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Introduction

» Global issues both economic and geopolitical
— Recession spreading
— Instability growing, likely because of economics

 Local issues

— Federal and state budgets provide a mix of good and
bad news

— North Bay Economy affected from all levels

 International: currency values and global recession slow
down wine, technology and especially tourism industries

» National: federal spending is likely to help Santa Rosa, we
have to pay for it at some point

» State: Local services and businesses threatened by bad
budgeting and politics
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* Will housing prices stop falling?

— Turnaround looks like late spring/early summer
— Question: L-shaped or U-shaped?

* Business and job evolution in North Bay
— Will commercial real estate availability help?
— Better to growth within than attract and try to retain?
« Sustainable Growth: How will the North Bay
move forward?

— Each county either competes or cooperates: which
long term?
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Slowdown is now global

— Three considerations for this concerning U.S. and Marin County
economic situation

Exports likely to slow down, regardless of recent
retreat of $ value

Commodity prices likely to rise again
— Fiscal stimulus has constant demand-side pressure on prices

May slow down real estate recovery due to reduced
international demand

— May also slow down demand for wine and technology-
based goods from Sonoma County

— Silver lining: U.S. likely to recover first

15

ernational Economic Concerns
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- Recession now Global

* China and Japan (Asia more generally)
— Questions about purchase of American debt

— Reduced exports to U.S. and Europe: do
opportunities now exist?

« South America

— Brazil as an emerging power

— Argentina still a major question mark
 Africa

— Still isolated from much of the world
— Does Zimbabwe's episode spell the doom of any

expansion into Africa of business?
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* 'Tﬁ'e::Cu\r‘rent Economic Situation

* Foreseen In direction, not in magnitude

 Where did it come from
— Partially greed
« Bankers should have known better
— Partially a lack of financial literacy
» Consumers should have known better

— Partially cultural
 Our president told us to spend, right?
— Partially cyclic
* What goes up has to come down (at least a little)
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- Domestic Macroeconomy

Likely in recession through first part of this year
— “Thud” will hit and you won't really know
— Stock market’s recent rally may be a sign of this

Expanded fiscal stimulus

— Already have stimulus in place
» Defense spending expansion since 2002
 Bailouts are fiscal policy funded by monetary policy
« Tax rebates and corporate bonus depreciation

* Need supply-side movements in trend

— Job creation through innovation, not through
consumption

Monetary policy at a policy endpoint
— What else could possibly be done? —
— Why have banks not started lending again?
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~ Banking’s Role

Banks use a secondary market to move loans off
their balance sheets

Investors and brokerages purchased these
assets

— Gambled that housing prices would continue to rise
on average

— Homes salable in worse case
— Investment banks became lending institutions

The mortgages markets became derivatives
markets

Expected returns on lending starting to rise
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~ The Old Way

v

Liquid Risk

Banks Fannie/Freddie Financial Markets
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Billions of Dollars
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* Five major sectoral targets as of Feb 19
— Health Care: $141.3 billion
— New Tax Credit: $116 billion
— Infrastructure: $90 billion
— Education: $87 billion
— Energy: $86 billion
— Rough total of $787 billion

» Specific industries locally

— Construction
 Heavy and new residential

— Green tech and medical tech
 Also health care in general

— Federal government jobs
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1.13% 0.61%
0.72%

0.85% _ 0.64%

2.58%

Source: The Sun’s Financial Diary via
Portland, OR Channel 8 Financial News
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Sonoma County and Federal Stimulus

« Health Care

— May see demand for health care supported through Medicare
support

* |ncrease in medical visits
* |ncrease in dental visits
 Decrease in residential care vacancies

 AB 811, Energy and new start-ups

— May see retrofit demand rise for water and energy conservation
— May see green/clean tech businesses incubate here

* Education
— Will local schools see any new demand from stimulus
» Capital building projects
» Student loan supports

— Education cut in state budget (see below)
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~ The Bailout Plan(s)

« Basically print money to purchase assets

— Initially “Toxic Debt” removal

— Then purchase of debt now reaching school loans,
credit cards

— AlG issues do not help market this to public

 |nflation not an issue if circle remains unbroken
— Assets slowly sold off as markets stabilize and rise
— As if no money was printed
— May be profits in the end(!!)

— International economics example
e,

SONOMA

| STATE UNIVERSITY |




Fﬂ wh
= 71§

‘California’s Future (?7?)

« 2002 saw use of fiscal surplus from capital gains
taxes spent on permanent spending

— We are now paying for that in current deficit of > $40
billion through 2009-10

— Federal spending may stimulate state economies
« May be direct bailouts

» Lag structure here between federal and state budgets affects
speed of growth

— Cannot rely on this model
* Pension system to be stretched soon
« School spending in CA now 50% in nation (=$18K per pupil)
* Opportunity: public-private partnerships in education
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The California Budget: to 2010

« Tax Hikes
— VLF to 1.15% of estimated car value
— Sales tax to rise 1%, Gas tax up $0.12/gal
— Income taxes up, dependent care credit down by $200
— No change in property taxes

« Spending cuts: Total about
— Education hammered: almost $9 billion
— Disabled and blind also hurt: $750 million
— State employees salaries (job cuts, O/T): $1.4 billion

« Tax breaks:

— $100 million for credits for those that buy new homes
— $200 million for credits for small business hiring new workers
— $790 million for larger firms to subsidize innovation

e,

SONOMA

| STATE UNIVERSITY |



Ewp

~ California’s Options

* Budget gap closed through borrowing
— Depends on ability to sell debt
— Depends on amount of fiscal stimulus to state
government
 Reform is needed

— A consumer-led expansion may provide an
ephemeral, illusory boost to state coffers

— Tax reform: What about Prop 137

— Budget reform: need a change to 2/3 vote and term
limits?

— How can one vote hold up this process?
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‘Local Economic Vision

Three Es to be the focus, as in other counties

Economic development

— Regional economy: should North Bay worry about housing its
workers?

— Use of Latino workforce is key to North Bay’s job future
« Especially true in Sonoma
Social equity
— Aging demography an opportunity: Marin more than Sonoma
— Cost of living still an issue: no great solutions
— Non-profit support: public-private partnerships

Environmental Protection
— Marin can also be an incubator for green/clean tech

— Sonoma Mountain Business Cluster in Rohnert Park a model
* Look at AB 811 and AB 32 to generate jobs
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« Changing Demography
— Aging and ethnically more diverse
— Need to take advantage of both
* Five years
— If casinos come in, shift in tourism may take place

— How will wineries react?
— What about manufacturing?

* Will housing market return?

.
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e Growth of +0.2% over 2008 non-farm
employment
* Losses
— Finance (-5%)
— State-funded education (-12%)
— Construction (-7%)
* Gains
— Manufacturing (+2%)
— Retail (+3%)
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"Housing Market

As of January 2009, CAR data (some caveats)

— Sonoma County prices 32% down from a year ago also ($299K)

Some regional perspective

— Sonoma County (Sept. 2005, $580K)

— Stockton (Sept. 2005, $385K, now $118K)

— SF (Dec. 2007, $808K, now $561K)

Interdependence: 95.3% correlation between Sonoma
and Marin median home price since 1995

— 98% correlation with SF and Marin

— Regional market for commercial space as well
» Marin better than Sonoma, which are both worse than Napa

Much now depends on banking and stimulus
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.I 'T'Y Nedlan Home Price Comparison

TOWHICOUth Jan 2009 Jan 2008 | % chg
Sonoma County 299,250.00 443,000.00 | -32.4%
Petaluma 360,000.00 520,000.00 | -30.8%
Rohnert Park 244,000.00 290,000.00 | -15.9%
Santa Rosa 256,000.00 425,000.00 | -39.8%
Sonoma 329,000.00 565,000.00 | -41.8%
Windsor 342,500.00 392,500.00 | -12.7%

Source: California Assoc. of Realtors
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~ North Bay Economic Outlook

. Recession for Sonoma County through 2009

— Mild compared to both California and U.S. overall
* Reduced exposure to major employers over last 10 years
— Napa County doing better than North Bay otherwise
« Exposed to risks in tourism and associated construction
» Able to use tourism and wine to advantage for now
— Sonoma County hit hardest

« Large exposure to residential real estate issues
« Commercial real estate vacancies rising

» Lack of common vision and public-private partnerships
reducing future growth

— Bottom to hit soon: thud not heard for a few months
e,
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" NB Outlook (cont.)

Housmg should be seen as a follower not leader

— Exposure of North Bay to real estate markets is a microcosm of
local economy

« Services and population-serving first
Think regionally for markets and workers

Consider how to utilize public and private sectors
working together

— AB 32 as a springboard for new businesses

— In the trades, training in new tech and installations key

— AB 811 a way to generate jobs and use property taxes to do it

directly
Recognize regional connections
— All counties are going to scramble for firms

— Housing markets should react not drive L —
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www.sonoma.edu/org/creallsr031909.pdf
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