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Executive Summary and Key Forecast Metrics

San Diego perspective

Summary of 2016 Forecast

According to the latest estimates of metropolitan GDP, San
Diego’s economy grew only 1.4 percent in 2014, the lowest
increase since emerging from the recession in 2010. San
Diego’s growth in 2014 was one-half California’s rate and full
percentage point lower than the rest of the nation. GDP
growth in 2015 is estimated to have improved to 2.1 percent. Going forward in 2016 San Diego’s GDP is projected to
increase 1.9 percent, continuing to trail California, and modestly outperform the rest of the nation.

U.S. economic outlook
The U.S. economy is projected to finish 2015 with annual
growth of 2.0 percent and to further slow in 2016 by 1.8 percent. The reasons for this slowing outlook include continuing
turmoil of global financial markets, dysfunction imposed by
federal monetary policies, ongoing tepid job and income
growth, and weak consumer spending.
This is in the lower range of the Wall Street Journal’s November 2015 survey of prominent economist’s forecasts for the
nation in 2016. Forecasts of 2016 U.S. GDP growth range
from a low of 0.8 percent to a high of 3.7 percent. Most also
believe the economy is more likely to perform worse than
their forecasts than better. Economists in another Bloomberg
survey also see a 15 percent chance the U.S. will slide into a
recession over the next 12 months, the highest estimate
since 2013. This is consistent with where the United States
is in the business cycle. Going into the seventh year of recovery, economic growth tends to slow, not accelerate.
The national unemployment rate is projected to further decrease from 5.3 percent in 2015 to average annual rate of
5.1 percent in 2016. This approaches “full employment” as
defined by current methodologies of measuring unemployment and will be the lowest annual rate recorded since
2007.
California projections
In recent years, the state economy has grown comparatively
stronger than the rest of the nation. California GDP is forecast to grow 2.1 percent in 2016 driven largely by the continuing vigorous expansion of Silicon Valley and the greater San
Francisco Bay Area.
California’s labor market is adding jobs by a faster pace than
the rest of the nation. This is more significant considering the
much greater impact the Great Recession had on California’s
housing, construction and manufacturing sectors. The state’s
unemployment rate is forecast to decrease from 6.2 percent
in 2015 to an annual rate of 5.8 percent in 2016.
At the same time, nearly a third of California residents live in
“economically challenged” cities with high levels of poverty
and low levels of employment. California risks becoming an
economic “feudal society” where poorer residents lack opportunities to move upward in economic rank. Nearly a quarter
of Californians live in poverty, the highest percentage of any
state, and almost one in three households barely able to pay
bills. California’s tax and regulatory policies are cited as driving good blue-collar jobs to other states, while land-use policies drive up the cost of housing making it harder than ever
to climb the economic ladder.
www.nusinstitute.org

Uneven growth of San Diego’s various industry sectors show
some poised for more robust levels of growth, while others
still struggle to recover from economic damage of the recession.


Industries contributing the most to “real” GDP growth are
manufacturing and professional and business services,
followed by wholesale/retail trade, health care, accommodations and food services.



Industries falling short locally are “transportation and
utilities” and “finance, insurance, real estate and leasing”. Government was barely positive because state and
local government increased enough to compensate for
reduced federal military spending.

A significant impact evident beyond the recession is the continuation of decades-long squeeze on middle wage jobs.


In 2001 middle wage jobs accounted for 56.6 percent of
San Diego total payroll employment. Even before the
recession hit in 2008, this proportion shrunk to 52.6
percent. Through the recession and subsequent recovery
the ratio continued decreasing to 49.5 percent as of
2014.



On the other hand, the proportion of lower wage jobs
slightly increased from 22.3 percent in 2001 to 24.3
percent in 2014.



Higher wage jobs had the greatest surge, increasing from
21.2 percent in 2001 to 26.2 percent by 2014.



These occupational trends are likely to continue in 2016
as demand for higher skilled and highly compensated
positions continue to increase. Lower wage jobs, not easily replaced by machines or technology, will also grow.
Some growth in middle wage occupations will occur, but
far less in proportion to population and other wage level
gains.



The result is San Diego’s economy becomes ever more
hour-glassed shaped as more jobs accumulate on the
top and bottom, and fewer in the middle. This has significant implications on San Diego’s housing, income, education, and business needs beyond 2016.

San Diego’s unemployment rate continued to improve in
2015 falling to the lowest level in eight years. Unemployment
improved enough locally to overtake and fall below the rest
of the nation for the first time since 2007. The forecast of
unemployment is the rate to further decrease from 5.0 in
2015 to 4.8 percent in 2016. This will remain a full percentage point below the rest of the state and slightly below the
forecast of the nation.
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The count of unemployed San Diegans is projected to
further decline from a record setting 162,900 in 2010 to
only 75,600 in 2016. While this is a significant improvement, part of the decrease results from more residents
dropping out of the labor force.
In respect to number of payroll jobs, the increase in
2015 was estimated to be 40,000, the most added in a
single year since 1999. With the national economy and
job market slowing, however, projected job growth locally
is anticipated to somewhat moderate in 2016 to 34,000.

San Diego’s population will near 3.3 million by the end of
2016, continuing to rank as the nation’s 17th largest metro
area in both population and economic output.


Population growth continues to be driven mostly by natural increase. The number of births slightly declined since
2008 reflecting decades-long trends of households having fewer children and lower birth rates, as well as factoring for the tough economic times leading to some families not having or at least postponing children.



International migration to San Diego significantly slowed
over the course of the recession as well, due in large
part to fewer economic opportunities being available.
Immigrant numbers are rising again as the economy continues to recover, a trend foreseen continuing in 2016.



Domestic migration remains the most volatile component of local population growth. Despite some years
when net domestic migration was slightly positive, most
years over the past two decades have seen more residents moving away than moving here. Even in recovery,
net domestic migration to San Diego shows a net loss of
42,300 residents between 2009 and 2015.

Following historically low levels of building during the recession years, construction appears to be picking up.


From 2011 to 2014, 122,000 jobs were added in San
Diego, while only 26,200 homes were built.



Housing prices also continue to rise as record low mortgage rates remain and the inventory of for-sale homes
dwindles.



Building units authorized for construction in 2015 are
running 20 percent above 2014. This is anticipated to
improve another 1.1 percent in 2016, as two-thirds of
new units projected to be built are multi-unit housing.

Household incomes in San Diego are estimated to have risen
in 2015 to a median of $68,200. Median income is expected
to further rise in 2016 to more than $70,300.




Although inflation remains relatively muted, even with
this forecasted growth San Diegans “real” median
household income will have still not recovered to prerecession levels by the end of 2016.
Many families feel they are barely treading water as the
region’s inability to fix housing challenges – and the resulting pressures on prices and rents – amplifies pressures on household budgets across the region.

San Diego’s total taxable and retail sales will slow from estimated inflation adjusted 2.4 percent increase in 2015 to 1.3
www.nusinstitute.org

percent in 2016. This indicates sales will have still not recovered pre-recession highs after adjusting for inflation.


On a per capita basis, San Diego’s “real” sales remain
lower than any year since 1997. Much of the sluggishness is attributed to debt overhang, cautious consumer
spending, and constrained income gains that continue to
restrain local resident’s ability and willingness to spend.



In addition, rising Internet sales and varying consumption patterns due to the aging population continue to
depress sales activity across the region.

San Diego’s inflation rate decelerated from a high of 3.0 percent in 2011 to low of 1.6 percent in 2015. Local inflation is
forecast to rise to 2.2 percent in 2016. Part of this projection
hinges on expectations that gasoline prices will not further
fall.
The forecast of slowing growth in 2016 is consistent with
three separate and independent measures of leading indicators.


After nearly two years of continual increase, National
University’s LEI Index for the San Diego-Carlsbad Metro
Area declined the past few months. The stock market
component of the index was the biggest factor in the
overall index falling. Residential building permits abruptly
dropped as well the past few months.



The most recent San Diego Regional Chamber of Commerce’s Business Forecast for San Diego also showed
an all-time low in their latest survey of local business
leaders. The components of the survey indicate revenue
projections and the outlook for industry conditions fell
over the latest quarter.



The most recent University of San Diego BurnhamMoores Center for Real Estate Index of Leading Economic Indicators for the San Diego region showed declines
from July to September 2015. The Index’s author, USD
professor Dr. Alan Gin, stated the three consecutive
months of decline signal a turning point in the Index.
“While the local economy is not expected to go into a fullblown recession, there is likely to be a slowing in the labor market, with job growth sliding from its current
40,000+ rate and the drop in the local unemployment
rate leveling off, both in the second half of 2016.”

Conclusions
World and national headwinds suggest battening down the
hatches are in order for 2016 with prognosis of tightening
economic conditions. While California shows somewhat better resiliency than the rest of the nation, it would be wise to
exercise caution for the state going forward as well.
Key sources of strength for San Diego’s economy, principally
derived from technology-focused research and development
as well as specialized manufacturing, should help the region
perform slightly better than the rest of the nation. But given
the continuing dependence on tightening military and defense expenditures, only slowly improving tourism and local
area consumption, and still recovering real estate and financial markets, San Diego will be fortunate to achieve a seventh consecutive year of “real” positive economic momentum moving forward in 2016.
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San Diego 2016 Economic Outlook
Middling Along Amidst National, State, and Local Concerns
Part I: National overview
The U.S. economy continued to expand at a less
than optimal pace in 2015. Depending on one’s
perspective, the economy’s trajectory stayed on a
course of steady modest growth, or continued
the lethargic subpar performance of the past six
years in recovery.
Since recovering from the “worst recession since
the Great Depression,” national economic output
has averaged 2.1 percent growth per year from
2009 to 2015. This contrasts with 4.4 percent
average annual growth recorded from 1983 to
1990, 3.8 percent from 1992 to 2000, and 2.7
percent from 2001 to 2007.
We project the U.S. economy will finish 2015 with
annual growth of 2.0 percent and project growth
in 2016 will be just 1.8 percent. The reasons for
this sobering outlook include:


continuing turmoil of global financial markets and dysfunction imposed by federal monetary policies;



ongoing tepid job and income growth;



lackluster consumer spending;



Unstable world markets and monetary policies.

Unstable world markets and monetary policies
In recent years, overseas creditors played a key role in financing America’s debt. Since 2008, foreigners more than
doubled Treasury investments and now own about $6.1 trillion. China led the way, funneling hundreds of billions of dollars into Treasuries as the Asian nation boomed and bought
U.S. dollars to limit the gains in its own currency.
But this has now changed. During 2015 alone, China’s holdings fell about $200 billion as money was raised instead to
support their own waning economy and stock market. Some
of this pull back was offset by domestic investors and in
2015 domestic mutual funds bought a record amount of
Treasuries at auctions for the first time since 2012. It is,
however, unclear whether this trend will continue.
According to Bloomberg, domestic mutual funds were buying
record amounts of U.S. debt at auctions in 2015, as U.S. investors increased their share of the $12.9 trillion market for
the first time since 2012. “The buying has been crucial in
keeping a lid on America’s financing costs as China – the
largest foreign creditor with about $1.4 trillion of U.S. government debt – pares its stake for the first time since at least
2001…the fact that Americans are pouring into Treasuries
may point to a deeper concern: the world’s largest economy,
plagued by lackluster wage growth and almost no inflation,
just isn’t strong enough for the Federal Reserve to raise interest rates.”1
Seven years of zero-interest-rate policy have not helped move
the U.S. economy into a kind of growth pattern to restore
www.nusinstitute.org

economic dynamism essential for social mobility. With the
Federal Reserve raising the rates at its December 2015
meeting, the U.S. economy enters 2016 facing both a modest tightening of monetary policy at home and challenges of
maintaining ultra-low interest rates in the treasury market.
Such conditions are likely to create headwinds for the national economy.
Weak job market, income, generational situation
The U.S. job market also continues to struggle under the residual effects of the Great Recession. While the national unemployment rate approaches a level usually associated with
“full-employment,” the number is significantly affected by the
fact that a large number stopped looking for work. As of the
third quarter of 2015 labor-force participation among 25- to
54-year-olds is lower than at any time since 1984. The lower
level of unemployment therefore results from both workers
finding employment and those no longer counted as unemployed. In addition, a considerable number only work parttime because they are unable to find full-time employment.
The full ratio of labor force “underutilization” remains elevated above 10.0 percent as of the third quarter of 2015.2 According to the U.S. Bureau of Labor Statistics (BLS), among
nearly 26 million part-time jobs in the nation, more than one
in five would prefer working and earning full-time wages but
are unable to find full-time work.
A logical outgrowth of this tepid job market is wage growth
has been extremely lean. Since the recession ended, average
hourly earnings increased at the lowest rate since the 1960s
with wages barely outpacing “official” measures of inflation.
As a number of economists note, such measures may not
adequately reflect some of the most important pressures on
household budgets, leading many Americans to feel wages
are not keeping pace with increasing costs of housing,
healthcare and other monthly costs.
The tepid employment and wage growth are occurring even
3

though demographic
shifts should be pushing the national economy upward. Millennials
now outnumber Boomers, with the oldest Millennials in their late
twenties and early thirties. This is prime time
to form new households and become firsttime
homeowners.
While these “life cycle”
events were delayed by
the Great Recession,
the potential now is for
economic growth to be
driven over the next
several years, similar to
what occurred with
Boomers in the 1970s
and 1980s. As Millennials form households and occupy
dwellings as renters or owners, they are likely to buy a wide
range of consumer durable goods (furniture, washing machines, refrigerators) as well as nondurable goods (bed and
bath items, clothing and so on), unleashing a significant ripple effect throughout the economy.
Stagnant consumer spending
These forces, however, are not yet pushing consumer spending to increase. Spending remains restrained this far into
recovery, and we see this trend continuing to hold the economy back in 2016. Over the 72 months since the recession
ended in June 2009, consumer spending increased only
14.0 percent, or 2.2 percent per year, adjusted for inflation.
Over the previous four economic expansions (beginning in
1975, 1982, 1991 and 2001) consumer spending increased
an average of 3.5 percent per year over the same 72 month
period. Consumer consumption is the most critical driver of
U.S. economic growth, accounting for approximately 68 percent of the nation’s gross domestic product (GDP). If consumer spending growth had matched the average of the four preceding expansions, U.S. GDP growth would have been 3.0
percent per year instead of the anemic 2.1 percent annual
growth actually recorded.
A large part of the slow spending trend is a result of American households struggling for years to work off the excess
debt taken on during the global housing boom of the 2000s.
Consequently, the economy continues to drag with the shortfall in spending.
There have been notable fits and starts. For example, in
2014 there were positive signs in respect to wholesale purchasing and logistical companies, such as trucking increasing capital investment. Unfortunately, 2015 saw businesses
had in fact over-ordered with less than expected sales following and inventories beginning to rise and inventory-to-sales
ratios spiking to near financial crisis proportions.
We see very little on the national front to lead us to conclude
2016 will be a year in which consumers finally start spending
again. The next twelve months should see choppy retail sales
figures and little to signal a return of the booming consumer
www.nusinstitute.org

economy of the 1990s
and 2000s.
Consensus of economic
experts
According to the Wall
Street Journal’s December 2015 survey of 72
prominent economists
across the nation, estimates of U.S. GDP
growth in 2015 range
from a low of 1.9 percent to a high of 2.6
percent. Forecasts for
2016 are slightly better
but reflect heightened
uncertainty over both
global and national
market conditions and
a much broader range
of opinions. Less optimistic observers see growth coming in
at an anemic 1.3 percent, while the most upbeat forecast of
national GDP growth pegs a rate of 3.7 percent. Most economists (77 percent of those surveyed) believe the economy is
more likely to do worse than their forecasts, than better. The
key factors seen at risk are the global slowdown, inventory
adjustments (cutting back new production), fiscal, and slowdown of consumer spending.
Economists surveyed in a Bloomberg survey leave a 15 percent chance the U.S. will slide into recession over the next 12
months, the highest estimate since 2013. Investors “are
making a decision based on their outlook and it’s a reflection
of the economy as well as their risk aversion,” says George
Goncalves, the head of interest-rate strategy at Nomura Holdings Inc., one of 22 dealers obliged to bid on Treasury auctions.3
At this point in a post-recession event timeline, economic
cycles tend to slow, not accelerate. Multiple indicators suggest the U.S. economy will not shake off the lethargy of the
previous six years, and indeed likely to further slow in 2016.
While we do not foresee negative growth, it is expected that
many Americans will continue to experience negative economic effects.

Part II: California recovery exceeds rest of nation,
but a tale of two states
California’s overall economy at the surface appears to be on
firmer footing than the national economy. Our 2016 forecast
sees the state’s GDP growing 2.1 percent with particularly
strong growth occurring in Silicon Valley and the greater San
Francisco Bay Area.
The California economy has grown comparatively stronger
than the rest of the nation. The state accounts for more than
13 percent of the U.S. GDP, by far the largest of any state.
California’s GDP grew 2.8 percent in 2014, outpacing national growth of 2.4 percent.
Several sectors of the state economy are performing particularly well. The state’s labor market has been outperforming
the nation since 2012. With the state adding jobs at a faster
4

pace than the nation,
California recovered all
wage and salary jobs
lost during the recession by February 2014
– a few months before
the rest of the nation.
This is more significant
considering the much
greater impact the
Great Recession had on
California housing, construction and manufacturing sectors.
2015 was a strong economic year for the Golden State. With 1.86
million jobs created,
California accounts for
16.2 percent of all jobs
added in the nation since 2010—more than 350,000 jobs
than the next closest competitor (Texas). California also
ranks 4th behind North Dakota, Utah, and Texas in growth on
a percentage basis. Since 2009 California has also attracted
more venture capital funding than all other 49 states combined.4
During the first ten months of 2015, nearly every business
sector added jobs. The largest gains were among professional, scientific and technical services; leisure and hospitality;
healthcare and social assistance; administrative, support
and waste services; and construction totaling 290,500 jobs.
Still, it’s important to note that nearly a third of California
residents are living in “economically challenged” cities. According to a new report by the National Resource Network,
economically challenged cities have high levels of poverty,
with low levels of income and
employment. Cities singled out
in California include Los Angeles, Oakland, Sacramento, Long
Beach and Riverside, with the
rest largely smaller communities
located among inland areas. In
recent years three cities on the
list – San Bernardino, Stockton
and Vallejo – were forced to
declare bankruptcy. According
to the report, California “has the
highest concentration of economically challenged cities in
the nation. While roughly 30
percent of all U.S. cities meet
our definition of economically
challenged, fully 25 percent of
these cities are in this one
state…In total, nearly 12 million
people live in these distressed
communities, a population
equal to the state of Ohio.”5
These views are echoed by Joel
Kotkin, who writes that he fears
California is becoming an ecowww.nusinstitute.org

nomic “feudal society”
of rich and poor where
people lack opportunities to move up in economic class. “It is really
now a state of two realities, one the glamorous
software and mediabased economy concentrated in certain
coastal areas, surrounded by a rotting,
and increasingly impoverished, interior. Far
from the glamour zones
of San Francisco, the
detritus of the fading
tangible economy is
shockingly evident.
Overall nearly a quarter
of Californians live in poverty, the highest percentage of any
state. According to a recent United Way study, almost one in
three Californians is barely able to pay his or her bills,” explains Kotkin.6
California’s tax and regulatory policies are cited as driving
good blue-collar jobs to other states, while land-use policies
drive up the cost of housing, making it harder than ever to
climb economic rungs. While we foresee California continuing
to outperform the rest of the nation in 2016, these economic
issues underpin certain underlying aspects and concerns for
the outlook of the state.
While parts of California’s economy are clearly thriving, the
overall momentum is restrained by this two-tiered level of
prosperity. Therefore, we see California’s economy slowing
from 2.8 percent in 2014, the strongest since the prerecession year of 2006, to 2.2 percent in 2015 and 2.1 percent in 2016. Still edging the
rest of the nation, but unfortunately economic activity is not
likely to further accelerate.

Part III: San Diego economic perspectives
San Diego exceeds both the
U.S. and California in some
measures of economic activity,
but lags other head-to-head
comparisons. We estimate San
Diego’s GDP growth in 2015
improved to 2.1 percent, slightly
less than the rest of California,
but also just above the U.S. We
forecast San Diego’s economy
in 2016 will grow 1.9 percent.
This represents lower growth
than the rest of the state (which
we forecast to be 2.1 percent)
but modestly outperforming the
rest of the nation.
This is a continuation of trends
observed over the past several
5

years. San Diego initially lagged coming out of the recession
in 2010, but outpaced growth of both the U.S. and California
in 2011 and 2012. Economic momentum then stalled in
2013 trailing the state, and nation as well in 2014. (See
GDP chart)
According to newly released (and revised) advance estimates by the U.S. Bureau of Economic Analysis (BEA) the
San Diego economy grew only 1.4 percent in 2014. This was
the lowest increase since starting to emerge from the recession in 2010. San Diego’s increase was also one-half Califor-

nia’s gain in 2014 and full percentage point lower than the
rest of the nation.
Compared among the nation’s 381 metropolitan statistical
areas in 2014, San Diego was squarely ranked in the middle
for economic growth. San Diego remains the nation’s 17th
largest metro economy, slightly trailing Phoenix, Arizona. San
Jose, California’s strong growth leapt above both Phoenix
and San Diego the past two years. As noted before, we see
growth in the Silicon Valley (San Jose area) continuing to be
a key driver of California’s overall economic vitality in 2016.
In addition to San Jose, larger metro areas comparable in

www.nusinstitute.org
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size to San Diego’s economy exhibiting significantly faster GDP growth include Seattle, Portland, Denver, and Austin. Similarly sized metro
areas lagging San Diego include Baltimore, Orlando, St. Louis, and Cleveland.
Among the nation’s largest metro areas, Dallas,
Houston and San Francisco show much more
vigorous gains, while Los Angeles, Chicago, Philadelphia, and even Washington, D.C. lagging behind. Among California’s major metro areas, San
Jose and San Francisco significantly thrive, while
the huge Los Angeles metro area (including Orange County) struggle with far less vigorous
growth. Riverside-San Bernardino and Sacramento exhibit more modest gains, similar to San Diego. Such “middling” results suggests to us 2016
is not going to be a break out year for the local
region but, instead, growth will largely be similar
to that seen across the rest of the nation.

Recovery by Industry
One issue we believe will continue to challenge San Diego in
2016 is the uneven growth of various sectors in the regional
economy. Some are poised for more robust growth, while
others continue to struggle from the damage done during the
recession.

San Diego per capita GDP slightly diminished
-0.2 percent in 2014, despite overall economic
growth of 1.4 percent. This shows gains
skewing toward specific sectors of population.
Per Capita GDP
This is evident by calculating per capita GDP. San Diego, as
well as California overall and the larger Los Angeles metro
area have not returned to pre-recession per capita levels
after adjusting for inflation. This
is despite the fact, as noted in
following sections, certain industries have seen robust job
growth and climbed well above
pre-2008 levels. Given such
trends are evident among several other metro areas in the
state, including Los Angeles, it
is suggestive that we are seeing
an important restructuring of
the Southland regional economy, with decreases in industrial
sectors including construction
and retail trade that have long
been staples of Southern California’s economic activity.
Further disconcerting for San
Diego, per capita GDP slightly
diminished -0.2 percent in
2014, despite the overall increase in GDP of 1.4 percent.
This occurs as economic growth
skews towards certain sectors
of the population. This is also
www.nusinstitute.org

another precursor of the overall economy weakening.
Contributions to GDP Change
The strongest industry sectors contributing to San Diego’s
“real” GDP growth in 2014 were manufacturing and professional and business services. Wholesale and retail trade
were next, followed by “education services, health care, and
social assistance” and “arts, entertainment, recreation, accommodation and food services”. Government also added
gains with increases in state and local government expenditures enough to offset declines of federal military spending.
These sectors performance also compare fairly well in San
Diego considering the lower performance of the same sectors in all of California and the nation.
Industries where San Diego fell significantly short were
“transportation and utilities” and “finance, insurance, real
estate and leasing.” These sectors dragged San Diego’s overall
GDP below 2.0 percent in 2014,
less than either California or the
nation overall. Curiously, contributions from construction were
also negative for San Diego,
although similar to declines
shown in California and the U.S.
as well.

Leading Economic Sectors
Government and military continue to be San Diego’s single largest economic contributor accounting for 20.1 percent of
GDP in 2014. While San Diego
accounts for the nation’s 17th
largest metro area economy,
the region accounts for the 5th
largest amount of GDP derived
from government.
The primary reason for this is
San Diego receives far more in
military spending than any other
7

metro in the nation. The next two
largest amounts in
Washington
D.C.
and Virginia BeachNorfolk, VA, receive
about
one-third
less of military contribution. In addition to the dollars
directly generated
by the military, San
Diego receives extensively
more
from military and
defense
based
contracts
dispensed to local
companies. Department of Defense
(DoD)
contracts
and subcontracting
directly and indirectly contribute to
nearly every sector of San Diego’s economy.
Government continues to dominate the local economy despite spending cut backs since a peak in 2011. Since that
time spending on both military personnel and civilian employees has fallen as the Federal government downsizes budgets
through sequestration and other cutbacks. The latest budget
agreement by Congress through 2017, however, restores
significant funding to the defense budget, which should bolster San Diego’s military contributions for the next two years.
Thus we see 2016 will be one of some growth for the government sector in San Diego.
Real estate, rental and leasing industries make up the second largest segment of San Diego’s GDP. The relative percentage of real estate and rental contributions to the econo-

my remains unusually large, even
after declining from
19.3 percent of
GDP in 2013 to
18.6 percent in
2014. Among larger metro economies, only Bridgeport CT, Orlando
FL, Miami FL, and
Honolulu HI metro
areas have higher
percentages
of
their
economies
generated by real
estate and renting
sectors than in San
Diego.
This
significant
sector of the economy fell during
2014, after having
rebounded from the significant losses absorbed during the
2008-10 recession. In 2016 we do not foresee a significant
increase of this part of the economy, in part because of the
relatively small number of housing permits approved in the
County. Absent a fundamental change of that figure, this part
of the economy will continue to struggle.

“San Diego’s significant diversity and strength of
technology endeavors is a powerful driving force
for the region’s economy and provides immense
potential for continuing prosperity.”
Professional and business services experienced strong
growth for most of the past decade. These sectors encompass high value-add professional, scientific, and technical
services, as well as an assortment of
services that support business operations. Several technology industries in
San Diego within this category continue
to thrive, including biotechnology, pharmaceuticals and medical research, computer and electronics, communications,
and other technically focused research
and development endeavors.
The local area ranks prominently among
major metro areas within these economic sectors. San Diego joins other highly
tech-centric metro areas including Boston, San Jose, and San Francisco having
more than 10 percent of their GDP contribution from professional, scientific and
technical services.
These industries are especially important
considering their contribution to the region’s wage growth. Wages paid by technology employers in San Diego averaged
$114,300 during 2014, more than twice
the average annual compensation of all
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employers at $56,500. Excluding tech sectors, the
regional average wage was $49,300. (For more details of San Diego’s innovative technology based industries, see “Technology Innovation Clusters are the
KEY Drivers of San Diego’s Regional Economic
Growth”, www.nusinstitute.org.)
Moving forward in 2016, we believe San Diego’s advanced technology industries will continue to thrive
as the region significantly benefits from unusually
wide and diversified base of innovation endeavors.
These sectors will continue to lead San Diego’s 21st
century industrial and economic transformation in
innovation, research and development, and technology advancements generated within industry endeavors.
Manufacturing locally is also seeing a rebound and is
a trend we expect to continue in 2016. Despite the
loss of tens of thousands of manufacturing jobs over
the past two decades, the value of manufacturing
production has nearly doubled. Since 2010 San Diego also
added 7,000 manufacturing jobs back as 2015 ended. Half
of the new manufacturing jobs are in non-durable goods, one
-quarter in aerospace, and the rest among other durable
goods production, including shipbuilding and recreational
goods (i.e. golf, surf, skateboards). Employment among computer and electronic manufacturers, on the other hand, continued to decline during the same period.
What this suggests is an evolving landscape for manufacturing in San Diego. Prior to the Great Recession manufacturing
was dominated by defense and commercial sectors, such as
in the electronics area, which had developed with at least
some connection to intellectual property lineage of defense
procurement. What has emerged in the past several years is
a more diversified manufacturing base in the region. While
aerospace and shipbuilding remain mainstays, growth of non
-durable goods in areas such as active sports and food manufacturing suggests an important shift for this still vital part
of the region’s economy.
Healthcare and social assistance continues to expand. As
our population grows older and consumption of healthcare
services increases this sector grows in both economic contributions and number of jobs. With the Affordable Care Act
significantly impacting this sector, notably slowing the pace
of growth at hospitals and increasing employment in outpatient settings – we believe the trends seen in 2015 will
continue over the upcoming year.
Retail and wholesale trade in San Diego is still recovering
from significant decreases in consumer spending over the
course of the recession. Since the low point reached in
2009, wholesale trade dollars have more than recovered, but
retail continues to lag pre-recession highs despite gains in
San Diego’s overall population, jobs, and income, and relatively low inflation.
Retail sales per capita (adjusted for inflation) also remain 12
percent lower than a decade ago. In spite of significantly reduced interest rates and multiple years of delayed or reduced purchasing, consumer spending remains contained by
low income gains and considerably high debt loads. Without
significant increases of wages and income, retail trade is
likely to remain weak in San Diego.
www.nusinstitute.org

In addition, structural changes to the way we shop will likely
continue to have deleterious effects on this sector of the
economy. According to the U.S. Census Bureau, at the end of
second quarter 2015, e-commerce sales across the U.S. represented 21.1 percent of all general, apparel, furniture and
other retail sales. This constituted a record high and we see
no reason why this trend will not continue. As more and more
consumers “click” rather than visit physical retail store locations, it should hinder employment growth in this sector.
While some of this may be offset by increased demand for
warehouse and distribution space, it is unclear these functions will significantly occur in San Diego County as retailers
choose to service markets from nearby lower-cost locations
such as the Inland Empire. We believe 2016 will continue to
see weakness in this sector as both reduced consumer confidence and shifts of how consumers shop means the sector
will not return to former, more robust levels.
Construction activity in San Diego still remains significantly
reduced from precession levels. Residential construction
values in 2014, adjusted for inflation, were still 42 percent
below the record amounts set from 2004 to 2006.
2015 saw some declines off of 2014 numbers among nonresidential sectors. Total construction starts across San Diego County declined 30 percent in value during the first 10
months of 2015, to just more than $2.5 billion.7 The value of
nonresidential building permits issued, including office, industrial, retail, government, education and other non-housing
projects, declined 69 percent to $828.9 million over the January-to-October period.
The housing market helped to offset these declines. The value of construction among single-family and multifamily housing projects increased to more than $1.7 billion over the
same period. With residential occupancy levels rising and
demand for housing increasing, and delayed residential projects working their way through the approval process, residential building activity should continue rising in 2016. The
bigger question remains whether the political process and
project approvals (and increased zoning densities) will meet
the underlying demand and allow the industry to rebound or
whether the construction industry remains hampered by limited land and constraints of new building permit approvals.
9

We forecast the county will see 9,000 residential housing
units authorized for construction in 2016, slightly more than
the estimated 8,250 approved in 2015. Multi-units will continue to increase in number, while single, detached units will
slightly decline. (For more see the following section on residential housing construction, page 15.)

go’s real estate and construction industries. While having
recovered since the recession, financial sectors within the
region are weighed down by the struggles of these other industry sectors. With real estate and construction dollars falling in 2014, San Diego’s finance and insurance economic
values slightly slipped as well.

Information is another sector that has not recovered since
the downturn. This sector includes publishing, motion picture
and sound recording, broadcasting and telecommuni
cations, data processing, internet publishing, and other information services. While we see a modest improvement, we do
not foresee a pronounced rebound occurring in 2016. Broadcasting and telecommunications involve production and distribution of motion pictures and sound recordings, and accounts for more than one-half of information industry production values. These businesses were by far the hardest hit in
the recession and there is little to indicate much more growth
will occur over the upcoming year. Other information subsectors will only modestly improve.

Three significant sectors of San Diego’s economy – food service and drinking places, accommodations, and arts and entertainment have not fully recovered from the recession.
These sectors closely track the overall health of the region’s
visitor industry. Food services and drinking places in 2014
had still not quite reached the pre-recession peak after adjusting for inflation. Accommodations had almost but not
quite reached 2008 levels either, while arts, entertainment
and recreation only exceeded the previous high in 2014. The
struggles of these industries reflect continuing nationwide, as
well as local, struggles in discretionary consumer spending.

Finance and insurance sectors are closely tied to San Die-
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Given our forecasts regarding wages and consumer spending
over the upcoming year we believe these sectors will see only
modest growth in 2016. Accommodations is an exception

10

Transportation and warehousing are another
local industry continuing to struggle, largely
dependent upon consumer spending. Other
services include miscellaneous establishments
engaged in providing services such as equipment and machinery repair, religious activities,
grant-making, advocacy groups, dry-cleaning
and laundry services and other personal services. These consumer driven business have
floundered from the drop off of consumer
spending and remain far from recovery.
Lastly, natural resources, including agriculture,
forestry, fishing and mining activities in San
Diego have continually slowly diminished over
the past decade. Population growth and development increasingly encroach upon valuable
agriculture land, while water costs and drought
limitations make farming in the region increasingly difficult for profitability.

with businesses most closely tied to visitors. With hotel vacancy rates declining and room rates rising in 2015, we believe 2016 will see further modest improvement for this local
industry, fueling some growth within this subsector.
The contribution of utilities to San Diego’s economy grew
throughout the recession and did not reach a peak of economic output until 2011. Thereafter values began softening
and then plunged in 2014. The shutdown of the San Onofre
nuclear plant and drought-related water restrictions are significant factors in this large drop off of value, as well as natural gas prices falling.
Educational services grew continuously through the recession as students stayed or returned to school. Numbers
slowed as the economy recovers and job opportunities are
more apparent. (Note this refers only to private schools, public schools are included under government.)

Net Change:
+31,610

Net Change:
‐41,400

Net Change:
+6,220

San Diego Employment Recovery
and Outlook by Occupation and
Wages
Higher Wage Jobs: 345,600
26.2% of Total

Middle Wage Jobs: 653,920
49.5% of Total

Employment tends to lag other economic
indicators. Whereas San Diego’s economic output stopped falling in 2009
and had recovered by 2012, employment continued to decline until the beginning of 2010, before eventually exceeding pre-recession levels by the end
of 2013. California and the rest of the
U.S. did not reach their pre-recession
employment levels until 2014.
Changing mix of jobs

Lower Wage Jobs: 320,870
24.3% of Total
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A significant economic impact evident
for San Diego, even before the recession
hit, was decades-long squeeze on middle
wage jobs. We define middle wage jobs
as those paying between $35,000 and
$77,000 per year in 2014 dollars. In
11

Higher Wage
Middle Wage

2001 middle wage
jobs accounted for
56.6 percent of all
payroll wage jobs
in the County. By
2008, this proportion shrunk to 52.6
percent. Through
the recession and
subsequent recovery the ratio continued to shrink,
standing at 49.5
percent
as
of
2014.

Lower Wage

The proportion of
lower wage jobs,
on the other hand,
slightly increased
from 22.3 percent
in 2001 to 24.3
percent
as
of
2014. Higher wage
jobs made the greatest change, increasing from 21.2 percent
in 2001 to 26.2 percent by 2014.
Through the recession and subsequent recovery, job losses
were unevenly dispersed across occupational and wage categories. Some skilled occupations never lost jobs and in fact
continued adding employment throughout the recession.
These included computer and mathematical, and business
and financial operations positions. Technically-skilled
healthcare practitioners and architecture and engineering
lost relatively few positions and subsequently added far more
since recovery began. These are higher‐wage occupations
encompassing technical skills that require specific education, training and experience. In total, high-wage occupations
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lost only 0.4 percent of positions
during the recession, and subsequently added 10.5
percent.
Middle wage jobs
remain far more
impacted, still having recovered only
about one-third of
the number lost.
Between 2008 and
2011, middle wage
jobs
decreased
10.2 percent, and
from 2011 to 2014
recouped 4.3 percent of the jobs.
Low wage jobs
have recovered in
number only as of
2014.
Office and administrative support positions account for the
single largest category of San Diego’s payroll jobs. These positions not only decreased during the recession, but in recovery continued to decline as businesses found ways to grow
without needing administrative support or from outsourcing
(in some cases by off-shoring) the jobs.
Construction accounted for the greatest number of jobs lost
during the recession, which were previously already declining
in 2006. Since a low reached during 2012, construction has
only added back about 13 percent of the jobs lost. As noted
above, we do not foresee this changing until building permits
continue to pick up, a constraint largely driven not by the
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market but by policy decisions.
Sales and related occupations make up the second
largest category of jobs in San Diego, and account
for the second most jobs lost. Most but not all of
these positions have been recouped as of 2014.
Education and training related and production are
other major categories of middle wage occupations. Only about one-half of these jobs lost in recession have been replaced.
As San Diego’s population continues to grow and
the economy prospers, we anticipate some middlewage positions will increase in number. However,
technical innovations and changes are already limiting the replacement of many of these positions,
particularly among office, sales and production
areas where workers can be replaced by technology efficiencies.
Lower wage food preparation and serving related
professions, the third largest occupation of jobs in San Diego,
and most affected by minimum wage laws, are similarly constrained with technology in some cases replacing labor.

San Diego’s economy becomes ever more hourglassed shaped as more high-paying jobs
accumulate on the top and low paying jobs at the
bottom, and fewer middle-wage jobs in the center.
These occupational trends are likely to continue in 2016 as
demand for higher skilled and highly compensated positions
continues to grow. Lower wage jobs not easily replaced by
machines and technology innovation will also grow. Some
growth in middle wage occupations will occur, but far less in
proportion to population and other wage level gains.
The result is 2016 will see the San Diego economy become
ever more hour-glassed shaped as more high-paying jobs
accumulate on the top and low paying jobs at the bottom,
and fewer middle-wage jobs in the center. This has significant implications on San Diego’s housing, income, education,
and business needs going beyond 2016.

Leading and Lagging Indicators of San Diego Economic Activity
San Diego’s unemployment rate continued to improve in
2015 falling to 4.7 percent as of October, the lowest rate in
eight years. Unemployment also improved enough locally to
overtake and fall below the rest of the nation for the first
time since 2007.
We forecast San Diego’s annual unemployment rate will further decline from 5.0 percent in 2015 to 4.8 percent in
2016. This will be a full percentage point lower than the rest
of the state and slightly better than the forecast for the nation.
The count of unemployed residents is projected to further
decline from an all-time record high of 162,900 in 2010 to
75,900 in 2016. While the improvement of fewer being
counted as unemployed is certainly welcome, it should be
noted that part of the decline results from some residents
leaving the labor force altogether. Those not actively seeking
work are not classified as part of the labor force and therefore not officially counted as unemployed. Illustrating this
decline, 50 percent of San Diego’s population prior to the
recession was counted in the labor force, but by 2015 the
ratio dropped below 48 percent. With employment
prospects continuing to improve, more will be encouraged to re-enter the labor force, which will
cause unemployment to rise. For this reason the
continued decline of San Diego’s unemployment
rate is projected to moderate in 2016.
In respect to payroll (wage and salary) employment,
the increase during 2015 is estimated to be
42,000 jobs, the most added in a single year since
1999. With the national economy and job market
slowing, the local job growth is projected to somewhat moderate in 2016 to 34,000 additional jobs.
Pattern of population changes
We forecast San Diego County’s population will
near 3.3 million by the end of 2016, continuing to
rank as the nation’s 17th largest metro area in both
population and economic output. Population growth
over the past two decades is primarily the result of
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natural increase rather than migration. Birth numbers also
declined over the course of the recession and only slightly
increased in more recent years according to state data records for San Diego. This reflects decades-long trends in
households having fewer children and lower birth rates, as
well as the added disincentives of tough economic times to
not have or at least postpone children.
Somewhat surprisingly slightly fewer deaths were also recorded during the recession. This partly results from residents
living longer, but also as older residents move out of San
Diego to retire to other regions. Demographic trends show
San Diego’s population skewing older at one end of the spectrum as Boomers grow older, but younger on the other end
as international immigrants, primarily from Mexico, tend to
be younger and have far more children after locating here
than native residents.
International migration to San Diego significantly slowed during the course of the recession, undoubtedly in part due to
fewer economic opportunities being available. The local population of foreign-born residents is slowly rising again as the
economy continues to recover, a trend we believe will continue in 2016.
Domestic migration remains the most volatile component of
San Diego’s population growth. According to population estimates by the California Department of Finance, net migration
to San Diego has been mostly negative since the early 2000s
as more residents moved away than to here from other parts
of the country. Even in recovery net domestic migration to
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San Diego shows a net loss of 42,300 residents since 2010.
Throughout the course of the recession and recovery, although San Diego’s population continued to grow overall, the
number of Generation-Xers (35-49 years old) declined, as
well as their children (<20 years old). This decrease of families, due in large part to the high costs of housing, middlewage job losses, and other affordability cost issues, has serious implications on the future availability of talent and how
well San Diego’s economy will continue to prosper. As the
region sees lower birth rates, the implications for coming
decades is important to consider as fewer children indicate,
for example, less demand for K-12 education, suburban single-family housing, as well as scarcity of entry level workers
as this cohort ages.
The aging Baby Boomer generation is also transforming San
Diego. As this large cohort continues to grow older, it will profoundly alter the kinds of goods and services they demand.
For example, demography alone means the demand for
healthcare services will increase, while dependency upon
autos may diminish. It also may portend important changes
in taxable sales, as older Americans tend to spend a higher
percentage of their incomes on non-taxable services compared with younger households of similar incomes.
Residential construction speed bump
Approximately 116,000 homes in San Diego went through
foreclosure or “short sales” between 2006 and 2014.8 The
inventory overhang of foreclosed homes held by banks has
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now largely been worked through as the supply of
vacant housing and available for-sale homes
dries up.
Following historically low levels of building recorded during the recession years, construction
appeared to be picking back up. In recovery between 2011 and 2014 only 26,175 new homes
were built in San Diego, while 122,300 jobs were
added over the same period.
Interest rates, tight inventory and more residents
priced out of the market all factor into San Diego’s housing market in 2016. Despite pressing
needs for more housing, the number of residential units authorized for construction faltered in
2014. The decrease was not from lack of demand, but challenges to land availability, planning, regulation, and approval processes that
hinder new construction applications. Housing
prices continue to rise as record low mortgage
rates continue and the inventory of for-sale homes dwindles.
Building units authorized for construction through the first
nine months of 2015 are running 22 percent above the
same period in 2014. This figure is anticipated to continue
improving another 1.1 percent in 2016, with two-thirds of the
new units projected to be multiple housing units.
The preponderance of home building in San Diego has shifted from single, detached housing to more densely situated,
somewhat less expensive, multi-unit housing. San Diego is at
the forefront of California’s tight housing supply with rising
prices and constrained affordability. Building additional
homes is critical to slow prices from becoming ever more
cost prohibitive beyond what can be sustained by the general
population.
The foreclosure crisis pushed many former homeowners into
rental housing. Rising home prices and lagging residential
construction exacerbate Southern California’s housing supply
constraints, particularly among coastal areas. This has led to
increasing demand for multi-family housing. As a result, Los
Angeles, San Diego, Orange County, and to a lesser extent,

the Inland Empire are experiencing a boom of multi-unit construction. Recent single-family building permits are dwarfed
by the numbers recorded during the pre-recession bubble
years. Multi-family permits on the other hand form a larger
and larger share of the current mix of residential construction. Steady increases in renter population, paired with slowbut-consistent drops in homeownership has a negative impact on the demand for home loans within the region—
especially as home prices rapidly rise again. Income growth
is nowhere near keeping pace with recent home price gains.
While San Diego’s home affordability considerably improved
when prices collapsed, the recent rebound in housing prices
is causing affordability to plummet again. As of the 3rd quarter of 2015 only 26.7 percent of households in the San Diego region could afford a median priced home according to
the National Association of Home Builders.9 San Diego continues to rank among 14 California metro areas ranked
among the nation’s 15 least affordable housing markets.
The excessive costs of housing in Southern California has
largely resulted from the imbalances of supply and demand.
For decades new residential construction failed
to keep pace with population growth, driving disproportionate cost of living increases in Southern
California relative to neighboring states.
Many of the negative effects from high housing
costs are borne by residents among middleincome households. Households earning around
$50,000 per year or less are disproportionately
migrating out of San Diego and California to other
states. Southern California’s high-income residents may remain in the state and continue demanding housing, while inequality among other
housing price ranges magnify.
High housing costs are also having effects in a
number of other socio-economic trends. Young
adults who would normally be first-time home
buyers are putting off marriage and having children, a major trigger for home buying. They are
also more likely than previous generations to be
saddled with heavy student loan payments hurting their ability to save for a down payment.
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But it is not just younger people having difficulty
with home ownership. The rate of home buying
has dropped fastest among people in their late
30s to early 50s. These people were in prime
home-buying years right before the recession, but
as housing prices plummeted, were left with little
to no equity.
Household income and consumer sales still recovering
Median household income in San Diego fell during the recession. Adjusted for inflation, the decline reached lows in 2011-2013. Since that
time, San Diego’s median household income
rose to $66,034 as of 2014.
We estimate median household incomes increased in 2015 to $68,200 and will further rise
in 2016 to $70,300. With inflation remaining
relatively muted, San Diegans “real” median
household income will still remain below prerecession levels. However, many families feel
they are losing ground as the region’s inability to ameliorate
its housing dilemma – and resulting pressures on housing
prices and rents – eats into the budget of many of the region’s households.
San Diego’s taxable sales were severely impacted during the
recession, dropping 17 percent between 2006 and 2009.
Adjusted for inflation, the “real” decrease was 23 percent,
with spending falling by nearly one-quarter. Since a low point
in 2009, sales significantly improved the past six years, but
remain lower than pre-recession inflation-adjusted highs recorded from 2004 to 2007.
We estimate a 4.1 percent increase in total taxable sales
during 2015 (2.4 percent adjusted for inflation). This will
slow to a 3.5 percent increase in 2016 (1.3 percent inflation
adjusted). That will leave sales still below pre-recession highs
after adjustment for inflation.
On a per capita basis, “real” sales in San Diego remain lower
than any year prior to the recession going back to 1997. Debt
overhang, constrained income gains, and cautious spending

continue to restrain consumer ability and willingness to
spend.
Inflation remains constrained
San Diego’s inflation rate decelerated from 3.0 percent in
2011 to 1.3 percent in 2013 and 1.9 percent in 2014. Falling gas prices primarily account for overall inflation further
falling in 2015 to just 1.6 percent. This is the lowest since
2013 and matches the low of 2012. These were the lowest
inflation levels since 2009’s 0.02 percent “deflation”, the
first annual decline recorded locally over the past 55 years.
Further reductions in gas prices are not anticipated during
2016, and with the value of the U.S. dollar rising compared
against other global currencies, inflation is anticipated to rise
2.2 percent in 2016.
Leading economic indicators show San Diego weakening
Leading economic indicators (LEI) give a sense of where the
economy is headed over the upcoming year. Leading indicators are designed to predict changes in the economy anticipated to occur six to nine months in the future.
While individual components may not always be
fully predictive, considered in aggregate the indicators, given individual variations and shortcomings, can portend future overall activity.
Three separate and independent leading
measures of San Diego’s future economy consistently show the local economy weakening as of
the latter months of 2015.
After slipping two months, National University’s
Leading Economic Indicators (LEI) Index for the
San Diego-Carlsbad Metro Area resumed rising in
October 2015. Although the increase was only
0.3 percent, the turnabout is noteworthy as a
precursor for future expectations of economic
activity.
The monthly release of National University's LEI
Index for the San Diego metropolitan area and
four other metro areas in the state are designed
to indicate the direction the economy is headed
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six to nine months in the future according to expectations projected for coming months.
The stock market component of the NU-LEI
caused a significant drag on the overall index.
Bloomberg’s San Diego index of publicly traded
companies headquartered in the County dropped
for three consecutive months.
Help-wanted online advertisements (HWOL) in
San Diego increased the past three months, after
earlier faltering in the spring and summer. Initial
claims for unemployment insurance (UI) also
improved, although slowing considerably since
2014 and early 2015.
Residential building units authorized for construction also resumed growing in October, after
seasonal and 3-month moving average adjustments. The California index of consumer confidence expectations additionally rose 1.0 percent
over the month, the strongest gain in nearly a
year.
The Conference Board’s Leading Economic Index® for the
U.S. increased in October by 0.6 percent, following 0.1 percent declines in each of the previous three months. “Despite
lackluster third quarter growth, the economic outlook now
appears to be improving. While the U.S. LEI’s six-month
growth rate has moderated, the U.S. economy remains on
track for continued expansion heading into 2016,” according
to Ataman Ozyildirim, Director of Business Cycles and Growth
Research at The Conference Board.10
Weakening expectations also show up in other local indexes.
The most recent San Diego Regional Chamber of Commerce’s Business Forecast for San Diego also reveals an alltime low in their survey of local business leaders. The components of the survey indicate revenue projections and outlook
for industry conditions falling in the latest quarter. While onehalf of the county’s business community formerly projected
revenues to increase, the ratio fell to 41 percent in the latest
survey. With 48 percent previously saying business conditions were improving for their industry, the proportion
dropped to 40 percent in the November 2015 survey.12
Lastly, the most recent University of San Diego BurnhamMoores Center for Real Estate Index of Leading Economic
Indicators for San Diego shows declines from July to September 2015. According to the index’s author, USD professor Dr.
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Alan Gin, the three consecutive months of decline signal a
turning point in the index. “While the local economy is not
expected to go into a full-blown recession, there is likely to be
a slowing in the labor market, with job growth sliding from its
current 40,000+ rate and the drop in the local unemployment rate leveling off, both in the second half of 2016.”13

Conclusion: 2016 a Year of Enduring Caution
World and national headwinds suggest battening down the
hatches with a prognosis for tightening economic conditions.
While California shows somewhat better resiliency than the
rest of the nation, it would be wise to also exercise caution
going forward as well.
Elements of San Diego’s economy, led by technology-driven
research and development and manufacturing, should lead
the region to do slightly better than the rest of the nation. But
given the still significant dependence on tightening military
and defense expenditures, conservative tourism and local
area consumption spending, and slow improvement of real
estate and financial markets, San Diego will be fortunate to
achieve a seventh year of continuous positive economic momentum in 2016. These indicators of economic activity, however, do not portend an acceleration, but rather uneasy
movement going forward.
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