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Press Release

Ba Chapman University

A. Gary Anderson Center for Economic Research

FOR RELEASE:
December 6, 2011 2:00 p.m.

CONTACT:

James Doti, President and Donald Bren Distinguished
Chair of Business and Economics, at (714) 997-6611, or
Esmael Adibi, Director of the Anderson Center for
Economic Research at (714) 997-6693.

The Recovery Creeps Along

Orange, CA - The A. Gary Anderson Center for Economic Research at
Chapman University released today the results of its 34" annual economic forecast for
the U.S., California and Orange County. The forecast was presented to about 1,500
Orange County business leaders at a conference held at the Segerstrom Center for the
Arts, Costa Mesa. Following are highlights of the forecasts.

2012 U.S. Forecast

e The Chapman econometric model calls
for continued weak but non-recessionary

growth in 2012. The annual rate of real REAL GDI

GDP growth is forecasted to increase Annual % Change

marginally from 1.8 percent in 2011 to 5.0

2.3 percent in 2012. B s 23
e Part of this growth will come from o0

investment spending. Steady increases in -2.5

the capacity utilization rate suggest 5.0 3.5

increasing investment spending, which 06 07 08 09 10 'lle '12f

will be fueled by healthy balance sheets
and strong liquidity positions.  Our

forecast calls for real investment spending to increase from a 4.3 percent rate of growth in
2011 to 6.5 percent in 2012. This represents an increase in direct spending of about $116
billion.
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e Another sector expected to be an engine of economic growth next year is the all-important
consumer spending sector. Relatively strong growth in personal income and household net
worth, coupled with a sharp drop in the savings rate, point to high levels of consumer
spending. By the end of 2012, we are forecasting quarterly growth rates in consumer
spending to exceed 3 percent for the first time since late 2010.

e The housing sector is typically a major of engine of growth in a recovery, particularly in its
early stages. But that’s not the case this time around. Housing starts continue to be mired at
low rates around 600,000 units annually. With about 1.5 million vacant homes and
apartments and the number of homes and delinquent mortgages still well above historic
norms, there will be no meaningful impact from the housing sector next year. The abysmally
low annualized rate of 602,000 housing starts forecasted for 2012 does, however, represent a
3.2 percent increase from an even lower 583,000 units started in 2011.

e The number of vacant homes and
foreclosures is declining, however, albeit
at a very slow rate. This suggests that the
worst in terms of housing depreciation — Y1/Yr % Change Annual % Change
should be behind us. Housing prices are 25
forecasted to show slightly positive /\
appreciation in the second half of 2012. 0.0 7 \ \

HOUSING PRICE APPRECIATION

e Weakness in the global economy is \
expected to bring an end to the net export sg b 1 P
recovery that over the last year has been a 101 103 111 113 121 123
positive force for economic growth. We
are forecasting that real net exports will
decline, on average, about $30 billion from 2011 to 2012. Our model is not projecting that
Europe’s debt problems will spread to the United States or that the “Greek Problem” will
spread to Italy. That risk is not only real but a significant enough threat that if Italy goes
bankrupt, the repercussions are likely to push the U.S. into recession.

e With long-and short-term interest rates near zero and banks awash in excess cash and
reserves, little is to be expected from the Fed in terms of any impact on overall economic
activity. We believe the fed funds rate will hold steady throughout 2012. We are forecasting
increases of just over 100 basis points in the rates of both long-and short-term treasuries.

e The all-items CPI is forecasted to grow at an annual average 3.2 percent rate in 2012, about
the same as the 3.1 percent rate of increase currently estimated for 2011. The core personal
consumption expenditures price index, however, which excludes food and energy costs, is
expected to increase 2.1 percent — sharply higher than the annual increases of around 1.5
percent recorded over the past three years.
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2012 California and Orange County Forecasts:

The most recent available data from _ _ - —

the Employment Development AVERAGE .\.-mrxlu HLY PAYROLI \_|_i‘)j[§ GROWTH

Department show that California JANUARY = OCTOBER 2011

generated about 193,000 payroll jobs %% Change

during the first ten months of 2011— Santa Clara ye

a growth rate of 1.3 percent. Only San Diego ~14

Santa Clara and San Diego are California * -13

growing faster than the California Orange County male)

average.  Four counties are still e — -

Io_sing payroll job_s. Sacramento, Los Angeles o4

with a disproportionate share of Fresno 01

government jobs, is at the bottom of Inland Empire 0.2

the list. Oakland -0.3
Sacramento -1.0

With high inventory of unsold homes
and high commercial real estate vacancy rates, construction spending nosedived over the
2007-10 period. The good news is that construction spending has dropped to such a low
level, it is not likely to get any worse. In fact construction spending is forecasted to increase
by 5.6 percent in 2012.

After a setback in the first quarter of this year, caused mainly by the Japanese earthquake and
tsunami, California’s merchandise exports increased to $40.5 billion in the third quarter of
the year. This is an increase of $7.5 billion since the first quarter of 2010. The outlook
continues to remain positive. California’s largest trading partners, particularly Mexico,
Canada and China are experiencing solid growth. Japan, our fourth largest trading partner,
launched a massive rebuilding effort that bodes well for our exports. And although the
Eurozone economy may experience

contraction, only Germany and PAYROLL JOB GROWTH
Netherlands are among California’s Annual % Change
top ten export destinations. 1; —

10 16
With improvements in construction L
spending and projected increases in -6 S22 14
exports and real GDP, weak but 12 -4
positive job growth will continue in 12 o
2012. In annual terms, the forecast 6| T
calls for a gain of 21,000 payroll jobs 0 |t =
in Orange County and 237,000 P -13 -13
payroll jobs in California—a growth R 6.0

-12

rate 0f_1.6 percent and 1.7 percent, 07 08 09 10 ‘lle  'Lof
respectively. The recovery will be

broad-based, with both services and goods-producing sectors gaining payroll jobs in 2012.
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e Based on current estimated median family income, a potential homebuyer needs to allocate
28.2 percent of his monthly family income to purchase a median-priced home in Orange
County, significantly lower than 46.6 percent needed in 2006. This figure is based on the
assumption that a homebuyer uses a 30-year fixed rate mortgage with 20 percent down
payment.

e In spite of marked improvements in housing affordability, lending standards are so rigid that
many potential buyers have difficulty in securing financing necessary to purchase a home.
This has resulted into an anemic sales activity.

e More problematic is the inventory of

RESALE SINGLE-FAMILY HOUSING PRICES
unsold homes. Not only are there

Annual % Change

still too many unsold housing units in 25
the market, there are a large number

of homes in the foreclosure process 0
that will keep the supply of resale 5

244

housing units at an elevated level. ORANGE COUNTY

10.6

e On balance, our forecast calls for the
median selling price of a single- 0
family unit, as reported by the
California Association of Realtors, to

-39

decrease by 2.5 percent in California 50 349 Lo
and remain flat in Orange County in '07 08 09 10 'lle '12f
2012,

e The long-run correlation between new jobs and new completed housing units points to a
large disequilibrium between
potentiaj demand and 3upp|y. The CHANGE IN CIVILIAN EMPLOYMENT AND
ratio of new civilian jObS to COMPLETED NEW HOUSING UNITS 2000-2010
completed housing units over the Change in | New Housing | Ratio of Jobs
2000-2010 period was well below 1.0 alhs | s | torousne
for California and its 10 largest Tnland Empire a5 305 03
metropolitan areas. This ratio was 1.6 San Diego 72 125 06
in California and 1.2 in Orange Sacramento 40 82 0.5
County over the 1990-2000 period. Fresno 17 el 04
The only way this ratio can improve ;j:;fmum 096 ag E':
is for the economy to generate Oakland o1 ol N A
stronger job growth to convert San Francisco -107 38 NA
potential demand into actual demand California -108 1,425 N/A
and lead to a broad-based and iami;iafa 1;9 1393; ::
sustainable home price appreciation. e — . -
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Contractions in jobs and income led
to a collapse of consumer spending
over the 2008-2009 period. Sharp
spending declines, particularly on
durable goods such as home
furniture,  appliances, building
material and automobiles, were a
major drag on overall spending
growth and the economy. Helped by
the surge in automobile purchases,
both used and new, 2011 showed a
marked improvement in total taxable
sales. For 2012, our forecast calls
for taxable sales to increase by 5.7
percent in Orange County and by 5.4
percent in California.

ORANGE COUNTY TAXABLE SALES

Annual % Change
12

‘7 08 g 10 11e "12f
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ABOUT THE ANDERSON CENTER FOR ECONOMIC RESEARCH

The A. Gary Anderson Center for Economic Research (ACER) was established in 1979 to
provide data, facilities and support in order to encourage the faculty and students at Chapman
University to engage in economic and business research of high quality, and to disseminate the
results of this research to the community.

ANNUAL SCHEDULE OF CONFERENCES AND PRESS RELEASES

JANUARY » Economic Forecast Conferences for Los Angeles County and the
Inland Empire

» California Purchasing Managers Survey

FEBRUARY » California Leading Employment Indicator

MARCH California Consumer Sentiment Survey

APRIL California Purchasing Managers Survey

MAY California Leading Employment Indicator

JUNE Economic Forecast Update Conference for the U.S., California,
Orange and Los Angeles counties, and the Inland Empire
California Consumer Sentiment Survey

JULY California Purchasing Managers Survey

AUGUST California Leading Employment Indicator

SEPTEMBER California Consumer Sentiment Survey

OCTOBER California Purchasing Managers Survey

NOVEMBER California Leading Employment Indicator

DECEMBER Economic Forecast Conference for the U.S., California and Orange

County
California Consumer Sentiment Survey
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