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THE RECOVERY CONTINUES. . . 
BUT BARELY 

 

Orange, CA—The A. Gary Anderson Center for Economic Research at Chapman University 
released today an update of its 2016 forecasts for the U.S., California and Orange County that 
were issued last December at the center’s 38th annual Economic Forecast Conference.  The 
updated forecasts take into account more accurate historical economic information that is now 
available, especially for 2015, as well as the economic trends that have emerged during the first 
half of this year. 

The forecast was presented to Orange County business and community leaders at Chapman 
University’s new S. Paul and Marybelle Musco Performing Arts Center. 

Following is a summary of the forecasts that are reported in detail in the enclosed Economic & 
Business Review. 

2016 U.S. FORECAST UPDATE 

Overview 

As we assess the U.S. economy, there are more signs of weakness than pockets of strength.  
These emerging signs suggest the seven-year recovery is weakening, especially since late last 
year.  The following categories, for example, are experiencing slower growth: 

 3-month moving average of the change in jobs 
 Number of temporary workers 
 Nonfarm labor productivity 
 Industrial production 

Some categories are showing outright declines: 

 Nonresidential investment 
 Corporate earnings 

Chapman University 
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Although it is too early to call for a recession, it now appears that the current recovery is in its 
latter stages and nearing an end point.  Before that point is reached, underlying growth in the 
U.S., as measured by real GDP, is likely to move from a two-to-three percent range to a one-to-
two percent range. 

 
Highlights 

 The update forecast calls for a softening of 
real GDP growth from 2.4 percent in 2015 to 
2.1 percent in 2016.  Forecasted declines in 
consumer and investment spending growth 
overwhelm the relatively smaller positive 
effects from government and international 
trade. 

 A number of factors are dampening consumer 
spending growth.  Housing appreciation is 
beginning to stabilize and the stock market 
has experienced several downward 
corrections.  After rising rapidly since the 
beginning of the recovery, household net worth has now stalled.  While job growth has been 
relatively strong, there are signs of weakening labor market conditions.  Rather than 
spending, consumers are saving more. 

 While housing starts are forecasted to increase to a post-recession high of nearly 1.2 million 
units in 2016, the rate of growth is projected to decline from 10.7 percent in 2015 to 5.9 
percent in 2016.  Coupled with the sharp downturn in energy-related business investment that 
has negatively impacted nonresidential investment, we see total real investment growth 
dropping back significantly this year. 

 While government spending growth is forecasted to increase, the impact of this uptick 
represents an increase in real GDP growth of only 0.24 percent. 

 Although net exports is forecasted to continue declining in 2016 by 10.9 percent, that 
represents a lower rate of decrease than 2015’s 22.8 percent nosedive.  A pickup in global 
economic growth will support higher U.S. export growth.  In addition, the U.S. dollar is 
finally stabilizing in international exchange markets after a rapid run-up in late 2015. 
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 Despite slower real GDP growth, housing 

appreciation will continue, albeit at a slightly 
reduced rate.  Even though housing 
affordability is continuing to decline, a tight 
supply of housing available for sale is 
keeping upward pressure on prices. 

 With the current economic malaise, we don’t 
see any pressure on the part of the Fed to 
resurrect its earlier intentions of steadily 
increasing the federal funds rate in 2016.  
Hence, interest rates are forecasted to remain 
flat for the rest of the year. 

 

2016 CALIFORNIA FORECAST UPDATE 

Overview 

On the surface, California’s economy appears to be growing more rapidly than the U.S..  For 
example, from 2007 to 2015, California experienced faster growth in the following categories: 

 California’s aggregate job growth was 4.9 percent as compared to U.S. growth of 3.3 
percent.   

 Personal income in California increased 33.8 percent, while personal income in the U.S. 
increased 28.8 percent. 

The “California Miracle” is also reflected in the state’s general fund revenues, which have 
increased 40 percent since the recession. 

Looking beneath the surface, however, reveals a number of deep-seated structural problems in 
the state. 

 California’s recovery is not broad-based but focused mainly on the five-county Silicon 
Valley area that includes San Francisco.  For example, the Silicon Valley added 57,000 
information-related jobs since 2007, while California was losing jobs in this high-paying 
sector.  Information jobs in the Silicon Valley pay an average annual wage of $188,000 
versus a $57,000 average for all jobs in California. 

 Personal income tax receipts as a share of general fund revenues is now 65.8 percent 
versus 53.8 percent in fiscal year 2011-12.  That makes California’s state government 
more vulnerable to economic downturns. 

 The ratio of housing prices to average annual wages in California is 8.2 as compared to 
4.2 in the U.S.. 

 California is losing high-paying manufacturing jobs faster than the U.S., particularly in 
Los Angeles that has shed 20 percent of its manufacturing jobs since 2007. 



The Chapman Economic Forecast Update 
June 28, 2016  Page 4 
 
 

 The loss of manufacturing jobs in California, especially Los Angeles, has led to net 
outward migration (more Californians leaving the state than people from other U.S. states 
moving in) of about 170,000 over the last three years. 

 California’s unfunded pension debt based on a 7.5 percent investment return is twice 
annual general fund revenues.  At a more realistic 2 percent return, unfunded pension 
debt is 10 times annual general fund revenues, placing it over the trillion dollar mark. 

 
Highlights 

 The Anderson Center’s California job 
indicator suggests that the state’s job growth 
peaked at 3.3 percent in the third quarter of 
2015 and will decline steadily in 2016.  On an 
annual basis, we forecast payroll employment 
growth declining from 3.0 percent in 2015 to 
2.5 percent in 2016.  Such growth will result 
in the creation of about 400,000 new jobs this 
year. 

The fact that the national and local economic 
variables that comprise the California job 
indicator are signaling a downturn in job 
growth does not necessarily indicate an imminent recession.  But it does strongly suggest that 
the state is entering the final stages of recovery. 

 Within job sectors, California is moving more rapidly than the U.S. in becoming more 
service rather than goods related.  Since the beginning of the recovery in 2009, California’s 
growth in service-related jobs was 19.6 percent versus 15.6 for the nation.  During that same 
period, California’s manufacturing jobs declined 1.0 percent while the U.S. picked up 3.7 
percent.   

 Even more telling is that within the services sector, the state’s information services jobs 
increased 10.9 percent as compared to a decline of 1.4 percent in the nation.  The increase of 
about 50,000 high-paying information services jobs suggests that about $6.9 billion has been 
added to personal income in California. 

 Mirroring the downward trend in job growth, personal income growth in California is 
forecasted to decline from 6.3 percent in 2015 to 5.4 percent in 2016. 

 On a per capita basis, personal income in California was 8.4 percent higher than the U.S. in 
2007 ($43,200 in California versus $39,800 in the U.S.).  By 2015, the differential had 
widened to 10.3 percent ($52,700 in California versus $47,700 in the U.S.). 
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 Similar to national trends, the rate of growth 

in California’s residential permit valuation is 
forecasted to decrease.  The projected drop in 
California will be greater, however, mainly 
because of the sharp uptick of 16.6 percent 
last year. 

 We see construction spending, as measured 
by lagged real values of permit valuation, 
continuing on a downward trend.  The 
forecasted average annual growth in 
construction spending of 6.5 percent in 2016 
compares to 10.4 percent in 2015 and 19.5 
percent in 2014. 

 The current level of housing affordability 
coupled with a relatively tight supply of 
unsold housing will serve to push housing 
prices up by 5.7 percent in 2016, roughly 
equivalent to the 5.6 percent pace registered 
last year. 

 

 

 

 

 

2016 ORANGE COUNTY FORECAST UPDATE 

Overview 

Since 2007, cumulative job growth of 2.8 percent in Orange County has lagged the U.S. (3.3 
percent) and California (4.9 percent).  Even more alarming is that most of these jobs are being 
generated in low-paying categories like education & health and leisure & hospitality.  The 
county is losing high-paying manufacturing jobs and not generating high-value-added jobs in the 
service sector.  While the Silicon Valley is a job machine in generating information-related jobs, 
Orange County is losing them.  As a result, Orange County’s per capita personal income, which 
in 2007 was 16.4 percent greater than that of California, is now only 8.7 percent higher. 

Like Los Angeles, more people are leaving Orange County for other parts of the U.S. than those 
from the U.S. moving to the county.  Although the number of people leaving each year is 
relatively low, the rate of outflow has doubled in the last two years. 
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Highlights 

 Similar to what we observed in California, it 
now appears that Orange County hit a 
recovery peak in job growth of 3.5 percent in 
the third quarter of 2015.  By the fourth 
quarter of this year, our forecast calls for job 
growth in the county to drop to 2.5 percent or 
an annual average of 2.6 percent.  This 
compares to job growth of 3.2 percent in 
2015. 

As in the case of California, current trends 
suggest that the county’s recovery is no longer holding its own but is in decline, with all 
explanatory factors pointing to slower growth. 

 Total personal income growth in Orange County is forecasted to increase from 4.7 percent in 
2015 to 5.2 percent in 2016—slightly lower than the 5.4 percent personal income growth 
forecasted for California. 

 Taxable sales growth will continue to be lower in Orange County than in California.  Orange 
County taxable sales growth is forecasted to increase from 3.1 percent in 2015 to 4.1 percent 
in 2016.  This compares to an increase from 3.6 to 4.3 percent growth forecasted for 
California. 

 Similar to California, residential permit 
valuation in the county is forecasted to 
decrease from 11.2 percent growth in 2015 to 
4.5 percent growth in 2016.  But this will be 
enough to bring residential permit valuation 
above the $3 billion level for the first time 
ever this year. 

 Low mortgage rates and higher median 
family income coupled with a tight housing 
supply will keep upward pressure on housing 
prices.  Housing appreciation in Orange 
County is forecasted from 2.7 percent in 2015 
to 4.6 percent in 2016. 
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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 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, and 
Orange County 

 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   California Consumer Sentiment Survey 

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