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California's fiscal structure
encourages municipalities to
focus on the development of
those businesses that sell goods
and are subject to sales tax.
Proposition 13 and the 20+ years
of policy responses that have
flowed from it have, for all intents
and purposes, created a situation
in which the government entity
responsible for determining how
property is zoned (and thus ulti-
mately the value of that land and
the improvement built upon it)

JuLy 2008

Consumer spending has
considerably weakened in
San Diego over the past three
years. According to the latest
report by the California State
Board of Equalization (BoE),
taxable retail sales in San Diego
County have fallen 2.9 percent
since 2005. Over this same
time period, the number of re-
tail businesses in the County
has also declined by nearly
2,900. This in spite of the fact
that the County population has

Does your company need timely and affordable eco-
nomic data and forecasts? Does your association want
to better understand policy choices and innovations that
are occurring in jurisdictions outside of the San Diego
region? Are you interested in how San Diego compares
to other regions on one of more than 100 different eco-
nomic and demographic measures? Starting this month
SDI is making available to select associations and busi-
nesses its staff on a consultative basis. Should you
have a project that you feel could benefit from the over
50 years of staff experience at SDI, please call Erik Bru-
vold at 858-320-7504.
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SAN DIEGO RETAIL SALES DECLINE: THE FALL
OuT FROM DECLINING HOME VALUES
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credit crunch. Consumers who
refinanced or took out equity
loans on their homes to free up
cash are now mostly spent out
and highly leveraged in debt.
While banks formerly encour-
aged homeowners to tap into
their equity for everything from
paying off credit cards to paying
for college, lenders are now
abruptly turning the spigot off.

Declining home values and spik-
ing default rates have caused
once-enthusiastic second-
mortgage lenders to tighten
standards and make obtaining
home-equity loans more diffi-
cult. Homeowners are being told
their home-equity lines of credit
have been frozen, while others
have seen credit limits abruptly
lowered.
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Across the nation,
at the end of March
2008, nearly 8.5
million homeowners
had negative or no
equity in  their
homes, representing
more than 16 per-
cent of all homeown-
ers with a mortgage,
according to Moody's
Economy.com Chief
Economist Mark
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LEADING CALIFORNIA COUNTIES
TAXABLE SALES, Fiscal Year 2007
Taxable Retail Annual Change
County (000s) Taxable Retail
Los Angeles $137,934,214  $96,530,547| 2.7% 1.8%
Orange 57,900,056 39,586,190 2.7% 2.7%
San Diego 47,957,405 34,520,447 1.0% 0.3%
Santa Clara 26,050,815 16,302,146 4.1% 3.8%
San Bernardino 28,816,995  24,203,348| -0.4% -0.5%
Riverside 29,699,491 21,707,775] 0.2% -0.4%
Alameda 22,710,477 14,383,908 2.8% 1.2%
Sacramento 21,074,824 14,704,152 -2.0% -2.2%
San Francisco 14,296,583 9,791,091 6.2% 4.5%
\ Contra Costa 14,097,916 10,286,062 2.7% -0.1%
California $564,836,872 $391,417,754] 2.0% 1.3%
2007 Source: California State Board of Equalization; San Diego Institute for Policy
Research.

Zandi. By June 2009,
he estimates the figure will in-
crease to almost one out of
every four homeowners with a
mortgage. But to put that num-
ber in perspective, one out of
every three homeowners own
their properties free and clear,
with no mortgage at all.

Still, concerns about the hous-
ing market and mortgage trou-
bles are impacting consumer’s
finances and curtailing spend-
ing. San Diego was among the
first housing markets to experi-
ence high increases of prices
and to subsequently substan-
tially come back down. Therefore
it is not too surprising that San
Diego was also one of the first
areas to see consumer spend-
ing, as reflected in taxable retail
sales, starting to diminish as
well.

Over the fiscal year ending
the 2nd quarter of 2007, San
Diego County shows below aver-
age transactions with a 0.3 per-
cent gain from the previous year.
The State of California reports a
1.3 percent increase in taxable
retail sales from the previous
fiscal year. San Diego reported
the 3rd highest sales volume in
the state among all counties.
Formerly fast growing San Ber-
nardino and Riverside counties
are now showing declining sales.

This is a change from what
had seemed, between 1995 and
2005, like an endless march
upwards. During those years
San Diego retail sales increased
by an average of 7.5 percent per
year. But starting in the last
quarter of 2005, growth slowed.
Since that time, retail sales have
increased only 2.7 percent per
year. After adjusting for infla-
tion, sales show an annual real
dollar value decline of 0.3 per-
cent.

Even more troubling, the pace
of slowdown is accelerating.

Sales were up only 0.2 percent
in Q1 2007 before actually de-
clining 1.3 percent in Q2 2007.
Double-digit annual rates of gain
at the beginning of 2004 quickly
fell negative after adjustment for
inflation in 2006 and 2007.

After adjusting for inflation,
total retail sales over the past
fiscal year ending in June 2007
have declined by more than
$412 million in San Diego
County. This represents a signifi-
cant loss of economic activity for
the region, as well as govern-
ment revenues.

For all taxable sales, which
include not only retail sales but
business and service transac-
tions that are taxable and sales
made from establishments
which the BoE characterizes as
non-retail, the decline is not as
noticeable, with the quarterly
total still hovering just under
$12.1 billion. As with the na-
tional economy, it seems that
the current downturn is most
severe among retail sectors, as
businesses continue to invest.

Digging a layer deeper shows
that sales of durable goods,
items that are intended to last
three or more years, have shown
the greatest quarterly decline.
New auto dealers, the single
largest category for retail sales,
reported sales declining 8.4
percent over the past year.
Home furnishing and appliances
fell 4.4 percent, while building
materials dropped 14.5 percent.

In  contrast, non-durable
goods, such as apparel (up 5%),
general merchandise (up 1.4%),
food (up 0.4%) showed upward,
albeit, sluggish increases.

With the downturn of spend-
ing, the number of business
outlets in San Diego diminished.
More than 5,900 business out-
lets closed over the past year,
including nearly 2,350 retail

outlets. This seems wholly driven
by the downturn in housing
prices and the related loss of
consumer confidence and inabil-
ity by consumers to tap into the
equity of their homes to make
major purchases since other
factors that should fuel retail
demand, such as population
growth (up an estimated 68,900

between 2005 and 2007) and
employment (net increase of
28,000 between 2005 and
2007) remains positive.

The number of people visiting
San Diego and spending money
for taxable purchases has also
increased. According to the San
Diego Convention and Visitors
Bureau, total visitor spending in

TAXABLE SALES BY TYPE OF BUSINESS
SAN DIEGO COUNTY - 2nd Quarter, 2007

Permits Taxable

or Annual Sales Percent

Type of business Outlets Change (000s) Change
Retail Stores Total 40,011  -2,348| $8,587,362 -1.3%
Apparel stores group 4,012 -84 476,901 5.0%
Women's apparel 1,252 184 125,011 12.5%
Men's apparel 243 -54 27,305 3.2%
Family apparel 2,100 -206 271,340 3.6%
Shoes 417 -8 53,245 -2.5%
General merchandise group 1,181 18 1,319,837 0.6%
General merchandise stores 864 -14 1,197,897 1.4%
Drug stores 317 32 121,940 -7.3%
Food stores group 1,803 -91 490,189 0.4%
Eating and drinking group 7,249 35 1,212,195 7.5%
Home furnishings/appliances 2,644 -245 355,120 -3.3%
Building materials 894 -39 753,332 -14.5%
Automotive group 2,752 76 1,648,694 -4.8%
New motor vehicle dealers 280 -4 1,237,732 -8.4%
Used motor vehicle dealers 776 -13 129,870 -4.4%
Automotive supplies and parts 1,248 53 122,659 3.6%
RV and all other vehicles 448 40 158,433  25.5%
Service stations 804 97 1,004,229 1.5%
Other retail stores 18,672 -2,115 1,326,865 -1.9%
Gifts, art goods, and novelties 1,177 60 45494  12.0%
Sporting goods 740 -1 104,046 6.5%
Florists 759 -21 35,749 4.8%
Photographic equipment/supplies 80 8 9,177  -3.0%
Musical instruments 328 25 24,805 -17.0%
Stationery and books 1,047 -66 60,339 -19.6%
Jewelry 1,115 -110 65,463 4.3%
Office supplies, computer stores 1,377 -239 352,175  -5.9%
Packaged liquor stores 345 8 55,244 5.9%
Second-hand merchandise 1,316 259 19,537  21.7%
Farm and garden supply stores 301 -110 35,844 -54.5%
Fuel and ice dealers 50 6 4,998 95.1%
Miscellaneous retail 10,037  -1,934 513,994 7.4%
Business, Personal Services 8,701 -448 $578,494 -1.4%
All Other Outlets 36,629 -3,114| 2,903,707 4.5%
Totals All Outlets 85,341  -5,910| $12,069,563 0.0%

Source: California State Board of Equalization; San Diego Institute for Policy Research.




San Diego increased 2.3 percent
in 2007.

Despite the larger number of
residents, visitors, and jobs, total
consumer spending has turned
downward. On a per capita ba-
sis, San Diego spending de-
creased 1.1 percent in 2007 to
$11,064 per person. Adjusted
for inflation, per capita spending
has decreased each of the past
two years by a total of 3.3 per-
cent.

While this downturn will nega-
tively impact cities throughout
the region, the extent of pain will
significantly vary. Those cities
that are heavily reliant upon
sales tax receipts to fund gen-
eral fund operations and which
are home to a disproportionate
share of establishments selling
durable goods, are most at risk.
The table below shows that cit-
ies that are particularly depend-
ent upon auto sales, such as
National City, Escondido, and El
Cajon, have seen the greatest
declines of taxable retail sales.

In contrast, through FY 2007,
Chula Vista and Vista in particu-
lar still indicate strong double-
digit gains in sales over the pre-
vious year. However, there have
been several recent stories in
the local press that indicate
Chula Vista’'s sales softened
considerably in the second half
of 2007 and by 2008 there is
every reason to expect that
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when the next update is re-
leased we will also see a marked
decline in taxable sales for that
jurisdiction.

Readers should note that
higher gas prices are not yet
reflected in these sales reports.
As the sales tax is imposed on
higher gasoline prices we expect
to see increased taxable sales
for service stations. But with
incomes relatively flat, it is likely
that the increased collections
from fuel sales will be cancelled
out by declines in other catego-
ries.

Municipal revenues from sales
taxes

The sales tax rate charged
almost uniformly throughout San
Diego County is 7.75 percent.

TAXABLE SALES - SAN DIEGO COUNTY, Fiscal Year 2007
Taxable Retail Infla-
Sales Annual Sales Annual tion
Incorporated City (000s) Chang (000s) Change Adj.
Carlsbad $2,449,198 2.3%| $1,932,185 0.8% -0.8%
Chula Vista 2,567,598 12.0% 2,325,019 12.4% 10.6%
Coronado 215,024 5.2% 115,297 1.7% 01%
Del Mar 143,841 -1.9% 111,725  1.6% -0.1%
El Cajon 2,109,695 -1.6% 1,789,445 -49% -6.4%
Encinitas 1,013,825 -2.3% 891,290 -2.9% -4.4%
Escondido 2,801,508 -3.2% 2,274,301 -4.1% -5.6%
Imperial Beach 69,547 1.1% 65496 0.2% -1.4%
La Mesa 1,062,485 -2.4% 981,416 -3.0% -4.6%
Lemon Grove 419,317 -2.8% 349,481 0.4% -1.2%
National City 1,463,284 -6.1% 1,282,014 -7.0% -8.4%
Oceanside 1,588,390 2.9% 1,329,776  1.6% 0.0%
Poway 1,164,777 -0.9% 940,419 -24% -4.0%
San Diego 20,135,060 1.5%| 14,822,548 0.8% -0.8%
San Marcos 1,446,814 -1.0% 1,057,532 -0.3% -1.9%
Santee 749,122 2.6% 621,218 3.7% 2.0%
Solana Beach 280,170 4.1% 234,699 4.6% 2.9%
Vista 1,228,552  4.4% 1,028,996 10.8% 9.1%
Unincorporated
Areas 7,049,198  0.5% 2,367,590 -3.8% -5.3%
SAN DIEGO COUNT $47,957,405 1.0%| $34,520,447 0.3% -1.3%
*Adjusted for inflation by the "commodities less food" component of San Diego Consumer
Price Index.
Source: California State Board of Equalization; U.S. Department of Labor, Bureau of Labor
Statistics; San Diego Institute for Policy Research.

The cities of El Cajon and Vista
charge a higher 8.25 percent tax
rate, while National City is
among the highest in the state
at 8.75 percent (matched only
in California by Alameda County).

The basic statewide sales and

sales volume when filing sales
taxes.

The 2nd quarter 2007 data
was just released the second
week of June, more than eleven
months after the end of the
quarter. Third quarter 2007
sales report will be available this
September and the 4th quarter
by December 2008.

California distributes sales tax
on the basis of where the pur-
chase was made. The following
chart shows the percentage of
local municipal’s general reve-
nues dependent upon sale
taxes. Those cities with the high-
est percentages dependent on
sales revenue are anticipated to
have the greatest impact from
slow and falling sales transac-
tions.

CONCLUSION

Consumer sales are likely to
continue to be weak through the
end of 2007 and into 2008.

use tax rate is
7.25  percent, SALES TAX AND GENERAL REVENUE
with the alloca- Ranked by. Sales Tax Percent of General Revenues
tion divided 6.25 San Diego Incorporated Cities, FY 2005-06
General Sales Tax | Percent
percent to the Jurisdiction Revenue Revenue |Gen Rev
state, 0.75 Pper-National City $28,806,634] $13,687,500| 47.5%
cent to the local [Escondido 64,866,615| 24,901,119| 38.4%
Jurisdiction  (City |El Cajon 47,892,138| 17,886,642| 37.3%
or county of place [La Mesa 25,580,859 9,505,969| 37.2%
of sale or use), [Lemon Grove 9,297,646 3,299,587| 35.5%
and 0.25 percent Poway 30,856,576 10,519,105| 34.1%
to local transpor- San Marcos 41,576,227] 12,328,915| 29.7%
tation  funds| W8 | ZDGarie| 1 aseoes| o1
) il 3 3y . (]
(County of place |\, 41,487,199| 9,794,178| 23.6%
of sale or use).|cnyia vista 89,882,636| 21,005,526| 23.4%
Additional|soanaBeach 10,885,045 2,249,133| 20.7%
"District ~ Taxes" |san Diego* 795,601,374| 162,565,155| 20.4%
are imposed un- [Encinitas 44,623,003 8,807,630 19.7%
der the Transac- |Oceanside 84,952,151| 16,660,627| 19.6%
tions and Use Tax |Carlsbad 119,680,891| 20,538,041 17.2%
Law by the San |DelMar 8,352,569 1,252,500| 15.0%
Diego County 82;?1:32%% 35,302,211 1,804,870 5.1%
Egrgt:t?c?rl\ Tg;f]: Diego 2,980,609.452| 23,186,981 0.8%
L. *City of San Diego failed to file 2005-2006 report with Controller. Figure:
mission (SDTC) , |, %o Fy 2004-05.
which adds 0.50 |source: Cities Annual Report, FY 2006; State of California Office of the
percent to the tax |controller; San Diego Institute for Policy Research.

rate throughout

the County. The City of EI Cajon
puts an additional 0.50 percent
Public Safety Facilities Transac-
tions and Use Tax, the City of
Vista adds 0.50 percent Trans-
actions and Use Tax, and the
City of National City adds 1.00
percent Transactions and Use
Tax within their jurisdictions.

San Diego’s taxable sales are
published each quarter by the
California State Board of Equali-
zation. The report for the 2nd
quarter of 2007 was just re-
leased lagging by almost a year
as businesses report their actual

With the slow housing market
and households heavily in-
debted, a turnaround of con-
sumer spending is not likely to
occur through the end of 2008.
National and state economies
also continue to be weak and
may currently be in recession.
Durable goods sales will be
weak so long as the economy is
uncertain and consumers hold
back on spending. A jump in
sales of durable goods will be
one of the first indicators for a
turnaround in consumer outlook
and economic vitality. |
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San Diego’s unemployment
rate slipped to 5.0 percent in
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are fiscal winners because a
higher percentage of sales tax
dollars “stay at home”, are less
subject to state raids, and be-
cause local jurisdictions and
regional actors such as SANDAG
have relatively more power to
change sales tax rates. To un-
derstand why it is so easy to get
a COSTCO through the planning
process and so hard to win ap-
proval for 100 home subdivi-
sions one has to follow the
money and understand the fiscal
incentives faced by city manag-
ers throughout California.

In this month’s Economic
Ledger SDI Senior Fellow and
Economist Kelly Cunningham
takes a look at retail activity in
San Diego County. It is not a
pretty picture. Declining sales,
particularly in durable goods, has
significant implications for sev-
eral jurisdictions in San Diego
County struggling with how to
balance their budgets and is a
wake-up call to fiscal watchdogs.

April, down from 5.3 percent in
March, but the seasonal adjust-
ment shows no change for the
month. Unemployment has risen
over the year from the 4.2 per-
cent recorded in April 2007.
Although more than a full per-
centage point lower than the rest
of California at 6.1 percent in
April, San Diego’s unemployment
rate remained slightly higher
than the rest of the U.S. for the
first time since the year 2000.

Following the slight uptick of
residential building in March, the
number of units authorized for
construction eased slightly in
April. The annual number still
shows a 32.5 percent decline
over the year and only about one
-third the number being built
three years ago.

New business licenses issued
by the City of San Diego show
stronger activity since the begin-
ning of the year. Although the
number issued in April is down
slightly from March, compared
over the year the number was up
30.3 percent.

The San Diego stock index
appears to have settled down
with slight improvements since

NEW BUSINESS LICENSES ISSUED
CITYOF SANDIEGO
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2007 2008

Month

April Change Annual
Indicator 2008 | (Sea.Adj.) | Change
Unemployment Rate’
o Diego C{)umy 50% | 0.0% A| 08% A
Residential Building®
Units authorized for construction | 521 -3.0% V|[-11.1% Y
San Diego County
New Business Licenses® 0 0
Issued by City of San Diego 1,646 6.0% v 30.3% A
San Diego Stock Index*
San Diego based pub. companie§ 127.0 3.8% A -9.3% v
2nd Thursday of month 1

'California Employment Development Department.

2U.S. Bureau of the Census.

3Business Tax Program, City of San Diego.
4Second Thursday of month, Bloomberg News, San Diego Daily Transcript.

the beginning of the year. The
index, however,

remains lower

than any month of the previous
two years. (]
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