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What's Happemng to
Southern California?

California’s economy has received considerable
attention in recent months, as problems have
mounted and employment conditions have con-
tinued to deteriorate. Most of California’s troubles
have been concentrated in the southern part of
the state. Six southern California counties (Los
Angeles, Orange, Riverside, San Bernardino, San
Diego, and Ventura) have lost 520,000 jobs since
employment peaked in March of 1990, a decline
of 7 percent. That means that southern California,
which provides 57 percent of the state’s jobs,
accounts for fully 87 percent of the state’s job
losses during this downturn.

This Weekly Letter compares the economic per-
formances of the various subregions within the
southern California area, using two alternative
measures of their recession experiences. Then it
discusses how the national recession, defense
cutbacks, real estate problems, and business cli-
mate problems contributed to the whole region’s
economic deterioration.

Different regions, different fates?

Focusing either on the absolute number or per-
centage of jobs lost suggests that Los Angeles
County has borne the brunt of this down cycle.
L.A. County has lost 369,000 jobs, or 8.6 percent
of its employment. Orange County has lost 87,000 of
its jobs, a decline of 7.1 percent. Job losses in
other parts of southern California have been more
modest, ranging from 2.1 percent in Riverside/
San Bernardino to 4.2 percent in San Diego.

An alternative measure of the recession’s impact
on different regions compares the rate of growth
during the expansion with the rate of decline
during the subsequent contraction. By this meas-
ure, a region would be considered hard hit if its

employment growth rate changed dramatically,
even if employment did not decline particularly
sharply during the contraction.

This measure gives a different picture of southern
California, since L.A. County grew considerably
more sIowly than the rest of southern California
did during the expansion of the 1980s. Between
the beginning of 1983 and the beginning of 1990,
employment in L.A. County grew at an annual
rate of 2.9 percent—actually a little slower than
the 3.0 percent growth seen nationally during the
same period. In contrast, Orange, Ventura, and
San Diego Counties all saw employment grow at
annual rates of 5 to 6 percent. The Riverside/San
Bernardino area grew even faster, at an annual
rate of 7.5 percent.

Thus, the change in employment growth be-

_ tween the expansion of the 1980s and the con-

traction of the early 1990s—the “‘differential”’ —
was actually smaller in L.A. County (7.0 percent-
age points) than in the rest of southern California
(8.3 percentage points). With a differential of

9.1 percentage points, Riverside/San Bernardino
becomes the southern California region most af-
fected by the recession. By way of comparison,
the differential for the U.S. was 3.9 percentage
points, while the statewide differential for Cali-
fornia was 6.2 percentage points.

These figures counter the notion that the impact’
of the recession has been concentrated in Los
Angeles County. Rather, L.As greater share of the
job losses appears to result from its longer-term
sluggishness in job growth relative to its neigh-
boring counties. What these figures do suggest is
that the current downturn is hitting the entire
southern California area extremely hard.
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An unusual recession

A look at recent history suggests that it should not
be surprising that southern California is feeling
the effects of the national recession. In the 1975—
1980 business cycie (expansion and recession),
southern California’s differential (5.9 percentage
points) was slightly higher than the nation’s (5.8
percentage points); in the 1980—82 cycle, southern
California’s differential (5.4 percentage points)

was a full percentage point worse than the nation’s
(4.3 percentage points).

However, the deterioration in the area’s economy
has been much greater during the current cycle
than it was during the early 1980s, even though
the U.S. recession has.been milder. If this reces-
sion had the same impact on southern California’s
employment as earlier recessions did, job losses
would have been less than 65,000—a much
smaller decline than has actually occurred.

The roles of defense and real estate

The defense and real estate sectors have received
much of the blame for the severity of southern
California’s downturn. These two sectors have ex-
perienced particularly hard times during the past
couple of years.-Since the region’s employment
peaked in March of 1990, the six southern Cali-
fornia counties have lost 23 percent of their aero-
space jobs, a decline of 49,000. And southern
California has lost 116,000 of its construction jobs
during that period, a decline of 30 percent.

Moreover, these direct job losses led to additional
losses in a variety of sectors, as laid-off workers
cut back on their purchases. These secondary
effects would be smaller for construction activity
than for aerospace, since some of the decline in
construction is itself a secondary effect, that is,
due to weakness in other sectors. However, de-
clining property values, especially in commercial
real estate, could provide additional constraints
on economic activity in the region.

Even so, the declines in aerospace and construc-
tion employment, together with typical estimates
of their associated secondary effects, would not
be expected to result in a loss of as many as
520,000 jobs. In fact, employment in southern
California has deteriorated dramatically across

a broad range of industries. The number of job

losses has been greater in both trade (151,000)
and nonaerospace manufacturing (123,000) than
in either construction or aerospace.

Business climate

Deterioration in the area’s business climate may
have contributed to the breadth and depth of
the downturn. Complaints about traffic and high
costs have been around for at least ten or twenty
years, but in the last few years air quality regula-
tions have become more stringent and workers’
compensation coverage more expensive. These
“business climate’’ factors seem to have become
more binding in recent years, and in the gener-
ally weak economic climate they may loom larger
in firms’ decisions than they would during more
vigorous economic times.

It is hard to get a handle on just how large the
effects from these factors are. A few industries
affected by more stringent air quality regulations
have seen significant declines in area employ-
ment in recent years. For example, southern
California’s furniture and fixtures industry, which
traditionally has relied on solvents whose use is
now restricted, has lost 37 percent, or 15,000, of
its jobs since its employment peaked in 1987.
Nevertheless, there is no evidence of a mass mi-
gration of business out of the southern California
area.

Conclusions

Southern California currently is experiencing
economic problems on a scale that the region has
not seen in decades. While most of the region’s
job losses have been in Los Angeles County, the
rest of southern California has seen its performance
change just as dramatically. Possible explanations
for the area’s recent troubles include the national
recession, defense cutbacks, problems in the real
estate and construction industries, and changes
in the area’s business climate. None of these
explanations alone is sufficient to explain the
severity of southern California’s problems, but
they have all hit at roughly the same time. This
unusual convergence of negative forces does go
a long way toward accounting for the magnitude
of southern California’s economic woes.

Carolyn Sherwood-Call
‘ Economist



DISTRICT INDICATORS
(Seasonally Adjusted)

92Q2 :92Q1 91Q4 91Q3 91Q2 91Q1 9004  90Q3

AGRICULTURE
U.8. CROP PRICES, 1985=100 108.0 1095 1109 1147 1161 1133 1146 1168
DISTRICT CROP PRICES, 1986=100 1014 1140 1079 1204 1296 1073 1125 1129
FARM CASH RECEIPTS, MILLION $ 23623 24459 26942 25295 26983 25200 26297 26307
CATTLE ON FEED, 1985=100 871 865 804 844 921 924 86.9 887
CATTLE PRICES, CALIFORNIA, $/CWT, 574 60.9 621 626 664 645 639 659
FORESTRY
LUMBER PRODUCTION, MILLIONS BOARD FEET 11965 14179 13518 1428.7 1467.7 1359.0 13605 1528.7
NORTHWEST LUMBER INVENTORY, MIL. BD. FT. 2269.0 21739 2297.1 24223 23150 23771 23356 24728
U.8. LUMBER PRICES, 1986=100 1544 1571 1372 1312 1383 1138 1206 1296
ENERGY
SPOT PRICE OF OIL, #/BARREL 214 18.9 218 216 208 221 321 262
U.8. RIG COUNT 6960 6509 7891 8026 9243 9511 10963 10035
DISTRICT RIG COUNT 689 556 60.9 733 838 73.2 745 751
FUEL MINING EMPLOYMENT, 1985=100 703 70.1 69.9 727 738 748 739 741
U.8. SEISMIC CREW COUNT 83.0 802 89.7 984 {102 1179 1203 1227
MINING
MINERAL PRICES, 1986=100 1077 1053 1032 1056 1092 1082 1122 1290
METAL MINING EMPLOYMENT, 1985=100 1768 1809 1807 1841 1859 1931 1959 1979
CONSTRUCTION
NONRESIDENTIAL AWARDS, 1985=100 1041 1150 1037 934 1021 1063 1011 1118
RESIDENTIAL PERMITS 19182 19780 19496 18524 19833 17667 18524 22940
WESTERN HOUSING STARTS, THOUSANDS 268 219 195 241 2685 156 186 29.1
CONSTRUCTION EMPLOYMENT, THOUSANDS 9082 9069 9121 9203 9388 957.7 10020 10347

MANUFACTURING

WAGES, CALIFORNIA, $/HOUR 122 121 120 11.9 118 11.8 "7 115
EMPLOYMENT, THOUSANDS 20096 29480 29564 29824 30058 3050.3 31024 31352
DURABLES, 1885=100 917 930 939 953 963 979 1000 1017

{ CONSTRUCTION DURABLES, 1985=100 935 943 937 954 956 97.7 1040 1085
AEROSPACE, 1985=100 931 103t 1056 1070 1094 1119 1140 1160
ELECTRONICS, 1985=100 873 878 8858 90.6 922 928 924 93.1
SEMICONDUCTOR ORDERS, MIL. $, NOT S.A. 14993 14418 13931 12685 12894 12176 12080 12408
WHLS/RETAIL TRADE EMPLOYMENT, THOUSANDS 46765 47014 46930 47134 47257 47257 47919 48124
RETAIL SALES, PACIFIC DISTRICT, MIL. $ WA~ 25803 25078 25445 25321 24656 25101 25129
SERVICES EMPLOYMENT, THOUSANDS 55044 54974 54885 54719 54450 54045 54412 54181
HEALTH CARE, 1985=100 1325 1318 1312 1298 1289 1276 1276 1252
BUSINESS SERVICES, 1985=100 1137 1134 1120 1127 1136 1131 1126 1137
HOTEL, 1985=100 1323 1333 1345 1317 1321 1321 1354 1348
RECREATION, 1985=100 1394 1395 1407 1391 1401 1382 1396 1368

FINANCE, INSUR. AND REAL ESTATE EMPL. 1239.1 12443 12423 12450 12472 12479 12588 12593

GOVERNMENT-EMPLOYMENT, THOUSANDS
FEDERAL GOVERNMENT 6012 6097 6115 6141 6107 6145 6188 6326
STATE AND LOCAL 2905.2 2901.6 2883.8 28889 28632 2851.0 28422 28323
Data are weighted aggregates of available 12th District data constructed by FRBSF staff from public and industry sources.
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PERSONAL INCOME

g2Qi 9104 9103  91Q2 9101
9.7 6.7 49 18 87
53 41 -0.4 51 55
5.1 -0.4 29 54 -28
6.9 29 5.1 33 48
34 136 34 9.1 -8.3
8.4 12 5.0 46 35
8.1 486 55 42 1.7
72 52 47 6.8 4.9
4.0 72 54 4.6 36
54 15 32 52 -08
54 38 29 4.3 0.1

9202

NON-AGRICULTURAL EMPLOYMENT
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-74

-17
-1.3
-33
-1.7
-0.1

23

-1.6
1.1

0ZLY6 VD ‘0ds1dURY Ues
0L X0 "O'd

0XSPUDJ UDS

40 HUOY

AAJBSDY [0JoPO

uawpoda( Ysoasay

Twelfth District Business Sentiment*
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survey of approximately 75 business leaders in the 12th Federal Reserve District.

UNEMPLOYMENT RATES
AVERAGE QUARTERLY DATA

9202 92Q1  91Q4
ALASKA 9.1 9.1 98
ARIZONA 7.3 87 73
CALIFORNIA 8.7 84 77
HAWAII 4.0 35 30
IDAHO 6.2 6.3 6.2
NEVADA 6.1 6.6 57
OREGON 6.7 8.1 65
UTAH 48 46 5.3
WASHINGTON 6.8 73 6.8
12TH DISTRICT 7.9 8.0 7.2
u.s. 7.5 7.2 7.0
* Year-to-date




