January 7, 2006
Sonoma County Economic Indicators Point to a Positive, Uncertain 2006

The Center for Regional Economic Analysis (CREA) at Sonoma State University (SSU) has recently updated the Toby Tyler Sonoma County Economic Indicators.  These indicators include leading and coincident indicators, assembled by the CREA, using Tyler’s methodology.  Also included is a general macroeconomic forecast by the CREA. Those data are attached.  In the leading indicator, the beginning of 2006 shows promise, as energy price fears have subsided somewhat, reducing pressure on interest rates and other prices.   In the coincident indicator, Sonoma County continues to grow, especially in overall employment and retail sales.  However, many of the same fears that have faced the national economy for the last three years remain.  First, energy prices have fallen for now, but should rise again during Spring and Summer 2006.  The federal and state deficits are predicted to continue, applying continued pressure to rising U.S. trade deficits U.S. currency values to fall.  The financial markets show no signs of economic certainty either, as 2005 was yet another year where there was little high tech progress from a consumer standpoint.   The Federal Reserve continued to increase interest rates as a reaction to predicted inflation during 2005; the new Federal Reserve chair is unlikely to change the current inflation focus.  Interest rates, especially mortgage rates, are slowly rising.  In sum, 2006 looks much like 2004 and 2005, where productivity and job gains are likely to continue slowly, and income growth is likely to be also slow.  

Inside the Tyler Sonoma County Leading Indicator, there have been some large changes.  Help wanted ads have decreased since mid 2005, which signals a slowdown in hiring.   Default notices are rising, signaling business instability and consumer insolvency.  As interest rates rise, and there are conversions from adjustable rate mortgages to fixed, defaults are likely to rise.  The US Leading Economic Indicator (www.globalindicators.org) fell during 2005, likely a function of rising oil and gasoline prices during 2005, as well as general economic uncertainty due to Hurricane Katrina and its aftermath.  Local building permits surged at the end of 2005, but with rising interest rates likely in 2006, this trend is unlikely to continue.  Agricultural Prices, an indicator of raw materials costs to businesses, were rising in sum. Grape prices, an indicator of revenue generation by wineries, fell in 2005.  Gas prices rising caused an increase in the price of primary products, such as lumber, rock, cement, etc.  Unemployment insurance claims, a signal of long-term unemployment, fell during the second-half of 2005, a good signal for local labor markets.  Sonoma County’s Leading Indicator has been rising at the end of 2005, but fell during most of 2005.   This all leads to a mixed prediction for 2006, another year of cautious optimism.   However, most of the leading indicators are pointing toward slower growth.
Sonoma County experienced slow job growth throughout 2005, gaining only about 600 jobs in net, with the unemployment rate at 4.2% as of November 2005.  The Tyler Sonoma County Coincident Indicator showed continued growth in 2005.  The Coincident Indicator, as compared to the Leading Indicator above, has rose steadily over 2005.  The local coincident indicator did not grow at the rate that the Conference Board’s Coincident Indicator (www.globalindicators.org

) grew, but was up in sum.   A continued upward trend in non-agricultural employment shows job creation continues locally, regardless of a slight downturn during the summer months.  Retail sales also continue to rise during 2005.   As interest rates rise, retail sales are likely to slow down.  Personal income is forecasted as growing slowly again.   Lower personal income and higher retail sales should leave the local economy somewhat mixed, and the Tyler Coincident Indicator’s recent movement shows the directional uncertainty reflected in most of our national economy.  Local growth continues, but income growth must come alongside of job growth eventually to have a sustained boom.  

One of the major concerns in 2006 is the local housing market.  With rising interest rates, slow growth in personal income, and general uncertainty about fuel prices and labor markets, not much good news exists currently for local real estate.  However, there are three issues that 2006 should resolve for this market.  First, as prices continue to fall, it will be a test of external demand for Sonoma County housing.  If this is truly a desirable place to live for reasons beyond the local job market and income-making opportunities otherwise, local real estate is likely to find support from the outside if current residents begin to sell off.  Second, the extent to which current Sonoma County homeowners have leveraged themselves should become apparent as interest rates rise.  This may happen either as household predictions of higher mortgage rates, or a forced change in mortgage costs based on the transition from a low fixed interest rate to higher, adjustable rates.  This may lead to a real estate sell-off that begins to look like a real estate bubble and initiates the test mentioned above.  Finally, a slowdown in local retail sales may precede any real estate sell off.  Since houses are less liquid than other assets, and provide a roof over heads, Sonoma County citizens are likely to stop spending as they have before selling their homes, especially if mobility is an issue.  For the real estate markets, 2006 looks like an interesting year.  However, it is a mistake to watch the housing market alone as an indicator of local economic growth or recession.  The housing market should lag behind the economy, not drive it.
The 2005 projections of local labor markets by the CREA were a little optimistic.  As a result, the CREA changed its overall projections concerning employment and output for 2006 and beyond.  The employment forecasts are lower than past forecasts.  Specific local industries that seem poised for growth are tourism due to the dollar’s continued relative weakness and predicted national economic growth.  The wine industry has issued predictions that the 2005 harvest looks good from a volume and quality standpoint.  However, the 2002 and 2003 harvests are now the focus of this industry, and global competition continues to rise.  Export opportunities do exist in the wine industry and are likely to continue through 2006.  High technology, especially biotech and biomedical devices, remain poised to move strongly again.  Sonoma County must be sure to seize opportunities that appear.  Government jobs were stagnant in 2005 and are likely to do the same in 2006.   

The outlook for 2006 is mixed for Sonoma County, as we continue strolling along a thin line between growth and recession.  High technology has historically held the key to unlocking sustained economic growth; biotech and biomedical seem to be our local economy’s best current bet.   These firms in Sonoma County are ones to watch, as well as watching budget deficits, energy prices and interest rates closely.   If there are any questions, please contact Robert Eyler, Director of the Center for Regional Economic Analysis at Sonoma State University, at (707) 664-4256 or crea@sonoma.edu.

