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SUBJECT: ORANGE COUNTY ECONOMIC FORECAST - 1993 
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Attached is a copy of the Chapman University Economic Forecast for 1993. 
Highlights from the report include the following: 

1. The recession not only hit Orange County harder than California or the 
United States, but the County is coming out of the recession more 
slowly. 

2. A lethargic recovery appears to have been underway since the beginning 
of this year. 

3. Orange County is st1 1 1  losing jobs, and the recovery wi 1 1  not- become 
an expansion unti 1 jobs again begin to increase. 

4. Selected 1993 Projections: 

C h a ~ m a n  Universi tv Projections 

Economic Indicator 1993 Percent Chanse 

Employment 0.1% 

Taxabl e Sales 2.1% 

Bui ldi ng Permi t Valuation -6.2% 

Housing Prices (Resale Homes) -2.8% 

Consumer Price Index (Inflation) 3.6% 

The Chapman University Economic Forecasts are uti 1 ized by a wide variety of 
Orange Ccunty businesses and governmental agencies. Although such Economic 
Forecasts are rarely accurate for the purpose of projecting precise percentage 
increases or decreases, Chapman University has a good track record of projecting 
the "direction" (up or down) of economic activity. 
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ORANGE COUNTY ECONOMIC FORECAST - 1  993 

m t i n c n t o n  Beach Data 

The Chapman forecasts w i l l  be used by the C i t y  as we review our  cu r ren t  year 
revenue p ro jec t ions  and prepare p ro jec t ions  f o r  the next year. The forecasts 
f o r  taxable sales w i l l  help us w i  t h  our ove ra l l  p ro jec t ions  since sales tax  
revenue i s  about 18% o f  our General Fund revenue. The Chapman forecasts fo r  
employment and const ruc t ion are important t o  us because they i nd i ca te  the  
1  e tharg i  c  recovery t h a t  i s occur r i  ng county wide. Whi 1  e  Hunti  ngton Beach 
bui l d i n g  permit  va lua t ion  w i  11 i ncrease i n  1992 (see Attachment 1) compared t o  
the county wide decrease o f  17.1%, the Chapman forecast  w i  11 be used by Ci t y  
s t a f f  t o  rev ise  (downward) pro jec t ions prepared by C i t y  s t a f f  o f  development o f  
Huntington Beach res i den t i a l  u n i t s  i n  the next  5 years (Attachment 2). 

I n  summary, the Economic Forecast f o r  1993 by Chapman Un i ve r s i t y  w i l l  be used by 
C i t y  s t a f f  as a  guide1 i n e  f o r  our basic assumptions about econorni c  recovery. 
The spec i f i c  forecasts w i l l  a l so  be used as we review cur re  and f u t u r e  year 
revenue p ro jec t ions  f o r  the C i t y .  /' fl 
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ATTACHMENT 1 

1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

1992 Through November 

74,290,77 1 
108,437,762 
79,644,056 
56,372,553 
97,536,375 

145,116,572 
155,943,680 
122,344,99 1 
113,372,369 
77,572,895 
97,690,675 
39,269,144 
85,757,069 

127,154,586 
148,022,323 
152,989,302 
142,666,505 
253,624,998 
150,142,732 
79,632,952 
73,062,242 

82,118,177 



ATTACHMENT 2 

DEVELOPMENT PROJECTIONS 

Holly I Seacliff 

Bolsa Chica 

Meadowlark 

Ascon 

Waterfront 

Dowvntown Core 

Misc. 

Source: Holly I Seacliff: H.B. Co. - 10192 
Others: Comrn. Development Dept. - Fall '91 
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The Chapman Model 
and Its Forecasting Record 

Introduction 

As an integral part of the School of Business and Eco- 
nomics at Chapman University, the Center for Economic 
Research performs scholarly research relating to econo- 
mic issues. The emphasis of this research is on analyzing 
the Orange County economy-both its structure and the 
economic implications of the policies which may affect it. 

The Chapman Econometric Model is revised on a regu- 
lar basis by students and faculty in the School of Business 
and Economics. As a result of this updating, the model can 
be expected to react more sensitively to the economic 
impact of explanatory variables which have been affected 
by recent structural changes. These structural changes in 
the 1980s include deregulation, lower marginal tax rates, 
shifting demographic patterns, and the growing import- 
ance of the international sector in explaining both national 
and local economic activity. 

The Chapman Model - Its 1992 Forecasting Record 

On December 12,1991 forecasts for quarterly business 
activity were presented at our fourteenth annual Chapman 
University Economic Forecast Conference. (See the Re- 
view, Vol. 10, No. 1, December, 1991.) Thcse forecasts for 
quarterly business activity were revised on June 18,1992 at 
our annual Forecast Update Luncheon. (See the Review, 
Vol. 10, No. 2, June, 1992.) 

While the values of many economic variables for the last 
half af 1992 are still uncertain and subject to the possibility 
of significant revision, it has been our practice at the De- 
cember conference to use the most current data available 
in evaluating the accuracy bf the year-earlier December 
forecasts. Given the longer reporting lags of Orange 
County data as compared to national data, it should be 
noted that the current estimates of local economic activity 
arc likely to be subject to more significant revision. 

Evaluating the U.S. Forecasts for 1992 
DIAGRAMMATIC REPRESENTATION 

, The followicg table compares the forecasts for several 
OF THE CHAPMAN MODEL key U.S. variables that Chapman presented last year at the 

December, 1991 forecast conference as compared to cur- 
rently estimated actuals of those variables. N.Horul Vwkb1.r 

QDP Monetuy B.u 
Consumption M-2 
Nonruidentlal Inveafment Prlrno Rat. 
Fhsfdontid Immtrnont AAA Rat* 
Expo* C d  ol Impoctd C ~ d r  Oil 
Impoc(s N m  Motor Vehicle P k u  
Fed. Govl Ddmnu Spondlng 

Houslng 
I - - - - -  - 
I 

I I 
I 
I 

I I 
I I f 

AND C U R R E F  ESTIMATES ,vi - - : i* - 
1992 - -  9 -  - 

* .  . 

U.S.Variab1es ' ' 

nd Rate (level) 8.8 . - ' 

As was the case last year, the Chapman forecast cor- 
rectly called the direction of change for every key U.S. 
variable. Most important, we correctly forecasted that 
1992 would be a year of mild recovery. We were also 
correct in our forecast that inflation and interest rates 
would continue to decline. In fact, short-term interest 
rates (T-bill and prime rates) dropped more sharply than 

- Immediate EUOC~ - - - -  L;gged EU.C~ wc liad forecasted while our long-term interest rate (AAA 
and mortgage ratcs) forecasts were virtual bulls-eyes. 

2 nte Cl1npnran Urlir~ersiy Ecor~or?lic & Bilsi~tess Review 



In the following figure, the Chapman real GNP and ployment data by the Employment Development Depart- 
GDP forecasts made in December of each year are com- ment (EDD). At the time our forecast was issued in De- 
pared to the UCLA forecasts also made in December. cember, 1991, the rate of employment decline was being 
Except for UCLA's forecast for 1990, notice that both fore- reported at about -0.9 percent by EDD. Our December, 
casts have correctly called the direction of change in real 1991 forecast of 0.8 percent employment growth in 1992 
GNP or GDP every year since 1989. suggested a positive swing of 1.7 percent (i.e.,-0.9 percent 

to + 0.8 percent). 

- COMPARISON OF REAL GNP . . 

AND REAL GDP FORECASTS 
MADE IN DECEMBER OF THE PRIOR YEAR 

. . . . . . . . . . . . . . . . . . . . . . , 

, - 5  . I _ _ ,  

EMPLOYMENT GROWTH 

of Employment of Employment 
Growth in 1991 Growth in 1992 

In fact, the March rebenchmarking by EDD indicated 
Evaluating the Orange County Forecasts for 1992 that employment had declined in 1991 at a -3.8 percent 

While our forecasts of directional change were correct rate, sharply steeper than the earlier reported rate of -0.9 
for virtually every Orange County variable, the degree of percent. With EDD estimates now indicating employment 
forecasted changes were significantly different from cur- growth in 1992 at -2.4 percent, the positive swing currently 
rently estimated changes in the employment, taxable sales, being estimated is 1.4 percent (i.e., -3.8 percent to -2.4 
and building valuation categories. percent). This is very close to the positive swing suggested 

by our December, 1991 forecast. 
- *4+, 

A COMPARISON OF CHAPMAN FORECASTS ' 
AND CURRENT ESTIMATES :":'-""! . .. .&'A ," , . 

. -.. 
1992 r - 

Chapman+ - -, 

Forr*st < . 
1991 Presented ';'". 1992 

Orange County Variables Actual Dcc., 1991; Estimate . - *  

Employment (% Change) -3.8 .0.8""'- -2.4 -' 

Taxable Sales (% Change) - 4.7 2 9  ,,<, . -1.0' : 
Building Valuation (% Change) - 26.4 - 1.1 '1- - - 17.1 
Deeds Recorded (% Change) - 0.7 3 3  ,, 5.6 , 

7 .8 .  "y- Housing Appreciation (% Change) -2.9 -3.1 :t,,T; , ,-1.1 

The major sourcc of forecast error stems from a sharp 
downward revision in the March rebenchmarking of em- 

:,. -' , . , 

Estimated Swirr-: :., 

EDD Report EDD Estimate in Employmen. 
of Employment of Employment Growth from .' 

December, 1992 



1993 U. S. Forecast 

Review of 1992 

While the NBER has not yet officially dated the begin- 
ning of our recent U.S. economic recovery, it now appears 
that the recovery began in the second quarter of 1991. 
Economic growth since then has been weak but persis- 
tent-we are now in our seventh consecutive quarter of 
positive growth in real GDP. 

The weakness of the recovery when compared to previ- 
ous post-recession recoveries should not be surprising. 
During the 1981-82 recession, the trough was twice as deep 
as that which occurred during our most recent 1990-91 
recession. Not surprisingly, the 1983 recovery was about 
twice as strong as our 1992 recovery. 

Just as a sharp drop in investment expenditures (-10.6 
percent) was a major factor accounting for recessionary 
conditions in 1991, an increase in investment expenditures 
(6.8 percent) in 1992 was a major factor pulling us out of it. 
Increased spending on residential structures in 1992 (12.0 
percent) accounted for most of the investment gain. 

CHANGE IN THE LEVEL OF 

1992~ S mas.? 

Net exports (exports minus imports) suffered in 1992 as 
the recovery led to higher U.S. import levels while a wors- 
ening global recession led to lbwer U.S. exportr 

The Possible Short-Run Fiscal Impact 
of a Clinton Administration 

Even with a cooperative Congress, there is little a C h -  
ton administration will be able to do in the short-run on the 
fiscal policy front. As a result of a looming federal budget 
deficit, most of President-elect Clinton's stimulative fscal 
policy proposals are offset by contractionary measures. 

Assuming that the Clinton administration is able to 
enact various fiscal policy programs, it is unlikely that the 
programs will be in place early enough to affect the 1993 
economy. Even if there is a concerted effort to push legis- 
lation along quickly, there are practical limits to what can 
be done when the overall fscal stimulus is constrained 
because of the magnitude of the existing federal deficit. 

-%v: 5 m m k & b  
" -  . 

'ASSUMED SHORT-RUN .'"% 

FISCAL POLICY CHANGES 
UNDER A CLINTON ADMINISTRAT 

- (BILLIONS OF DOLLARS) 

Annual ; ! 
1994-97 , '' " 

11 
MiddleXIass Tax Cut $20 :'- '1 
Pro-Investment Tax Credits 10 . 

. Public Infrastructure Spending 20 ....-' 
I 

Job Training - 9 , -  

I* / /  

Total Fml Stimulus $50 .# 

,-f 
Tax Hika on Wealthy $20 :. 

a Payroll Tax for Job Training ? +.. 1 
Closing Corporate Tax Loopholes 15 I 
Reduced Defense Spending 12 - -  
Total F m l  Contraction $47 1 

1 
Nct Stimulus 5 3 " . - I 

- s  - 1 

The table above suggests that the net fiscal stimulus of 
currently announced policies taken as a whole will basically 
be a wash. If, however, the administration and Congress 
are able to act quickly in putting tax cuts in place for half 
the year and delay all offsetting contractionary policies for 
one year, there is the possibility of a direct first-round fiscal 
stiniulus of about $15 billion in 1993. Our national model 
suggests that such a fiscal stimulus, after considering the 

77le Cltap~~iart University Ecorlomic & Business Review 



resulting multiplier impact on subsequent rounds ofspend- 
ing, could conceivably lead to additional spending that 
pushes real GDP growth up by about a quarter of a percent 
in 1993. The'forecasts for income growth includedin this 
Review are based on this assumption. 

The Possible Long-Run Fiscal Impact 
of a Clinton Administration 

While a policy of upstreaming tax cuts and downstream- 
ing tax increases would likely lead to higher real GDP 
growth in 1993, the long-run effects will be neutral at best. 
Without a concomitant decrease in government spending, 
any tax decrease will eventually have to be funded through 
increased taxes as called for in the Clinton economic pack- 
age or an increased budget deficit. Either way, future 
spending will be crowded out because of higher taxes or a 
higher budget deficit. 

The Clinton economic package also calls for increased 
public infrastructure spending and a job training program 
funded out of additional employer payroll taxes. A serious 
long-run problem with a fiscal policy that ultimately calls 
for increased government spending is the contractionary 
effects of a growing government. The slowest economic 
growth during any non-post war presidential administra- 
tion since the Great Depression occurred during the Bush 
presidency. It is not coincidental that federal spending as 
a percentage of GDP also increased most rapidly during 
the Bush administration. 

As the following figure shows, the sharp increase in the 
share of federal spending cannot be fully blamed on the 
funding rcquirements of the SSrL bailout. 

BY PRESIDENT 

Another example of the rapid growth in government 
involvement in society and the economy during the Bush 
administration was the increase in regulatory activity. This 
increase more than offset the cutbacks in regulation that 
occurred during the Reagan years. The following figure 
shows that social and economic regulation as measured by 
full-time equivalent regulatory staffing increased from 
105,000 workers in 1985 to 125,000 workers in 1992, an 
increase of almost twenty percent. 

. FEDERAL REGULATOR. 
, - ' ' - STAFFING TRENDS 

While it may be difficult to imagine how a Clinton 
presidency can out-spend or out-regulate the administra- 
tion of President Bush, these findings do point to the 
negative long-term economic consequences of policies that 
eventually lead to a larger role for government in the 
economy. 



Table 1 
U.S. Variables - Annual Data 
Levels 

Details of GDP: * 
GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4539.9 4900.4 5250.8 55222 56775 5941.4 6296.6 

Real GDP (1987 = 100) .................. 4540.0 4718.6 4838.1 48775 4821.0 4917.1 5069.7 

Total Consumption . . . . . . . . . . . . . . . . . .  3052.2 3162.4 32233 3260.4 3240.8 3306.8 3395.8 

. . . . . . . . . . . . . . .  Gross Private Investment 
. . . . . . . . . . . .  Nonresidential Investment 

. . . . . . . . . . . . . . .  Residential Structures 

. . . . . . . . . . . . . . .  Change in Inventories 

. . . . . . . . . . . . .  Total Government Purchases 
......... Federal Government Purchases 

...... State &Local Government Purchases 

. . . . . . . . . . . . . . . . . . . . . . .  Net Exports 
Total E x p o s  . . . . . . . . . . . . . . . . . . . .  
Total Imports .................... 

Employment: ** 
. . . . . . . . . . .  Total Non-agricultural Employment 

Unemployment Rate .................... 

Monetary Aggregates: * 
. . . . . . . . . . . . . . . . . . . . . . .  Monetary Base 

M.1 .............................. 
M.2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Real M.l ........................... 

Price Indexes: 
Consumer Price Index (1982-84 = 100) .......... 
GDP Price Deflator (1987=100) . . . . . . . . . . . . .  

Interest Rates: 
Treasury Bill Rate. 91-Day . . . . . . . . . . . . . . . .  
Prime Rate . . . . . . . . . . . . . . . . . . . . . . . . .  
Treasury Note Rate. 30-Year . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  AAA Corporate Bond Rate 
Fixed Mortgage Rate . . . . . . . . . . . . . . . . . . . .  
Adjustable Mortgage Rate . . . . . . . . . . . . . . . .  

. . . . . . . .  Term Structure (AAA LessT-Bill Rate) 

Real Treasury Bill Rate. 91-Day . . . . . . . . . . . . .  
. . . . . . . . . . . .  Real Treasury Note Rate. 30-Year 

Real AAA Corporate Bond Ratc . . . . . . . . . . . . .  
Billions of Dollars 

*+ Millions of Workers 
e = Estimate; f = Forecast 

rile Cltaprttart University Economic & Business Review 



Table 2 
U.S. Variables - Annual Data 
Year-to-Year Percentage Changes 

19931 

6.0 

3.1 

2.7 

5 2  
4.7 
6 5  

NIA 

15 
2.1 
1.1 

37.0 
6 5  
4.0 

1.4 
-55 

8.8 
12.7 
5.0 

9.6 

Details of GDP: 
GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6.4 

3.1 

2.8 

1.9 
-05 
-0.4 

NIA 

3.0 
3.2 
2.9 

7.8 
105 
4.6 

7.9 

3.9 

3.6 

3.2 
6.6 

-1.1 
NIA 

0.6 
-2.0 
2.6 

27.3 
U.8 
3.7 

7 2  5.2 2.8 

25 0.8 -1.2 

1.9 12  -0.6 

1 A -5.7 -10.6 
1.7 4.4 -7.1 

-3.8 -9.1 -12.6 
NIA NIA NIA 

2.0 2.8 1 2  
-0.3 2.0 1.2 
3.7 3.4 1.2 

29.2 29.6 57.9 
11.9 8.1 5.8 
3.8 3.0 -0.1 

4.6 

2.0 

2.0 

6.8 
2.4 

12.0 
NIA 

-0.2 
-32 
1.9 

-58.8 
6.0 
8.1 

Real GDP (1987=100) . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . .  Total Consumption 

............... Gross Private Investment . . . . . . . . . . . .  Nonresidential Investment ............... Residential Structures 

. . . . . . . . . . . . . . .  Change in Inventories 

............. Total Government Purchases ......... Federal Government Purchases ...... State & h l  Government Purchases 

. . . . . . . . . . . . . . . . . . . . . . .  Net Exports 
Total Exports .................... .................... Total Imports 

Employment: 
........... Total Non-agricultural Employment .................... Unemployment Rate 

Monetary Aggregates: 
....................... Monetary Base 

M - I . . . .  .......................... 
M-2 .............................. 

........................... Real M-1 

Price Indexes: 
Consumer Price Index (1982-84 = 100) .......... 
GDP Price Deflator (1987 = 100) ............. 

Interest Rates: 
. . . . . . . . . . . . . . . .  Treasury Bill Rate, 91-Day . . . . . . . . . . . . . . . . . . . . . . . . .  PrimeRate 

Treasury Note Rate, 30-Year . . . . . . . . . . . . . . .  
AAA Corporate Bond Rate ................ 

. . . . . . . . . . . . . . . . . . . .  Fixed Mortgage Rate 
. . . . . . . . . . . . . . . .  Adjustable Mortgage Rate 

........ Term Structure (a LessT-Bill Rate) 

Real Treasury Bill Rate, 91-Day . . . . . . . . . . . . .  
. . . . . . . . . . . .  Real Treasury Note Rate, 30-Year . . . . . . . . . . . . .  Real AAA Corporate Bond Rate 

e = Estimate; f = Forecast 



Table 3 
U.S. Variables - Quarterly Data 
Levels 

Details of GDP: 
GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Real GDP (1987- 100) .................. 

Total Consumption . . . . . . . . . . . . . . . . . .  
Gross Private Investment ............... ............ Nonresidential Investment 

Residential Structures . . . . . . . . . . . . . . .  
Change in Inventories . . . . . . . . . . . . . . .  

............. Total Goventment Purchases 
Federal Government Purchases ......... ...... State & Local Government Purchases 

Net Exports ....................... .................... Total Exports 
Total Imports .................... 

Employment: ** 
........... Total Non-agricultural Employment .................... Unemployment Rate 

Monetary Aggregates: 
....................... Monetary Base 

M-1 .............................. 
M-2 .............................. 
Real M-1 ........................... 

Price Indexes: 
.......... Consumer Price Index (198284 = 100) 

GDP Price Deflator (1987.1 100) ............. 

Interest Rates: 
................ Treasury Bill Rate. 91-Day 

PrimeRate ......................... 
Treasury Note Rate. 30-Year ............... 

................ AAA Corporate Bond Rate 
.................... Futed Mortgage Rate 

Adjustable Mortgage Rate ................ 
........ Term Structure (AAA L+ss T-Bill Rate) 

Real Treasury Bill Rate. 91-Day . . . . . . . . . . . . .  
Real Treasury Note Rate. 30-Year . . . . . . . . . . . .  
Real AAA Corporate Bond Rate ............. 
* Billions of Dollars 

** Millions of Workers 
f = Forecast 

The Chapman University Economic & Business Review 



Table 4 
U.S. Variables - Quarterly Data 
Year-to-Year Percentage Changes 

Details of GDP: 
GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.6 43 4.8 4.9 5.3 5.7 6.1 6.7 

Real GDP (1987- 100) . . . . . . . . . . . . . . . . . .  
Total Consumption . . . . . . . . . . . . . . . . . .  
Gross P r i ~ t e  Investment . . . . . . . . . . . . . . .  

Nonresidential Investment . . . . . . . . . . . .  
Residential Structures . . . . . . . . . . . . . . .  
Change in Inventories . . . . . . . . . . . . . . .  

Total Government Purchases ............. 
Federal Government Purchases . . . . . . . . .  
State & Local Government Purchases ...... 

Net Exports . . . . . . . . . . . . . . . . . . . . . . .  
Total Exports .................... 
Total Imports ... : ................ 

Employment: 
Total Non-agricultural Employment ........... 
Unemployment Rate .................... 

Monetary Aggregates: 
....................... Monetary Base 

M-1 .............................. .............................. Me2 

Real M.l ........................... 

35 9.9 7.7 6.0 7.8 3 3  3.7 6.1 
.2.2 2.3 3.6 5.9 6.3 3.7 4.4 45 
13.1 14.6 11.2 9.1 5.8 4.8 6.9 8.6 
NIA NIA NIA NIA NIA NIA NIA NIA 

Price Indexes: 
Consumer Price Index (1982-84 = 100) .......... 2.9 3.1 3.1 2.9 3 3  3.1 35 3.6 
GDP Price Deflator (1987~ 100) . . . . . . . . . . . . .  2.8 2.6 2 5  23  2.7 2.6 2.9 3.0 

Interest Rates: 
Treasury Bill Rate. 91-Day . . . . . . . . . . . . . . . .  4S.4 33.8 -42.7 45.1 .12.6 .2.2 265 17.6 
PrimeRate . . . . . . . . . . . . . . . . . . . . . . . . .  39.3 25.0 .28.6 .21.0 .7.7 .3.1 8 3  8 3  
Treasury Note Rate. 30-Year ............... 4.8 4.1 .9.0 .3.2 -6.4 .11.4 .7.3 .7.9 
AAA Corporate Bond Rate . . . . . . . . . . . . . . . .  -73 .7.1 .9.2 .2.9 -4.6 -8.2 -6.0 4.1 
Fixed Mortgage Rate . . . . . . . . . . . . . . . . . . . .  -73 .7.1 .9.2 .2.9 -4.6 -8.2 -6.0 -6.1 
Adjustable Mortgage Rate ................ .11.8 .9.1 .12.6 -42 -25 4.3 .2.4 .2.3 

Term Structure (AAA Less T-Bill Rate) . . . . . . . .  50.9 37.2 43.6 22.9 2 5  .13.0 -265 .22.9 

Real Treasury Bill Rate. 91-Day . . . . . . . . . . . . .  .21.6 .13.8 .66.0 4.2 .33.8 -4.0 83.4 .9.1 
Real Treasuty Note Rate. 30-Year . . . . . . . . . . . .  4.7 .3.6 -8.1 6.4 0.0 e9.2 4.6 -6.6 
Real.AAA Corporate Bond Rate . . . . . . . . . . . . .  .11.0 .7.7 -85 5.6 2 9  3.2 -25 -35 

... 

f = Forecast 
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Table 5 
U.S. Variables - Quarterly Data 
~ u a r t e r - t o - ~ u a r t e r  Percentage changes 

Details of GDP: 
GDP . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Real GDP (1987~ 1M)) . . . . . . . . . . . . . . . . . .  

.................. Total Consumption 

. . . . . . . . . . . . . . .  Gross Private Investment 
Nonresidential Investment . . . . . . . . . . . .  . . . . . . . . . . . . . . .  Residential Structures 
Change in Inventories . . . . . . . . . . . . . . .  

6 2  
4.1 
9.7 

NIA 

Total Government Purchases . . . . . . . . . . . . .  
Federal Government Purchases ......... 
State & Local Government Purchases ...... 

Net Exporu . . . . . . . . . . . . . . . . . . . . . . .  
Total Exports . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  Total Imports 

NIA NIA NIA NIA 
2.9 .1.4 3.1 17.6 
35 14.7 8.2 -4.2 

NIA NIA 
2.4 5.0 

18.8 7.7 

NIA 
19.0 
-3.1 

Employment: 
........... Total Non-agricultural Employment 

Unemployment Rate .................... 

Monetary Aggregates: 
. . . . . . . . . . . . . . . . . . . . . . .  Monetary Base 

M.l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
M 3  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Real M-1 . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Price Indexes: 
.......... Consumer Price Index (1982-84 100) 

............. GDP Price Deflator (1987s 100) 

Interest Rates: 
. . . . . . . . . . . . . . . .  Treasuly Bill Rate. 91-Day 

......................... PrimeRate 
. . . . . . . . . . . . . . .  Treasuly Note Rate. 30-Year 

. . . . . . . . . . . . . . . .  AAA Corporate Bond Rate 
. . . . . . . . . . . . . . . . . . . .  Fixed Mortgage Rate 

. . . . . . . . . . . . . . . .  Adjustable Mortgage Rate 

. . . . . . . .  Tenn Structure (AAA Less T-Bill Rate) 

. . . . . . . . . . . . .  Real Treasury Bill Rate. 91-Day 
. . . . . . . . . . . .  Real Treasury Note Rate. 30-Year . . . . . . . . . . . . .  Real AAA Corporate Bond Rate 
.. - 

f = Forecast 
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1993 Orange County Forecast 

A Recovery but Still No Expansion The heavy price Orange County is paying in lost jobs is 
even more apparent when comparing the recent reces- 

Employment data currently available for Orange Coun- sion's impact on the county versus the state and nation. 
ty points to a loss of about 28,000 jobs in 1992, declining 
from an average of 1,160,000 workers in 1991 to 1,132,000 
workers in 1992. 

RICULTURAL 
Y EMPLOYMENT 

RICULTURAL . 

Y EMPLOYMENT 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

It appears that the recession not only hit Orange County 
harder than California or the U.S., but the county is com- 
ing out of it more slowly as well. 

This job loss in Orange County follows closely on the As bleak as things appear for the Orange County econ- 
heels of the loss of 46,000 jobs in 1991. As shown in the omy, the quarterly employment data provide a glimmer of 
following table, most of the job losses last year and this year hope. Job losses reached a trough in the fourth quarter of 
(1990-92) occurred in the construction, manufacturing, 1991 at an annual loss rate of about 46,000 jobs or -3.8 
and trade sectors. percent. That compares to an estimated annual loss of 

21,000 jobs or -1.9 percent in the current quarter. 
' ! :~ ,w. ,  ... - : CHANGE IN NUMBER OF JOBS 

- "  

=.. "*' ; 
1990-92 

+< 
Percent Percent 

- r 5 -  
Change Change ofTotal 
in Jobs 1990-91 Change -. 

r -.idion - 16,064 - 243 22.0 
hc.1 i ~'ahuring - 24,077 - 9.6 33.0 
T,- - 27,436 - 9.1 375 
An ?thcr - - 5,506 - 0.1 7 5  
. i 
Tor-il Change - 73,083 - 6.1 100.8- 

-0TA.L NON-AGRICULTURAL 
3~ AND SALARY EMPLOYMENT 

A significant difference when comparing the impact of 
the recent recession with the 1931-82 recession in Orange 
County is that wholesale and retail trade dropped sharply 
(-9.1 percent) during the 1990-92 period as compared to So while a lethargic recovery appears to have been 
almost no change during the 1981-82 recessionary period. underway since the beginning of this year, the recovery at 



this point simply means that the rate of job loss has de- 
clined. But Orange County is still losing jobs. The recov- 
ery will not become an expansion until jobs again begin to 
increase. Examining our Chapman Indicator Series will 
help reveal when that turnaround is likely to happen. 

The Chapman Indicator Series Points the Way 

The Chapman Indicator Series is comprised of variables 
that were found in the Chapman Econometric Model to 
have the most statistically significant influence on Orange 
County employment growth. These variables include 
movements in real GDP, foreign trade, and defense spend- 
ing in the U.S., and construction spending (both residential 
and nonresidential) in Orange County. A weighted aver- 
age of percentage changes in each of these variables based 
on their relative importance in explaining employment 
growth in the county is then used in constructing the indi- 
cator series. 

As shown in the following figure, the Chapman Indica- 
tor Series has accurately called every major Orange County 
business cycle. 

ON-AGRICULTURAL EMPLOYMENT 

In order to determine the movement of the indicator 
series and thereby specify the likely direction of employ- 
ment growth, it will be necessary to evaluate trends in real 
GDP, foreign trade, defense spending, and construction 
activity- the four colllpone~lts of the indicator series. 

As discussed in the U.S. forecast section of this Review, 
real GDP, measured in year-to-year percentage change 
form, is forecasted to increase in the three to four percent 
range by the second half of the year. Real GDP has the 
heaviest weight in thc indicator series since it has the most 

significant impact on employment growth in the county. 
Hence, the pickup in real GDP growth will be a major 
explanatory factor leading to an expanding local economy. 

. >  , 
..1 

REAL GDP 

yeor-to-yeor Parcentage Change 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

. . 

Year-to-year changes in the sum of exports and imports 
serve as a proxy for the role of international trade in the 
Orange County economy. The following figure shows that 
positive growth in trade is forecasted to continue in 1993 
but at a slightly lower rate than 1992. 

SUM O F  REAL U.S. EXPORTS AND IMPORTS 

Y&-to-Yea Percentage Change 

Using national trade data as a proxy for international 
trade in Orange Cou~lty probably understates the true 
impact of exports and imports in the county. An increasing 
proportion of U.S. trade activity is comprised of trade with 
Latin American rather than the G-7 industrialized nations. 
For example, hlexico has probably already overtaken 
Japan as our number t\vo trade partner after Canada with 
cxports of U.S. goods to Mexico increasing 35 percent this 



year. And all this is happening even before the positive 
effects of NAFTA take hold. Sharply higher trade is also 
occurring with other Latin American countries such as 
Brazil. Since Orange County benefits more from Latin 
Americah trade than most other parts of the U.S., the 
county will be more positively influenced than that sug- 
gested by the above figure. 

The level of defense goods produced by Orange County 
firms is estimated in the indicator series by real manu- 
facturers' shipments in the U.S.. Not surprisingly, follow- 
ing a cyclical peak in 1991 caused by Gulf War spending, 
this series is projected to continue declining in 1993 at a 
rate roughly similar to the rate of decline in 1992. 

+?g%:.i:., . 
.*:::: .: REAL MANUFACTURERS' SHIPMENTS 

;*;: mw , ,, 

. , , , 

' ,  , -  

OF DEFENSE GOODS 
'. . , , 

" ~ear-? i ; -~~&r Percentage Change 

-~... Yl9 > . .  '90 P 1 328 
. -  ." E .,,. , , , 

The Chapman Model estimates that Orange County has 
already lost about 12,000 defense workers as a result of 
declining defense spending. But numbers don't tell the 
whole story. Defense workers are generally high value- 
added workers who contribute significantly to the high 
median family income level in Orange County. In addition, 
the higher employment multiplier of 3.5 for the defense 
industry versus a lower average of 2.5 for other industries 
suggests that the direct loss of 12,000 defense workers has 
led indirectly to the loss of about 30,000 non-defense re- 
lated jobs in Orange County as well as other parts of the 
U.S.. 

. .  A proxy in the indicator series for the level of construc- 
tion spending taking place in the county is a moving average 
of lagged building permit valuation. Since construction 
spending is largely a function of building permits that have 
been issued in a prior period, we already have a fairly clear 
picture of the direction of building activity in 1993. 

Even though no upturn in local construction activity is 
forecasted to occur next year, the construction series 
shown in the above figure is increasing. This is explained 
by the fact that as the level of construction spending flattens 
out at a cyclical trough, as now seems to be happening, the 
rate of decline in spending moderates. As a result, the 
indicator series will move up faster since construction 
spending will not be as much of a drag on the economy as 
it has been in recent years. 

When the four components of the indicator series de- 
scribed above are weighted together, the resulting indica- 
tor series, as shown in the following figure, continues its 
upward trend through 1993. The same forces pushing the 
indicator series up will also lead employment growth in 
Orange County to continue the upward trend that began at 
the beginning of 1991. 

CHAPMAN INDICATOR SERIES AND 
TOTAL NON-AGRICULTURAL EMPLOYMENT 

Yea-to-Year Percentage Change 
="alkW 

h6c-h. 



Movement of the indicator series into positive terrain by Taxable Sales to Remain in the Doldrums 
the third quarter of 1993 is consistent with the Chapman 
Ecodometric Model's forecast of positive year-to-year Taxable sales in Orange County have declined for two 
growth in Orange County employment by the second half consecutive years. A slight turnaround is expected in 1993 
of 1993. as taxable sales are forecasted to increase 2.1 percent on 

average in 1993. After adjusting for inflation, however, real 
Expansion Is Around the Corner taxable sales are forecasted to continue declining, albeit at 

Virtually no net increase in job creation is forecasted to a lessor rate. 
occur on average in 1993. 

The annual averages, however, mask the fact that our Construction Continue to Freefa11 
fourth quarter forecast for employment growth calls for a Weak demand conditions but also a paucity of funds that 
year-to-year increase of about 15,000 jobs- a positive in- financial institutions are making available for construction 
crease of 1.3 percent. lending will lead to a continuing decline in the valuation of 

residential and nonresidential building permits in Orange 
Income Trends County in 1993. 

All income statistics released by local reporting agen- 
cies were recently revised to be consistent with the release 
of the 1990 decennial census data. These revisions had a 
significant impact on prcviously reported personal income 
levels in Orange County, and our forecasts and historical 
data were revised accordingly. 

Total personal income is now forecasted to increase 
from a level of $64.5 billion in 1992 to $68.0 billion in 
1993-an increase of 5.3 percent. 

Gross county product (GCP) in Orange County, the 
local equivalent of gross domestic product (GDP) in the 
U.S., is forecasted to increase from 75.7 billion in 1992 to 
79.8 billion in 1993 -an increase of 5.4 percent. 

Median family income in the county is forecasted to 
decline frpm $56,346 in 1992 to $54,380 in 1993-a de- 
crease of 3.5 percent. 

;P:$i% - - 
* '  . .  

.'.: T@TAL BUILDING PERMIT VALUATION 
. .' . . .. 

, . .  , ,  ).*.. I. 

 illi ions of Dollat 
;Tz 
~ ~ ~ D a ~ ( P l  

. .  . . . 
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Residential permit valuation is forecasted to decline 
from $1,042 million in 1992 to $1,018 million in 1993- a 
decline of 2.3 percent. The decline in nonresidential valu- 
ation, not surprisingly, will drop even more from $523 
million in 1992 to $449 million in 1993- a decline of 14.1 
percent. Total building permit valuation is forecasted to 
decline from $1,565 million to $1,467 million- a decline of 
6.2 percent. 

It should be noted that building permit valuation figures 
shown in the above graph do not include "Heavy Construc- 
tion" expenditures on streets, highways, tollways, utilities, 
etc.. Since expenditures in this category are likely to in- 
crease at least $500 million next year, it is likely that total 
construction activity, including heavy construction, will in- 
crease in 1993. But since heavy construction is less labor 
intensive than residential and nonresidential construction, 
construction employment is forecasted to continue declin- 
ing from about 50,000 workers in 1992 to 47,000 workers in 
1993- a loss of about 3,000 construction jobs. 

Resale Housing Prices Will Continue to Decline 
Even though the following figure shows a continuing 

housing shortage, as indicated by the gap between potential 
demand and the supply of housing, our forecast calls for 
continuing depreciation in the average price of resale hous- 
ing. 

*~*2~&? 

DEMAND AND SUPPLY - 
. FOR HOUSING UNITS I 

People are coping with the housing shortage by increas- 
ing the average number of occupants per unit. This trend 
will obviously continue as long as people resist renting, 
leasing, or buying additional living space. And that resis- 

tance is likely to continue until net job formation begins to 
increase and people perceive escalating inflation as reach- 
ing a high enough rate to again justify investing in real assets 
such as housing. 

With inflation continuing at relatively low levels, the 
upward demand pressure caused by a higher pentup de- 
mand for housing in Orange County is more than offset by 
lower investment demand thereby leading to a continuing 
decline in housing prices forecasted at -2.8 percent in 1993. 

-, >..A'*;:<,$m?,, . -., . . . . .  *. . . . . . .  
. . .  -; HOUSING APPRECIATION 

. , ,  . : - .  FOR RESALE HOMES .,. . , . . 
, , 

. . 
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DESCRIPTION OFTABLES 6 THROUGH 11 

Tables 6 through 11 present details of Wage and Salary Em- 
playment, Personal Income and Bank Deposits, Taxable Sales, - Construction Activity, and Prices for Orange County. 
.- Tables6and 7present annual levels and year-to-yearpercent- 

age rates of change from 1987 to 1993. 
Tables_8 and 9 present quarterly levels and year-to-year per- 

centage rates of change from the fourth quarter of 1990 to the 
second quarter of 1992. 

Tables 10 and 11 present quarterly forecasts for levels and 
year-to-year percentage rates of change from the third quarter of 
1992 to the fourth quarter of 1993. 

Employment levels reported represent the average number of 
wage and salary employees working in Orange County during the 
quarter. The levels of personal income, taxable sales, building 
permits and valuation, and the number of deeds recorded cover 
the entire quarter. Housing price date represent levels at the 
beginning of each quarter, while bank deposits arc reported on 
the last Wednesday of each quarter. 

These forecasts are derived by using the U.S. forecasts (see 
Tables3 through5) as input in the Chapman Econometric Model. 

December, 1992 



Table 6 
Orange County Variables . Annual History and Forecasts 
Levels 

Wage & Salary Employment: 
Mineral Extraction . . . . . . . . . . . . .  
Construction . . . . . . . . . . . . . . . .  
Non-Durable Goods . . . . . . . . . . . .  
High Technology . . . . . . . . . . . . . .  
Durable Goods . . . . . . . . . . . . . . .  
Transportation & Public Utilities . . . .  
Wholesale Trade . . . . . . . . . . . . . .  
Retail Trade . . . . . . . . . . . . . . . . .  
Finance. Insurance & Real Estate . . . .  
Services . . . . . . . . . . . . . . . . . . .  
Federal Civilian Government . . . . . . .  
State & Local Government . . . . . . . .  

Total Non-agricultural Employment . . . . .  

Personal Income & Bank Deposits: * 
Total Personal Income ............. 
Total Bank Deposits . . . . . . . . . . . . . .  

Taxable Sales: * 
. . . . . . . . . . . . . . .  Apparel Group 

General Merchandise . . . . . . . . . . .  
Specialty Stores . . . . . . . . . . . . . . .  
Food Stores . . . . . . . . . . . . . . . . .  
Eating and Drinking . . . . . . . . . . . .  

. . . . . . . . .  Furniture and Appliances 
Building Materials . . . . . . . . . . . . .  

. . . . . . . . . . . .  New Motor Vehicles 
. . . . . . . . . . .  Olher Motor Vehicles 

. . . . . . . . . . . . . . .  Senice Stations 
. . . . . . . . . . . . . . . .  Total Retail Sales 

Business and Personal . . . . . . . . . . .  
All Other . . . . . . . . . . . . . . . . . .  

Total Taxable Sales . . . . . . . . . . . . . . .  

Construction Activity: 
Total Dwelling Units . . . . . . . . . . . . . .  24. 698 23. 455 16. 637 11. 976 6,5 69 6. 084 5. 742 

. . . . . .  Residential Permit Valuation * 1.937. 737 2552.881'2 2.175. 452 1.392. 217 1.089. 116 1.041. 959 1.017. 894 
. . . .  Nonresidential Permit Valuation * 1.481. 173 1.605. 033 1,531.44 2 1.172. 651 797. 469 522. 927 449. 276 

Total Building Pcrmit Valuation * . . . . . .  3.418. 910 4.157. 915 3.706. 894 2,564. 868 1.8863 85 1,564. 886 1.467. 169 

Number of Deeds Recorded . . . . . . . . .  116. 358 130526 124. 004 109. 302 1085 79 114. 631 117. 605 

Price Indexes: 
Consumer Prices (1982-84 = 100) . . . . . . .  116.7 122.0 128.3 135.9 14 1.4 146.4 151.7 
Homes (Resale Singlc Units; 1 9 9 0 ~  100) . . 61 5 74.3 92.0 98.6 95.7 94.7 92.0 

Thousands of Dollars 
e =  Estimate; f = Forccast 
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Table 7 
Orange County Variables . Annual History and Forecasts 
Year-to-Year Percentage Changes 

Wage & Salary Emplojment: 
. . . . . . . . . . . . .  Mineral Extraction 

. . . . . . . . . . . . . . . .  Construction 
Non-Durable Goods . . . . . . . . . . . .  
High Technology . . . . . . . . . . . . . .  
Durable Goods . . . . . . . . . . . . . . .  
Transportation & Public Utilities . . . .  
Wholesale Trade . . . . . . . . . . . . . .  
Retail Trade . . . . . . . . . . . . . . . . .  
Finance. Insurance & Real a t a t e  . . . .  
Services . . . . . . . . . . . . . . . . . . .  
Federal Civilian Government . . . . . . .  
State & Local Government . . . . . . . .  

Total Non-agricultural Employment . . . . .  

. . .  Personal Income & Bank Deposits: 
Total Personal Income . . . . . . . . . . . . .  
Total Bank Deposits . . . . . . . . . . . . . .  

Taxable Sales: 
Apparel Group . . . . . . . . . . . . . . .  
General Merchandise . . . . . . . . . . .  
Specialty Stores . . . . . . . . . . . . . . .  
Food Stores ................. 
Eating and Drinking . . . . . . . . . . . .  
Furniture and Appliances . . . . . . . . .  
Building Materials . . . . . . . . . . . . .  
New Motor Vehicles . . . . . . . . . . . .  
Other Motor Vehicles . . . . . . . . . . .  
Service Stations . . . . . . . . . . . . . . .  

Total Retail Sales . . . . . . . . . . . . . . . .  
Business and Personal . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . .  All Other 
Total Taxable Sales . . . . . . . . . . . . . . .  

Construction Activity: 
Total Dwelling Units . . . . . . . . . . . . . .  

...... Residential Permit Valuation .... Nonresidential Permit Valuation ...... Total Building Permit Valuation 

. . . . . . . . .  Number of Deeds Recorded 

Price Indexes: 
Consumer Prices (1982-84 = 100) . . . . . . .  
Homes (Rcsale Single Units; 1990- 100) . . 

e = Estimate; f = Forecast 



Table 8 
Orange County Variables . Quarterly History 
Levels 

Wage & Salary Employment: 
. . . . . . . . . . . . .  Mineral Extraction 

. . . . . . . . . . . . . . . .  . Constmction 
. . . . . . . . . . . .  Non-Durable Goods 

. . . . . . . . . . . . . .  High Technology 
Durable Goods . . . . . . . . . . . . . . .  

. . . .  Transportation & Public Utilities 
. Wholesale Trade . . . . . . . . . . . . . .  

Retail Trade . . . . . . . . . . . . . . . . .  
. . . .  Finance. Insurance & Real Estate 

Services . . . . . . . . . . . . . . . . . . .  
. . . . . . .  Federal Civilian Government 

State & Local Government . . . . . . . .  
Total Non-agricultural Employment . . . . .  

Personal Income & Bank Deposits: * 
Total Personal Income . . . . . . . . . . . . .  
Total Bank Deposits . . . . . . . . . . . . . .  

Taxable Sales: * 
Apparel Group . . . . . . . . . . . . . . .  
General Merchandise . . . . . . . . . . .  
Specialty Stores . . . . . . . . . . . . . . .  
Food Stores . . . . . . . . . . . . . . . . .  
Eating and Drinking . . . . . . . . . . . .  
Furniture and Appliances . . . . . . . . .  
Building Materials . . . . . . . . . . . . .  

. . . . . . . . . . . .  New Motor Vehicles 
Other Motor Vehicles . . . . . . . . . . .  

. . . . . . . . . . . . . . .  Service Stations 
Total Retail Sales . . . . . . . . . . . . . . . .  

Business and Personal . . . . . . . . . . .  
All Other . . . . . . . . . . . . . . . . . .  

Total Taxable Sales . . . . . . . . . . . . . . .  

Construction Activity: 
Total Dwelling Units . . . . . . . . . . . . . .  

Residential Permit Valuation . . . . . .  
Nonresidential Pcrmit Valuation * . . . .  

Total Building Permit Valuation * . . . . . .  
. . . . . . . . .  Number of Deeds Recorded 

Price Indexes: 
Consumer Prices (1982-84 = 100) . . . . . . .  
Homes (Resale Single Units; 1990= 100) . . 

Thousands of Dollan 
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Table 9 
Orange County Variables . Quarterly History 
Year-to-Year Percentage Changes 

Wage & Salary Employment: 
Mineral Extraction . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  Construction 
. . . . . . . . . . . .  Non-Durable Goods 

High Technology . . . . . . . . . . . . . .  
Durable Goods . . . . . . . . . . . . . . .  
Transportation & Public Utilities .... 
Wholesale Trade . . . . . . . . . . . . . .  
Retail Trade . . . . . . . . . . . . . . . . .  
Finance. Insurance & Real Estate . . . .  
Services . . . . . . . . . . . . . . . . . . .  

. . . . . . .  .. Federal Civilian Government 
State & Local Gwemmcnt . . . . . . . .  

. . . . .  Total Non-agricultural Employment 

Personal Income & Bank Deposits: 
Total Personal Income . . . . . . . . . . . . .  
Total Bank Deposits . . . . . . . . . . . . . .  

Taxable Sales: 
. . . . . . . . . . . . . . .  Apparel Group 

. . . . . . . . . . .  General Merchandise 
Specialty Stores . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . .  Food Stores 
Eating and Drinking . . . . . . . . . . . .  
Furniture and Appliances . . . . . . . . .  
Building Materials . . . . . . . . . . . . . .  
New Motor Vehicles . . . . . . . . . . . .  
Other Motor Vehicles . . . . . . . . . . .  
ScM'cc Stations . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . .  Total Retail Sales 
. . . . . . . . . . .  Business and Pemnal 

All Other . . . . . . . . . . . . . . . . . .  
Total Taxable Sales . . . . . . . . . . . . . . .  

Construction Activity 
Total Dwelling Units . . . . . . . . . . . . . .  

...... Residential Permit Valuation 
Nonresidential Permit Valuation .... 

Total Building Permit Valuation . . . . . . .  
Number of Deeds Recorded . . . . . . . . .  

Price Indexes: 
Consumer Prices (1982-84 = 100) . . . . . . .  
Homes (Resale Single Units; 1 9 9 0 ~  100) . . 



Table 10 
Orange County Variables . Quarterly Forecasts 
Levels 

Wage & Salary Employment: 
Mineral Extraction . . . . . . . . . . . . .  
Construction . . . . . . . . . . . . . . . .  
Non-Durable Goods . . . . . . . . . . . .  
High Technology . . . . . . . . . . . . . .  
Durable Goods . . . . . . . . . . . . . . .  
Transportation & Public Utilities . . . .  
Wholesale Trade . . . . . . . . . . . . . .  
Retail Trade . . . . . . . . . . . . . . . . .  
Finance. Insurance & Real Estate . . . .  
Setvices . . . . . . . . . . . . . . . . . . .  
Federal Civilian Government . . . . . . .  

. State & Local Government . . . . . . . .  
'I'otal Non-agricultural Employment . . . . .  

1. 400 
51,s 00 
69. 800 
74. 600 
79.300 
37. 800 
78. 100 
192. 800 
9 4 9  
3233 00 
1s. loo 

104. 300 
1. 122,500 

Personal Income & Bank ~ e ~ o s i t s :  * 
Total Personal Income . . . . . . . . . . . . .  
Total Bank Deposits . . . . . . . . . . . . . .  

Taxable Sales: * 
. . . . . . . . . . . . . . .  Apparel Group 

. . . . . . . . . . .  General Merchandise 
Specialty Stores . . . . . . . . . . . . . . .  
Food Stores . . . . . . . . . . . . . . . . .  
Eating and Drinking . . . . . . . . . . . .  

......... Furniture and Appliances 
Building Materials . . . . . . . . . . . . .  
New Motor Vehicles . . . . . . . . . . . .  

. . . . . . . . . . .  Other Motor Vehicles 
Senice Stations . . . . . . . . . . . . . . .  

Total Retail Sales . . . . . . . . . . . . . . . .  
. . . . . . . . . . .  Business and Personal 

All Other . . . . . . . . . . . . . . . . . .  
Total Taxable Sales . . . . . . . . . . . . . . .  

Construction Activity: 
Total Dwelling Units . . . . . . . . . . . . . .  

. . . . . .  Residential Permit Valuation 
. . . .  Nonresidential Pcrmit Valuation 

. . . . . .  Total Building Pcrmit Valuation 

. . . . . . . . .  Number of Deeds Recorded 

Price Indexes: 
Consumer Prices (1982-84 = 100) . . . . . . .  
Homcs (Resale Single Units; 1990.; 100) . . 

Thousands of Dollars 

l l ~ c  Cl~ap~nan U~liversity Ecotlon~ic & Business Review 



Table 11 
Orange County Variables . Quarterly Forecasts 
Year-to-Year Percentage Changes 

Wage & Salary Employment: 
. . . . . . . . . . . . .  Mineral Extraction 

Construction . . . . . . . . . . . . . . . .  
. . . . . . . . . . . .  Non-Durable Goods 

. . . . . . . . . . . . . .  High Technology 
Durable Goods . . . . . . . . . . . . . . .  
Transportation & Public Utilities . . . .  
Wholesale Trade . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . .  Retail Trade 
Finance. Insurance & Real Estate . . . .  
Services . . . . . . . . . . . . . . . . . . .  
Federal Civilian Government . . . . . . .  
State & Local Government . . . . . . . .  

. . . . .  Total Non-agricultural Employment 

Personal Income & Bank Deposits: 
Total Personal Income . . . . . . . . . . . . .  
Total Bank Deposits . . . . . . . . . . . . . .  

Taxable Sales: 
Apparel Group . . . . . . . . . . . . . . .  

. . . . . . . . . . .  General Merchandise 
. . . . . . . . . . . . . . .  Specialty Stores 

Food S t o m  . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . .  Eating and Drinking 

. . . . . . . . .  Furniture and Appliances 
. . . . . . . . . . . . .  Building Materials 

New Motor Vehicles . . . . . . . . . . . .  
Other Motor Vehicles . . . . . . . . . . .  

. . . . . . . . . . . . . . .  Service Stations 
. . . . . . . . . . . . . . . .  Total Retail Sales 

Business and Penonal . . . . . . . . . . .  
~ I f O t h c r  . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  Total Taxable Sales 

Construction Activity: 
Total Dwelling Units . . . . . . . . . . . . . .  

Residential Permit Valuation ...... .... Nonresidential Permit Valuation 
Total BuildingPermit Valuation ...... 

. . . . . . . . .  Number of Deeds Recorded 

Price Indexes: 
Consumer Prices (1982-81 = 100) . . . . . . .  
Homes (Rcsalc Single Units; 1930= 100) . . 

Decentber. 1992 



Five-Year Forecast for 
the U.S. and Orange County 

National Trends 

The combination of an accommodative monetary policy 
and stimulative fiscal policy in 1993 suggests that real GDP 
growth will gain upward momentum by 1994 and early 1995. 
Stronger growth is likely to be accompanied by higher 
inflationary pressure forcing the Federal Reserve Board 
(Fed) to tighten monetary growth by late 1994 and early 
1995 and once again push the economy into a recession by 
early 1997. 

REAL GDP 

~ ~ - c ~ r l  p~centoge  Change .. 5 .... . - . . .  

The projected acceleration in economic activity, higher 
domestic and international demand for capital, and the 
reappearance of inflationary pressure will place upward 
pressure on interest rates. 

....... ,.*.. ... .' b, .. , .A .  ' 
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We project short-run interest rates measured by the 
prime rate to increase gradually from 6.5 percent in mid- 
1993 to 8.5 percent in mid-1996- an increase of 200 basis 
points. The AAA corporate bond rate is projected to 
climb from a low of 7.5 percent in 1993 to 9.6 percent in 
1996 -an increase of 210 basis points. 

International trade is projected to serve as a major 
engine of growth in our five-year forecast. In fact, real 
growth in exports is projected to increase at an average 
annual rate of 4.8 percent, whereas real growth in imports 
will increase at an average annual rate of 3.8 percent. The 
net export (exports minus imports) position that currently 
is in deficit at roughly$-41 billion is expected to be reduced 
to $-I1 billion by 1997. 

Growth in real defense spending, a significant factor in 
the Orange County economy, is expected to continue the 
declining trend which began in 1988. The new administra- 
tion, however, is promising to accelerate the rate of decline. 
The five-year forecast calls for an average annual decline 
of three percent in real defense purchases during the fore- 
cast period. 

Orange County Trends 
A five-year projection of national variables, as shown in 

the table on the following page, serves as fuel for the 
Chapman Econometric Model in generating forecasts for 
economic activity in Orange County from 1993 to 1997. 

The national recovery translates into a weak recovery in 
Orange County that gains upward momentum over time 
during the five-year horizon of our forecast. While de- 
clines in real government defense purchases will curtail 
employment in the high-tech sectors of our economy, 
strong growth in international trade-both imports and 
exports-will make up for some of the shortfall in defense 
related sectors. 

The forecast for non-agricultural wage and salary em- 
ployment points to growth from a 1992 level of 1,131,975 to 
1,208,768 by 1997, an annual rate of increase of 13 percent. 
This rate of growth pales in comparison to any past post- 
recessionary growth period in Orange County. Structural 
problems with the manufacturing and construction sectors 
ofthe local economy are the major hindrances to anystrong 
growth. Consequently, goods-producing employment is 
expected to continue its decline as a share of total wage and 
salary employment from 26 percent in 1990 to 22 percent 
by 1997, with most of the decline occurring in the high-tech 
and durable goods sectors. 
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The restructuring in the construction industry will con- 
tinue in 1993. By 1994, we project the number of residential 
permits and permit valuations to depict healthy double- 
digit growth. Nonresidential building valuation which has 
been declining since 1987 will show a slow but gradual 
turnaround beginning in mid-1994. The recovery will begin 
to lose steam by 1996 as higher interest rates and slower 
economic growth dampen demand for residential and non- 
residential space. 

In spite of improvement in housing affordability and a 
widening shortage in the housing market, nominal resale 
housing prices are only expected to keep pace with the 
overall rate of inflation. The decline in Orange County's 
employment during the 1990-92 recession and expected 
slow recovery in the job market over the 1993-97period are 

forecasted to have a greater negative impact on housing 
prices than the positive influence of a growing housing 
shortage. 
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, , DESCRIPTTON OFTABLES 12 TO 13 . .I 

Tables 12 and 13 present annual forecasts of Wage and Salary 
Employment, Personal Income and Bank Deposits, Taxable 
Sales, Construction Activity and Housidg Prices for Orange 
County from 1993 to 1997. 

n e s e  forecasts are derived by using the U.S. projections 
shown in the table below. 

r "?% , 

, I, NATIONAL VARIABLES USED IN GENTRATING THE LONG-RUN FORECAST 

Xeal Imports 630.9 4.C 
Teal Fed Govt Defense Purchases 263.7 - 3.1 
GDP Price Deflator - 124.2 2.8 
.Prime Rate 6.3 1.2 
AAA Corponrte Bond Rate 7.7 - 6.2 
C a t  of Imported Crude Oil 205 12.7 

1995 

December, 1992 25 

Level 
5462.3 
3658.7 
6013 
218.9 

692.2 
696.9 
234.0 

134.8 
7.7 

8.9 

22.3 

%Change 
3.6 
3.3 
4.3 
3.6 
6.4 

5.3 
-5.2 

4 5  
9.4 
8.8 

4.7 

1996 

Level 
5555.2 
3713.6 
6025 
221.6 

712.2 
?213 
228.4 

140.4 

8.5 

9.6 
23.2 

1997 
%Change 

1.6 
15 
0.2 
1.2 
2.9 

3 5  
-2.4 

4.2 

10.0 

8.0 

4.2 

Level 
5560.7 
3732.1 
597.7 
218.2 

7LS.O 

7335 
231.1 
1445 

7.7 

8.7 

23.9 

%Change 
0.1 
0 5  
-.8 

-1 5 
1.8 
1.7 
1.2 
2.9 

-9.6 
-10.0 

2.9 



Table 12 
Orange County Variables . Annual Forecasts 
Levels 

Wage & Salary Emplojment: . 

Mineral Extraction . . . . . . . . . . . . .  
Construction . . . . . . . . . . . . . . . .  

. . . . . . . . . . . .  Non-Durable Goods 
. . . . . . . . . . . . . .  High Technology 

Durable Goods . . . . . . . . . . . . . . .  
Transportation & Public Utili~ies . . . .  
Wholesale Trade . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . .  Retail Trade 
. . . .  Finance. Insurance & Real Estate 

Services . . . . . . . . . . . . . . . . . . .  
Federal Civilian Government . . . . . . .  

. . . . . . . .  State & Local Government 
Total Non-agricultural Employment . . . . .  

Personal Income & Bank Deposits: 
Total Penonal Income . . . . . . . . . . . . .  
Total Bank Deposits . . . . . . . . . . . . . .  

Taxable Sales: * 
. . . . . . . . . . . . . . .  Apparel Group 

. . . . . . . . . . .  General Merchandise 
. . . . . . . . . . . . . . .  Specialty Stores 

Food Stores . . . . . . . . . . . . . . . . .  
Eating and Drinking . . . . . . . . . . . .  

. . . . . . . . .  Furniture and Appliances 
............. Building Materials 

New Motor Vehicles . . . . . . . . . . . .  ........... Other Motor Vehicles 
Service Stations . . . . . . . . . . . . . . .  

Total Retail Sales . . . . . . . . . . . . . . . .  
Business and Penonal . . . . . . . . . . .  
All Other . . . . . . . . . . . . . . . . . .  

Total Taxable Sales . . . . . . . . . . . . . . .  

Construction Activity: 
Total Dwelling Units . . . . . . . . . . . . . .  

. . . . . .  Residential Permit Valuation 
. . . .  Nonresidential Permit Valuation 

. . . . . .  Total Building Permit Valuation + 

. . . . . . . . .  Number of Deads Recorded 

Price Indexes: 
Consumer Prices (1982-61 = 100) . . . . . . .  
Homes (Resale Single Units; 1990= 100) . . 

+ Thousands of Dollars 
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Table 13 
Orange County Variables . Annual Forecasts 
Year-to-Year Percentage Changes 

Wage & Salary Employmeot: 
. . . . . . . . . . . . .  Mineral Extraction 

Construction . . . . . . . . . . . . . . . .  
. . . . . . . . . . . .  Non-Durable Goods 

High Technology . . . . . . . . . . . . . .  
Durable Gwds . . . . . . . . . . . . . . .  
Transportation & Public Utilities .... 
Wholesale Trade . . . . . . . . . . . . . .  
Retail Trade . . . . . . . . . . . . . . . . .  
Finance. Insurance & Real Estate . . . .  
Sewices . . . . . . . . . . . . . . . . . . .  
Federal Civilian Government . . . . . . .  
State & Local Government . . . . . . . .  

Total Non-agricultural Employment ..... 

Personal Income 8; Bank Deposits: 
Total Personal Income ............. 

. Total Bank Deposits .............. 

Taxable Sales: 
Apparel Group . . . . . . . . . . . . . . .  . . . . . . . . . . .  General Merchandise 
Specialty Stores . . . . . . . . . . . . . . .  
Fwd Stores . . . . . . . . . . . . . . . . .  
Eating and Drinking . . . . . . . . . . . .  

. . . . . . . . .  Furniture and Appliances 
Building Materials . . . . . . . . . . . . .  
New Motor Vehicles . . . . . . . . . . . .  

. . . . . . . . . . .  Other Motor Vehicles 
Sentice Stations . . . . . . . . . . . . . . .  

Total Retail Sales . . . . . . . . . . . . . . . .  
. . . . . . . . . . .  Business and Personal 

All Other . . . . . . . . . . . . . . . . . .  
Total Taxable Sales . . . . . . . . . . . . . . .  

Construction Acti~ity: 
Total DweUing Units . . . . . . . . . . . . . .  

Residential Permit Valuation ...... .... h'onresidential Pcnnit Valuation ...... Total Building Permit Valuation 

Number of Deeds Recorded . . . . . . . . .  

Price Indexes: 
Consumer Prices (1982-84 1100) . . . . . . .  
Homes (Resale Single Units; 1990s 100) . . 
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