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The California Economy in 2010

There is an ongoing debate about the state of the California economy. One set of voices
argues that the state has a terrible business climate and that the state lags in job growth
because firms are “fleeing” California. Another set of voices says “wait a minute’—the data
show that the state’s poor job growth is the result of the housing bust and, more recently,
the loss of government jobs. Both voices acknowledge that the state must deal with an
ongoing budget deficit and develop an economic strategy for prosperity but they offer
different roadmaps for success.

Recent revisions to job estimates added jobs in California while showing slower job growth
in the nation than previously thought. What do these numbers tell us?

California added 82,600 nonfarm jobs between December 2009 and December 2010 for a
gain of 0.6%. The state’s gain trailed the nation’s 0.7% job gain although both performances
were disappointing to people hoping for a fast recovery and improvement in the
unemployment picture.

However, California’s job picture improves markedly once construction and government job
losses are removed from the data. In these data, California job growth more than doubles
for 2010 and outpaces the nation.
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California lost 51,500 government jobs in 2010 and 26,300 in the construction sector.

Outside of these sectors the state added 160,400 jobs for a gain of 1.5% outpacing the
comparable national job gain.
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California’s largest job gains were in professional services and temporary help followed by
health services and the leisure and hospitality sector, spurred by rising tourism activity.
Wholesale trade reversed two years of job losses as the economy improved and trade
volumes surged to near pre-recession levels.

Manufacturing and information posted modest job gains but within information motion
pictures and Internet services recorded larger job growth.

So, all things considered, the state’s economic base came through the recession intact. The
data confirm that construction and government sector job losses were the cause of the
state’s relatively poor job performance during the Great Recession.
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The California economy story is a story of two economies—the broader economy including
construction and government and the economy without these two sectors where job losses
have been concentrated. The state also has two economies by geography—the coastal
counties where high tech, tourism and trade are rebounding and the more inland counties
where the housing crisis and government job losses are holding back recovery.

The major tech and trade centers—Los Angeles, Orange and San Diego counties in the
south and the San Francisco and Silicon Valley metro areas in the north--posted job gains
in 2010. The Sacramento region had the most job losses led by declines in the
construction/finance and government sectors. The Riverside-San Bernardino and East Bay
area were also hard hit by the housing downturn. The San Joaquin Valley counties recorded
small changes in job levels.
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The Economic Outlook

The economic recovery will be led by tech, trade, tourism and the creative energy of
Californians in a variety of sectors. Most of these jobs are on the coast. The state’s recovery
will be held back by the lack of recovery in housing—probably at least a year away and by
continuing job losses in government.

The state and nation are in a slow but strengthening recovery. The February national job
gains and continuing lower unemployment claims raise hopes that the recovery will pick up
speed as 2011 progresses. The recession created great hardship for residents but the
state’s economic base remains strong if we can come together in the area of public policy.

The state faces two ongoing challenges for economic prosperity—1) developing a
sustainable path for state and local government budgets and 2) developing an economic
strategy that focuses on the areas of opportunity for the state.

Key elements of any economic strategy include the investments (with full funding) that make
California an attractive place to work and live for our many innovative entrepreneurs and
industries. But it will also be critical to address long-term retirement benefit reform for public
employees and eliminating duplication and delay in regulatory policy.

Hopefully, these difficult choices can be discussed based on facts and not anecdotes about
the state’s current economic situation and the opportunities and challenges that will
determine the state’s future prospects for prosperity.
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