

Source: DataQuick

A Brighter Future for the Less Fortunate

the U.S. Supplemental Nutrition Assistance Program,

Changes in the county’s poverty rates and in the us-
age of social services reflect shifts in the standard of
living in the region. As in most areas, the poverty rate
in San Luis Obispo County has been increasing since
the start of the Great Recession. According to the 2011
American Community Survey, the poverty rate for all
residents in San Luis Obispo County ticked up nearly
a percentage point, to 15.3%. This is below both the
state average (16.6%) and the rate in Monterey County
(17.4%). The poverty rate in Santa Barbara fell to the
level observed in San Luis Obispo County. To fall be-
low the poverty line an individual under 65 must earn
less than $11,344 annually; an individual over 65 must
earn less than $10,458.

The uptick in the poverty rate could stem from the
dearth in the number of jobs being added in the low-
paying sectors. It’s possible that the improving em-
ployment situation is benefiting skilled workers. In

has slightly decreased since the peak in mid-2011.
Currently, the level of approved applicants remains
nearly 50% higher than it was prior to the recession.

CalFresh Applications Approved (Indexed)
Select Regions, Q1-06 to Q4-11
25-

1.00)

Applications (Q1-06

T T T T T
Q1-06 Q3-07 Q1-09 Q3-10 Q1-12

s San Luis Obispo County
77777 Monterey County
----- California

—— - Santa Barbara County
Ventura County

Source: CA Department of Social Services

The number of approved applicants for CalWorks (Cal-
ifornia’s cash assistance program for needy families)
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has sharply decreased since 2011. The number of ap-
provals is approaching the pre-recession level.

CalWorks Applications Approved (Indexed)
Select Regions, Q1-06 to Q1-12

1.00), Smoothed

T T T
Q1-09 Q3-10 Q1-12

T
Q3-07

Applications (Q1-06

San Luis Obispo County
Monterey County
California

—— - Santa Barbara County
Ventura County

Source: CA Department of Social Services

Relatively low crime rates in San Luis Obispo County
attract many residents to the area. Property and vio-
lent crime rates have remained relatively flat. Crime
rates in the county are on par with those in Ventura
County, which is considered one of the safest counties
in the state. The level of violent crime has increased in
Santa Barbara County, in line with levels in Monterey
County and the state overall.

Property Crimes
Select Regions, 2001 to 2010
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Source: CA Department of Justice

Violent Crimes
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An Uncertain Future for Education

The quality of education in San Luis Obispo County is
another pull for residents thinking of moving to the
region. High school graduation rates in the county re-
main well above the state average by nearly 9 per-
centage points. As of 2010, nearly 90% of all high
school students graduated, significantly higher than
the state’s average of 80.5%.

Recently, the Department of Education in California
released the 2012 Academic Performance Index lev-
els (API). Although not a perfect measure of student
achievement, API scores serve as useful guidelines.
API scores range from 200 to 1,000 and are calcu-
lated using the STAR (Standardized Testing and Re-
porting) test results and California High School Exit
Exam (CAHSEE) scores. The API goal for the state is for
schools to be at the 800 level. Currently, the state av-
erage API score is 788. Furthermore, the state sets API
growth targets for each student group and schools at-
tempt to reach them every year.

In 2012, approximately 80% of San Luis Obispo County
schools hit their API growth target. The largest im-
provement in API scores was seen in Shandon Joint
Unified, where the score increased by 6.2%. Accord-
ing to the API reports, this is the district with lowest
scores so a 6.2% increase is encouraging. Lucia Mar
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Unified was the only school district that had a de-
crease in scores. The decrease was very small (1%) and
its API score of 813 is still above the state average.

Templeton Unified was the best-performing school
district, with an API score of 859. Since 2011, Tem-
pleton’s score has increased by 0.6%, with improved
scores observed across all student groups in all but
one school. The school with the highest API score is
Teach Elementary in San Luis Obispo. Although this
is a very small school with only 115 students and four
teachers, its score of 975 puts the school in the top 10%
of all California schools. The best-performing high
school is Templeton High, with an API score of 851.
This score puts Templeton High in the top 20% of all
California schools.

These are clearly good signs for the primary and sec-
ondary education system in the county. However, the
future is uncertain. The outcome of the November
election could have a profound impact on the educa-
tion system. The ballot in California includes Propo-
sition 30 and Proposition 38, both of which argue for
higher taxes to support the education system in Cal-
ifornia. Failure to pass one of the propositions (they
are mutually exclusive) would put a dent in education
all over the state, not just in San Luis Obispo County.

Primary and secondary schools are not alone in feel-
ing uncertainty about the future. Cuesta College is
contemplating cutting up to 29 programs (out of 70)
due to budget constraints3’, while Cal Poly might face
another tuition hike!. Again, the decisions of both
schools will be made after the November election,
pending the results of the vote on Proposition 30 and
Proposition 38.

®Connie Tran, “Cuesta College Faces Program Cuts,”
KCBY.com, Oct 19, 2012, http://www.ksby.com/news/cuesta-
college-faces-program-cuts/.

*'Cynthia Lambert and AnnMarie Cornejo, “Battle Lines
are Drawn on Proposition 30,” The Tribune, Oct 20, 2012,
http://www.sanluisobispo.com/2012/10/20/2269341/battle-
lines-proposition-30-obispo.html.

High School Graduation Rates by School District, 2006 - 2010

| 2006 | 2007 | 2008 | 2009 | 2010
Atascadero Unified 88 | 91.2 | 92.7 | 91.7 93.9
Coast Unified 96.4 | 919 | 87.4 | 93.5 92.2
Lucia Mar Unified 89.4 | 92.8 | 90.7 | 90.2 91.1
Paso Robles Joint Unified | 87.2 | 84.8 | 84.6 | 78.2 87.2
San Luis Coastal Unified | 93.7 | 96.9 | 96.4 | 95.2 96.4
Shandon Joint Unified 92.9 | 100 | 82.4 | 100 96.2
Templeton Unified 94.5 | 90.8 | 92.6 | 97.6 97.4
San Luis Obispo County 87.4 | 88,5 | 87.7 | 86.2 89.3
California 83.4 | 80.6 | 80.2 | 78.5 80.5

Source: CA Department of Education

Summary

The population of the county has recently reached
270,000, with growth coming from a natural increase
and migration. As net migration approaches zero, the
county will depend on birth rates to be higher than
death rates for population growth.

Despite the change in net migration trends, the county
still remains one of the most attractive places to live.
The wages in the county are increasing as the popula-
tion improves their education level and the economy
gains traction. In addition, home prices remain afford-
able compared to the more populated areas in the Bay
Area and Southern California. It appears that the situ-
ation is improving for the less fortunate residents, as
seen by the change in trend in social services applica-
tions. As a result, we should expect the poverty rate to
decrease in the near future.

Population
San Luis Obispo County, 1982 to 2012
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Population Growth in Select California Counties, 2010 and 2011

County Census Census Census Dept. of Finance Dept. of Finance Dept. of Finance

2010 2011 Growth Rate (%) 2010 2011 Growth Rate (%)
Riverside 2,202,978 2,239,620 1.66 2,191,800 2,226,552 1.59
Monterey 416,366 421,898 1.33 415,825 419,710 0.93
Santa Clara 1,786,267 1,809,378 1.29 1,787,553 1,805,861 1.02
Contra Costa 1,052,605 1,066,096 1.28 1,052,192 1,061,132 0.85
Orange 3,017,598 3,055,745 1.26 3,017,089 3,043,964 0.89
San Bernardino 2,042,027 2,065,377 1.14 2,038,771 2,059,630 1.02
San Diego 3,105,115 3,140,069 1.13 3,104,581 3,131,254 0.86
Alameda 1,513,043 1,529,875 1.11 1,513,493 1,525,655 0.80
San Mateo 719,604 727,209 1.06 719,582 725,245 0.79
Fresno 933,168 942,904 1.04 933,075 941,965 0.95
San Benito 55,520 56,072 0.99 55,350 55,684 0.60
Sacramento 1,422,094 1,436,105 0.99 1,420,447 1,430,537 0.71
Madera 151,468 152,925 0.96 151,160 152,281 0.74
San Francisco 805,340 812,826 0.93 807,177 814,088 0.86
Marin 252,789 255,031 0.89 252,767 254,114 0.53
Ventura 825,445 831,771 0.77 825,378 830,215 0.59
San Luis Obispo 270,112 271,969 0.69 269,333 270,305 0.36
Los Angeles 9,826,773 9,889,056 0.63 9,827,070 9,857,567 0.31
Santa Cruz 262,880 264,298 0.54 263,174 264,824 0.63
Santa Barbara 424,630 426,878 0.53 424,291 425,840 0.37

Source: U.S. Census Bureau, CA Department of Finance

The public education system is doing quite well. The
most recent API scores indicate that 80% of all schools
have reached the goal set by the state. Another en-
couraging point is that many schools saw an improved
API scores for all student groups.

Population (Indexed)
Cities in San Luis Obispo County, 1970 to 2011
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Source: CA Department of Finance

Population Change by City, 2010 - 2011

City | 2010 | 2011 | Change (%)
Arroyo Grande 17237 17306 0.40
Atascadero 28274 | 28601 1.16
Grover Beach 13147 | 13199 0.40
Morro Bay 10227 | 10294 0.66
Paso Robles 29761 | 29918 0.53
Pismo Beach 7676 7682 0.08
San Luis Obispo | 45046 | 45269 0.50
Unincorporated | 117965 | 118036 0.06
County Total 269333 | 270305 0.36

Source: CA Department of Finance

There is some cause for concern in the county. The
outcomes of the election, more specifically Proposi-
tion 30 and 38, could have a significant effect on pub-
lic education. Budget issues could put a dent in lo-
cal school performance. Cuesta College is contemplat-
ing significantly reducing the number of programs of-
fered while student at Cal Poly might be faced with an-
other tuition hike.
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Data Appendix

Employment
Unemployment Rates
Select Regions, Sep-10 to Sep-12 (%)

Continued Claims for Unemployment Insurance

California and United States, Jan-00 to Oct-12 Area Sep-10 Sep-11 Sep-12
<'1,000- -7,000 T -
o ° Inland Empire 14.2 13.3 11.5
g oo- -6000 § Los Angeles 128 124 106
£ E Orange County 9.3 8.6 7.1
k= -5,000 & 4
; 600- é San Diego 10.5 10.0 8.4
g -4,000 § East Bay 11.1 10.3 8.6
S 400- e g San Francisco 8.9 8.1 6.6
o ' -3000 &
2 f 2 San Jose 11.0 9.7 8.1
S 200- " -2,000 3 Bakersfield 15.9 14.9 13.2
Jar:-OO FeB-OZ Ma;-04 Ap;-06 Ma;/-OS Jur:-lO JulllZ Fresno 17.2 17.0 14.8
l California ~ ====----- United States Sacramento 12.5 11.8 9,9
Source: U.S. Department of Labor Stockton 17.5 16.9 14.4
Monterey 12.8 12.5 10.9
Initial Claims for Unemployment Insurance San Luis Obispo 9.8 9.2 7.5
California and United States, Jan-00 to Oct-12 Santa Barbara 9.4 8.8 7.4
80~ -700 : : :
Ventura 10.7 10.0 8.7
70— 600 California 12.4 11.7 10.2

Source: California EDD

o
o
o
US Average Weekly Claims (000s, SA)

60 -

CA Average Weekly Claims (000s, SA and Smoothed)

50- , 400
; Average Annual Wages by Industry
40- 4" 300 State of California, Select Years ($)
Jar{-OO Fet;—OZ Ma;—04 Ap;-OG Ma;/—OS Jur{-lo JuI112 Industry 2006 2010 2011
e LS Depan::::’;:'iabo'r """" United States Agriculture 22,278 24,642 25425
Natural Resources & Mining 98,143 129,716 128,533
Construction 48,338 54,855 56,145
Total Nonfarm Emp|0yment Manufacturing 63,041 72,563 74,878
El Selected Metropolitan Areas and California, Jan-04 to Sep-12 Wholesale Trade 59,433 64,325 66,811
8 Retail Trade 29,922 30,870 31,549
5 1% Information 87,472 99,934 106,018
% Finance & Insurance 87,168 92,275 95,657
5)_ Real Estate, Rental, & Leasing 48,180 48,611 51,303
§ 100- 7 Professional & Technical Sves. 77,604 89,571 93,357
g \,/ Management of Co. & Ent. 83,944 94,255 100,562
§ , o~ Administrative & Waste Sves. 31,917 36,499 37,743
% 95- ~7 Educational Svcs. 37,771 44,437 45,482
B Jan-04  Jun05 Nov-06  Apr-08  Sep-09  Febll  Jul-12 Health Care 46,056 52,365 53,470
San Luis Obispo (MSA) Santa Barbara (MSA) Arts, Entertainment, & Rec. 46,083 49,455 51,553
""""" Monterey (MSA) — — — Ventura (MSA) Accommodations & Food Svcs. 17,437 19,002 19,434
California Other Services 24384 25918 26,208
Source: California Employment Development Department Government 61,072 66,865 69,580
Total All Industries 48,344 53,268 55,001

Source: U.S. Bureau of Labor Statistics
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Total Nonfarm Employment and Annualized Change
Selected Areas and California, Sep-07 to Sep-12

Area Sep-07 5-Year Year-Over-  3-Month Sep-12
(000s)  Ann.%Chg. YearChg. Ann.%Chg.  (000s)
Monterey (MSA) 128.9 —-0.4 2.9 2.6 126.1
San Luis Obispo (MSA) 103.5 —0.6 3.4 11.1 100.3
Santa Barbara (MSA) 173.4 —0.6 2.1 0.7 168.1
California 15,179.7 —1.1 1.9 0.9 14,347.9
Ventura (MSA) 296.2 -1.3 0.5 3.2 277.1
Source: California Employment Development Department
San Luis Obispo MSA Employment by Industry and Annualized Change
San Luis Obispo MSA, Sep-07 to Sep-12
Sep-07 5-Year Year-Over- 3-Month Sep-12
Industry
(000s) Ann.% Chg. Year Chg. Ann.% Chg. (000s)
Agriculture 4.4 1.4 —6.1 —11.8 4.7
Manufacturing 6.1 —2.6 —6.2 —8.8 5.4
Wholesale Trade 2.7 0.1 44 9.7 2.7
Retail Trade 14.1 —0.4 4.3 13.5 13.9
Trans., Warehouse, & Util. 4.1 —2.2 6.1 14.4 3.7
Information 1.4 -3.3 0.4 5.5 1.2
Financial Activities 4.4 —-1.1 8.2 14.8 4.2
Arts & Entertainment 1.5 —0.1 7.9 —-14 1.5
Accommodations & Food 14.2 —0.1 7.2 18.8 14.2
Other Services 4.1 —1.2 —11.6 —74 3.9
Federal Government 0.7 —2.3 0.8 30.8 0.6
State Government 9.6 —-0.9 —10.0 —12.6 9.2
Local Government 11.9 —1.6 6.4 27.8 11.0
Total Nonfarm 103.5 —0.6 3.4 11.1 100.3

Source: California Employment Development Department
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California Employment by Industry and Annualized Change
State of California, Sep-07 to Sep-12

Industry Sep-07 5-Year Year-Over-  3-Month Sep-12
(000s)  Ann.%Chg. YearChg. Ann.%Chg.  (000s)
Agriculture 382.6 0.1 —0.7 9.1 385.0
Construction 881.9 —8.2 4.7 —-2.3 574.1
Nat. Res. & Mining 27.1 0.9 —-0.4 -9.3 28.4
Durable Goods Mfg. 923.2 -3.5 -1.0 —2.6 771.0
Non-Durable Goods Mfg. 534.2 —2.7 —-0.8 -2.9 466.8
Wholesale Trade 717.9 —1.2 2.1 0.1 676.7
Retail Trade 1,680.3 -1.5 1.3 -0.4 1,555.4
Transport. & Warehouse 451.9 —-1.5 1.4 —-1.7 418.7
Utilities 58.1 0.3 0.7 —0.2 59.1
Information 474.4 —0.8 6.0 3.9 456.4
Finance & Insurance 603.5 —2.6 2.2 3.5 527.8
Real Estate 283.3 —2.0 4.5 5.9 255.5
Prof. & Business Svcs. 2,264.0 —0.3 4.1 1.6 2,231.0
Education & Health Sves.  1,693.7 2.3 3.1 4.6 1,901.5
Arts & Entertainment 252.7 -0.7 0.0 0.0 244.5
Accommodations & Food  1,314.3 0.6 4.9 7.2 1,355.2
Other Services 515.8 -14 -1.1 -2.2 481.0
Federal Government 246.7 0.4 —2.0 0.3 251.2
State Government 492.6 —-0.4 1.1 0.0 481.8
Local Government 1,765.0 -1.8 -2.5 -3.9 1,612.0
Total Nonfarm 15,179.7 —-1.1 1.9 0.9 14,347.9

Source: California Employment Development Department
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Distribution of Employment by Industry
San Luis Obispo MSA and California, Sep-07 and Sep-12 (%)

Sep-07 Sep-12
Industry S.an Luis ) . S.a n Luis . .
Obispo MSA  California | Obispo MSA  California
Agriculture 4.1 2.5 4.5 2.6
Construction 5.7 3.9
Nat. Res. & Mining 0.2 0.2
Manufacturing 5.7 9.4 5.1 8.4
Wholesale Trade 2.5 4.6 2.6 4.6
Retail Trade 13.1 10.8 13.2 10.6
Trans., Warehouse, & Util. 3.8 3.3 3.5 3.2
Information 1.3 3.0 1.1 3.1
Financial Activities 4.1 5.7 4.0 5.3
Prof., Sci. & Tech Svcs. 6.9 7.5
Management of Co. & Ent. 1.3 14
Admin. & Support Svcs. 6.3 6.3
Educational Svcs. 1.9 2.4
Health Care 9.0 10.5
Arts & Entertainment 1.4 1.6 1.4 1.7
Accommodations & Food 13.2 8.4 13.5 9.2
Other Services 3.8 3.3 3.7 3.3
Federal Government 0.6 1.6 0.6 1.7
State Government 8.9 3.2 8.7 3.3
Local Government 11.0 11.3 10.5 10.9
Total Nonfarm 95.9 97.5 95.5 97.4

Source: California Employment Development Department
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Business

Imports by Commodity

California Ports, 2012 YTD Through August ($ billions)
Commodity Value
Electric Machinery 59.81
Industrial Machinery/Computers 56.37
Vehicles/Transport Equipment 31.13
Coal/0il 24.60
Knit/Crochet Apparel 11.67
Furniture 10.24
Apparel (Not Knit) 10.02
Optic/Photo/Medical Equipment 9.56
Footwear 9.44
Toys/Games/Sport Equipment 7.52
Other Products 81.51

Source: WISER Trade

Exports by Commodity

California Ports, 2012 YTD through August ($ billions)
Commodity Value
Electric Machinery 18.58
Industrial Machinery/Computers 18.57
Optic/Photo/Medical Equipment 10.98
Plastics 6.35
Vehicles/Transport Equipment 5.51
Aircraft/Spacecraft 4.77
Coal/0il 4.55
Edible Fruits/Nuts 4.23
Precious Stones/Metals/Pearls 4.10
Meat 3.49
Other Products 47.01

Source: WISER Trade
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Real Taxable Sales Growth
San Luis Obispo MSA Cities,
Selected Counties and California, Q2-11 to Q2-12

Taxable Sales

Taxable Sales Per Capita

Q2-11  Q2-12 Change (%) Q2-11 Q2-12 Change (%)

Region $ billions $ per person

San Luis Obispo 0.29 0.30 3.1 6,507 6,701 3.0
Paso Robles 0.17 0.18 7.3 5,660 6,011 6.2
Atascadero 0.07 0.07 0.4 2,481 2,503 0.9
Arroyo Grande 0.07 0.07 1.6 3,824 3,887 1.6
Pismo Beach 0.05 0.06 3.6 6,958 7,218 3.7
Morro Bay 0.03 0.04 17.8 2,995 3,534 18.0
Grover Beach 0.02 0.03 7.7 1,764 1,904 8.0
County $ billions $ per person

San Luis Obispo 1.0 1.1 9.9 3,690 4,037 9.4
Monterey 1.3 1.4 5.3 3,152 3,291 4.4
Santa Barbara 1.4 1.5 6.1 3,370 3,553 5.5
Ventura 2.7 2.9 4.6 3,302 3,434 4.0
California 130.8 139.8 6.9 3,495 3,710 6.2

Sources: California Board of Equalization, Department of Finance
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Demographics

Domestic Migration as a Share of Population
Select Regions, 2000 to 2011

Percent of Population

T T T T T T T T T T T T
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

m— San Luis Obispo County ==erunnes Santa Barbara County
— — — Monterey County —= == Ventura County
California

Source: California Department of Finance

International Migration as a Share of Population
Select Regions, 2000 to 2011

: Population by Age, 2011 (%)
L‘% SanLuis  Santa
2 Age Group Obispo Barbara Ventura Monterey California
a
= County County County  County Overall
§ Under 5 4.9 6.4 6.6 7.9 6.7
E Age 5to 19 18.5 21.4 21.6 22.0 20.8
Age 20 to 34 22.1 24.0 19.9 23.0 21.9
o4 Age 35 to 54 245 24.3 28.0 25.6 27.7
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Age 55 to 64 14.4 10.8 11.8 10.7 11.2
== San Luis Obispo County ~ ===+=sssx Santa Barbara County Age 65 and Over 15.8 13.1 12.0 10.8 11.7
— —— Monterey County == == Ventura County Source: U.S. Census Bureau, American Community Survey
California

Source: California Department of Finance

Natural Increase as a Share of Population
Select Regions, 2000 to 2011

Percent of Population
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Source: California Department of Finance
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Educational Attainment by Selected County, 2000-2011

San Luis Obispo Santa Barbara Ventura Monterey
2000 2011 Change | 2000 2011 Change | 2000 2011 Change | 2000 2011 Change
No High School Grad. | 14.4 12 -2.5 17.9  20.4 2.5 18.7 18 -0.8 27.2 285 1.4
High School Grad. 21.8 218 0 19.4 186 -0.8 19.6 18.8 -0.8 19 21 2
Some College 37.1 354 -1.6 323 312 -1 35.7 325 -3.2 288 27.8 -1
Bachelor's Degree 174 179 0.5 18.5 175 -1 17.1 194 2.3 17.7 139 -3.8
Grad. or Prof. Degree | 9.3 13 3.6 12 12.3 0.3 89 114 2.5 7.4 8.9 1.5

Source: U.S. Census Bureau; American Community Survey

Population by Ethnicity, 2011 (%)

San Luis Santa
Ethnic Group Obispo  Barbara Ventura Monterey California
County County County  County Overall
White 69.9 47.1 47.9 324 39.6
Hispanic/Latino 21.3 434 40.9 56.1 38.1
Asian 3.7 4.8 6.8 6.0 13.0
Black/Afr. American 2.2 1.6 1.7 2.8 5.7
Two or More Races 2.2 2.2 2.2 1.9 2.6
Amer. Indian/Alaska Native 0.4 0.6 0.2 0.3 0.4
Some Other Race 0.4 0.1 0.0 0.1 0.2
Native American/Pac. Islander 0.0 0.2 0.2 0.5 0.4
Source: U.S. Census Bureau, Census 2011
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Population Characteristics, 2012

SanLuis  Santa
Obispo  Barbara Ventura Monterey California
County County County  County Overall

Foreign Born (%) 10.5 22.8 23.0 30.8 27.2
Naturalized of the Foreign Born (%) 44.6 34.4 45.0 27.3 46.8
Homeownership Rate (%) 56.1 50.7 65.4 47.4 54.9
Occupied Units (%) 86.1 92.2 94.0 89.2 90.9
Renter-Occupied (%) 43.9 49.3 34.6 52.6 45.1
Vacancy Rate (%) 13.9 7.8 6.0 10.8 9.1

Household Size (Persons Per Household):

Total 2.5 2.9 3.1 3.2 3.0
Owner-Occupied 2.5 2.8 3.1 3.0 3.0
Renter-Occupied 2.6 3.1 3.1 3.4 2.9

Transportation to Work (%):

Drive Alone 72.4 66.8 75.4 69.6 73.3
Carpool 9.2 14.9 13.3 12.6 11.1
Public Transit 1.4 3.3 1.4 2.0 5.2
Motorcycle, Bicycle, Taxi 4.1 5.1 2.0 7.5 2.4
Walk 4.7 4.0 1.9 3.7 2.8
Work at Home 8.2 5.9 6.0 4.6 5.3

Source: U.S. Census Bureau, American Community Survey

Median Earnings by Educational Attainment, 2011 ($)

Less than  High Sch. Some Bach. Grad./Prof.
County .

High Sch. Grad. College Degree Degree
No HS Diploma or Equivalency 22,320 18,968 17,501 15, 800 18,261
High School Graduate 24,919 27,605 27,186 23,589 26,941
Some College 32,262 33,726 38,257 35,454 35,303
Bachelor's Degree 46,531 54,406 60,639 51,095 52,824
Graduate or Professional Degree 61,248 69, 360 81,130 66,561 76,253

Source: U.S. Census Bureau, American Community Survey

Income Levels and Poverty, 2011

SanLuis  Santa
Obispo  Barbara Ventura Monterey California
County County  County County

Median Household Income ($) 54,195 60,505 74,623 53,179 57,287
Number of Households 101,179 140,889 265,492 123,757 12,468,743
Under $25,000 24.6 20.0 15.9 20.7 22.1
$25,000 to $49,999 22.2 22.7 18.8 26.0 221
$50,000 to $74,999 16.8 17.2 15.5 18.7 16.9
$75,000 to $99,999 12.7 11.5 13.4 12.0 11.9
$100,000 to $149,999 15.3 14.9 19.5 13.0 14.2
$150,000 to $199,999 4.4 6.8 8.6 5.3 6.2
Over $200,000 3.9 6.9 8.3 43 6.5
Gini Index (0-1) 0.46 0.47 0.44 0.46 0.48
Poverty Rate (%) 15.3 15.1 11.3 17.4 16.6

Source: U.S. Census Bureau, American Community Survey
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Quality of Life

High School Graduation Rates
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English-Language Arts Proficient Students
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Math Proficient Students
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SAT Math Scores
Select Regions, 2000 to 2011
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Data Sources

The creation of this report would not have been possible without numerous public and private sources of data.

We would like to acknowledge those sources here.

Bureau of Transportation Statistics
California Air Resources Board

California Association of Realtors
California Board of Equalization

California Dept. of Education

California Dept. of Finance

California Dept. of Justice

California Employment Development Dept.
California New Car Dealers Association
California State Controller

California State Franchise Tax Board
California State Legislative Analyst's Office
CB Richard Ellis

Central Coast Major Listing Service
Construction Industry Research Board
CoStarr/The London Group

DataQuick Information Systems

Federal Reserve Economic Data (FRED)

Fiserv Lending Solutions

Grubb & Ellis

Hanley Wood Market Intelligence
HousingTracker.net

Marcus & Millichap

Mortgage Bankers Association
National Science Foundation
NOAA National Weather Service
Property & Portfolio Research
RealFacts

Research and Development (RAND)
S&P Case Shiller

Texas Transportation Institute
U.S. Census Bureau, American Community Survey

U.S. Census Bureau, Longitudinal Employment - Hous-
ing Dynamics

U.S. Dept. of Commerce, Bureau of Economic Analysis
U.S. Dept. of Labor, Bureau of Labor Statistics

U.S. Dept. of Transp., Research and Innovative Tech-
nology Administration

WISERTrade.org
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About Beacon Economics

About Beacon Economics

Beacon Economics is a leading provider of economic research, forecasting, industry analysis, and data services.
The firm's internationally recognized forecasters were among the first and most accurate predictors of the U.S.
mortgage market meltdown that began in 2007—and among a relatively small handful of researchers who
correctly calculated the depth and breadth of the financial and economic crisis that followed. By delivering
independent, rigorous analysis, Beacon Economics gives its clients the knowledge they need to make the right
strategic decisions about investment, growth, revenue, and policy. The firm's clients span both the public and
private sector, ranging from the California State Controller's Office to major universities to one of Wall Street's
most successful hedge funds. Core service areas include economic and revenue forecasting, economic impact
analysis, economic policy analysis, regional economic analysis, real estate market and industry analysis, and
EB-5 Visa analysis. Visit Beacon Economics' website at www.BeaconEcon.com to learn more.

Services Contact

m Economic & Revenue Forecasting » Sherif Hanna

= Business, Industry, & Market Analysis Managing Partner

= Economic Development Analysis (424) 646-4656

» Ports & Infrastructure Analysis Sherif@BeaconEcon.com

= Public Speaking = Victoria Pike Bond

» Expert Testimony Director of Communications

(415) 457-6030
Victoria@BeaconEcon.com

» Feasibility Studies
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