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HImproving demographic trends.
B Household wealth supports credit quality.

WEAKNESSES
B House prices are still correcting; affordability
remains poor.
M Basic industries stable but still not contributing
to growth.

CURRENT EMPLOYMENT TRENDS

March 2008 Employment Growth
% change year ago, 3 mo. MA
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FORECAST RISKS

SHORT LONG RISK-ADJUSTED 0
TERM TERM RETURN, '07-12 -0.18%
UPSIDE
[ /\Weak dollar supports exports and international

tourism.

[ IVenture capital, broad Bay Area growth,
and local policy initiatives spark technology
industries.

DOWNSIDE

[ IPotential U.S. recession limits domestic leisure
and business travel.

[IHigher energy prices put a severe limit on
domestic visitor arrivals.

Recent Performance. The Sonoma County
economy is struggling to break out of reces-
sion. Employment has remained unchanged for
the past two quarters, driving the jobless rate
up by nearly one percentage point. The hous-
ing market remains on a downward path with
prices falling for the past year and construction
still weak. Given all this weakness, however, the
county does enjoy more stability among its ba-
sic industries than many other areas of Califor-
nia. For example, the sharp cutbacks of a year
ago in financial services employment have abat-
ed and Sonoma County’s technology-producing
and winemaking industries are holding steady.
Tourism has softened somewhat.

Stability. Remarkably, weakness in the
economy remains confined largely to hous-
ing-related industries. Consumer spend-
ing is strong enough that retailing pay-
rolls have strengthened in recent months.
This is due in part to the relatively high wealth of
the population, which has allowed households to
weather well the impact on their balance sheets of
amore than 25% decline in the median sales price
of single-family homes. While this price down-
turn may be overstated by the lack of mortgage
credit availability at the high end of the market, it
still represents a considerable shock to the econ-
omy. Indeed, the delinquency rate on first mort-
gages in the county has jumped from a very low
1% rate two years ago to nearly 4.5%, now about
equal with the U.S. average but a far cry from the
current 9% rate in nearby Solano County.

Risk. The greatest near-term risks to the econ-
omy are the high price of energy and the impact
it will have on tourist arrivals. With $4/gallon
gasoline a reality and air travel more costly, visi-
tor arrivals could very well weaken this summer.
The only hope for any growth comes from in-
ternational arrivals, spurred by the weak dollar.
International arrivals through San Francisco’s
airport continue to rise, but this will not likely
be enough to offset weak domestic arrivals.
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1.1 -0.0 1.7 4.3 6.4 5.8 6.2 Personal Income Growth 3.7 5.2 6.6 5.0 3.8
464.9 4645 465.1 465.0 463.6 462.6 4644 Population (000) 467.5 470.7 4779 4856 494.0
1,717 1,350 1,503 1,342 1,598 1,357 976 Single-Family Permits 369 899 1,611 1,858 1,828
866 578 749 587 1,221 555 627 Multifamily Permits 316 362 633 614 589
408.1 436.4 490.6 5744 6989 686.4 641.8 Existing Home Price ($Ths) 516.8 501.0 539.0 586.6 630.5
10,066 12,255 17,825 12,155 12,457 9,552 6,288 Mortgage Originations ($Mil) 5421 5344 5553 5730 5,896
3.7 -1.8 -0.9 -1.4 -3.6 -2.8 -0.1 Net Migration (000) 1.0 1.0 4.9 5.1 5.8
1,183 1,223 1,300 1,267 1,997 451 504 Personal Bankruptcies 1,012 1,009 982 993 976
ANALYSIS
STRENGTHS

If the energy shock lengthens the national
recession, business investment spending could
also weaken, which could shatter the newfound
stability in Sonoma County’s tech-producing
industries. These two points underscore the
fragility of current economic conditions. The
outlook assumes a healthy recovery, based on
stabilization of housing markets, a strong glob-
al economy, and renewed business investment.

Longer term. The long-term outlook holds
more promise. Its high quality of life increas-
ingly will attract retirees. Further, now that
housing affordability is improving in the coun-
ty, in-migration of working-age households
should also improve. In fact, population growth
turned positive in 2007 for the first time in four
years according to Census estimates. Further,
the relatively high quality of the workforce, as
measured by the share of adults with post-sec-
ondary degrees, should lead to a creative and
increasingly productive economy.

Return to balance. Improved population
growth and the now record low number of resi-
dential construction permits are expected to bring
the housing market back into supply/demand
balance by mid-2009. This will signal a new start
in the economy as it not only improves construc-
tion payrolls, but also price stability, creating a
new level of consumer confidence in the area.

Sonoma County’s economy will feel a stron-
ger rebound by 2010 as consumer spending
once again supports travel and tourism and the
wine industry, and investment spending filters
through to its tech-based economy. But further,
tourism offerings are expected to expand into a
wider array of health and wellness services, at-
tracting a broader base of visitors. Longer term,
local policymakers’ efforts to support new en-
vironmental technologies that encourage effi-
cient local resource use may help take the edge
off of relatively high local business costs.

Steven G. Cochrane

May 2008
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GRAPHICAL ANALYSIS

Weak Job Growth but Improving Population Growth Homebuilding Falls to Record Low; Prices Plummet
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FIVE YEAR FORECASTS

GROSS METRO PRODUCT, PERCENT GROWTH
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