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SANTA BARBARA

BADNK & TRUST

SINCE 1960

www.sbbt.com

*of Partnership

As we celebrate 50 years of service, we extend our gratitude to you, our loyal
customers and friends. In the tradition of our founders, we are honored to
be your bank and proud to be your community partner.

SANTA BARBARA
20 East Carrillo Street
805.564.6417

Penny Sharrett
Branch Manager

COTTAGE

220 West Nogales Street
805.687.9994

MEsa

1960 Cliff Drive
805.965.7125

David Wilson
Branch Manager

LA CUMBRE

3910 State Street
805.898.8879

SAN RoqQue

3451 State Street
805.569.0853

Ale Ortega-Botello
Branch Manager

MAGNOLIA
5190 Hollister Avenue
805.964.4737

Jack Mochnick
Branch Manager

Camino REAL

7078 Marketplace Drive
805.968.6144
GOLETA

299 North Fairview Avenue
805.683.1404

Emma Torres
Branch Manager

CARPINTERIA
5420 Carpinteria Avenue
805.684.4566

Linda Hernandez
Branch Manager

MONTECITO

1030 Coast Village Road
805.969.5092
MoNTECITO VILLAGE
1483 East Valley Road
805.565.4564

Laura Corsello
Branch Manager

A Division of Pacific Capital Bank, N.A., Member FDIC
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Santa Barbara Bank & Trust (SBB&T), one of California’s largest regional banks,
is proud to be the founding sponsor of the UCSB Economic Forecast Project in
delivering this important economic analysis to the Santa Barbara community.
We congratulate everyone involved in the Project for their continued fine work.

For 50 years, SBB&T has provided financial services and products to individuals and
businesses in Santa Barbara and Ventura counties. With dedicated professionals in
30 branches, the Bank is committed to continually enhancing the economic vitality
and social welfare of the communities served.

With the financial solutions of a large bank and the personal service, responsiveness

and familiarity of a local community bank, SBB&T ensures that your banking needs
will be met by someone who truly understands your unique objectives and goals.

Our Community. Your Bank:

© Copyright 2010 by The Regents of the University of California 3
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ClOsoLuTIONS

lim it.com

CIO Solutions enables organization & business success via
IT solutions. CIO has been providing complete computer &
phone system network management, monitoring, support,
and associated products since 1986. CIO’s Engineering
Team utilizes our state-of-the-art Remote Operations Center
(‘ROC’) to promptly resolve computer network and work-
station problems in addition to updating your software and
even backing up & recovering your data. Our ROC utilizes
advanced remote tools and provides rapid accessibility, al-
lowing our advanced support team to resolve most computer
and phone network issues during the FIRST CALL. The
result allows your employees to return to being highly pro-
ductive at the fastest rate possible, greatly minimizing the
high costs associated with computer & phone down-time.
CIO Solutions also provides you with a highly trained and
certified onsite Network Engineer from our team of 10+ for
when advanced support or network projects are required.
Moreover, we employ actual CIO-level Network Planning
and Design Consultants that are trained to focus on the big
picture of your business and thus assist you with reaching
your organization’s vision and goals.

Our specific IT project expertise includes: Switching &
Routing Infrastructure; Enterprise Storage; Security; Vir-
tualization; Wireless; Remote Communications; and VoIP
Phone Systems. Many years of experience combined with
our long established partnerships with the industry’s leading
vendors uniquely qualify CIO Solutions to proactively man-
age, support, and design technology environments of all sizes
and sophistication.

County of Santa Barbara
Auditor-Controller

ntyofsh.or itor/hom

The County of Santa Barbara was established by an act
of the State legislature on February 18, 1850. The County
provides a wide range of services to its residents including
public protection through sheriff, fire, district attorney,
probation, child protection and courts, public and mental
health services, public assistance programs, construction and
maintenance of roads and bridges, environmental services,
parks, and a variety of other governmental services. The
county has a 4,600-person workforce that strives to provide
these services in an effective and efficient manner.

Information provided by the UC Santa Barbara Eco-
nomic Forecast concerning current and projected economic
conditions has proven extremely valuable to the County for
strategic planning, and in preparing revenue forecasts and
the annual budget. The County believes that participation in
the Economic Forecast Project better enables it to serve the
needs of its citizens in a progressive and informed manner.

© Copyright 2010 by The Regents of the University of California
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www.DaviesPublicAffairs.com
www.BlazePR.com

Davies and BlazePR, a subsidiary company, rank among
the top public affairs and public relations companies in the
nation. Both are mutli-award winning firms with Davies
recently receiving the national award for the best public
affairs campaign of 2009, and BlazePR awarded a national
Anvil by PRSA.

Winning approval and succeeding today is tied directly
to your ability to rapidly reach out, engage others, and do
so while everyone watches. Davies creates messages that
motivate individuals to stand up, speak out, and take action,
influencing the approval process at all levels. Davies develops
communication strategies across multiple industries includ-
ing; creating patient adherence programs for international
pharmaceutical companies, redeveloping controversial natu-
ral resource extraction and mining projects, permitting energy
facilities in sensitive environments, gaining approval for real
estate developments facing tough NIMBY opposition, as well
as managing the communications crisis of all types. Davies
uses authentic grassroots to generate real results. Our unique
approach to research, message development and targeted
outreach, using all communication channels, has resulted in
a 96% success rate for our clients.

Founded in 1983, Davies ranks as the 3rd largest PR firm
in California and the 17th largest nationally. We’ve turned
more than 450 controversial public affairs issues.

BlazePR is a pragmatic strategic communications firm that
integrates traditional media relations with cutting-edge social
media to affect the bottom-line goals of its clients. Founded
nearly two decades ago, BlazePR has consistently ranked
as one of the leading consumer agencies in North America.
With a specialty in hospitality/travel & real estate, BlazePR
eschews traditional “publicity,” in favor of communications
strategies that combine creativity and insight into business-
building ROI for its clients.

In an industry where client turnover is the norm, Blaze
is proud to claim numerous client relationships that extend
beyond a decade.

Davies and BlazePR maintain strong local roots by rep-
resenting some of the best-known local companies and
organizations in the Tri-county. These include, The Bank
of Santa Barbara, Museum of Natural History, the Cities of
Santa Barbara and Port Hueneme, Business First, the County
of Santa Barbara, Santa Barbara City College, Santa Barbara
MTD, Westmont College, Sansum-Santa Barbara Medical
Foundation Clinic, Ty Warner Sea Center, Santa Barbara
Botanical Garden, Four Seasons Biltmore, Bacara Resort &
Spa, Miramar, Granite Construction, Venoco, ExxonMobil,
PXP, and countless others.

To ensure you have the right messages, strategy and tactics
to win, we’re standing by at DaviesPublicAffairs.com &
BlazePR.com.

www.limottait.com

LIMOTTA Internet Technologies has been a full service
Internet Technology Solutions Provider since 1997. The
company began with a geographic focus of serving small
to mid-size businesses in central coast California (Ventura
County, Santa Barbara County and San Luis Obispo County)
and have recently expanded to offer services throughout
California and 13 other states.

LIMOTTA Internet Technologies can address many ques-
tions you may have such as; How do I get internet connectivity
when DSL is unavailable? How do I connect to my main office
from home or other offices? How do I reduce downtime? How
do I reduce the risk of someone hacking into my network?
How do I reduce the risk of data loss? How do I increase
my connection speed? How do I minimize the labor cost to
maintain and support my network? How do I minimize my
investment in email/unified messaging? How do I open up
new distribution channels for my company’s products and
services? How do I legally reduce software licensing costs?
How do linvest in hardware and software for my business that
will guarantee the highest possible return? How do I improve
the reliability and lower the costs of my telephone systems?

Our service offerings consist of: Broadband interet con-
nections, network support contracts, website/application
developments, hardware, software investments, fiber and
wirless retrofits, voip telephony solutions.

© Copyright 2010 by The Regents of the University of California
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Paths to prosperity @ @

Montecito
Bank & Trust”

monteci m

You know better than anyone that managing your own
business takes vision, creativity and lots of hard work. It also
takes a special kind of banking relationship to support you as
your business grows and evolves.

Although it may seem that most banks offer the same ba-
sic services, we think you’ll find Montecito Bank & Trust
distinctly different. That’s because we make it our business
to listen carefully and collaborate closely. We’ll customize
just the right solution for your current needs and future goals,
and earn your trust in the process.

Montecito Bank & Trust got its start 35 years ago as a lo-
cally owned bank, and remains locally owned today. We are
profitable, have the liquidity to be actively lending, and are
well-capitalized. For the past ten consecutive years we have
received a Premier or Super Premier rating by The Findley
Reports, an independent service which rates the financial
performance of California banks.

So, whether it’s a loan to fuel your growth, a sweep ac-
count to maximize the return on your deposits, or the speed
and convenience of online and mobile business banking,
our relationship managers will help you solve your financial
needs. And, our tenured Wealth Management professionals
deliver individualized strategies for successful investment
management and advisory services, and complete trust and
estate services.

There’s no better time to make a banking relationship
change. We’d like the opportunity to get to know you and learn
about your business. Let Montecito Bank & Trust provide you
with a uniquely valuable financial experience.

Customized financial solutions just right for the times —
some of the many Paths to prosperity® you’ll find at Mon-
tecito Bank & Trust.

Rabobank

www.rabobankamerica.com

Rabobank, N.A. Profile for UCSB Economic Forecast for
South Santa Barbara County.

Rabobank, N.A. is a California community bank that pro-
vides personalized service and a full array of quality products
to individuals, businesses and agricultural clients. With 92
retail branches and 15 commercial banking centers, we serve
the needs of communities from Sacramento to the Imperial
Valley through local decision making and active community
involvement by our employees.

Rabobank serves Santa Barbara County with 17 retail
branches and two commercial banking centers. We offer
business checking and savings plans, cash management ser-
vices, business loans and lines of credit, business equipment
leasing, agricultural financing, investment management and
trust administration services.

Our lending decisions are made locally and the money you
deposit at Rabobank is invested back into the community
through loans to local businesses like yours. Our unique size
allows us to respond quickly to customer needs and tailor our
services to each community we serve.

Safe, sound and secure, Rabobank, N.A. is part of the
Rabobank Group, one of the safest banks in the world with
more than 110 years of trustworthy service. Rabobank, N.A.
is well capitalized and can meet the needs of its customers
without government assistance.

To learn how Rabobank can help you reach your business
goals, stop by or call any of our local offices:

Commercial Banking

33 E. Carrillo Street, Santa Barbara, 879-9318

Retail Banking

33 E. Carrillo Street, Santa Barbara, 963-5871
914 Carpinteria Street, Santa Barbara, 963-8928
2222 Bath Street, Santa Barbara, 682-3999
5340 Hollister Avenue, Santa Barbara, 683-3000
5956 Calle Real, Goleta, 967-0451

5030 Carpinteria Avenue, Carpinteria, 684-7602

© Copyright 2010 by The Regents of the University of California
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www.independent.com

QUALITY ROCHK

The Santa Barbara Independent is Santa Barbara County’s
99.9 : most comprehensive weekly guide to local politics, news,

: lifestyle, entertainment, and the arts. It contains the most
complete listing of community events and is must reading

for active Santa Barbara County residents.
K~LITE 101.7

The Independent is an active sponsor of numerous com-
munity events through advertising grants that have supported

“ ews Ta I k the Mariachi Festival, Old Spanish Days, UCSB Athletics, and

the Economic Forecast Project, among others. More than 125
community non-profits from the Arts Fund to the Endowment
A M 9 9 0 for Youth receive free advertising through the Independent’s

public affairs program.

i

Readership surveys reveal that the average Independent
reader is 40 years old, college-educated and affluent. With a
40,000 circulation, and a pass-along rate of approximately
three readers per copy, the total reach of the Santa Barbara
Independent is more than 120,000 South Coast readers.

The Independent is available at more than 400 locations
from Carpinteria to Lompoc. Like the best things in life, it’s
still free!

© Copyright 2010 by The Regents of the University of California 7
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As Southern California’s oldest daily newspaper, the
Santa Barbara News-Press has reported on Santa Barbara
County news for more than a century. More than 140,000
readers turn to the News-Press daily for a complete look at the
issues that affect the county, state and nation. The newspaper
is the leading supplier of news, information and advertising
for the Santa Barbara County area. During recent years, the
News-Press has been awarded the California Newspaper
Publishers Association’s prestigious General Excellence
Award five times.

In recent years, the News-Press has moved aggressively
to serve the changing needs and desires of our audience, and
become a multi-media communications company. Broadening
our reach beyond the daily paper in providing comprehensive
community news and information, we also offer news on the
radio, through our partnership with KZSB-AM 1290, and on
the web, with live, breaking news and updates throughout the
day on newspress.com. The latest addition to newspress.com
and one that adds to the News-Press’ commitment to being
the source for local news on the Central Coast, is News-Press
TV streaming local news reports 24 hours a day accessible
via computer from anywhere in the world. We also publish
several specialty publications, including the weekly Goleta
Valley Voice, the monthly Blue Edge Magazine and the bi-
weekly Spanish-language El Mexicano de Santa Barbara. And
NP Commercial Printing offers pre-press services and high
volume offset printing for publishers throughout California.

As part of its ongoing commitment to the community, the
News-Press supports more than 100 non-profit organizations
each year. Through donated advertising space and cash dona-
tions, the News-Press contributes nearly $250,000 to Santa
Barbara area non-profits yearly.

INEWS-PRESS A\

THE TOWBES
.GROUP, INC.
www.towbes.com

The Towbes Group, Inc. is a Santa Barbara based develop-
ment, construction and asset management company dedicated
to providing customer satisfaction. Our company has a history
of over fifty years of professional experience in all aspects of
residential and commercial real estate development, includ-
ing construction, development, and property management.
We have developed over 5,000 residential units and over 1.4
million square feet of commercial properties. We currently
manage 2.0 million square feet of commercial space and
1,800 residential units. Almost all of this development has
been in the tri-county area, and a majority has been in Santa
Barbara County.

We are pleased to be a sponsor and to support the UC Santa
Barbara Economic Forecast.

© Copyright 2010 by The Regents of the University of California
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THE BANK
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Reversing the national trend of big banks buying local
banks in November of 2009, a well recognized group of
Santa Barbara business leaders and philanthropists purchased
control of the Bank of Santa Barbara from Michigan based
Capitol Bancorp.

These local investors shared a vision to create a truly
committed Santa Barbara community focused bank. A bank
designed not to serve the globe, the state, or even the central
coast, but to serve local businesses, professionals, and non-
profit organizations from Carpinteria to Goleta.

This change of ownership also came with additional capi-
tal to support the needs of our business community. In the
first four months under new leadership, the community has
acknowledged this change by transferring relationships to
grow the Bank by more than 75%.

The Bank of Santa Barbara offers the full array of banking
products and services, backed by a commitment to highly per-
sonalized service for our neighbors. Every decision is made
right here, by experienced local banking professionals who
understand your business and our community because they
are part of it. These experienced professionals are committed
to supporting the people and organizations which make Santa
Barbara a special place to live and work.

For us it’s a two way street; it’s critical the Bank is loyal
to our clients in the same way we expect our clients to be
loyal supporters of the Bank. Not just in the good times, but
especially in the tough times. We are THE BANK of Santa
Barbara. We are located at 12 East Figueroa Street and we are
open 9:00 a.m. - 5:00 p.m. Monday through Friday or anytime
by appointment. Visit us at www.bankofsantabarbara.com or
call 805.730.7860.

BPW MWM
BARTLETT, PRINGLE MISSION WEALTH
& WOLF, LLP MANAGEMENT, LLC

www.bpw.com

Bartlett, Pringle & Wolf, LLP (BPW) and Mission Wealth
Management, LLC (MWM) consist of the leading Certified
Public Accountants and Wealth Managers on the Central
Coast. We provide our clients with the best of both worlds—
personalized local service with the knowledge and expertise
of a national firm.

To our clients and team members, relationships continue to
be a cornerstone to our business for which BPW has served
our community since 1948. Offering a full range of financial
services, the collective experience of over 75 professionals,
including 28 CPAs, are focused on helping clients achieve
their goals, strategically plan for the future, meet compliance
requirements and be proactive in their quest for opportunity
and guidance.

Celebrating the ten-year anniversary of MWM, the inte-
grated services of this nationally recognized firm offers a
unique experience for clients. Providing clarity to difficult
financial decisions not only saves time but it provides peace
of mind. This winning partnership allows clients to evaluate
many aspects of their financial landscape in concert with tax,
estate, risk and investment choices.

Our professionals have the experience and commitment
to provide comprehensive, integrated services across many
disciplines. This means that if you need tax or investment ser-
vices today, a cost segregation study on a building purchased
tomorrow and estate planning in the future, our full suite of
services are structured to anticipate and keep pace with your
ever-changing financial needs.

Together, BPW and MWM offer a complete menu of fi-
nancial services including:

* Tax Planning and Compliance

* The area’s largest Audit and Accounting Department
* Estate Planning

* Financial Planning

* Integrated Wealth Management

© Copyright 2010 by The Regents of the University of California
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» Implementation and support of Microsoft Dynamics
business solutions

* Business Consulting

* Bookkeeping Services

* Cost Segregation Studies

* 1031 Exchange Solutions

* Insurance Services

* Forensic Accounting

* Investments

* Risk Management

BPW and MWM successfully help individuals and busi-
nesses navigate the myriad of financial issues that face people
everyday. Sometimes the solution is simple and other times
it is complex. Our clients are comforted that we have seen it
before and know how to address the issues to make their lives
easier. At the end of the day, it is about people, relationships,
communication and experience. When you put all of that
together, the client has a winning combination on their side.

To learn more about how BPW and MWM can help you
on your path to financial wellness, please call BPW at (805)
963-7811 or MWM at (805) 882-2360.

*Rankings based on average client size for the year end-
ing December 31, 2009 as published in Wealth Manager and
Financial Advisor magazines. Securities offered through
NATIONAL PLANNING CORPORATION (NPC), Member
FINRA, SIPC Advisory services offered through MISSION
WEALTH MANAGEMENT, LLC (MWM). California In-
surance License #0D35068. BPW and MWM are separate &
unrelated companies from NPC.

mD

rnmen

The City has adopted an Economic Development Plan and
Implementation Program that contains the following Goal
Statement:

To affect and stimulate the Santa Barbara economy through
proactive collaboration, teamwork, and establishment of
partnerships with the business community, school districts,
universities and colleges resulting in replacement of lost jobs,
expansion of the diversity of the economic base, and increase
of economic activity for sustaining our local economy.

Toward that goal, the City has established a management-
level Economic Development Response Team that meets
regularly to address specific issues and respond to economic
development opportunities. Staff members of the City Admin-
istrator’s Office and the Community Development Depart-
ment are charged with implementation of the Plan.

The Redevelopment Agency of the City of Santa Barbara
engages in activities in the Central City Redevelopment
Project Area that promote economic development and the
elimination of blighting influences. Those activities include
acquisition and consolidation of property, below-market-rate
financing, public-private partnerships, and the provision of
affordable housing.

10
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County of Santa Barbara,
County Executive Office

www.countyofsb.org

The County Executive Office (CEO) acts as a key
resource to the Board ofSupervisors, providing administra-
tive, fiscal, operational, and organizational policy recom-
mendations to the Board, and is responsible for ensuring
that the entire organization faithfully implements Board’s
policies. It is the CEO’s role to detect and report horizonal
issues, opportunities and trends to the Board in time to take
appropriate action, and to keep the Board informed of the
socio-economic and political environment of the County
through the strategic scan and the strategic planning process.

cox

Business®

WWW.COX.COm

Voice, Video and Data services by one incredible company
with the highest ratings on customer service, on the most
advanced finer optic network with a company that provided
local connections to our community. All this from the people
down the street at Cox Santa Barbara.

Cox Business Services offers local businesses access to in-
novative communication products over an advanced state of
the art fiber-based network. Cox Business Services provides
for the high bandwidth telecommunications needs of large,
medium and small companies in our community. Business
phone service is available for small and medium size busi-
nesses. Cox Business Video is available with access to the
best programming and music available.

Cox Media, the cable network advertising unit, is the most
direct method reaching directly into the homes with business
messaging over more than 50 cable networks designed for
specific product target audiences.

Cox’s Digital Cable Service adding to its superior cable
television service, more than 180 video and audio channels
to Cox’s cable television lineup without having to purchase
a satellite dish or install an unsightly antenna. Cox HD Ser-
vice and Cox Digital Video Recording (DVR) devises are
also available.

Obtaining faster access to the Internet for your home is
why Cox Communications’ unique connection is available
through the Cox High Speed Internet product.

Cox continues to be a leader in technology as recognized
by Cablevision Magazine three times honored as the Opera-
tor of the Year. Cox Communications has also been honored
twice as the Most Innovative Cable Company Award at
NetWorld+Interop by Inter@ctive Week. Cox Communica-
tions Santa Barbara consistently receives the National Cable
Television Award for Customer Excellence. Cox has recently
been awarded JD Powers Awards for small business services,
and local phone service.

© Copyright 2010 by The Regents of the University of California
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Pride. Commitment. Community. Since 1915.

www.jordanos.com

In 1915, when the first Jordano Brother’s Market opened
in Santa Barbara, a rich tradition of integrity, quality, and
service was born. Today, Jordano’s has grown to become the
43 Jargest independent broadline foodservice distributor in
the United States and remains a highly valued member of the
local business community.

From its corporate headquarters and warehouse complex
in Santa Barbara, Jordano’s Foodservice maintains a sales
and distribution network that serves more than 35 different
market segments in nine key counties throughout Central and
Southern California.

Jordano’s makes over 10,000 foodservice products avail-
able to a diverse customer base that includes restaurants,
schools, universities, hospitals, military facilities, casinos,
hotels, cruise lines, marine and offshore installations, and
federal and state institutions.

Pacific Beverage proudly distributes Anheuser-Busch
brands and other fine beers through its four warehouses in
the Tri-Counties: Oxnard, Santa Barbara, Santa Maria and
Santa Margarita.

Jordano’s remains a locally owned company dedicated
to providing the best possible products and service to their
customers. They are committed to the welfare of their 500
employees and their employees’ families in the tri-counties.

L)
NOOZHAWK @Ecom

We've got news for you!

www.noozhawk.com

Noozhawk delivers the freshest news in Santa Barbara and
Goleta, day and night. Since our launch in late 2007, we’ve
established Noozhawk as an accessible, credible and reliable
community resource for mainstream local daily news and
information — exclusively online at www.noozhawk.com.
No other local media source provides more professionally
reported content.

We’re covering our community in two unique ways: With
professional journalists providing original reporting on issues
and topics of the day, especially local news and K-12 educa-
tion, and by inviting community members to share their own
stories on the everyday activities with which they’re involved.
The concept allows Noozhawk to reach more deeply into the
community than any other publication.

And if you can’t make it to us, we’ll come to you — with
our free daily e-Bulletin that we deliver to your inbox each
day at 4:15 a.m. Your neighbors will never have to see you
in your robe again.

We’ve also got exciting news of our own, with a new look
on the way, an iPhone/BlackBerry marketing app powered
by Qvew, and a grant from the nonprofit Common Sense
California to conduct a civic engagement project for the city
of Santa Barbara’s budget. You can follow us on Twitter (@
Noozhawk) or friend us on Facebook.

We’ve got affordable, effective advertising and sponsor-
ship opportunities for every budget. Our recently launched
Real Estate section is a hit with readers and Realtors and
is one of the fastest-growing areas of our site. And we can
cross-promote you among our growing family of affiliates:
PresidioSports.com, SantaBarbaraSurfer.com, sbparent.com,
Pumpflix and KRUZ 97.5-Cumulus Radio.

We’re proud to be part of this community and we’re
privileged to be involved with the UCSB Economic Forecast
Project. A healthy economy means a healthy community, and
it all starts with business.

12
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THE

CENTER OF IT ALL

paseonuevoshopping.com

Paseo Nuevo Shopping Center, located in the commercial
and retail heart of downtown Santa Barbara is the premier
shopping destination for locals and tourists. Visitors can
stroll the sun-drenched promenade and the winding paseos
surrounded by over 70 exclusive local and national shops and
restaurants. A unique feature of this outdoor center is the at-
tached Arts Complex which includes the Contemporary Arts
Forum and Center Stage Theater.

Anchored by Nordstrom and Macy’s, Paseo Nuevo includes
such premier destinations as Sephora, bebe, California Pizza
Kitchen, Aveda, lululemon athletica, Ben & Jerry’s, Aber-
crombie & Fitch, Pascucci, Aldo Shoes and Cache.

10 YEARS OF
iXGEI.I.EIICE IN

www.pacbiztimes.com

Pacific Coast Business Times is the only weekly business
journal serving the Tri-Counties region.

Since its founding in March 2000, the Business Times has
built a reputation for accuracy and in-depth reporting and
has won numerous national and regional awards including a
“Blue Ribbon” small business award from the U.S. Chamber
of Commerce in 2007.

The Business Times operates the largest financial news team
between the San Fernando Valley and the Silicon Valley. Each
edition offers subscribers a variety of news and information,
including sections on technology, small business, personal
finance and our must-read “Top 25” lists.

Included with each subscription are more than 20 special
reports including Dealmakers of the Year, Best Places to
Work, a Year-end Tax & Financial Planning Guide and a

number of Who’s Who sections that profile the major players
in a number of industry segments. Subscriptions also include
a copy of our Book of Lists, the region’s most comprehensive
directory of business-to-business connections.

The Business Times also produces six major business-to-
business awards events each year. These events offer special
sponsorship and networking opportunities and a chance to get
to know the region’s top private sector companies.

The Pacific Coast Business Times is delivered primarily
through subscription at an annual price of $49.99 for 52 issues.

A full-time staff in editorial, advertising sales and circula-
tion is eager to help and serve you. For subscription or ad-
vertising information, please contact us at 805-560-6950. Or
visit us online at www.pacbiztimes.com for news or to sign
up for our free email newsletter.

© Copyright 2010 by The Regents of the University of California
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RADIUS

Commercial Real Estate & Investments

radiusgr m

Radius Group Commercial Real Estate is the dominant
full-service commercial real estate brokerage firm on Cali-
fornia’s Central Coast. On an annual basis, Radius Group
brokers finalize an unmatched volume of commercial sale
and lease transactions.

Radius Group provides the strong communityengagement
and dedication to clients’ needs that only a proven team of
real estate professionals can support. Radius Group also
contributes to the business community with its sustained in-
dustry data reporting and market forecasting. With a unique
team philosophy as its backbone, Radius Groupmaintains the
distinct ability to not only meet their clients’requirements,
but go above and beyond to produce desired results with a
high degree of diligence and flexibility.

Should you have any questions please do not hesitate to
contact me.

Thank you,

Melinda Bie, Director of Operations
Radius Group Commercial Real Estate, Inc.

205 E. Carrillo, Suite 100 | Santa Barbara, CA | 93101
Tel: 805.965.5500 | Fax: 805.965.5300 | Direct: 805.879.9610

mbie@radiusgroup.com | www.radiusgroup.com

§&S)

www.sssseeds.com

S&S Seeds inc is a primary wholesale supplier of drought
tolerant and native plant seed. We feel our chief distinction
is service and fine quality seeds. We have research and de-
velopment trial fields for evaluation of new and old species.
Our production fields and extensive collections of native
plant seed allows us to offer more than 900 plant species,
including wildflowers, native and reclamation grasses, trees,
shrubs and native plants.

We utilize state of the art seed cleaning equipment to pro-
cess seed and by continually testing for purity, germination
and pure live seed counts at certified laboratories, top quality
seeds are assured.

DAILY SOUND

hedail n m

The Santa Barbara Daily Sound, a free daily publica-
tion serving southern Santa Barbara County from Car-
pinteria to Goleta, focuses on local community news
with an unbiased outlook. The Daily Sound is pub-
lished Monday through Friday and is distributed to over
250 single copy locations throughout the south coast.

In 2006, Editor and Publisher Jeramy Gordon founded
the paper as an alternative source for daily news. Since
its first publication in March, the paper has quickly grown
into a mainstream news source for local information.

As a free circulation newspaper, the Daily Sound relies
on advertising to survive. With competitive rates, businesses
of all sizes are able to advertise effectively and affordably.
The Daily Sound prides itself on community involvement
and sponsors many local events at all levels.
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WORKFORCE

INVESTMENT BOARD

SANTA BARBARA COUNTY

www.wib.ventura.org

The Workforce Investment Board is dedicated to serve
the workforce needs of businesses, adults, laid-off workers
and youth throughout Santa Barbara County. The WIB is a
public/private partnership created by the Federal Workforce
Investment Act legislation and is staffed by the County of
Santa Barbara. We provide free services through the two
Workforce Resource Centers (One-Stops). Programs include
employment services for job seekers, the latest labor market
information, and regional workforce research for businesses
as well as training that specialize in helping people gain the
skills and confidence necessary to find and obtain a job. We
partner with the two local community colleges for training and
skills updating in order for job seekers to be prepared for job
opportunities. The Workforce Investment Board also provides
summer and year-round youth employment programs as well
as gathers relevant industry information and data necessary
for business success. The Workforce Investment Board is
dedicated to ensuring the long term economic success of
Santa Barbara County by supporting the needs of employers
and pairing that need to find qualified workers with the job
seekers’ need for career opportunities.

" it

HOTEL & COUNTRY HOUSE

www.uphambhotel.com

The Upham Hotel and Country House, located in the heart
of Santa Barbara’shistoric downtown, is a garden oasis con-
venient to boutiques, gourmetrestaurants, performing arts
theatres and museums. The hotel offers 58unique accom-
modations including luxurious suites and cottages, some
with fireplaces. Well appointed rooms include the special
touches that discerning travelers appreciate: spa quality bath
products, plush terry cloth robes, down comforters and pil-
lows, and fresh cut flowers. Business travelers appreciate the
complimentary wireless internet access and parking. Room
rates include a deluxe continental breakfast buffet, afternoon
refreshments of fruit, wine and cheese, and Oreo cookies with
milk in the evening.

The historic meeting facility offers the ultimate combina-
tion of quaint bed and breakfast with the convenience of a
full service hotel and conference facility. The lush gardens
and sweeping verandas provide the perfect setting for meet-
ings, conferences and events. The Country Hous offers the
most unique accommodation choice. The entire house can
be booked for an exclusive executive retreat.

Please contact me should you need anything else.

Best,

Marjorie Robertson
Upham Hotel
805-962-0058

© Copyright 2010 by The Regents of the University of California
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BUSINESS FIRST BANK
A division of HeritageOaksBank®
www.businessfirst.com

At Business First, we are inspired
by innovation, entrepreneurship, cre-
ativity, and enthusiasm. Our bankers
are ABSOLUTELY dedicated to local
businesses. We are focused and com-
mitted to helping you and your business
succeed.

Business First Bank is well capital-
ized and ready to deliver the financial
support local businesses need for both
short and long term growth. We embrace
every single relationship, identifying the
needs of our clients and through local
decision making provide products and
services that help your business grow
and prosper.

We recognize that one of our greatest
assets is our employees — the people
who serve you everyday. Our team
prides themselves on going the “Extra
Mile” to exceed the expectations of our
clients every day by being Responsive,
Respectful and Reliable.

Come experience why more local

businesses are moving to Business
First Bank.

CITRIX' online

itrixonlin m

Citrix Online provides secure, easy-
to-use online solutions that enable peo-
ple to work from anywhere with anyone.
Whether using GoToMyPC® to access
and work on a remote PC, GoToAssist®
to support customers or GoToMeeting®
to hold online meetings, GoToWebi-
nar® for larger Web events and GoTo-

TrainingT for interactive online training,
our customers - more than 35,000 busi-
nesses and hundreds of thousands of
individuals are increasing productivity,
decreasing travel costs and improving
sales, training and service on a global
basis. A division of Citrix Systems, Inc.
(Nasdaq:CTXS), the company is based
in Santa Barbara, California.

For more information, visit www.
citrixonline.com or call 805 690 6400.

HEALTH SYSTEM

=
L(;ottage

health: m.or

Cottage Health System, formed in
1996 as the parent organization of the
following not-for-profit hospitals, is
guided by a volunteer board of directors
from the greater Santa Barbara com-
munity. Its mission lies in providing
superior health care through a commit-
ment to our communities and to our
core values of excellence, integrity and
compassion.

Santa Barbara Cottage Hospital

Today a 408-bed acute care teaching
hospital and trauma center, the largest
of its kind between Los Angeles and the
San Francisco Bay Area, the hospital
was founded in 1888 by 50 women
determined to provide a healthcare
facility for the growing community of
Santa Barbara. Now with annual admis-
sions of almost 19,000 patients, 38,500
emergency department visits, and 2,500
births, the hospital is renowned for
its comprehensive maternal-child and
pediatric services (Cottage Children’s
Hospital), cardiac, neurosurgical, neu-
roendovascular and oncology programs,
emergency and trauma services, modern
operating rooms, sophisticated diag-
nostic radiology equipment, outpatient
imaging center, outpatient surgery, eye

center, rehabili-tation services (Cottage
Rehabilitation Hospital), and psychiat-
ric and chemical dependency services.
Its medical staff of more than 600 in-
cludes specialists in all major clinical
areas, many of whom are involved in
the training and education of new physi-
cians in the hospital’s internal medicine,
general surgery and radiology residency
programs.

DYER
SHEEHAN
GROUP, INC.

www.dyersheehan.com

Dyer Sheehan Group, Inc. (“DSG”)
provides a broad range of professional
services to the real estate investment and
development communities, as well as to
governmental agencies and financial in-
stitutions. In addition to offering expert
brokerage services involving apartment
or NNN leased investments, and land for
development; DSG conducts detailed
market research, feasibility, and other
specialized studies, to address specific
real estate issues. Dyer Sheehan Group
studies over 19,000 Ventura County
apartment units, and 5,000 Santa Barba-
ra County apartments on a semi-annual
basis. The resulting survey summary
data, along with a professional market
perspective, is published annually by the
UCSB Economic Forecast Project. DSG
President, Dawn Dyer, is proud to be a
member of the Ventura County Board
of Directors of the UCSB-EFP.

Dyer Sheehan Group also specializes
in analyzing residential development
projects, negotiating complex land
use and entitlement permit issues, and
building political consensus for the ap-
proval of: General Plan Amendments,
Zone Changes, Planned Development
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Permits, Tract Maps, Annexations, and
Local Coastal Plan Amendments. DSG
Principals have demonstrated a strong
ability to facilitate open and productive
dialog, enabling decision makers, com-
munity groups, and developers to work
together to create development projects
which are consistent with the vision and
priorities of the specific locale.

&

v FARM CREDIT WEST
e -

Farm Credit West (which is com-
posed of Farm Credit West, FLCA and
Farm Credit West, PCA) is a borrower-
owned cooperative providing credit to
producers of food, fiber, and flowers in
Kern, Kings, San Luis Obispo, Santa
Barbara, Tulare, and Ventura counties.
Farm Credit West is pleased to sponsor
this Economic Outlook program in an
effort to better document agriculture’s
important role in California economy.

As a lender specializing in a single
industry--agriculture--Farm Credit
West is dedicated solely to proving that
THE CUSTOMER COMES FIRST by
providing superior customer service
at competitive rates. For the past six
years the Association has returned cash
patronage refunds to its borrowers; in
each of 2005 and 2006 those refunds
averaged 0.50% of the customer’s aver-
age borrowings.

The Board of Directors for Farm
Credit West is composed of agricultural
leaders who ensure that the Association
provides the highest quality, value-
added service by developing an in-depth
understanding of California agriculture.
Capitalizing on its customer-driven
specialization, Farm Credit West is the
premier originator of agricultural oper-
ating and mortgage loans in its territory.
Other services offered include lease
origination and fee appraisals.

Visit www.FarmCreditWest.com for
more complete information.

First American Title

www.firstamericantitle.com

Evolving from a one-county abstract
company in 1889, The First American
Corporation is now a diversified, inter-
national business information products
and services provider and a recognized
FORTUNE 500® company. First
American brings the strength and exper-
tise of more than 35,000 employees and
2,100 offices and an extensive network
of agents throughout the United States
and abroad to the nation’s businesses
and consumers. Using proprietary or
public records, First American gathers
data and forms it into useful, decision-
ready information products and ser-
vices. By truly focusing on the needs
of the consumer, First American has
developed services and technology that
are increasingly flexible, efficient and
cost effective.

With headquarters in Santa Ana, Cali-
fornia, First American’s role in buying a
home includes providing all the related
services needed to complete a home
purchase including real estate appraisal,
title insurance, flood-zone determination,
mortgage document preparation, prop-
erty and casualty insurance and more.

On a local level, First American Title
continues to be #1 in overall market share
in the resale, refinance and new home
markets. Karen Chackel, County Man-
ager, directs five offices in the county -
Santa Barbara, Montecito, Santa Maria,
Lompoc and Solvang - and is dedicated
to providing excellent service with integ-
rity and professionalism.

www.hacsb.org

The Housing Authority of the City
of Santa Barbara (HACSB) is a local
public agency created for the purpose
of providing safe, decent, and high
quality affordable rental housing to
persons and families with limited in-
comes. The Housing Authority strives
to craft creative solutions to the Com-
munity’s affordable housing demands
in a holistic manner. The Authority’s
dedicated Commission and Staff ensure
that HACSB continues to be a well-
managed, compassionate and effective
service provider as opposed to a public
bureaucracy. The results of this vision
are many and include a hard working,
high quality and fiscally sound organi-
zation with objective goals and mea-
surable achievements. To this end, the
Housing Authority currently provides
affordable housing to approximately
3,200 low-income households in south
Santa Barbara County through a variety
of programs. This includes public hous-
ing that we own and operate, congregate
living facilities for frail seniors, support-
ive housing for the homeless as well as
the Section 8 Housing Choice Voucher
program which subsidizes rents for low
income households in private rental
housing. Through Section 8 alone, the
Housing Authority infuses nearly $25
million per year in federal tax revenue
to the South Coast economy.

© Copyright 2010 by The Regents of the University of California

17



4 UNIVERSITY OF CALIFORNIA SANTA BARBARA
@i ECONOMIC FORECAST PROJECT

Contents

U.S. Forecast 19
California Forecast 35
Santa Barbara Forecast 51
Employment and Income 61
Business Activity 75
Agriculture 85
Santa Barbara County Wine Industry 91
Residential Real Estate 97
South Coast Apartment Market 113
Multifamily Market Review and Forecast 119
North Santa Barbara County Commercial Real Estate 123
South Coast Commercial Real Estate-2009 Year End Review 129
South County Commercial Real Estate Vacancy and Sales Update 139
Demographics 143
Quality of Life 155

18



U.S. Forecast

by Christopher Thornberg

Beacon Economics

Contents

The Big Picture: Not out of the Woods Just Yet
The 2010 Economic Rebound

Real Estate

Consumer Spending and Public Deficits
Inflation and the Federal Reserve

Are There Any Bright Spots?

4 UNIVERSITY OF CALIFORNIA SANTA BARBARA
@i ECONOMIC FORECAST PROJECT

20
22
26
29
31
32



U.S. Forecast

UCSB Economic Forecast Project

The Big Picture: Not out of the Woods
Just Yet

Any discussion of the 2008-2009 recession will nec-
essarily include a litany of “worst since the Second
World War” caveats. The decline in real economic out-
put, the decline in international trade flows, the pro-
portionate and total losses of jobs and real income,
the rise in the unemployment rate and the decline in
business spending all were at record levels. The best
that can be said is that the more bearish predictions
of a complete global economic meltdown did not come
true. Whether this is due to the massive bailout of Wall
Street banks—and bankers—as has been stated count-
less times by those behind the bailout plans or simply
because the risk of such an event was overstated will
never be known.

More important, the recession has come to an end.
All signs point to it, from housing prices to labor
markets, economic output, and, of course, the finan-
cial markets, which have been positively giddy over
the past 12 months. And banks are starting to loosen
their purse strings—recent figures from the Federal
Reserve Lender Survey show banks loosening their
credit standards and reducing the rate premiums they
charge borrowers. The big question now is, how sus-
tainable will the recovery be?

...less than half the stimulus money has been
spent—$151 billion is in process right now,
and another $321 billion will be spent this

year. With this kind of boost, 2010 could end

up being a very strong year.

Our view on this has been changing in recent months.
We are becoming more ‘optimistic’ in the short run.
Recovery is already underway and much of the stimu-
lus has yet to hit the economy. For example, the Fed-
eral Reserve has injected unprecedented amounts of
liquidity into the economy, but much of this boost

The nation seems to be trading in its private
bubble for a public one, swapping one set of
unsustainable economic drivers for another.

never made it to Main Street—in fact most has been
absorbed by the banking sector in the form of ex-
cess reserves. With bank lending starting to flow again
some of that $1.2 trillion could hit the economy this
year. Let us not forget to mention all that stimulus
spending that is still trying to find a project to fund.
According to the website Propublica, less than half the
stimulus money has been spent—$151 billion is in pro-
cess right now, and another $321 billion will be spent
this year. With this kind of boost, 2010 could end up
being a very strong year.

Bank Excess Reserves
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Of course we used the word ‘optimistic’ in quotes, be-
cause a solid 2010 does not necessarily mean a good
2011 or 2012. Indeed, we are also becoming more pes-
simistic in the medium run. Although having growth
return in the short run is clearly a good thing, it has
not occurred because the U.S. economy has moved be-
yond the issues that plagued it at the start of the reces-
sion two years ago. Rather it is due primarily to fiscal

and monetary policy.

While these actions have done what they were in-
tended to do—namely, stabilize the economy—they
come with a cost. First, the interventions are creat-

20
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ing their own set of potential imbalances—an out-of-
control Federal deficit and the potential for massive
inflation. Second, these programs have slowed the
closing of the imbalances in the economy that pushed
us into the recession in the first place, and in some
cases the problems are actually getting worse.

In short, the nation seems to be trading in its private
bubble for a public one, swapping one set of unsustain-
able economic drivers for another. And as with all bub-
bles, the pop, when it occurs, will likely prove painful.

What are these ongoing imbalances? They include
consumer spending, which is currently at an all-time
high percentage of personal income. The recent rise
in savings rates is an illusion created by the record tax
cuts that were part of the stimulus package. The banks
aren’t out of the woods yet, either. The collapse in as-
set values has left banks with many underwater loans.
This has been covered up by changes in the account-
ing rules—but the losses will still need to be accounted
for eventually. Rising home prices mask the fact that
over 6 million mortgages are currently nonperform-
ing in the United States—a supply that will eventually
need to be addressed.

The rally in the equity markets seems to be occurring
despite the fact that overall asset prices still seem too
high given our long-run potential for growth. And the
bounce in the asset markets overlooks the fact that
overall the national deleveraging that needs to occur
to shed off record levels of debt has yet to really get
underway. It’s clear that the economy is far from be-
ing on stable footing.

But if you are reading this report hoping for some
clearer sense of what comes next, we apologize up
front for not being able to deliver a clearer picture of
the U.S. economy. Forecasting in normal times is a dif-
ficult challenge, true to the cliché that it is as much
of an art as a science. And right now the economy is
a forecaster’s nightmare—it is in a place it has never
been, with challenges ahead it has never seen before.

Forecasters who think they have a clear vision of how
it is all going to play out are either fools or frauds.

Right now the economy is a forecaster’s
nightmare—it is in a place it has never been,
with challenges ahead it has never seen

before.

The best-case scenario is that the Federal Reserve and
the Obama administration manage to draw down the
public bubble slowly, a possibility that private bubbles
typically don’t share. In this situation, they manage
to pull back on the stimulus slowly (The Fed gradu-
ally withdraws the excess liquidity, the Federal Gov-
ernment is able to close the budget deficit slowly, the
FDIC manages bank failures on a gradual basis, and
so on) as the economy heals and meets the ongoing
challenges. But this will require a delicate touch, to
say the least—one unfortunately not normally associ-
ated with congressional politics. In such a scenario,
the 2010 boom will be followed by a period of slow
growth, perhaps for two years or more.

The worst-case scenario is that the bubble pops
rapidly, putting the economy squarely back into an-
other recession—the double dip. The potential sources
of such a scenario come from many directions:

» The Federal Reserve might not be able to contain
the beast it has unleashed, and the new liquidity-
driven financial bubble could continue to grow de-
spite efforts to slow it down, until it painfully pops
of its own accord.

s Inflation could change from cold to hot quickly,
forcing the Fed’s hand. Rates could spike as a result,
the dollar could drop in value, and the real cost of
borrowing could hit very high levels.

= The global sovereign debt worries could affect the
United States, causing the cost of borrowing to rise
sharply and forcing the U.S. government to adopt
some degree of rapid fiscal austerity.

Santa Barbara County Economic Outlook 2010
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So enjoy 2010—it should be a good year. But don’t overextend.

» The financial markets could get hit by one or two
large defaults—perhaps caused by a public debt de-
fault in Europe (read Greece) or from some other
direction yet to be revealed. Or the stock mar-
ket could crash and this time the Federal Re-
serve—largely out of bullets—could do little about
the consequences.

So enjoy 2010—it should be a good year. But don’t
overextend. The one thing you can count on is that
economic volatility will be the watchword for the next
few years. The U.S. economy is surely in a better place
than it was two years ago, but we are not yet in a po-
sition to enjoy another extended expansion. And this
shouldn’t be a surprise. The problems that put us here
built up over more than a decade. It is going to take
time to work our way out of them.

In the meantime, count your blessings—because even
an unstable U.S. economy offers its citizens one of the
highest standards of living in the world, something
that Americans too often forget in uncertain times.

The 2010 Economic Rebound

To understand where the economy is today, we have
to first understand how we ended up in this particu-
lar position in the first place. The roots of the reces-
sion began not with the failure of Lehman Brothers,
but back in the mid-1990s. It was then that the great

The roots of the recession began not with the
failure of Lehman Brothers, but back in the
mid-1990s.

financial bubble began to form in the U.S. economy.
Over the next 13 years, U.S. asset prices, for stocks,
bonds, homes, commercial real estate, and so on, rose

to levels that simply made no sense, given long-run
productivity growth in our economy.

One way of seeing this is by considering the basic re-
lationship between the net value of the U.S. economy
(U.S. household net wealth) relative to U.S. GDP—our
national P/E ratio. Given that the U.S. economy grows
at a fairly stable rate (roughly 3% per year in real
terms) the value of assets in our economy should be
proportional to overall economic output over time.
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The P/E ratio for the U.S. economy, which had ranged
between 3 and 3.5 since the statistic first started being
measured after World War I, for whatever reason shot
up to 4.7 between the mid-1990s and the start of the
last recession. In other words, the market value of the
U.S. economy was far too high given our true ability
to meet those future claims. Indeed, it could be argued
that the U.S. economy was “overvalued” by something
on the order of $15 trillion to $20 trillion.
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Overall, the gross amount of debt in the U.S.
economy grew at twice the pace of the
overall economy between 1995 and 2008,
leaving the nation with record levels of debt.

Indeed, this debt is still a large issue for the
U.S. economy.

U.S. Savings v. Trade Deficit
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Along with this increase in asset values came an in-
creased use of credit by banks, consumers, businesses,
and everyone else. Overall, the gross amount of debt in
the U.S. economy grew at twice the pace of the over-
all economy between 1995 and 2008, leaving the na-
tion with record levels of debt. Indeed, this debt is still
a large issue for the U.S. economy. Even though as-
set price collapses have pushed the P/E ratio down
to a figure with a closer resemblance to normalcy
(though still high from a long-term perspective), over-
all debt levels remain quite high relative to GDP even
now—consider the following graph that shows the to-
tal value of credit in the U.S. economy to the growth
value of all assets held by consumers. This leverage ra-
tio has come down some, but still has a ways to go. The
process of deleveraging has yet to fully work its way
through the system.
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The problems haven’t only been on the financial side
of the ledger. American consumers, convinced that
they were rich and getting richer at a record pace, be-
gan to save less and less of their income, and as a direct
result the U.S. economy began to run a record large
trade deficit. In other words, the U.S. economy devel-
oped a structural problem to go along with the ac-
counting problems. Too many resources—capital and
labor—were being devoted to real industries support-
ing consumer spending, home building, finance, and
imports, which in turn were growing excessively due
to the bubble. Too few resources were being devoted
to exports and business investment.

What is perhaps most amazing about this past eco-
nomic downturn isn’t that it happened. The down-
turn was inevitable, and when the bubble popped,
the financial havoc was going to be intense. It was
inevitable that the U.S. economy—and therefore the
world economy—was going to go through a painful pe-
riod of recalibration as resources were reallocated to
sustainable long-run uses. What is truly shocking is

It was inevitable that the U.S. economy—and
therefore the world economy—was going to
go through a painful period of recalibration
as resources were reallocated to sustainable

long-run uses.
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how many economists argued that the economy was
fine even as late as the middle of 2008, even as things
had already started to implode.

Now there are clear signs of growth in the economy.
GDP growth in the fourth quarter hit nearly 6% in real
terms. Admittedly, much of this growth was the end of
the inventory runoff, but aggregate demand growth
was still well into positive territory (albeit below its
long-run average). Consumer spending has been on
the rise, as is business spending on equipment. Fur-
thermore, real exports rose faster than imports in the
fourth quarter. This is one of the reasons that the in-
dustrial part of the economy is also doing well. Indus-
trial production has increased and capacity utilization
is rising sharply.

Contributions to Real GDP Growth by Sector (SAAR)
87to 07 Recess.

2009-1V
Avg. Avg.
Gross domestic product 3.06 —240 5.90
Personal consumption 218 —0.86 1.23
Durable goods 047  —0.66 0.02
Nondurable goods 042 -0.31 0.64
Services 1.29 0.11 0.57
Gross private investment 0.66 —3.32 4.63
Structures 0.04 —-0.41 —-0.47
Equipment/software 0.51 —1.10 1.09
Residential 0.03 —0.87 0.13
Change in inventories 0.07  —-0.94 3.88
Net exports —0.12 1.23 0.30
Exports 0.67 —1.02 2.32
Imports —0.80 224 =2.02
Government 0.34 0.54 —-0.23
National Defense 0.02 0.38 —0.19
Nondefense 0.05 0.13 0.21
State and local 0.27 0.03 —0.25

Source: Bureau of Economic Analysis

Housing construction and the labor markets have not
shown much of a rebound as yet, but even here the
news is better. The labor markets have at least sta-
bilized, and unemployment rates have fallen slightly.
There are a number of signs that recovery in employ-

Housing construction and the labor markets
have not shown much of a rebound as yet,
but even here the news is better. The labor

markets have at least stabilized, and
unemployment rates have fallen slightly.

ment will be starting in the next few months. Weekly
hours worked has been rising among employed work-
ers, and temporary employment has seen sharp in-
creases. Similarly, even though housing starts and
permits continue to sit on the bottom, home prices
have been rising as sales in some markets have been
looking solid.

Perhaps most impressive is the rebound in the finan-
cial markets. Of course, the equity markets are way
up from last year at this time, as has been widely re-
ported in the press. But the bounce is deeper than seen
in the major indexes. After hitting record high levels
in the midst of the crisis in late 2008, risk premiums
have come way down. The so-called TED spread' has
dropped to almost nothing, as has the record spread
between seasoned Baa and Aaa corporate bonds.

Companies in need of refinancing outstanding debt
are finding the process easier than they thought. In
the middle of 2009, as the economy swooned, many
bond experts predicted that 2010 was going to be one
of the worst years ever for corporate bond defaults.
Instead, given the data on loan problems to date, this
year may end up being a below-average year for de-
faults.

!The difference between the 3-month T-bill interest rate and
the 3-month LIBOR interest rate.
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The banking sector has also been a surprise. While
Federal Reserve data shows that loan delinquencies
continue to rise, the recently released data from the
Senior Loan Officer Opinion Survey on Bank Lending
Practices shows that lending terms on many sorts of
loans have actually begun to ease. This is completely
out of sync with past data that shows lending terms
only loosening with a substantial decline in the rate
of delinquency.

As noted, this rebound in the economy owes more to
government policy than strong fundamentals. While
we have all heard bits of information about the inter-
ventions, it may be worthwhile to put them into one
place.

» The Federal Reserve has reduced short-run rates to
near zero. The Fed has also embarked upon an ag-
gressive plan to lower long-run rates through quan-
titative easing—a fancy term for printing money.
The Fed has added almost $1.3 trillion to the mon-
etary base—one of the most aggressive expansions
on record.

» The Treasury has been involved in many direct sup-
port programs—from bailing out AIG and the GSEs
(government-sponsored entities) to managing the
spectacularly underperforming PPIP (the Legacy
Securities Public-Private Investment Program) and
of course TARP. It has also been running the HAMP
programs that are designed to encourage the mod-
ification of mortgages for delinquent homeowners.

» Congress and the Obama administration have also
been involved, with a nearly $1 trillion stimulus
program that does everything from cut taxes to
backfill state welfare systems, direct spending on
various infrastructure projects, and provide a tax
credit for home purchases. A controversial change
in the FASB rules has also been passed, addressing
how banks and other financial institutions value
loans.

= The FHA, which after years of being more or less
pushed out of the home lending market, has come

back with a vengeance, insuring home purchase
mortgages at a record pace.

The potential consequences of these interventions are
clear. Federal debt levels will rise to 70% of GDP within
5 years according to current estimates. It will likely
get there more quickly, given that much of the bailout
tab has yet to be fully recognized on the public books.
In addition, there is the issue of the monetary base ex-
panding by 150%. If the velocity is held constant, this
implies that prices in the U.S. economy should also
rise by 150% within the next five years—a rate of in-
flation that makes the 1970s look tame.

The potential consequences of these
interventions are clear.

Of course, the challenges raised by these interventions
are worth it if these actions get the economy moving
again. But there’s the rub. Even though the economy
is currently expanding, the problems in our economy
are still profound. As the stimulus is unwound, it re-
mains to be seen whether the momentum of current
growth will allow us to take these problems in stride.
If not, the economy will quickly tumble back into a re-
cession.

To illustrate the problems still entrenched in the
economy we will first take a deeper look at two sec-
tors: real estate and consumer spending. In each case,
the positive signs on the surface mask problems un-
derneath. Next, we will take a closer look at Federal
Reserve policy and what it may mean for inflation.

Real Estate

Home prices started to bounce back in 2009 as sales be-
gan to heat up. While the national numbers are mod-
est, some markets are positively hot. Cleveland, Mem-
phis, the San Francisco Bay Area, Denver, and St. Louis
all saw double-digit increases in median prices in 2009
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according to the National Association of Realtors. The
number of bank owned “REO” units has also been in
decline.

Policy, not fundamentals, is driving the real
estate market—a telling analogy for the
force behind the U.S. economy overall.

The Case-Shiller Home Price Index offers additional
evidence of price growth, with more accurate data
broken down by market. The following table lays out
the Case-Shiller estimates of price growth from June
to December by tier of housing. While a few of the
markets still lag, others have shown significant price
gains—particularly at the low end of the market.

Case-Shiller Home Price Index
Price Growth by Tier, Jun-09 to Dec-09, (%, SA)

Low Middle High
Las Vegas -27 —43 -3.0
Tampa 0.0 —-1.5 -2.3
New York 0.1 -0.1 —0.8
Seattle 1.1 —06 0.1
Miami 1.9 —-1.2 3.2
Chicago 7.8 1.3 1.1
Denver 5.7 1.1 0.9
Portland 0.4 2.5 1.7
Atlanta 7.0 3.1 1.4
Boston 4.2 2.2 24
Washington, D.C. 7.4 5.5 3.6
Los Angeles 7.5 7.2 4.2
Phoenix 19.6 5.7 2.3
Minneapolis 224 6.5 5.1
San Diego 11.7 7.2 3.4
San Francisco 11.5 7.6 4.5

Policy, not fundamentals, is driving the real estate
market—a telling analogy for the force behind the U.S.
economy overall. In the real estate sector, policy has
created a big demand push even as it has restricted
supply. Buyers are enjoying record low interest rates

due to the Fed’s policy of “quantitative easing,” where
money is printed and used to buy debt being issued
by Fannie Mae and Freddie Mac. Similarly, the FHA
has vastly expanded its presence in the market over
the past two years, guaranteeing a record number of
mortgages. And, of course, there is the homebuyer tax
credit program (scheduled to end at the end of April).
The original deadline for the program, November 30,
2009, drove a number of people into the market, lead-
ing to an uptick in sales; it remains to be seen if the
new deadline will lift sales in March and April.

All of these programs have a limited lifespan. Fed
Chairman Ben Bernanke has to worry about the in-
flationary pressures created by the expansion of the
money supply. The FHA’s portfolio is seeing record in-
creases in delinquencies. In the very near future, the
government will be reaching into its wallet to bail out
this institution (as well as its banking counterpart, the
FDIC) to the tune of hundreds of billions of dollars.

And even though the housing industry strongly
pushed for and received an extension of the tax bene-
fit, it is only the last two or three months of such pro-
grams that really create the desired result of expand-
ing sales. It is the end of such programs that makes
them work in the first place, as it forces people to
get into the market before the program ends as op-
posed to sitting on the sidelines waiting for prices to
fall further. Note how sales have been falling for the
last three months after the initial deadline. The new
deadline is already showing less of an impact. To ex-
tend them indefinitely takes away their very purpose.

The largest issue, however, is that of foreclosures. Al-
though much has been made of the various home-
owner rescue plans, they have had little to no im-
pact on the pace of foreclosures, or on the eventual-
ity that these problem mortgages will ultimately have
to be taken over by the banks. Instead, they have only
slowed the process down.

According to the Mortgage Bankers Association, al-
most 13% of all mortgages (on properties with 1 to
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4 residential units) were nonperforming at the end
of 2009—this includes those that are seriously delin-
quent or somewhere in the foreclosure process (but
not yet REO). For the MBA this implies that there are
5 million nonperforming loans out there. Of course,
they only cover 80% of the market; hence we can esti-
mate that nationally this number hits 6.2 million.

As with many policies, the HAMP loan modification
plan is a policy designed to fight the last war, when
it was interest rate resets that caused foreclosures.
Today, the problem is that an enormous number of
homes are underwater—the mortgage value is greater
than the value of the home. Modifying loan payments
will not solve this problem. To date, the HAMP pro-
gram has only permanently modified 160,000 loans,
with another 90,000 modifications close to being com-
pleted. This is a proverbial drop in the bucket relative
to the scale of the problem.

Although much has been made of the various
homeowner rescue plans, they have had little
to no impact on the pace of foreclosures...

It might be hoped that rising prices would help the sit-
uation. But bear in mind that overall prices have fallen
by 33% in the 20 metropolitan areas tracked by the
Case-Shiller Home Price Index. In the areas hardest hit
by mortgage problems, home price declines are closer
to 45%, and for the big four (Nevada, Florida, Cali-
fornia, and Arizona) the number is 55%. Home prices
fell because they had reached unsustainably high lev-
els during the course of the bubble. They will not
reach these levels again under normal circumstances
(read—normal inflation rates) for many, many years.
Indeed in many markets prices have not even gotten
back to 2000 levels relative to incomes—a time when
prices seemed close to their long-run sustainable lev-
els.

Nor can we expect much in the way of a recovery in
housing construction. The last few years saw annual

housing completions top 2 million units in a nation
that needs perhaps half as many units to meet the de-
mand of population expansion. The cumulative num-
ber of housing completions outstripped the number of
new households by more than 3 million over the past
decade. The second quarter housing vacancy report
from the census shows that the share of year-round
empty units stands at 10.7%, or 1.7% above the rate it
was at in 2002. This implies that there are still 2.5 mil-
lion too many units in the system. Thus, while some
areas will need quicker recoveries, many will not see
substantial building for years.

Housing Starts
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The nonresidential construction market has been the
one positive surprise in the system. Construction
tanked in the first quarter of 2009 but started to sta-
bilize in the second quarter. While spending on retail,
office, and warehouse space, as well as on hotels, has
dropped, spending elsewhere—on infrastructure (es-
pecially specialized structures such as schools, hospi-
tals, and manufacturing plants)—has largely offset the
declines. Further, the great wave of commercial delin-
quencies has yet to emerge, contrary to predictions
and despite rising vacancy rates and falling rents. This
is surprising, given that even optimistic experts in the
industry recognize that prices have fallen at least 30%

in the hardest-hit markets.
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Mortgages 60+ Days Delinquent or in Foreclosure

U.S. Forecast

Q4-06 Q4-08 Q4-09

Share Number | Share Number | Share Number
West North Central 3.05 83,550 5.59 158,294 7.35 203,228
West South Central 4.39 176,442 6.21 269,178 8.00 343,164
East South Central 4.49 90,383 7.01 151,487 9.25 197,198
New England 247 45,455 6.47 123,868 9.54 179,384
Mid Atlantic 3.11 146,819 | 6.76 330,800 | 10.14 490,646
Mountain 2.17 81,290 7.75 307,310 11.74 452,954
East North Central 5.11 306,374 8.88 555,175 | 12.08 723,905
Pacific 1.59 121,097 8.56 684,908 12.34 969,141
South Atlantic 2.83 272,027 | 9.74 998,105 | 14.00 1,401,471
Total | 1,323,438 | 3,579,125 | 4,961,091

Year Round Vacant Units
U.S., Q4 Estimates
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Once again, there is a worrisome backdrop to the
story. Lenders have little incentive to be aggressive
toward commercial property investors who are un-
able to meet balloon payments or fall short on loan
covenants. Banks are already under substantial duress
and the change in the Financial Accounting Standards
Board (FASB) rules gives great leeway on how poten-
tially problematic loans are valued. Extend (the terms
of the loan) and pretend (the loan is healthy) has be-
come the rule of the day for banks' survival, despite
the fact that this formula relies on deceiving investors
about the true state of their loan portfolios. Combine
this with low short-run rates that take some of the
pressure off the borrowers with adjustable-rate loans,
and we can see that the wave of commercial delin-

quencies is still in the offing, it has just been tem-
porarily frozen in its path.

Consumer Spending and Public Deficits

As noted, consumer spending was clearly too high at
the onset of the recession. With savings rates at near
zero and debt levels at a record high of 120% of an-
nual income (at the start of the decade this figure was
roughly 80%) spending had to come down some. And it
did, with the expected results for the economy. Now,
personal savings rates are running slightly over 3% of
income—still too low from a long-run perspective, but
moving in the right direction. More important, con-
sumer spending is on the rise as well, which is clearly
good news for the economy in the short run.

But, the fact that it is rising should be raising warning
flags. After all, real income was battered by the loss
of jobs and has yet to recover at all. How can Ameri-
cans be spending and saving more even as they earn
the same amount? That good trick came via the record
cut in taxes Americans received in 2009 as part of the
stimulus program, as well as from the progressive na-
ture of our tax system. Americans had been paying
roughly 12% of their income in taxes at the start of
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the downturn. Last year that number was down to a
record low 8.8%.

...the wave of commercial delinquencies is
still in the offing, it has just been
temporarily frozen in its path.

It may be the case that savings is larger than it ap-
pears—after all, as we saw in the last section, millions
of households are enjoying housing services without
bothering to pay the mortgage. Unfortunately, this
income transfer does not appear in the BEA income
statistics. But it can’t be that much. If each of the 6
million nonperforming mortgages in the nation cost
on average $1,500 per month and was not paid for a
full year, this still would only add roughly 1% to con-
sumer incomes. It simply isn’t large enough to swing
the statistics one way or the other. So what this means
is that consumer spending as a share of income is cur-
rently at a record high—and rising. The consumer part
of the problem has not been solved.

Taxes and Savings

Percent

Jan-05 Jan-10

Personal Taxes as % of Income |

Of course, if the government makes the tax cuts per-
manent, this would solve the problem. Unfortunately,
this is not a valid option. The U.S. government had se-
rious debts coming into the recession. The Bush ad-
ministration chose to fund its Middle East adventures
not through tax increases but through borrowing. For
a while the public sector needed to borrow an amount

roughly equivalent to 6% of GDP—roughly the level of
borrowing through much of the Reagan and George
H.W. Bush administrations. But the bailout plans took
this to a level not seen since World War II, with the
current pace of borrowing reaching 11% of GDP — $170
million per hour, or $4 billion per day.

This puts us close to the Greek level of fiscal deficits.
Fortunately, the world’s lending community doesn’t
put us in the same category of risk—hence our gov-
ernment still pays relatively low rates on its debt. But
how long we can continue on such a path is unclear,
particularly if inflation starts to set in at any level. And
is such an action ethical? Should the next generation
of Americans be held financially responsible for this
generation’s inability to spend at a reasonable level?

Taxes will necessarily increase in the next two years,
although the speed at which they will rise is yet to
be determined. The current budget proposal on the
part of the Obama administration includes some ex-
tensions of middle class tax cuts but allows tax rates to
go up on higher-income households. This will clearly
put consumers in the difficult position of having to re-
duce spending or savings. The first is bad for the short-
term health of the U.S. economy, the second is bad for
long-term health.

The only real hope for the administration is that in-
come growth will return with enough speed to allow
Americans to pay higher taxes without cutting back
elsewhere. At this point in time, it seems unlikely to
occur. The labor markets remain weak, and the last
few recessions seem to indicate that the jobless recov-
ery is a standard part of a modern recession. It may be
even worse this time around. Because of the shift in
economic drivers, away from housing and consumer
spending, many laid off workers will need to be re-
trained in new fields before they become employable.
This may be why job creation is such a top policy pri-
ority.

30

Santa Barbara County Economic Outlook 2010



UCSB Economic Forecast Project

U.S. Forecast

U.S. Consumption
As a Share of Income

86~

78~

T T T T
Jan-90 Jan-95 Jan-00 Jan-05

Real Income (SAAR)
11,400

11,200 -
11,000 =

10,800 -

$ Billions

10,600 =
10,400~

10,200 =
T

T
Jan-10

Jan-05 Jan-06 Jan-07 Jan-08

Net Government Borrowing
As a Share of GDP

10—

Percent

T
Jan-09

Jan-10

y

0

5—

' 5

T T T T
Q1-60 Q1-70 Q1-80 Q1-90

T
Q1-00

T
Q1-10

Inflation and the Federal Reserve

What about inflation? We have already noted that
the Federal Reserve has been printing money in or-
der to push down long-term interest rates. To date,
they have expanded the monetary base by nearly $1.3
trillion dollars. Much of this has gone to purchasing
Fannie Mae and Freddie Mac debt—but some has also
been used to buy longer-term treasuries and some pri-
vate label asset-backed securities. As noted, this has
expanded the base money supply by 150%, which im-
plies that there is the potential for 150% inflation in
the next five years. With this level of risk, it seems as-
tonishing that the bond markets have been so willing
to continue to lend.

Year on Year Growth in M2

10-

Percent

Jan-70 Jan-80 Jan-90 Jan-00 Jan-10

One reason for the continuation in lending is that
there is no immediate risk of inflation. Much of the
stimulus has landed in the banks in the form of ex-
cess reserves. Indeed, taking the growth of excess re-
serves out of the equation, the monetary base has
grown by only 12.5%. And even here we are not see-
ing inflationary pressures. The increase in savings and
lack of confidence has slowed the velocity down sub-
stantially. M2—the best measure of broad money that
corresponds to serious inflation—has actually decel-
erated in recent months. When the Fed states that it
is willing to hold rates low for the foreseeable future,
it has the confidence of knowing that it has 18 months
before inflation can become an issue.
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Still, the Fed has to begin to slow the expansion even-
tually—and to date they are planning to by the end of
April. One might have expected to already see the im-
pact on the debt markets—but not yet. The problems
in Greece and the European Union have likely pushed
a flight to security. Plus, with rates on high-risk debt
coming down, there isn’t much for the liquidity al-
ready in the market to do.

The real risk for the Federal Reserve starts not when
they stop printing money, but when they need to mop
up the liquidity. Much of the liquidity they injected
into the economy has been sitting in the banks. Once
the banks begin to lend again, excess reserves will
start to fall. This hasn’t happened yet, but with in-
dications of loosening credit at banks and with firms
starting to invest again in capital equipment and in-
ventories, it will only be a matter of time. When ex-
cess reserves begin to fall, the Fed will have to start
selling off assets to control inflation—or, in an equiv-
alent move, they will have to raise the rate they are
paying the banks on those excess reserves. In either
case, rates will begin to rise and will pull some of the
stimulative effects out of the economy.

Money Supply Growth
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With all the risks on the horizon, one might
wonder if there are any bright spots. The
answer, as always, is yes. In the
short-to-medium run the export market may
continue to shine.

Bernanke was not going to let that happen. Currently,
price levels are nearly flat despite the massive injec-
tion of liquidity. We might argue not that the Fed over-
did it—but that they did just enough.

Of course, this assumes that the Fed is actually plan-
ning on fighting off inflation. As already discussed,
the financial system is not out of the woods yet. The
FDIC continues to take over banks at a record pace.
But inflation poses a cheaper, simpler solution for the
Federal Reserve—inflate the value of the assets above
the value of the debt. While this is bad for the debt
holders, it can go a long way to reducing the painful
deleveraging process the nation is still working its
way through. Inflation is now a realistic political op-
tion rather than a bad economic decision.

Are There Any Bright Spots?

With all the risks on the horizon, one might wonder
if there are any bright spots. The answer, as always,
is yes. In the short-to-medium run the export mar-
ket may continue to shine. With the world economy
starting to expand again (particularly the developing
world), and with a weaker dollar, firms who sell prod-
ucts to these parts of the world may find themselves
doing quite well. Of course troubles in Europe have put
some upward pressure on the value of the dollar in the
short run, but it still remains at a relatively low level.
The one worry is that a deepening sovereign debt cri-
sis could cause a worldwide flight to safety again. This
would not be unlike what happened in the second half
of 2008 when the export surge that occurred at the
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start of the year - and that somewhat offset the de-
cline in domestic demand - was put to a quick end.

Another bright spot in the short term will continue
to be business spending. Real net investment dropped
to a near all-time low level during the downturn. The
catch-up effect should keep growth in the sector de-
cent if not spectacular. Similarly, a state and national
policy push for alternative energy should create pos-
sibilities there.
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In the longer term, the U.S. economy, once it works
through its current issues, will be back on a solid
growth path. Today’s problems do not take away from
the fact that the U.S. is still the center of the techno-
logical and financial world. While many worry that the
U.S. economy is being undermined by trade with Asia
(primarily China), in fact there is little direct compe-
tition between the two economies. Prior to this down-
turn industrial production in the U.S. economy was at
arecord high level. Incomes were rising at a solid pace
for Americans—faster than in most of the developed
world. These trends will return.

All of this does lead to one longer run worry having to
do with the employment markets. An ongoing prob-
lem in the United States has been the widening gap
between the skilled and the unskilled. This has to do
fundamentally with changes that have allowed busi-
nesses to use information technology to replace many
low skilled positions in the U.S. economy. The boom
in housing and retail that was fueled by the massive
financial bubble had masked the problem. As the econ-
omy returns to normal, these issues will reemerge.
And they show how badly the nation needs to em-
bark on a long run program of enhancing the edu-
cational opportunities available to the next genera-
tion—something at which we are clearly failing.
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o
R
X
National Forecast Table m
United States Q1-2010 Q2-2010 Q3-2010 Q4-2010 Q1-2011  Q2-2011  Q3-2011 Q4-2011 Q1-2012 Q2-2012 m
National Real GDP ($ Bill.,SAAR) 13,264.47 13,389.67 13,452.28 13,517.19 13,546.28 13,548.72 13,562.15 13,567.99 13,545.80 13,605.01 m
Growth (%,SAAR) 3.52 3.83 1.88 1.94 0.86 0.07 0.40 0.17 -0.65 1.76 e
Real Personal Consumption ($ Bill.,.SAAR)  9,330.60  9,394.97  9,429.39  9,482.31  9,492.67  9,488.12  9,489.52  9,477.80  9,443.24  9,442.17 8
Real Investment ($ Bill.,SAAR) 1,677.84  1,723.65 1,754.64 1,774.07 1,793.53  1,805.46 1,819.80 1,836.67 1,844.55 1,896.79 :u,
Real Government Expend. ($ Bill.,SAAR) 2,602.93  2,620.60 2,624.14  2,619.82 2,611.14 259534  2,582.75  2,571.96  2,563.42  2,560.99 m
Real Net Exports ($ Bill.,SAAR) -346.90 -349.55 -355.88 -359.01 -351.06 -340.20 -329.94 -318.44 -305.41 -294.93 %
Total Nonfarm Empl. (Mill, SA) 129.64 129.89 130.20 130.60 131.05 131.42 131.75 132.06 132.32 132.62 ©
Growth (%,SAAR) 0.05 0.76 0.97 1.24 1.38 1.13 1.00 0.96 0.77 0.90 3
Unemployment Rate (%,SA) 9.80 9.66 9.57 9.47 9.36 9.31 9.28 9.25 9.25 9.21 w
Personal Income ($ Trill.) 12.19 12.32 12.42 12.55 12.67 12.80 12.91 13.04 13.16 13.27 «
Growth (%,SAAR) 2.47 4.45 3.23 4.19 3.97 4.21 3.51 3.98 3.70 3.40 S
Savings Rate (%) 3.25 3.40 3.48 3.28 2.53 2.42 2.63 2.82 3.13 3.15 ®
Tax Rate (%) 9.28 9.31 9.28 9.50 10.54 11.14 11.18 11.50 11.85 12.18
Forecasts by Beacon Economics
&
National Historical Table
United States Q3-2007 Q4-2007 Q1-2008  Q2-2008  Q3-2008  Q4-2008  Q1-2009 Q2-2009  Q3-2009  Q4-2009
National Real GDP ($ Bill.,SAAR) 13,318.90 13,389.50 13,357.10 13,398.00 13,300.70 13,114.50 12,902.60 12,877.90 12,958.40 13,150.40
Growth (%,SAAR) 3.60 2.10 -0.70 1.50 -2.70 -5.40 -6.40 -0.70 2.20 5.90
Real Personal Consumption ($ Bill.,SAAR)  9,335.60  9,363.60  9,349.60  9,351.00  9,267.70  9,195.30  9,209.20  9,189.00  9,252.60  9,291.70
Real Investment ($ Bill.,SAAR) 2,166.50  2,123.40  2,082.90  2,026.50 1,990.70  1,857.70  1,558.50  1,456.70  1,474.40  1,628.70
Real Government Expend. ($ Bill.,SAAR) 2,458.90  2,468.70  2,484.70  2,506.90  2,536.60  2,544.00  2,527.20  2,568.60  2,585.50  2,577.90
Real Net Exports ($ Bill.,SAAR) -638.40 -564.00 -550.90 -476.00 -479.20 -470.90 -386.50 -330.40 -357.40 -347.10
Total Nonfarm Empl. (Mill, SA) 137.66 137.86 137.90 137.49 136.70 135.02 132.81 131.09 130.08 129.63
Growth (%,SAAR) 0.11 0.60 0.10 -1.17 -2.28 -4.83 -6.38 -5.10 -3.05 -1.38
Unemployment Rate (%,SA) 4.63 4.80 4.97 5.30 6.03 6.97 8.17 9.27 9.63 10.03
Personal Income ($ Trill.) 11.95 12.10 12.14 12.29 12.29 12.23 11.95 12.05 12.01 12.11
Growth (%,SAAR) 4.20 5.28 1.39 5.06 -0.20 -1.72 -8.87 3.25 -1.44 3.68
Savings Rate (%) 1.42 1.27 1.04 3.05 1.92 3.34 3.37 4.94 3.59 3.76
Tax Rate (%) 12.56 12.58 12.62 10.79 11.70 11.72 9.93 8.99 8.92 8.79
Forecasts by Beacon Economics
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State Overview

Despite the considerable pain being caused by the cur-
rent cyclical fluctuation in the economy, California
remains poised for long-term success once the im-
balances that caused this downturn work their way
through the system. In addition to great weather,
scenic natural beauty in the form of oceans, moun-
tains, and deserts, and just about all of the man made
attractions a human being could possibly want, Cal-
ifornia is home to some of the finest universities in
America, attracting the best students and researchers
from across the nation and the world. Nearly 19%
of the state’s residents have bachelor’s degrees com-
pared with 17.5% in the United States overall, and
11% have graduate degrees compared with 10% na-
tionwide. As a result, California remains an attractive
place to locate a business—especially among the high-
tech industries that now call the state home includ-
ing information technology, biotech, and renewable
energy. Unlike low-skilled manufacturing industries
like textiles and apparel, these industries rely more on
the quality and skills of their labor force than they do
on the cheap price tag and relative abundance of low-
skilled workers. If California can maintain this trend
going forward, it will be well-positioned to continue
attracting industries that will carry us into tomorrow.

This isn’t to say that California does not face chal-
lenges in maintaining this position. Education, for ex-
ample, is a critical issue. Because of the sheer magni-
tude of both K-12 and university education relative to
the rest of California’s General Fund revenue, it is of-
ten a prime target for spending cuts in times of fiscal
turmoil. Although we have a greater concentration of
highly educated residents compared with the country
overall, we also have a larger concentration of resi-
dents who lack even a high school diploma. In 2008, it
was estimated that nearly 20% of Californians over the
age of 25 had less than a 12th grade education. Despite
our skilled labor force and ability to attract high-tech
businesses, adequately funding education is vital if we

hope to maintain our position as a leader into the fu-
ture.

California also serves as a hub for goods, services, and
people coming into and going out of the United States.
In terms of goods trade, roughly 13% of U.S. exports
come from California’s ports though this number has
fallen slightly since the onset of the recession. In other
words, California provides a crucial gateway for U.S.
businesses to access overseas markets. The majority
of what we export is emblematic of our high-tech busi-
nesses. In 2009, over 50% of the state’s exports were in
electrical machinery, industrial equipment and com-
puters, optic, photo, and medical equipment, and air-
craft. California is also a large exporter of services
to the rest of the world. Predominantly, California
provides professional and business services to foreign
firms that include management and operational con-
sulting. California also exports our intellectual prop-
erty such as patents and trademarks, as well as enter-
tainment licensing of movies and music. Tourism is
also one of the state’s strongest exports. And, as the
value of the dollar declines, California is uniquely po-
sitioned to exploit the increased competitiveness of
U.S. goods and services abroad.

California remains an attractive place to
locate a business—especially among the
high-tech industries that now call the state
home including information technology,
biotech, and renewable energy.

Just as critically, California is an important point of
entry into the U.S. for foreign immigrants who come
to study, work, and live. Nationwide, just over 12% of
our residents were born overseas versus nearly 30%
in California. This has brought vast diversity of cul-
tures and ideas to the state and has made it a melt-
ing pot of peoples from all over the world. Indeed,
California has much more racial diversity than the
United States overall, with larger shares of black, His-
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panic, and Asian residents and smaller shares of non-
Hispanic whites.

These characteristics of the state’s economy and de-
mography have been a boon to our success, which is
borne out in the statistics. At $61,000, median house-
hold income is almost $10,000 higher in California
than it is nationwide where median household income
was only $52,000 in 2008. In addition, nearly 19% of
California’s households earn at least $125,000, while
only 13% of U.S. households earn as much.

The private equity markets seem to agree that Cali-
fornia is still a good place to start and grow a busi-
ness. Although venture capital investment across the
country has taken a severe knock since the economic
downturn began, California still receives a dispropor-
tionate share of these dollars. It is estimated that over
50% of the venture capital dollars invested nationwide
in 2009 came to California.

Since the onset of the recession, California
has seen turbulence across virtually all
aspects of its economy.

This is not to say that California does not face real and
significant challenges. Labor markets remain weak,
and we have yet to see a rebound in employment
across the state. New business formation, as measured
by venture capital money, is down substantially from
its 2007 peak, and remains well below the levels seen
during the tech boom of the late 1990s. We have real
policy challenges ahead as well. California’s regula-
tory structure is unfriendly to businesses, and man-
dates such as pensions are in real trouble following
the CalPERS fiasco. Budget problems abound in Sacra-
mento, and little has been done to change a tax sys-
tem that leaves the state vulnerable to the boom and
bust revenue cycles that have plagued California for
years—the state continues to levy relatively high taxes
on relatively small tax bases. However, these chal-
lenges have yet to slow California down, and can be

fixed if policymakers in Sacramento find the political
will to do so.

Since the onset of the recession, California has seen
turbulence across virtually all aspects of its economy.
The consumer pulled back sharply in 2008 and 2009,
and taxable sales in California fell dramatically. This
was the result of a huge imbalance in consumer spend-
ing behavior, where savings had fallen to near-zero
over the past 25 years, and debt levels steadily rose as
credit became easier to access. The recession forced
consumers to deal with this imbalance, and we have
seen savings rates climb back up into the 5% territory.
Although it has been painful for businesses and house-
holds, consumption levels have now fallen back to a
level that is proportionate to incomes, where they are
much more sustainable.

The housing market fell victim to some of the same
trends, and has since taken a beating as well. Home
prices began coming down precipitously in 2007, and
there was a subsequent surge in defaults and foreclo-
sures. As option-ARM (adjustable rate mortgages) re-
set to higher interest rates many people were unable
to make their monthly payment and were forced into
foreclosure. Others saw their property values decline
so much that they entered into a negative equity sit-
uation where they owed far more on their mortgage
than their home was worth. Many of these underwater
homeowners made a decision to walk away from their
home rather than make payments on an asset that
was worth half of its original purchase price. Now that
prices have fallen so dramatically, homes are return-
ing to affordable levels across the state. Ultimately, it
is a good thing for California to have home prices that
are supported by incomes, and more households and
families can consider investing in their first home.

While the residential real estate market appears to be
leveling off and returning to fundamentals, the com-
mercial real estate markets continue to be an area of
concern. Across California, vacancy rates on commer-
cial property continue to rise. Asking rents have con-
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tinued to fall as well, and fewer units are being oc-
cupied each quarter than were vacated. California’s
hotels have also seen sustained reductions in both
room occupancy and revenue per available room. Un-
til these trends turn around, the nonresidential con-
struction market will continue to be a drag on Califor-
nia’s recovery.

...federal stimulus dollars are beginning to
make their way into actual projects, and
California should gain from this as well.

Encouragingly, recent evidence suggests that the
economy is beginning to slowly turn around. The
country saw strong economic growth in the second
half of 2009. This was driven by consumer spend-
ing, which itself was the beneficiary of massive gov-
ernment intervention through federal incentive pro-
grams to buy homes and cars. Although these were
temporary programs, which have since expired, they
did appear to help the American consumer find some
sort of a level footing. The strong growth in real GDP
also came from one of the largest inventory burn-offs
in recent history. During the recession, many firms
shifted into a mode of depleting their shelves rather
than making new orders, and industrial production
stalled as a result. Now, we have seen inventories
bottom-out in recent quarters and both production
and new orders have seen a small uptick. This should
be a positive indicator for the labor markets, which
should benefit as plants across the country begin to
switch back on. In addition, federal stimulus dollars
are beginning to make their way into actual projects,
and California should gain from this as well.

Down, but Not Out

Looking back as we begin a new year, it is hard to deny
2009 was one of the worst years for California’s econ-
omy in more than two decades. This cyclical fluctua-
tion has hit California hard. Indeed, the state played a
major role in the downturn we see nationwide. Cal-
ifornia was subject to the primary imbalances that
drove the country into recession. For example, Cal-
ifornia took on a disproportionate share of the sub-
prime and Alt-A loans relative to most other states.
These loans were often structured as adjustable rate
mortgages with an option for a lower payment for an
initial period of 5 or 7 years.

National Subprime & Alt-A Loans Outstanding

December 2005

All Subprime & Alt-A Loans
Relative to Pop (%)
08-14
15-18
19-23
I 24-29
B so-34
Bl :s5-39
I o-74

Unfortunately, many buyers did not realize that their
loans would reset to higher interest rates (and thus
higher payments) long before they reached their 5-
year option period. In many cases, buyers lacked the
sophistication to fully understand the structure of
their mortgages and failed to realize that their intro-
ductory payment amount would not cover all of the in-
terest being amortized during those years. Typically,
banks have a cap on the amount of negative amorti-
zation that can be accumulated before an adjustable
rate mortgage recasts, so many people saw their pay-
ments rise dramatically well in advance of their intro-
ductory period actually ending. Others were speculat-
ing on continued price increases, and some were pro-
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viding false information in order to secure a loan for
a home they couldn’t afford.

California Subprime & Alt-A Loans Outstanding
December 2005

All Subprime & Alt-A Loans
Relative to Pop (%)
[118-24

[125-35
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Els1-60
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As a result of all of these factors, we were more vul-
nerable to the inevitable housing collapse that began
in late 2006. Specifically, in December 2005, it is esti-
mated California had roughly 19.5% of the outstanding
subprime and Alt-A loans in the nation.

Savings and Household Debt
Q1-80 - Q3-09
12- -140
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Savings Rate (%)

-80

Debt (% of Disposable Income)

T T T T
Q1-80 Q1-90 Q1-00 Qi1-10

----- Household Debt

Savings Rate

Source: U.S. Bureau of Economic Analysis; U.S. Federal Reserve

This is much higher than the state's share of the U.S.
population, which averages roughly 12%. This shows
that California had more than its fair share of these
risky loans, and is one reason that we are feeling a
large degree of the pain.

The unbalanced levels of savings and debt
were not only the prime suspect in the
widening U.S. trade deficit and national
debt, they were clearly unsustainable.

Across California's counties, the subprime and Alt-A
loans were highly concentrated in specific areas. Ar-
eas exposed to the largest number of risky lending
practices relative to their population bases were both
the Inland Empire, consisting of Riverside and San
Bernardino Counties, and the East Bay region of the
San Francisco Bay Area, including Contra Costa and
Alameda Counties. Both regions—Inland Empire and
East Bay—saw some of the largest run-ups in home
prices as the subprime bubble grew. Subsequently,
both regions have seen some of the largest declines in
prices and the largest increases in defaults and fore-
closures.

U.S. Loan-Loss Reserves
Q1-90 - Q3-09
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T T T T T
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Source: Federal Reserve Bank of St. Louis

Additionally, the spending imbalances that built up
over 20 years made the economy susceptible to a ma-
jor consumer downturn. Savings rates, which histori-
cally have averaged over 7% of disposable income, be-
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gan a downward trend in the early 1980s. By the first
quarter of 2008, savings fell to just over 1% of income.
At the same time, household debt as a percentage of
disposable income went through the roof—rising from
69.7% of income in 1980 to 136% by the first quarter of
2008. This trend, coupled with a large share of con-
sumption compared to the overall economy, created
the perfect storm for a recession. The unbalanced lev-
els of savings and debt were not only the prime sus-
pect in the widening U.S. trade deficit and national
debt, they were clearly unsustainable.

These bad habits eventually caught up with us. As
banks started to suffer with under-performing loans
and non-performing loans and asset prices appeared
to be peaking in 2006, the spigot was essentially shut
off. The easy credit driving this bubble evaporated. In-
deed, we can see in the national numbers that once the
real estate markets sustained losses and labor markets
began to shed jobs in late 2007, the banks began reduc-
ing credit availability and pumping up their loan loss
reserves. These reserves, which tend to go up in times
of turmoil, rose from 1.16% of all loans in late 2006 to
more than 3.15% of all loans by the third quarter of
20009.

Taking Stock

Since the collapse, California has been feeling pain
across all aspects of its economy. The state’s labor
markets have been especially hard hit. In January
2010, the unemployment rate reached 12.5% on a sea-
sonally adjusted basis and over 1.39 million total non-
farm jobs were shed by December 2009 from peak em-
ployment in July 2007. When asset prices fell and the
labor market started losing jobs, consumers began to
dramatically pull back. By the second quarter of 2009,
taxable sales were off their peak levels by 22.9% and
retail trade continued to trim workers—with over 212
thousand jobs lost from its peak level by December of
2009.

California's Consumer Markets
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The real estate and housing markets have also taken a
beating. After posting record gains between 2003 and
2006 home prices peaked. They began falling sharply
in 2007, 2008, and 2009. At the same time defaults
and foreclosures surged to decade highs. Residential
building permits began to decline in late 2005 and by
January 2009, with only 2,500 permits issued, they had
fallen by 89% from their peak of more than 20,000 per
month. Construction employment followed shortly af-
ter permits, and shed more than 379 thousand jobs, or
40% of its workforce by the end of 2009.

Commercial real estate came later to the game. In both
the retail and office segments, vacancy rates did not
begin to rise by any significant amount until late 2007
and early 2008. The slowdown in commercial real es-
tate lagged the housing market and consumer pull-
back and highlights the extent to which businesses
follow the consumer. Looking out at the commercial
market, there are many ominous signs. In every type
of property (office, retail, or industrial), and in ev-
ery region across the state, the same trends hold true:
cap rates are up, rents are down, and net absorption
remains negative while vacancy rates keep climbing
higher.

The economic turmoil borne by the state has cre-
ated an enormous amount of stress on our fiscal po-
sition as well. Between 90% and 95% of the state’s
General Fund Revenues are derived from three major
sources—the so-called “Big 3”—personal income tax,
corporate tax, and sales and use tax. Unfortunately,
these revenues are almost entirely determined by Cal-
ifornia’s economic health. For example, higher unem-
ployment leads to lower incomes, which in turn drives
lower consumer spending, which then drives corpo-
rate profits down. Then, the whole process starts over

In January 2010, the unemployment rate
reached 12.5% on a seasonally adjusted
basis...

again. These linkages create a vicious cycle for Califor-
nia’s budget in times of economic downturn.

Income/Wages

Corporate Tax Income Tax Consumers

&
Workers

Businesses

California Sales Tax

During the run-up in home prices, the decline in sav-

ings, and the increase in consumer spending, Cali-
fornia began experiencing large increases in its Gen-
eral Fund Revenue. The state’s revenue grew from
roughly $70 billion in the 1999-2000 fiscal year to
more than $95 billion by the 2006-07 fiscal year. This
growth—which ranged from 6% to more than 13%
per year (with the exception of the 2000-01 fiscal
year which was hurt by the 2001 recession)—was very
strong and could have been leveraged to get our fis-
cal house in order or to save for a rainy day. Unfortu-
nately, it was not.

California General Fund Revenues ($000s)

Source 2006-07 2001-02 1999-00

PIT 52,353,056 33,295,428 39,272,755
CORP 10,767,189 5,088,175 6,575,403
SALES 27,515,361 21,368,831 20,825,007
Big 3 90,635,606 59,752,434 66,673,165
TOTAL 95,665,223 64,341,833 70,771,088

Source: California State Controller's Office

Then, in 2009 it poured with the Big 3 revenues de-
clining dramatically. But rather than putting the in-
creased revenues into a war chest to use to smooth out
the state’s finances during an economic downturn, ex-
penditures were steadily increased each year. Because
of this, the state’s went from a $2.7 billion budget sur-
plus in June of 2006 to a year-to-date deficit of $12.9
billion as of December 31, 2009.
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The economic turmoil borne by the state has created an enormous amount of stress on

our fiscal position as well.

Now California policy makers are forced to make
choices about which programs to cut, and which to
trim, how to create new, better ways to increase rev-
enues. We have already seen cuts to K-12 education,
furloughs of State employees, and increases in sales
tax and personal income tax rates as temporary fixes.
However, a true recovery in California’s fiscal po-
sition relies most importantly on a recovery in the
State’s economy. Additionally, while California does
have more than $20 billion in outstanding debt (both
internal and external borrowing), it represents only
a small percentage of our gross state product. As con-
sumer spending and employment return to growth, so
will the state’s three major sources of revenue.

General Fund Revenues and Expenditures
1999-00 - 2006-07

$ Billions

[ I revenues

| Expenditure

Source: California State Controller's Office

A Bird's-Eye View

Looking at the nation from a bird's eye view, Cali-
fornia clearly has been hard hit. With nearly 1.4 mil-
lion jobs lost since employment peaked in July 2007,
California has shed the largest number of jobs of any
state. However, in other ways, this recession has af-
fected some states even harder. For example, in terms
of employment decline as a percentage of peak em-

ployment, California ranks 6th with a decline of 9.2%.
Michigan ranks 1st, having shed 18% of its jobs from
its peak, followed by Ohio and the states with sub-
prime and Alt-A woes-Nevada, Florida, and Arizona,
with declines of 13.8%, 11.5%, and 11.1%, respectively.
Indeed, the number of jobs lost in the combined five
states of Michigan, Ohio, Arizona, Nevada, and Florida
are roughly twice as large as the number of jobs lost
in California.

Similarly, California’s labor markets began heading
into decline relatively early in this recession, with em-
ployment peaking in July 2007. Of the 50 states and the
District of Columbia, 16 did not begin to see employ-
ment contract until the second quarter of 2008. Yet, 10
states including Michigan, Florida, Nevada, and Ohio
began eliminating nonfarm payroll positions before
California, and another five including Arizona, saw
employment peak by the end of 2007. The Golden State
has the 5th highest unemployment rate in the nation
with 12.5%, trailing Michigan (14.3%), Nevada (13.0%),
Rhode Island (12.7%), and South Carolina (12.6%). In
sum, while California is feeling the sting of this down-
turn more than most, there are a few places in the
country that are struggling even more.

The Golden State has the 5th highest
unemployment rate in the nation with 12.5%,
trailing Michigan (14.3%), Nevada (13.0%),

Rhode Island (12.7%), and South Carolina
(12.6%).

The same is true for California’s housing markets. A
disproportionate share of subprime and Alt-A loans
went to California before the market peaked, making
it susceptible to a housing downturn. Since the bub-
ble has collapsed, we have seen a wave of foreclosures
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Comparative Labor Market Statistics

Mortgage Delinquencies and Foreclosures (% of All Loans)

- - State 30Days 60Days 90 Days In
State Peak Decline Decline  Unemp. Past Due PastDue PastDue Foreclosure
Employment (000s) (%) Rate
liforni I 1 5 12 Florida 3.80 2.05 6.31 12.98
gi"‘ fornia Jor - 322(1) ‘1?5 11'3 Nevada 3.69 2.27 8.16 9.78
orica ar-07 o0l L : Arizona 3.58 2.05 6.19 6.37
Michigan Jun-00 —-8459  —18.0 14.3 . .
. California 2.84 1.67 6.12 5.94
Ohio May-00 —652.5 —11.6 10.8
. New Jersey 3.40 1.58 3.98 5.48
Illinois Jan-08 —437.1 -7.3 11.3 .
Mlinois 3.66 1.76 4.75 5.28
Texas Aug-08 —431.3 —4.1 8.2 K
Ohio 4.13 1.79 4.44 4.67
New York Apr-08 —-367.4 —4.2 8.8 Michi 499 910 5 00 452
Georgia Feb-08 —341.3 —8.2 104 1chigan 2‘33 1‘20 3‘23 4‘31
North Carolina Feb-08 3050  -7.3 11.1 Hawaii : ' : '
Arizona Aug-07 ~298.0 —11.1 9.2 Maine 313 1.64 3.38 4.22
Pennsylvania Apr-08 —269.9 —4.6 8.8 Indiana 4.52 1.85 4.97 4.06
NeWJerSey Jal’l—08 —9242.9 —-5.9 9.9 Rhode Island 3.78 1.81 4.47 4.04
Indiana Jun-07 —9235.1 —-79 9.7 New York 3.30 1.45 3.92 3.94
Tennessee Feb-08 —221.2 -7.9 10.7 M:‘irylan‘d 3.62 L.73 4.46 3.79
Washington Mar-08 ~-199.7  —6.7 9.3 Wisconsin 2.85 1.32 3.15 3.69
Wisconsin Jun-07 —198.0 —6.8 8.7 Connecticut 3.35 1.56 3.53 3.59
Nevada Feb-07 ~179.4  —13.8 13.0 Idaho 3.06 1.46 3.32 3.54
Virginia Feb-08 -177.2  —47 6.9 Georgia 5.05 2.30 5.11 3.51
Massachusetts Mar-08 -166.7 5.0 9.5 Minnesota 2.60 1.24 3.06 3.47
Alabama Jan-08 —162.2 -8.1 11.1 Massachusetts 3.43 1.47 4.14 3.41
Minnesota Jun-07 —159.6 —5.8 7.3 South Carolina 4.19 1.72 3.72 3.31
Colorado May-08 —156.5 —6.6 7.4 Delaware 3.75 1.42 3.32 3.19
Missouri Feb-08 —153.7 —5.5 9.5 Utah 3.35 1.55 3.33 3.11
Oregon Feb-08 —148.6 —8.5 10.7 Kentucky 4.17 1.71 3.42 3.11
South Carolina Sep-07 —145.7 -7.5 12.6 Louisiana 4.39 1.84 4.12 2.91
Maryland Feb-08 —125.3 —4.8 7.5 Dist. of Columbia 2.91 1.31 3.11 2.91
Kentucky Jun-07 —117.2 —6.3 10.7 Mississippi 5.84 2.50 5.47 2.90
Connecticut Mar-08 —103.4 —6.0 9.0 New Mexico 3.46 1.39 2.71 2.89
Utah Dec-07 —85.5 —6.8 6.8 Oregon 2.44 1.16 2.99 2.87
Oklahoma May-08 =790 —49 6.7 Colorado 2.65 1.20 2.70 2.87
Mississippi Feb-08 —76.0  —6.6 10.9 Pennsylvania 3.88 1.63 3.42 2.73
Kansas Apr-08 —746 =53 6.4 Iowa 2.96 1.20 2.50 2.71
lowa May-08 -7z 47 6.6 Oklahoma 3.81 1.44 2.80 2.70
Louisiana Aug-08 —-69.4 36 7.4 New Hampshire 3.54 1.54 3.36 2.38
Idaho Nov-07 —55.2 —8.4 9.3 Vermont 2.58 0.98 1.96 2.37
Arkansas Feb-08 —546  —45 7.6 Washington 2.42 1.19 3.26 2.30
New Mexico Apr-08 —462 54 8.5 Tennessee 463 1.92 4.22 2.30
Rhodeulsland Jan-07 —44.6 -9.0 12.7 Virginia 3.07 1.36 3.12 2.97
Hawaii Dec-07 —43.0 - -G8 6.9 Kansas 3.27 1.32 2.72 2.24
Ma;ne y Jan-08 ‘32'6 ‘53 2'2 West Virginia 4.84 1.88 3.33 2.19
ae f‘\j a gct‘os _32‘2 ‘i'3 9'2 North Carolina 4.07 1.70 3.57 2.09
est Virginia ct-08 s e : Alabama 4.69 1.88 414 2.08
New Hampshire Jan-08 -31.1 —4.8 7.0 . .
Missouri 3.90 1.68 3.57 2.08
Delaware Feb-08 -30.9 -7.0 9.0
Texas 4.25 1.78 3.44 2.00
Montana Mar-08 —26.4 -5.9 6.8
. Arkansas 4.07 1.49 3.07 1.93
Wyoming Oct-08 —21.2 -7.0 7.6
Nebraska 2.85 1.12 2.22 1.91
Vermont Jun-07 —15.8 —5.1 6.7 South Dakot 900 078 155 165
South Dakota Aug-08 —12.5 -3.0 4.8 outh Pakota Cor ’ : ‘: 0
District of Columbia  Aug-08 94 13 120 Montana 2.35 0.96 1.85 1.60
North Dakota Nov-08 —5.7 -1.5 4.2 Wyoming 2.52 1.01 1.77 1.49
Alaska Dec-08 ~19 06 8.5 AlasTD ) igg 8.22 }-?;} }i’i
Source: U.S. Bureau of Labor Statistics North Dakota ’ ’ i ’
Source: Mortgage Banker's Association
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and nonperforming mortgages. By the third quarter of
2009, 5.8% of all mortgages were in foreclosure in Cal-
ifornia, which is the highest in at least 30 years. Even
more troubling are the number of loans that are non-
performing, but have yet to hit the foreclosure pro-
cess. According to the Mortgage Bankers Association,
an additional 10.5% of all mortgages in California are
at least 30 days past due. Combine these, and 16.3% of
California’s mortgages are distressed - and will play
a role in moderating the recent growth we have seen
in home prices as the economy begins to recover. We
also see a large percentage of California’s homeown-
ers who remain current on their mortgage, but who
face the daunting prospect of being severely underwa-
ter. First American Corelogic currently estimates that
35% of all mortgages in California are in negative eq-
uity situations, and another 4% are within 5% of being
underwater.

Case-Shiller Home Price Index
Q1-95 - Q3-09
250
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Source: 1010 Data

As bad as things are in California, other states were
wrapped up in the housing bubble as well. Along with
those in California, home prices in Florida, Arizona,
and Nevada grew at an unsustainable rate during the
first part of the decade. This growth surpassed that of
the nation overall, and was completely out of line with
income growth—which should be the primary driver
of home values. Now, Florida, Nevada, and Arizona all
have larger proportions of their existing mortgages in
foreclosure relative to California at 13.0%, 9.8%, and
6.4%, respectively.

These states also have large shares of distressed mort-
gages that have yet to hit the foreclosure process. By
the third quarter of last year, Nevada had the largest
stock of 30-, 60-, and 90-day delinquencies at 14.1%
of all loans. This was followed by Florida with 12.2%
of all loans in delinquency. Arizona had slightly less
delinquent mortgages with 11.8% of all loans at least
30 days past due. Thus, although California has battled
with beleaguered housing markets, it has not been the
hardest hit.

California is still a major growth engine in
the U.S. economy. For the past 10 years, real
economic growth in California has exceeded

that in the United States overall.

These Boots Were Made for Walkin'

Despite the problems in California’s housing, con-
sumer and labor markets, it is important to keep the
state’s underlying economy in perspective in any eco-
nomic outlook. When we zoom out from the cyclical
volatility the state is currently facing and focus on
long-run trends, it becomes clear that the future is
bright for the Golden State.

Real Gross State/Domestic Product Growth
1998 - 2008
8.0~
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Growth Rate (%)
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Source: U.S. Bureau of Economic Analysis
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California is still a major growth engine in the U.S.
economy. For the past 10 years, real economic growth
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in California has exceeded that in the United States
overall. During the past 10 years California has aver-
aged an annual growth rate of 3.7% in its real gross
state product, while the United States achieved av-
erage economic growth of only 2.7%. The exceptions
to this trend are the 2001 downturn when growth
was slower than that of the nation overall, and the
current recession. This is unsurprising given that the
pullback in California led the nation in this recession
and illustrates the economic impact of California on
the country. During growth periods California grows
faster than the nation, but pulls back harder in times
of recession.

The long-term strength in California's economy is also
illustrated by comparing California's share of U.S. eco-
nomic output relative to its share of the population.
Since 1997, California has maintained between 11.9%
and 12.5% of the nation's total population. Over the
same period, the state had a larger share of the coun-
try's economic output, which ranged from 12.1% to
13.5%. This shows that California has had a significant
influence on the national economy. Californians are
adding more than their fair share to the nation’s econ-
omy.

Other economic indicators point to a bright future for
the Golden State as the recovery begins. For exam-
ple, employment growth has outstripped that of the
United States in the majority of the last 15 years. To il-
lustrate, between January 1995 and peak employment
in 2007, California's total nonfarm payrolls grew by al-
most 24%. During that same time the United States ex-
panded its employment base by only 18.3%. So again, it
is clear the state has been one of the key regions driv-
ing employment growth in the nation, in addition to
driving its economic growth.

Share (%)

100)

Index (Jan-95

Growth Rate (%)

California's Economy and Population
1997 - 2008
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Source: U.S. Census Bureau, U.S. Bureau of Economic Analysis
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The state's demographic trends are a sunny spot for
the future as well. With the exception of the mid-
1990s, California's population has been growing faster
than the nation overall. Part of this population growth
is due to natural increase with more births than
deaths occurring each year. However, another part of
this population growth is from net migration of new
residents from the rest of the U.S. and all over the
world.

While our outlook for California's income is
partly based on an expected increase in
population growth, it is also founded on

other demographic assets within the State

While population growth also presents challenges for
the state, California's income growth, which has con-
sistently outpaced the United States overall, is partly
due to this strong population growth over the past 30
years. Although personal income in the state has con-
tracted more sharply than the nation since the onset
of this recession, it has also had its labor markets hit
harder. As employment begins to increase, we expect
a return to healthy income growth in both California
and the United States.

Personal Income
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While our outlook for California's income is partly
based on an expected increase in population growth,
it is also founded on other demographic assets within

the state. The primary advantage California has mov-
ing forward is its highly educated population. In addi-
tion to being home to many top-tier public and private
universities—including among others U.C. Berkeley,
U.C.L.A, University of Southern California, and Stan-
ford University—California has many highly educated
residents.

Educational Attainment
Adults Aged 25+, 2008

Less than HS

HS, No Diploma
HS Diploma

Some College
Associate's Degree
Bachelor's Degree
Grad./Prof. Degree
1 1 1 1 1

5 10 15 20 25 30
Percentage of Population

|_ California  [HEBBM United States |

Source: U.S. Census, 2008 American Community Survey

Compared to the United States overall, a larger share
of California’s residents have associate's degrees,
bachelor's degree's, and graduate and professional de-
grees. This increases the ability for California to at-
tract high-skilled businesses that need skilled work-
ers to fill their jobs. Higher education levels also add
to worker productivity, which will ultimately lead to
higher wages and incomes for the state’s population.

Forecasts

Based upon this analysis of California's economy, we
forecast California's labor markets to begin turning
around over the next few quarters. The state’s unem-
ployment rate was at or near its peak of 12.5% in the
first quarter of 2010. Growth in nonfarm payrolls will
resume in the first half of 2010, but the growth will be
muted as housing and consumer markets struggle to
regain a solid footing in 2010 and 2011 due to uncer-
tainty about future growth. There is also uncertainty
as to whether several key tax cuts at the state and na-
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tional level will be allowed to expire or whether they
will be extended or made permanent.

Labor Market Forecast
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The housing market, which has taken a beating over
the past three years, is also feeling for a bottom. While
home prices in California have risen in recent quar-
ters, there still exist a large number of nonperform-
ing loans and mortgages in foreclosure that will make
the rebound in home prices less steep than many ex-
pect. Also, as the tax credits for first-time home buyers
expire, home prices rise, and the pool of eligible first-
time buyers is absorbed, we expect to see home sales
come down slightly in 2010, though they will remain
above 80,000 per quarter over the next two years.

Housing Market Forecast
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However, the pent-up demand for homes and the
growing population—along with a real estate market
nearing its bottom—should benefit the construction

market. We have seen an uptick in residential build-
ing permits issued over the past six months in Califor-
nia, and we expect to see this trend continue over the
next few years, though activity will not reach the peak
levels seen in 2005 and 2006 for many years to come.
Nonresidential construction, which has fallen to lev-
els not seen since the mid-1990s, still has problems to
work out. Nonresidential building permits will not re-
turn to growth until later in 2010 and will stay well
below 2007 levels of permitting through 2015.

Construction Market Forecast
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Unfortunately, the picture for commercial real es-
tate is grimmer. In all of California’s 8 major regions,
cap rates are increasing—traditionally a positive sign.
But, when we dig deeper into these numbers a differ-
ent story emerges: cap rates are rising despite falling
prices because rents are falling faster than prices.
These trends do not point to a return to growth in non-
residential construction any time soon. In addition, as
long as net absorption remains negative and vacancy
rates rise, the commercial real estate market will be a
drag on California’s recovery.

...pent-up demand for homes and the
growing population—along with a real estate
market nearing its bottom—should benefit
the construction market.
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Taxable sales, which saw a strong bump in the third
quarter of 2009 due to the Cash for Clunkers program
and the first-time homebuyer tax credit, are expected
to remain weak through 2010. They will likely rise
above 2009 levels by roughly 1.3%. Part of this is due to
slow projected growth in employment and part is due
to the uncertainty over the expiration of the tax cuts
and incentives discussed earlier. Consumer spending
will also be affected by the increase in savings rates, as
people shift toward replenishing their savings or be-
come first time savers.

As the labor markets have been slowing their decline,
we have seen personal income level off as well. We cur-
rently predict that 2010 will see a return to growth in
personal income in the Golden State. As the labor mar-
kets continue to heal, we expect to see income trend
upwards at a slower, but more healthy and sustain-
able pace of growth than we have seen over this past
decade we expect to see income trend back upward
at a slower, but more healthy and sustainable pace of
growth than we have seen over this past decade.

Despite today's turmoil and the hard times we face in
the immediate future, California's long term outlook
is bright. While we need to address political challenges
in order to overcome our troubled regulatory struc-
ture and fiscal situation, the state's fundamentals are
sound. Among other things, we have a highly skilled
labor force, continue to attract high-tech businesses
and new investment, and our ports and airports re-
main a vital gateway for goods, services, and people
into and out of the United States. We may be down,
but the Golden State is surely not out.

Taxable Sales Forecast
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we expect to see income trend back upward
at a slower, but more healthy and
sustainable pace of growth than we have
seen over this past decade
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Q1-95 - Q4-13
2,000~

7

1,500~

1,000~

Billions of Dollars (SA)

500~
T T T T
Q1-95 Q1-98 Q1-01 Q1-04
Forecasts by Beacon Economics

T T T
Q1-07 Q1-10 Q1-13

48

Santa Barbara County Economic Outlook 2010



California Forecast

UCSB Economic Forecast Project

SOIUIOU00] U0Jedg AQ SISBIAI0]

8V'vL ¥8°cL LTEL 6LTL L LTZL 80°ZL 9T1'ZL SzL L6'TL (s000) aseardu] [eanjeN
61 1H- €5 Th- 1veh- LLEY- cveh- 0€°Zh- LT 0%- 9Z°LE- AN 9¢°8Z- (S000) UOIIRISIN 39N
vE0 z€'0 1€°0 0€°0 0£°0 1€°0 €0 9¢°0 170 9%°0 (AVVS‘%) yimo.to
£6°8¢ 06°8¢ L8°8€ 78°8¢ 18°8¢ 8L°8¢ GL'8E zL8¢ 89°8¢ 79°8¢ (1) uonerndog
6v°'TT LV'ET 9P LL'ST Th'ST S9'eT G6'¢ GeTI- 62°61- 9L¥%T- (AVVS‘%) Yimoi9
L8°C 6LC 0L 19°C A4 e 4 X4 1544 404 (V'S ‘TItd $) s3urIad [erjuapIsaIuoN
£€°6T S0°2¢ X% 44 L9°8C v0°LC 9'vz 78°¢C 9¢9¢ 0g°ZT 16'9T (4VVS‘%) yimo.to
vy 107 18°¢ 19°¢ 6£°¢ 6T'¢ 720°¢ 98'C S9°C 86'C (VS ‘s000) siuwrad AJrureI-HnnN
GETh ¥19¢ £h'ee LT'GE £e1e 1€°62 vZ°9z ¥6°'S¢ LS'TY L8°SE (4VVS‘%) yimoto
88°GT LS'VT ghel 0521 6G°TT €801 vZ0tT 996 v6'8 0z'8 (VS ‘s000) syutag Arure-a[3urs
rANAs LS'8 €0'¢ oT'¢- £6°8- LLTT- 97’11~ 20°8- L6°0- 98'81 (AVVS‘%) Yimoio
rANAS 87'68 9928 10°L8 69°L8 L9°68 756 £€°G6 VL6 8G5°L6 (VS ‘s000) sa[es awoH AJrue-o[3urs
20°¢ vt Sz'1 €T'0 06°0- 8G'T- 91°z- LT1'C- £9°0 €6'8 (4VVS‘%) yimo.to
€L°197  6L°65C  9€8SC  SS'LST  LV'LST  G0'8SZ  80°6SC 0§09  ¥6'T9Z  €S°T9Z (VS ‘S000 $) SeoLid SwoH A[rure-o[3uIs
0z'1T 15'1- 050 12°C 191 1€°¢ v Sy 87'S 122 (4VVS‘%) yimoto
L8°GZT  0S°SZT v6'GZT  8L'SZT  OT'SZT  09'%ZT 65°€ZT  89'IZT  9¢0ZT 78'811 (VS ‘I11d $) sofes s[qexel.
L6°C zee 75°¢ 80'¢ 8L'¢ L9'¢ 78'¢ 88'C 16°¢ 6L°1 (AVVS‘%) yimo.to
€T'80LT 69°S69‘T TE'T89T T8LIYT 0T'SSI'T €6'6£9T TZ'SZOT ¥O'OT9‘T 99'86S‘T TH €851 (11 $) swroouy [euosIag
GT'1T €1t 6€°1T 81T 09°TI VLTI €6'1T (ANAS LYAA ov'zt (VS‘%) 238y Juswfojdwaun
790 650 7L0 18°0 S6°0 LT'T or'tT 680 8%°0 87°0- (4VVS‘%) yimo.to
6071 LO'PT A €0'vT 0071 96°¢T 76'¢T 68°¢T Ggel ¥8cl (VS “IIIA) “[dwg waejuoN [e30L
2102-20 ZI0Z-TO TI0Z-%0 110Z2-€0 T102-Z20 TI0Z-TO 0I0Z-¥0O O0T0Z-€0 0T0Z-20 010Z-10 BIULIOJITED
9[qeL Isedaao0] ajels
SOTwIouo0o7 uodeag NE S3sed’auo
9L°€L L8'FL 62°9L 9Z'8L €6°6L 6718 GE'z8 60°¢8 vSes L9°¢8 (s000) aseardu] [eanjeN
S9°7Z- YAl LO'L- S¥'s L9°ST 8G°¢T 0262 16°2¢ 16°¢€ (AAAS (S000) UOIIRISIN 39N
£5°0 29'0 ZL0 88°0 00'T 0T'tT 8T'T €T’ A vl (AVVS‘%) yimoto
09°8¢ 66'8¢ 67°8¢ A 13 ££°8¢ vZ7'8¢ €1'8¢ 20°8¢ 16°L€ 6L°LE (1) uonerndog
6992 0¢'eT- evIe- G9°6G- L6'%9- 0%'LZ- 91°6Z- 62°12- 75°%C LL'SE (AVVS‘%) Yimoi9
€LT LST £9°C £6°C L9°¢ 8L'¥ LTS 96°g 16'S 65°G (V'S ‘TItd $) s3urIad [erjuapIsaIuoN
0671~ 18°Z1- 97°¢9- 91°96- 6£°1¢ €8 1L~ ¥8°19 S0°LE- 61°59- GL'88 (4VVS‘%) yimo.to
544 €5 19°C 9¢'¢ 65°L 60°L €L'6 79'8 89'6 1621 (VS ‘s000) sjuwrad ATreI-HnN
L9°06 GE'ZT G L0T £6°29- 7L LY 10°9%- L9°0Z- £€°69- 81°G¥- GE96- (AVVS‘%) yimoto
65°L 9%°9 v19 Zrs 959 LL 006 756 XAl it (VS ‘s000) syuwirad AJrwe-s[3urs
6£°GC 68T LS LI- YA 6L°1S ST'ezI SF'FET 6765 LL9E- 68°GG- (AVVS‘%) Y3mo49
GP'e6 1£°88 06°L8 ST'C6 9806 9818 8699 eT'vs I akid €0'%S (VS ‘s000) sa[es awoH AJrue-o[3urs
TLTe L9°¢E TS vzeh- 68°G¢- 09°¢h- 16°7h- S6°6¢- 69°9¢- 18°61- (4VVS‘%) yimo.to
66'SST  05'8€Z  I8'T1Zz  I8%ZC  00'65C  ¥H'68C  00°PE€E  8S°€8E  VL'SEY  6V'88F (VS ‘S000 $) S90Lid aWoH AJrwre-a[3urs
8L°6 0L'8T 78°12- XA LS°SZ- 98°0T- 8¢ - w4 96'8 16°11- (4VVS‘%) yimo.to
LT°8TT Gh'SIT 19°'0TT €9°LIT  0L'SZT £€°GET 87°6€1 G8'OPT  96'65T  66'9€T (VS ‘II1d $) sofes s[qexeL
997 88°0 L8°0- 61°L- 8L'%- z€0 LS 81'C- v6'G 9¢'¢ (AVVS‘%) Y3moio
TV9LS T  60°99G°T  G9'Z9S‘T  8099S‘T 8S°G6S‘T €T'STY'T S6'CI9T  69'16ST LF009'T ¥SLLST (1 $) swoouy [euosIag
YAAAS L6'TT 0TI LT0T oL €5°L L99 00'9 oL's LY'S (VS‘%) 912y Juswkordwaun
ov'z- 1L°9- 9z'L- L0°8- GhG- AN SP'T- 16°0- 1€°0- 18°0 (4VVS‘%) yimo.o
Ggel €6'¢T 8T'v1 SHHT GLPT 96'71 60°ST PI°GT 81°GT 61°ST (VS “IIIN) “[dwg waejuoN [e30L
600Z-F0 600Z-€0 600Z2-20 600Z-TO 800Z-¥O 800Z-€D 8002-Z0 800Z-TO L00Z-¥O L00Z-£O BIULIOJITED

3[qe.L [eJLI0)SIH 93]S

49

Santa Barbara County Economic Outlook 2010



California Forecast UCSB Economic Forecast Project

50 Santa Barbara County Economic Outlook 2010



Santa Barbara Forecast

by Brad Kemp

Beacon Economics

Contents
Key Chapter Findings
Economic Reality
A County Divided
Employment Overview
What Did Housing Have to Do with It?
Housing Related Employment
The Consumer Contraction
Consumer Related Job Losses
Conclusion

4 UNIVERSITY OF CALIFORNIA SANTA BARBARA
@i ECONOMIC FORECAST PROJECT

52
52
53
54
55
56
58
58
60



Santa Barbara Forecast

UCSB Economic Forecast Project

Key Chapter Findings

Santa Barbara is the largest economic engine in California's Central Coast, producing nearly $16.5 Billion
in economic activity in 2008. It was the second fastest growing in terms of economic output between 2002
and 2008, expanding by 20.4%. Only San Luis Obispo grew faster on the Central Coast, increasing by 29.6%.
Ventura County was both larger in terms of output value ($29.3 billion) and growth (21.1%).

Santa Barbara felt the effects of the recent recession much later than its neighbors and the State over-
all. The rise in home prices, a bubble which ultimately burst and lead to the onset of the recession, and
recession created job losses happened later here than in most areas of California.

The largest job losses in Santa Barbara County were found in the usual suspects, not surprising given the
housing and consumer imbalances were the primary recessionary drivers. Construction, financial activi-
ties, and retail trade posted the greatest employment declines in the County.

Despite going into the recession later than most, the County will rise out of the downturn at the same time
as its surrounding counties. This means that the residents of Santa Barbara will perceive the duration of
the recession as shorter than many others throughout the state.

The different regions of the County, North County and the Central Coast, will surely continue on their
individual paths following the recession. The North will continue its policy of growth, while the South
Coast continues to attempt to resist growth. Both areas will face unique challenges, but both will ulti-

mately share the County's bright future.

Economic Reality

Santa Barbara is known for providing an escape from
the realities of the world outside its borders. A lux-
ury get-a-way destination, it benefits from beautiful
weather, breathtaking scenery, a growing wine indus-
try and proximity to one of the most populous places
in the world—Los Angeles. Santa Barbara also benefits
from an international reputation—drawing travelers

been resistant to job losses during the recent reces-
sion, during the same time when other industries have
rapidly shed jobs.

Santa Barbara is known for providing an
escape from the realities of the world outside

its borders...But Santa Barbara is more than
just a tourist destination. The county also

enjoys a strong employment base, with more

from around the world to enjoy its many offerings. than 160,000 employees.
But Santa Barbara is more than just a tourist desti-
nation. The county also enjoys a strong employment . )
Not surprisingly, tourism related employment

base, with more than 160,000 employees. Many resi-
dents—23%—work in government, with the majority
of these employed by the county’s multiple cities, pub-
lic schools and military bases. The high percentage of
government employment has even grown lately be-
cause the union heavy government work centers have

ranks second in the county. Leisure and hospi-
tality—comprised of hotels, eating and drinking
establishments, and entertainment—employ 13.5% of
all workers. Like government employment, leisure
and hospitality has seen an increase in positions
as a percentage of total employment, after having
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Santa Barbara is clearly partitioned by the
Santa Ynez mountains, dividing the county
into two areas—North County and the South
Coast. But the division is more than a pile of
sedimentary rocks. It also marks a division
of ideals, politics and policy.

represented only 11.1% of total employment in 1990.
Unfortunately, this is the industry with the lowest
wages of any in the region, with an average wage of
only $19,760 per year, a low figure compared to the
average wage of $63,750 in information, the highest
paid super sector in the county.

Santa Barbara County boasts the largest total eco-
nomic output of California’s central coast counties,
producing nearly $16.5 billion in 2008. Monterey
County was a close second, with $15.2 billion, while
San Luis Obispo and Santa Cruz counties reported
$8.5 billion and $8.3 billion, respectively. That said,
San Luis Obispo has been the fastest growing county
in terms of output, expanding by 29.6% since 2002,
while Santa Barbara grew by 20.4% and Monterey
grew by only 17.1%. Santa Cruz actually contracted
by 1.3% during that period. On the other hand, Ven-
tura County, part of the Tri-County region, is larger
in terms of economic output than Santa Barbara, pro-
ducing nearly $29.3 billion in 2008, and Ventura grew
faster between 2002 and 2008, increasing by 21.1%.

A County Divided

Santa Barbara is clearly partitioned by the Santa Ynez
mountains, dividing the county into two areas—North
County (including the Santa Ynez Valley) and the
South Coast. But the division is more than a pile of
sedimentary rocks. It also marks a division of ideals,
politics and policy.

The economy in the North County (including the areas
around Santa Maria, Lompoc, Guadalupe, the Cuyama
Valley, and the Santa Ynez Valley) has been driven
by agriculture, oil extraction, and military bases, al-
though there is also a tourism component in the re-
gion. It is a blue collar region made up of a diverse,
hard working population.

The northern region focuses on encouraging eco-
nomic vitality by taking advantage of its population
growth and expanding its employment base. The re-
gion’s political stance is conservative. Political leaders
in the region seek to maximize the area’s considerable
potential.

The northern region focuses on encouraging
economic vitality by taking advantage of its
population growth and expanding its
employment base...South County residents
favor slow growth...clearly focused on
environmental issues.

The South Coast focuses on tourism and high-tech in-
dustries. Its industries and population are supported
by the University of California, Santa Barbara. The
university’s presence explains the area’s high edu-
cational levels and its above average representation
of professional and business services employment.
South County is home to a large number of retirees
and wealthy individuals.

South County residents favor slow growth. The qual-
ity of life in the area is very high and many residents
believe this quality will be compromised if the region
grows considerably. Thus the area limits the number
of new building permits to be approved. The region’s
residents are politically liberal and clearly focused on
environmental issues.
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Santa Barbara County was resistant to the recent recessionary forces while other
areas were feeling the full effects of the downturn. Employment losses in the county
started much later than in neighboring communities.

Employment Overview

Santa Barbara County was resistant to the recent re-
cessionary forces while other areas were feeling the
full effects of the downturn. Employment losses in the
county started much later than in neighboring com-
munities. Whereas Santa Barbara County started to
shed jobs in the beginning of 2008, a full year after
the onset of the recession, San Luis Obispo County
had been losing jobs since the third quarter of 2007,
and Ventura County’s employment contraction began
even earlier, in late 2006.

Labor Market Trends
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From the employment peak of nearly 174,400 posi-
tions in the fourth quarter of 2007, the county’s em-
ployment base has shrunk by over 12,000 jobs, or 7%
to date. Compare that to Ventura County, which has
lost 8.6% (25,500 jobs), and California, which lost 8.9%
(over 1,350,000 jobs).

Santa Barbara County has historically posted lower
than average unemployment rates. Between mid-1996
and mid-2008, the unemployment rate ran from a
minimum of 3.6% to a high of 5.8%, averaging 4.6%.
During the same period, California’s average unem-

ployment rate (5.9%) was higher than Santa Barbara’s
peak of 5.8%. The rate in California ranged from a 4.7%
to 7.6%.

Unlike industry employment losses, which started rel-
atively late compared to the onset of the recession,
the rise in the unemployment rate in Santa Barbara
happened at the same time as it did for its Tri-County
partners and in the state overall. Starting in late 2006,
the rate began to creep up. Given that job losses didn’t
start in the county until much later, the rate rise
can be attributed to residents working in surrounding
counties and losing their positions there, thus driving
up the rate in Santa Barbara.?

Ultimately, the rate expanded to peak at over 9% in
late 2009, a rise of over 5.4 percentage points from its
base, and much higher than its peak of 7.9% in the
1990s. While this sounds bad, Ventura County’s rate
increased by nearly 7 percentage points, trough to
peak, while the rate in California rose by 7.6 percent-
age points. The number of unemployed Santa Barbara
County residents grew by over 12,200.

The forces that shaped the recent downturn at the na-
tional and state level are the same forces that brought
change to Santa Barbara County. The two primary cul-

Given that job losses didn’t start in the
county until much later, the rate rise can be
attributed to residents working in
surrounding counties and losing their
positions there, thus driving up the rate in
Santa Barbara.

*Labor force statistics are a measurement of the employment
status of residents by area, whereas employment by industry
statistics are a measure of the number of workers by area.
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prits are the bursting of the housing bubble and the
consumer contraction that followed.

What Did Housing Have to Do with It?

In the first half of the 2000s, home prices throughout
the nation were rising exponentially—especially here
in California—driven by the seemingly insatiable ap-
petite for homes. Consumers were heavily debt loaded
and looking for a quick fix to their cash problems.
Many people had the feeling that, after successfully
recovering from the dotcom bust, they were on their
way to early retirement once they sold their home
at the peak of the market. Many new buyers jumped
in hoping to cash in on the unprecedented equity
gains homeowners were experiencing, even if they
had to financially stretch themselves a bit. And why
not, given the incredibly lax qualification standards
most financiers were displaying?

Problems arose because most people assumed that
prices were going to continue to climb for a long
time to come. Many new buyers were counting on eq-
uity gains to help them to be able to actually afford
the home they bought. Both new buyers and existing
homeowners were in for a big surprise.

In 2000, median prices in Santa Barbara County were
lower than they were in Ventura or San Luis Obispo
counties. The area had been more expensive in the
mid-1990s, but prices fell in the latter half of the
decade, while the other two regions saw price gains.
This is likely representative of the shift to more res-
idential growth in the north of the county, where
prices were considerably lower than in the south.

Then, starting in 2001, prices in Santa Barbara began
to grow at a faster rate than in the other two coun-
ties. The fact that Santa Barbara had permitted signifi-
cantly fewer single-family homes in the 1990s resulted
in significantly fewer available homes on the market.
Because of this, when the housing hysteria started

there was serious competition for a limited number
of available prospects. In the northern region of the
county, there were considerably more new homes be-
ing built than in the south, but the population growth
there outpaced the increase in home formation. Taken
together, the two causes led to the accelerated price
gains.

By 2007, the median price in Santa Barbara County
had surpassed that of its neighbors, peaking at nearly
$650,000 in the second quarter, a rise of 231% from the
trough.

within two years median prices in Santa
Barbara County had fallen by nearly
$400,000, again making the homes in the
county more affordable than in its
Tri-County partners, especially in the
northern region of the county.

Both Ventura and San Luis Obispo counties had
peaked a year earlier and were already on the decline.

Then the bottom fell out of the housing market in
Santa Barbara County. Prices fell off a cliff, and within
two years median prices in Santa Barbara County had
fallen by nearly $400,000, again making the homes
in the county more affordable than in its Tri-County
partners, especially in the northern region of the
county. In the first quarter of 2009, Santa Barbara’s
median price was nearly $250,500, while San Luis
Obispo and Ventura’s were $370,900 and $362,500.

Therefore it’s unsurprising that of the Tri-Counties,
Santa Barbara has the largest share of current mort-
gages underwater, meaning that more properties in
the county are worth less than what is owed on them.
Nearly 28% of the county’s mortgages are underwater,
compared to 25.8% in Ventura County and only 16.6%
in San Luis Obispo County.
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Therefore it’s unsurprising that of the Tri-Counties, Santa Barbara has the largest
share of current mortgages underwater, meaning that more properties in the county

are worth less than what is owed on them.

Housing Market Forecast
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Starting in 2008, sales started to pick up in the re-
gion, but they have only returned to mid-1990s lev-
els. Prices, too, have been on the rise, having gained
32.8% of their value from the trough. Despite these
recent price gains, Beacon Economics forecasts that
there will be negative price pressure in 2010 due to
an increasing number of foreclosures that are sure to
happen. This shouldn’t be a surprise, given the high
number of distressed (underwater) homes in the mar-
ket. Banks have been working to help those homeown-
ers they can, but the number who are being success-
fully assisted is just a drop in the bucket. The county’s
prices will remain flat through the middle of 2011, and
then return to modest growth at best.

How the difference plays out in the North County
and South County markets remains to be seen. The
South County will continue to be a slow growth area,
severely limiting the number of permits it allows. That
would imply that there would be positive price pres-
sure there, given that buyers are competing for a lim-
ited number of homes. But, we must consider the de-
mand for homes as well. Prices in the southern region
are considerably higher than in the northern part of

the county, making the homes in the north more at-
tractive to money conscious buyers. Add to this the
limited availability of financing on jumbo loans, and
the demand for South County homes may be limited.

Prices in the southern region are
considerably higher than in the northern
part of the county, making the homes in the
north more attractive to money conscious
buyers.

Conversely, North County has seen more robust pop-
ulation growth than the southern region, This means
demand for homes has been very high. Unlike the
South County, the North County has been trying to
keep up with the demand by permitting liberally. Dur-
ing the rise of the housing bubble, they were unable to
keep up with the rising demand causing prices to dra-
matically rise. No doubt, the north will continue to be
the faster growth region. Prices there will be depen-
dent on how many new homes are built to meet that
demand.

Housing Related Employment

Most of the county’s employment losses were in the
construction sector, which shrank by more 3,500 jobs.
This is not surprising given the buildup of construc-
tion jobs during the inflation of the housing bubble
seen throughout California. Starting in mid-2006, this
industry lost jobs at an accelerating pace. In the first
year of losses, 2006-2007, the industry dropped an av-
erage of 23 jobs per month. This bumped up to 43 per
month the next year, 2007-2008. The worst period for
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this industry was between 2008 and 2009, when con-
struction jobs were being shed at a rate of 156 jobs per
month. The pace has slowed since the middle of 2009
and in the most recent months the losses have been in
the teens.

Construction Employment Forecast
Santa Barbara (MSA) and California, Q1-00 to Q4-13
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Residential Building Permit Forecast
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Building permit activity has been on the rise re-
cently—mostly in North County—in both the residen-
tial and nonresidential markets. However, the activity
remains very low compared to normal pre-recession
levels and well below the number being generated
during the rise of the housing bubble. Most of the new
building growth will be in the North County, while
there will be alterations permitting across the county.

Building permit activity has been on the rise
recently...However, the activity remains very
low compared to normal pre-recession
levels...The return to growth for the building
industry will be very slow—too slow for the
likes of laid off construction workers.

The return to growth for the building industry will be
very slow—too slow for the likes of laid off construc-
tion workers. For the construction industry, 2010 will
be a relatively flat year, with the sector losing only
a few hundred more positions by late fall. Then, in
2011, modest growth will return to this industry. It
won’t be until 2012 that we see this industry add jobs
at a more historically normal pace. Even with that, the
number of construction jobs won’t come close to the
sector’s 2006 employment peak within the life of our
forecast, indicating a very competitive job market for
those workers.

Financial Activities Employment Forecast
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Consistent with the huge impact of the bursting of
the housing bubble, financial activities posted the sec-
ond largest job contraction in the county, losing 2,200
positions. Slow job losses started in early 2002, but
picked up pace in 2006. To date, this industry has con-
tracted by over 25% from peak.

Jobs losses from the financial services sector have
slowed recently and will return to growth soon. Most
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Despite the recent taxable sales gains, 2010
will remain very flat for Santa Barbara
County...Beacon Economics is still concerned

that when these tax cuts end there will be
another consumer slowdown.

of the growth over the next year will be in the bank-
ing and insurance sector, but later in the year the real
estate, rental, and leasing sector will gain some mo-
mentum.

The Consumer Contraction

When the housing bubble burst and the reality of the
loss of the perceived equity gains set in—alongside the
bracing news of rising unemployment rates—the con-
sumer was shocked into a state of paralysis. Taxable
sales in Santa Barbara County fell off a cliff in the fall
of 2006—consistent with the residential employment
drop. Total taxable sales fell by 25.8% from the fall
of 2006 to the second quarter of 2009 when they hit
bottom. Taxable sales figures have returned to growth
since then, regaining 5% from the recent low mark.

Taxable Sales Forecast
Santa Barbara (MSA), Q1-05 to Q4-13
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Despite the recent taxable sales gains, 2010 will re-
main very flat for Santa Barbara County. Consumers
have curbed their debt driven spending habits of the

Retail trade employment experienced the
third largest employment decline in the
county...

last 20 years, and savings rates have moved in the
right direction. But the gains in savings are not due
to fundamental changes in consumer patterns, but
rather due to the record low taxation consumers have
been enjoying. Beacon Economics is still concerned
that when these tax cuts end there will be another
consumer slowdown. This means after we see a slight
return to growth in 2010, the economy will slow again
in 2011. The area will return to more historically nor-
mal growth in 2012.

Consumer Related Job Losses

Although the housing imbalances had a large impact
on the Santa Barbara economy, the effects were pri-
marily limited to a narrow band of industries. Once
the psychological effects of the housing meltdown had
hit the consumer, the resulting job losses were spread
across a broader spectrum of employers.

Retail Trade Employment Forecast
Santa Barbara (MSA) and California, Q1-00 to Q4-13
110-

AT
RS
o

105- o
R

100, SA)

.
100~

95-

Index (Q1-00

90~

85~
T
Q1-00

T T T T T T
Q2-02 Q3-04 Q4-06 Q1-09 Q2-11 Q3-13

Forecasts by Beacon Economics

SantaBarbara (MSA) ~  *r=ss=ssm California |

Retail trade employment experienced the third
largest employment decline in the county, losing
over 2,000 jobs—10.2%—from peak. This is despite
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the fact that unlike its neighboring counties Santa
Barbara had no significant buildup of new retail jobs
prior to the recession. In fact, the county maintained
around 20,000 retail trade employees between the be-
ginning of 1999 and the end of 2008. During the same
period, Ventura County increased its employment in
retail sales by over 16.8%.

Consistent with the taxable sales forecast above, and
with past growth in this industry, retail employment
growth will be very slow. In fact, employment fails to
return to the 20,000 employee level until well after the
end of 2013.

Professional and Business Services Employment Forecast
Santa Barbara (MSA) and California, Q1-00 to Q4-13
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Professional and business services began its slide ear-
lier than most, beginning its employment drop in the
fall of 2005. It continued to fall until the middle of
2006 when it rallied a bit into 2007. Then it went
south again, ultimately losing nearly 1,500 jobs along
the way. This industry, heavily dependent on business
profits—and thus consumer spending—will take some
time to recover. That said, this industry has already
posted some job gains. According to our forecast, pro-
fessional and business services will grow at a low pace
for the foreseeable future.

...professional and business services will
grow at a low pace for the foreseeable future.

The second largest employer in the county,
leisure and hospitality...is still on the decline.

Leisure and Hospitality Employment Forecast
Santa Barbara (MSA) and California, Q1-00 to Q4-13
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Santa Barbara County has long been known as a tourist
destination. Although it is less dependent on this sec-
tor than San Luis Obispo, tourism makes up a large
piece of the county’s economic spectrum. The second
largest employer in the county, leisure and hospital-
ity started to shed positions in early 2008, ultimately
losing nearly 1,600 jobs. Thus far, this industry is still
on the decline.

The decline, in part, stems from the considerable shift
happening in leisure and hospitality. Large employers,
such as banks, who in the past took advantage of the
luxury accommodations the county has to offer, are
now suffering from an embarrassment of riches and
may not wish to be seen making purchases that could
appear lavish. Thus, many employers when planning
events such as conferences and retreats are looking
for more affordable, cost-effective destinations.

At least in the short term, the South Coast will need
to refocus its marketing efforts to bring in more of
these cost conscious clients. The North County, on the
other hand, has been marketing toward these clients
for some time. With its growing wine industry, it’s well
poised to take advantage of the new market.
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Government Employment Forecast
Santa Barbara (MSA) and California, Q1-00 to Q4-13
125-

120~

100, SA)

115~

110~

Index (Q1-00

105-

100 -,
T T T T T T T
Q1-00 Q2-02 Q3-04 Q4-06 Q1-09 Q2-11 Q3-13

Forecasts by Beacon Economics

SantaBarbara (MSA) ~  ssmssssss California |

Despite the drop in home prices and taxable sales,
which have surely led to decreases in tax revenues,
government has been resistant to any job losses. Nei-
ther federal, state, nor local employment have lost
one job in Santa Barbara County since the onset of
the recession. Traditionally, government tries to fill in
where business spending drops off, but at what cost?
Local deficits are rising, and most municipalities will
need to come up with a plan to recover from serious
shortfalls. Beacon will be watching to see what plans
and policies these municipalities initiate.

Neither federal, state, nor local employment
have lost one job in Santa Barbara County
since the onset of the recession.

Conclusion

Overall, Santa Barbara County was heavily affected
by the recession. Although not as caught up in the
housing boom as the counties surrounding it, the area
nonetheless still lost a considerable number of hous-
ing related jobs. By not having the buildup of retail
jobs during the rise of the bubble, there was relatively
less fat to cut from that industry.

Labor Market Forecast
Santa Barbara (MSA), Q1-00 to Q4-13
175-

v,
ey
.,
3
.
i
*

170 -

Percentage (SA)

165

Number of Jobs (000s, SA)

160 =
T
Q1-00

Forecasts by Beacon Economics

T T T T T T
Q2-02 Q3-04 Q4-06 Q1-09 Q2-11 Q3-13

Total Nonfarm Employment ~ =**==*=* Unemployment Rate |

Despite feeling the full effects of the recession later
than most in the state, Santa Barbara will pull out of
the downturn along with the rest, meaning that most
Santa Barbara residents will feel that the recession has
been shorter than the duration experienced by oth-
ers outside the region. The unemployment rate has al-
ready begun to fall, and jobs are on the rise. While the
different regions of the county will continue to grow
at different paces, they both share the same positive
future.
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Key Chapter Findings

» Santa Barbara County is the second-largest employment center in the Central Coast, employing 161,200

workers in nonfarm industries. Employment in the region has suffered in the current recession, declining
7.6% since November of 2007, corresponding to a loss of around 13,200 payroll positions. The county has
seen a smaller relative decline than the state, where nonfarm employment has fallen 8.9%.

Unemployment reached the highest level observable in the available data in October of 2009, when it
reached 9.3%, but has fallen slightly since. The unemployment rate is higher in every other MSA in the
state. As of January, there were 19,840 unemployed persons in Santa Barbara County.

The Santa Barbara Metropolitan Statistical Area has had moderate growth in personal income over a long
period of time. Annual personal income growth averaged 5.2%, from 1988 to 2008, but slowed dramatically
between 2007 and 2008, increasing by just 3.8%.

South County

Average annual wages in South County are significantly higher than in North County, owing to the greater
prevalence of jobs in higher-paying sectors, including professional services, manufacturing, financial ac-
tivities, and information. Note that average wages in the County overall are fairly low—$5,000 below the
state average—as Santa Barbara County's economy is heavily concentrated in low-wage sectors, notably
agriculture, and leisure and hospitality.

North County

North County's heavy engagement in agriculture—26% of employment in the north is at farms—depresses
average wages in the area. However, it also mitigated the impact of the recession, as agricultural employ-
ment grew through the past two years. Average wages have been growing faster in the north, although
there may be some risks to future growth as oil fields continue to shrink, and agriculture may be squeezed

by rising production costs.

The Santa Barbara Metropolitan Statistical Area
(MSA) is renowned for its pristine beaches, historic
charm, and rolling countrysides, making the County a
popular tourist destination, particularly for domestic
travelers.> The MSA is also widely known for having
some of the priciest real estate in the nation. How-
ever, this is primarily characteristic of the southern
portion of the County, where services, such as retail
trade, leisure and hospitality, and professional and
business services, are the major industries, and wages

*The Santa Barbara MSA comprises all of Santa Barbara
County.

are significantly higher. Much of the popular image of
Santa Barbara is associated with the southern side of
the County. Agriculture predominates in the north-
ern part of Santa Barbara County, although the area
is also home to a number of tourist attractions, in-
cluding several Spanish missions, the town of Solvang,
and the local wine country. Historically, North County
was heavily engaged in oil extraction, which provided
fairly high-paying jobs and fueled much of the devel-
opment in the area, but as the oil fields have dwin-
dled, these activities have been scaled back, although
there are still a number of off-shore oil rigs along the
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Overall, Santa Barbara County went into full-blown recession only slightly earlier than
the nation, but employment growth came to a halt almost two years earlier.

coast of Santa Barbara County. In addition to agricul-
ture, Vandenberg Air Force Base is a substantial driver
of economic activity in the north.

Employment in the region is concentrated in five ma-
jor sectors, accounting for over 60% of local employ-
ment—local government, leisure and hospitality, re-
tail trade, agriculture, and health care. The remaining
sectors in the MSA each provide under 12,000 payroll
jobs. Santa Barbara's mix of industry has contributed
to moderate but consistent growth in personal income
over a long period of time—per capita income is above
the state average. Nonetheless, personal income in the
county has grown less than in the state or in its neigh-
boring counties of Ventura and San Luis Obispo, no-
tably since the recession in the early 1990s when the
California defense industry saw significant declines.
Even though Santa Barbara's housing-market bubble
was substantial, it was not reflected in employment
and income to the extent it was in areas such as the
Inland Empire and the Southern Central Valley which
were extremely exposed to the housing bubble and the
use of subprime mortgages.
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Employment in the Santa Barbara MSA was only
mildly affected by the 2001 recession, which is some-

what surprising as the region was quite vested in sec-
tors that brought about the downturn, such as in-
formation and hi-tech consumer electronics manu-
facturing. Some sectors that are also dependent on
wider economic performance—including retail trade
and leisure and hospitality—did see more substan-
tial ups and downs at that time. Overall, employ-

Santa Barbara's mix of industry has

contributed to moderate but consistent
growth in personal income over a long

period of time—per capita income is above
the state average.

ment fell by 1.4% between April of 2001 and Novem-
ber of 2001, and stagnated through mid-2003. There-
after, employment growth was slow, as the County
added just 9,900 jobs (6%) between March of 2003 and
November of 2007, the most recent peak in employ-
ment. In fact, Santa Barbara hit a plateau in employ-
ment in late 2005, after which employment fluctuated
around 173,000. Since November of 2007, nonfarm em-
ployment in the Santa Barbara MSA has declined by
7.6%, shedding around 13,200 jobs and bringing em-
ployment numbers well below levels observed during
the 2001 recession. This is a significantly lower rate of
decline than observed in the state overall, where non-
farm employment has fallen by 8.9% since peaking in
July of 2007. Overall, Santa Barbara County went into
full-blown recession only slightly earlier than the na-
tion?, but employment growth came to a halt almost
two years earlier.

*The nation officially fell into recession in December of 2007
according to the National Bureau of Economic Research.
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Although employment losses are showing signs of
slowing, they are still occurring as a result of the three
phases of this downturn: (1) the housing collapse,
(2) the following financial crisis, and ultimately (3)
the contraction in consumer spending. Each of these
forces brought on significant job losses in specific in-
dustries, such as construction, finance and insurance,
and retail trade. The relatively late onset of the re-

Since it began increasing in late 2006, the
unemployment rate has risen by 5.6
percentage points to a peak of 9.3% in
October of 2009. These are the highest levels
observed since the data began...

cent recession in Santa Barbara compared to most of
California®may be partially explained by the County's
very moderate employment growth after the 2001 re-
cession. Given that the region fell into recession some-
what late, and given that nonfarm employment con-
tinues to decline, Santa Barbara may not begin to see
employment recovery for a few more months.

Unemployment

The unemployment rate in the Santa Barbara MSA be-
gan picking up after October of 2006, when it hit a low

>The State overall fell into recession in July of 2007

of 3.7%. Prior to that it had been gradually decreasing
from a high of 5.4% following the dot-com bust. Unlike
many areas of the state and the country, Santa Bar-
bara County saw much higher unemployment rates in
the 1992 recession than in the 2001 recession. Conse-
quently, the county maintained unemployment lev-
els below 6% from February of 1996 to November of
2008. Since it began increasing in late 2006, the un-
employment rate has risen by 5.6 percentage points
to a peak of 9.3% in October of 2009. These are the
highest levels observed since the data began—1.3 per-
centage points higher than the previous peak levels
recorded in mid-1993. Since October the unemploy-
ment rate has dropped slightly, to 8.9%.

Unemployment Rate
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Percentage (Smoothed, SA)

T T T T T T T T T
Jan-90  Jul-92  Jan-95  Jul-97  Jan-00 Jul-02 Jan-05 Jul-07  Jan-10

Santa Barbara (MSA)
San Luis Obispo (MSA)

Ventura (MSA)
— = Los Angeles (MD)

Source: Employment Development Department

Although higher than at any point in the available
data, the unemployment rate in the Santa Barbara
MSA is still the lowest in California, highlighting the
dire condition of the state's economy and pointing
to California as an epicenter of this recession. Only
three metropolitan areas and divisions in the state
have unemployment rates below the national average.

Although higher than at any point in the
available data, the unemployment rate in
the Santa Barbara MSA is still the lowest in
California, highlighting the dire condition of
the state's economy and pointing to
California as an epicenter of this recession.
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The largest employment losses in Santa Barbara have occurred in construction, and
finance and insurance. These losses are directly tied to the causes of the current
recession—the collapse of the housing market devastated construction employment,
while the financial crisis necessitated cutbacks in finance and insurance.

Although there are a couple counties with lower un-
employment rates, Santa Barbara currently ranks first
out of 28 MSAs and MDs in California by unemploy-
ment rate. At 12.5% as of January, the statewide unem-
ployment rate is 3.6 percentage points higher, but this
still appears moderate, relative to areas in the Cen-
tral Valley, such as Stockton, Modesto, and Merced,
where the unemployment rate is at 16% and higher.
While Ventura and San Luis Obispo counties are far-
ing slightly worse—with unemployment rates of 10.8%
and 10.0%, respectively—all three have fairly low un-
employment rates compared to most of California.

Unemployment Rates (%), Jan. 2008-2010

Area Jan-08 Jan-09 Jan-10
California 6.1 9.7 12.5
Central Coast
San Luis Obispo 4.6 7.4 10.0
Santa Barbara 4.5 7.0 8.9
Ventura 5.1 8.1 10.8
Southern California
Inland Empire 6.2 11.3 14.7
Los Angeles 5.9 10.1 12.5
Orange County 4.2 7.4 9.9
San Diego 4.8 8.2 10.7
Bay Area
East Bay 4.8 3.6 11.5
San Francisco 4.0 7.1 9.5
San Jose 4.9 8.9 12.0

Source: California EDD

Currently, the California Employment Development
Department estimates there are 19,838 unemployed
persons in Santa Barbara County, 4,370 more than in
January of 2009—a year-over-year increase of 28.3%.
However, it is likely that this figure does not capture
the full extent of out-of-work persons in the county,
as the labor force has been fluctuating since March

of 2009, suggesting the presence of discouraged work-
ers who have left the labor force. Persons who, after
failing to find work for an extended period of time,
give up their search for employment are no longer
counted in employment and unemployment statis-
tics. The number of unemployed persons has risen
by 153.9% since October of 2006—an increase of over
12,000 people.

Employment by Industry

The largest employment losses in Santa Barbara have
occurred in construction, and finance and insurance.
These losses are directly tied to the causes of the
current recession—the collapse of the housing mar-
ket devastated construction employment, while the
financial crisis necessitated cutbacks in finance and
insurance. Although initial employment losses were
greatest in construction and financial services, dwin-
dling consumer spending and mounting unemploy-
ment spread these troubles across all sectors.

Currently, the California Employment
Development Department estimates there
are 19,838 unemployed persons in Santa
Barbara County, 4,370 more than in January
of 2009—a year-over-year increase of
28.3%....The number of unemployed persons
has risen by 153.9% since October of
2006—an increase of over 12,000 people.

®The real estate sector in the Santa Barbara MSA has been in
long-term decline, since the 2001 recession. Thus, the employ-
ment losses observed here are not directly attributable to the re-
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Santa Barbara (MSA) Industries Directly Affected
by the Housing and Consumer Spending Downturns

Jobs Lost
Industry Peak Since Peak Percentage
Construction Jun-06 —3,706 —34.7
Finance and Insurance Jan-06 —1,524 —26.4
Real Estate? Dec-01 —1,271 —33.9
Retail Trade Jul-08 —1,837 -9.1

Source: California Employment Development Department

The largest sector in the Santa Barbara MSA
is local government, followed by leisure and
hospitality, and retail trade.

The largest sector in the Santa Barbara MSA is lo-
cal government, followed by leisure and hospitality,
and retail trade. The local government sector provides
over 23,000 full-time jobs, while leisure and hospital-
ity and retail trade employ close to 22,100 and 18,700
persons, respectively. The majority of sectors have
suffered employment declines at this point. Only three
sectors, government, education and health services,
and agriculture, sustained growth through 2008 and
2009.

Average Annual Employment by Industry
Santa Barbara (MSA), 2009
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As the largest sector in the metropolitan area, local
government provides around 14% of nonfarm, full-
time equivalent positions. This sector encompasses

cent housing and consumer spending downturns, but they are in-
cluded here as this sector was directly and heavily affected in most
areas.

all local public sector employees, including workers
at government agencies, law enforcement and emer-
gency personnel, and public school teachers. Local
government employment reflects economic bubbles
quite well, though there is typically a lag of one year
between changes in economic cycles and changes in
government employment. Nonetheless, due to the in-
creased revenues generated by higher incomes and
property values during bubble years, services and
therefore employment are typically scaled up. When a
bubble bursts, it takes a budget cycle to truly account
for changes in projected revenues. Overall though, lo-
cal government employment has grown at a fairly lin-
ear rate, as the level of government services provided
is primarily dependent on population size and charac-
teristics. Although there have been some job losses, no
widespread layoffs are expected for public sector em-
ployees in Santa Barbara County. Note that the pre-
cipitous drop and recovery observable in mid-2008 is
an anomaly in data collection and is not the result of
an underlying shift in the sector.

Local Government Employment
Santa Barbara (MSA), Jan-98 to Jan-10
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Leisure and hospitality is the mainstay of the Santa
Barbara MSA's economy. It accounts for 13.5% of non-
farm employment and almost 19% of private sector

Although there have been some job losses, no
widespread layoffs are expected for public
sector employees in Santa Barbara County.
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employment, while contributing close to 5% to annual
output. The sector has seen strong and fairly consis-
tent employment growth over many years. Although
employment did contract in the aftermath of the dot-
com bust, the sector saw a healthy return to growth
thereafter. Prior to the recent recession, employment
was growing in line with trends observed leading into
the 2001 recession. Employment at leisure and hospi-

Interestingly, taxable sales in the County
grew unabated throughout this period,
suggesting that the retail trade

establishment as a whole reached a
sustainable, balanced level of employment...

tality establishments peaked quite late, in February of
2008, shortly after the official onset of the recession
nationwide. The sector was able to resist serious em-
ployment declines until October of 2008. From peak,
the sector has shed almost 1,700 jobs, around 7.2% of
payroll. Recovery in this sector will depend heavily on
consumer behavior, which in turn hinges on returning
job growth and an increase in the availability of credit.

Leisure and Hospitality Employment
Santa Barbara (MSA), Jan-98 to Jan-10
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Employment in the retail sector has been essentially
stagnant since the 2001 recession. While the sector
saw tremendous growth in the years leading up to the
dot-com bust, once the bubble burst the sector con-
tracted and did not return to growth. From April of
2002 to July of 2008 employment remained between

20,000 and 20,500 positions, fluctuating slightly from
month to month. suited for the demand this sector ex-
periences. Since July of 2008, the sector has lost ap-
proximately 1,840 payroll jobs, a 9.0% decline in retail
trade positions. This sector is fairly intertwined with
tourism in the region, and much like leisure and hos-
pitality, will be dependent on the whim of consumers
going forward—recovery will hinge on confidence and
a return to lending, which banks continue to resist.

Retail Trade Employment
Santa Barbara (MSA), Jan-98 to Jan-10
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Health care is, without a doubt, the most stable sector
in the region, having grown consistently through the
last three recessions. This is the case in most regions of
California. As with local government employment, the
main driver of growth in this sector is the population.
The demand for health care is not really subject to eco-

Health care is, without a doubt, the most
stable sector in the region, having grown
consistently through the last three
recessions.

nomic whims. While people will certainly cut back on
elective and cosmetic procedures, very few will opt to
forego essential treatment. As the populace continues
to age, and as diseases such as diabetes and cancer be-
come ever more prevalent, the demand for health care
services will only increase, ensuring that this sector
will continue to enjoy strong growth. However, with
the current debate on health care and the potential
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introduction of a national health care plan, there may
be some significant changes in this sector in the near
future. Additionally, a significant challenge for health
care providers arising at this time is the increasing
number of people who are losing their health insur-
ance coverage due to job loss.

Health Care and Social Assistance Employment
Santa Barbara (MSA), Jan-98 to Jan-10
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Santa Barbara (MSA)
Employment by Industry, 2009 Annual Average
Industry
Local Government 23,034
Leisure and Hospitality 22,099
Retail Trade 18,671
Agricultural Employment 18,329
Health Care and Social Assistance 17,759
Manufacturing 11,851
State Government 10,914
Professional, Scientific, and Tech. Services 10,692
Administrative and Support Services 8,903
Construction 7,709
Other Services 5,517
Finance and Insurance 4,258
Wholesale Trade 4,244
Federal Government 3,734
Information 3,475
Transport., Warehouse, and Utilities 3,051
Educational Services 2,816
Real Estate 2,600
Management 1,775

Source: California Employment Development
Department

Employment by Firm Size

Given that larger employers generally have higher op-
erating costs and more redundancy, it seems intuitive
that the majority of employment contraction will have
been in the larger firm size classes. Larger firms can
cut costs fairly rapidly by reducing payroll, without
a major impact on operations and productivity. That
said, data from the Bureau of Labor Statistics shows
that many of the recent terminations nationally have
been in the smaller employment size classes, which
have smaller cash cushions and are more susceptible
to short-term volatility.

Smaller firms do not have as many options for reduc-
ing costs and are therefore more likely to fail. At this
time, in particular, small businesses are facing a se-
vere credit crunch. The traditional sources of financ-
ing for small firms—credit cards, home equity, and
small, local banks—have either been curtailed or are
facing significant problems of their own. According
to a recent article in the Economist, firms with fewer
than 50 employees have suffered around 45% of job
losses to date, while employing roughly one-third of
U.S. workers.’

Additionally, a significant challenge for
health care providers arising at this time is
the increasing number of people who are
losing their health insurance coverage due to
job loss.

"The Economist, "For want of a loan," December 12-18, 2009,

p-33.
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Pre-Recession vs. Recession Employment Trends, Santa Barbara (MSA)

Avg. Annual Employment Chg.

Sector 2002-2007 2007-2009  Off Trend
Construction 491 —1,373 —1,864
Retail Trade 1 —836 —837
Leisure and Hospitality 381 —376 —756
Manufacturing -27 —699 —672
Financial Activities -8 —680 —602
Professional, Scientific, and Technical Services 321 —187 —509
Wholesale Trade 1 —262 —263
Other Services 9 —254 —262
Administrative and Support Services —42 —290 —248
Natural Resources and Mining 68 —162 —230
Information —45 —208 —162
Education and Health Services 212 133 -79
Transportation, Warehousing, and Utilities 44 9 —36
Management of Companies and Enterprises 40 54 14
Government 256 329 72
Agriculture 356 1,147 791

Source: California Employment Development Department

Share of Employment by Firm Size
Santa Barbara (MSA), 1998, 2003, and 2008
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Santa Barbara County's employment structure by firm
size has been very stable over the past decade, though
there has been a minor shift from firms with 100 to
499 employees to the next-smallest firm size class. By
far the largest share of employment in 2008 was at
firms with less than 50 employees, at 44.2%, the ex-
act same share of workers that worked at these firms

The traditional sources of financing for small
firms—credit cards, home equity, and small,
local banks—have either been curtailed or
are facing significant problems of their own.

By far the largest share of employment in
2008 was at firms with less than 50
employees, at 44.2%, the exact same share of
workers that worked at these firms in 1998.

in 1998. The share of employees working at firms with
50 to 99 employees has increased by 1.4%, which cor-
responds exactly to the loss in employment share at
firms with 100 to 499 employees. Like the smallest
firms, establishments with over 500 employees have
had no change in their share of employment.

Employment by Firm Size
Santa Barbara (MSA), 1998, 2003, and 2008
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The underlying data show that the shift in share is
indeed due to declining employment at firms with
100 to 499 employees, particularly in the past four
years, and not a result of any exceptional employment
growth at firms with 50 to 99 workers. Employment
at large firms declined through 2006, but saw signif-
icant growth in 2007 and 2008. The largest firm size
class was also the only category that saw an overall
increase in employment from 2007 to 2008. Most of
the largest employers in the County are government
agencies, schools, hospitals, or farms, all of which fall
into sectors that have proven fairly resilient to eco-
nomic cycles.

Income and Wages

Santa Barbara County's mix of industry has fostered
consistent but fairly moderate growth in personal in-
come over a long period of time. The dot-com bub-
ble had a significantly smaller impact on personal in-
come than on employment in the area. Rather than
a substantial spike, there is only a slight acceleration
in growth leading up to 2000, followed by two years
of essentially zero growth. Nonetheless, this plateau
shows that the area was more heavily vested in the
high-tech sector than surrounding counties and the
state overall. The effects of the current recession still
appear to be fairly moderate, as growth only slowed
between 2007 and 2008.

Personal Income
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From 1990 to 2007, annual growth in personal income
averaged 4.9%. In the years since the most recent re-
cession, personal income has grown an average of
7.8% per year, but from 2007 to 2008 personal income
grew by just 3.8%, less than half the average growth
in the prior five years. Personal income in Santa Bar-
bara County has grown at a slower pace than in San
Luis Obispo and Ventura counties, and the state over-
all, particularly since the recession of the early 1990s,
although there has been some convergence in recent
years. Note that growth in personal income is also de-
pendent on population growth, which is fairly weak
in Santa Barbara County. On a per capita basis, Santa
Barbara is outperforming all of these areas.

Average Annual Wages and Growth, 2008

Area 2008 2001-2008 2001-2008
%) Absolute Chg. (%) Change
San Francisco County 75,062 16,367 27.9
Los Angeles County 56,615 11,804 26.3
Ventura County 56,615 13,754 32.1
San Diego County 54,171 11,765 27.7
Santa Barbara County 51,818 12,012 30.2
San Luis Obispo County 47,255 10,621 29.0
California 56,927 11,999 26.7

Source: California Employment Development Department

Although per capita personal income is fairly high,
other measures of income, including median family
and household income, fall below those of the state.
Much of personal income in the County (over 30%) is
derived from non-wage sources, as such, average an-
nual wages in the County are quite low, over $5,000
less than the statewide average. At $51,818, aver-
age wages are still higher than in San Luis Obispo
County, but lower than in Ventura County and the ma-
jor metropolitan areas of California. However, aver-
age wages have been growing fairly quickly, outpacing
growth in Los Angeles, San Francisco, and the state.
The rest of the Tri-County area has seen similar rela-
tive increases in average compensation. The highest-
earning sector in Santa Barbara County is informa-
tion, paying an average of over $60,000, while workers
in the lowest-paying jobs, in leisure and hospitality,
make an average of around $20,000.
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At $51,818, average wages are still higher than in San Luis Obispo County, but lower
than in Ventura County and the major metropolitan areas of California. However,
average wages have been growing fairly quickly, outpacing growth in Los Angeles, San

Francisco, and the state.

Average Annual Wage by Industry
Santa Barbara (MSA), 2008
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The following sections break out employment and
wages by industry for northern and southern Santa
Barbara County. These data are aggregated from zip-
code level data, obtained from the Quarterly Cen-
sus of Employment and Wages (QCEW). Unfortunately,
QCEW data lags by nine months, so a model was used
to generate a rough estimate of current employment
inthese areas, using data at the county level as a guide.
Each employment table presents data from December
of 2007 (the official onset of recession nationwide),
June of 2009 (the most recent month of actual data),
and an estimate for January of 2010.

The highest-earning sector in Santa Barbara
County is information, paying an average of
over $60,000, while workers in the
lowest-paying jobs, in leisure and

hospitality, make an average of around
$20,000.

South County

Roughly half of the industries in southern Santa Bar-
bara County are expected to still be suffering employ-
ment declines at this point. However, eight indus-
try clusters along the "South Coast," including gov-
ernment, education and health care, professional and
business services, and agriculture are expected to al-
ready have entered into recovery and to have im-
proved their from position six months ago.

Three sectors, education and health care, administra-
tive and support services, and management of compa-
nies and enterprises, are expected to have seen overall
gains in employment during the course of the reces-
sion.

The following table breaks out employment by ge-
ographic place. Note that this includes unincorpo-
rated portions of the county, which are associated
with nearby incorporated communities to simplify
analysis and distinguish between unincorporated ar-
eas of northern and southern Santa Barbara County.
The single largest employment center is the City of
Santa Barbara, providing more than 40% of jobs in the
county. This is not particularly surprising, given that
the South Coast employs more than 60% of workers in
the County. All three areas in southern Santa Barbara
are beginning to see some tentative employment re-
covery.

Total Employment by Place, South Santa Barbara County

(%) Change (%) Change Jan-10

City/Area Dec-07 Jun-09

Dec-07 to Jun-09 Jun-09 to Jan-10  (Est.)
Carpinteria 8,686 —5.0 8,249 2.5 8,457
Goleta 36,009 —6.0 33,836 0.6 34,033
Santa Barbara 82,766 —5.6 78,161 0.9 78,880

Source: California Employment Development Department
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Employment by Industry and Percentage Change, South Santa Barbara County

(%) Change (%) Change Jan-10
Sector Dec-07 e 07 to Jui-o9 Jun-09 - 09 to Jai—lo (Est.)
State & Local Government 21,110 —5.6 19,938 1.7 20,280
Leisure & Hospitality 15,273 -2.3 14,917 -2.1 14,605
Education & Health Care 13,330 —-0.2 13,298 0.6 13,384
Retail Trade 11,452 7.8 10,564 —1.7 10,383
Prof., Sci., & Tech. Svcs. 7,587 —6.7 7,078 1.5 7,186
Manufacturing 7,803 -9.0 7,103 -2.8 6,903
Admin. & Support Svcs. 6,133 -1.9 6,017 5.9 6,373
Financial Activities 5,613 —14.5 4,799 —4.4 4,587
Other Services 4,577 —0.7 4,544 -3.7 4,374
Construction 6,006 —21.4 4,721 —-12.0 4,153
Agriculture 3,150 —14.5 2,693 10.9 2,986
Information 3,095 —5.7 2,919 -3.9 2,805
Wholesale Trade 2,777 —12.6 2,426 0.4 2,436
Management 1,239 0.2 1,242 4.4 1,297
Transport., Warehouse, & Util. 974 -5.0 925 -0.5 920
Federal Government 461 —6.7 430 5.6 454
Nat. Resources & Mining 231 1.7 235 =7.7 217

Source: California Employment Development Department

The highest-paying sectors in the southern portion
of the County are mining and management of com-
panies and enterprises, each of which pays in excess
of $110,000 per year. Thereafter there is a signifi-
cant drop in average earnings. The next-highest earn-
ing sector—utilities—pays its workers an average of
just $78,680. The highest-paying industries have also
seen the greatest growth in average annual wages
over the course of the available data, although utilities
and administrative and support services (one of the
lower-paying sectors) have seen substantial growth as
well. The weakest growth has been in retail trade and
leisure and hospitality (the lowest-paid sector), which
holds down average wages for the region, as these are
two of the largest sectors by employment.

Average Annual Wages and Growth by Sector, 2009

Sector 2009 2003 to 2009 2003 to 2009
%) ($) Change (%) Change
Agriculture 27,363 2,268 9.0
Mining 117,333 40,677 53.1
Construction 48,127 7,503 18.5
Manufacturing 69,606 9,486 15.8
Wholesale Trade 54,399 6,316 13.1
Retail Trade 30,666 2,454 8.7
Transport. & Warehouse 38,203 8,401 28.2
Utilities 78,680 23,377 42.3
Information 66,498 9,703 17.1
Financial Activities 68,219 7,386 12.1
Prof., Sci., & Tech. Svcs. 75,255 12,932 20.8
Admin. & Support Svcs. 41,720 13,324 46.9
Management of Co. & Ent. 113,923 60,976 115.2
Education & Health Care 48,735 10,095 26.1
Leisure & Hospitality 20,071 649 3.3
Other 26,981 2,790 115
Government 53,544 9,361 21.2
All Industry Average 47,552 6,580 16.1

Source: California Employment Development Department

North County

The breakout of industry employment for North
County highlights the predominance of agriculture in
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Employment by Industry and Percentage Change, North Santa Barbara County

(%) Change (%) Change Jan-10
Sector Dec-07 e 07 to Jugn-o9 Jun-09 - 09 to Jai—lo (Est.)
Agriculture 13,956 9.9 15,333 17.9 18,084
State & Local Government 10,147 —-0.4 10,109 0.0 10,104
Retail Trade 8,716 -7.1 8,095 -2.0 7,934
Leisure & Hospitality 7,472 —6.0 7,023 -0.2 7,010
Education & Health Care 6,750 3.3 6,970 0.0 6,970
Manufacturing 4,766 —14.7 4,067 0.1 4,070
Construction 3,851 —24.8 2,896 —8.7 2,644
Admin. & Support Svcs. 3,218 —21.4 2,529 2.8 2,599
Other Services 1,660 59.2 2,642 -2.1 2,587
Financial Activities 2,535 —25.5 1,888 -0.2 1,885
Prof., Sci., & Tech. Svcs. 2,026 -9.8 1,828 2.4 1,872
Wholesale Trade 2,077 —17.4 1,715 3.3 1,771
Transport., Warehouse, & Util. 1,492 14 1,513 —5.4 1,431
Information 804 —22.8 621 -3.1 602
Federal Government 282 —2.5 275 0.0 275

Source: California Employment Development Department

the region: 26% of employment in northern Santa Bar-
bara is in the agricultural sector and 86% of agricul-
tural employment in the County is in the north. How-
ever, the data also demonstrate the relative impor-
tance of tourism and retail trade to the area, with
North County contributing significantly to these ac-
tivities. Retail trade employment in the northern part
of Santa Barbara County accounts for 45% of retail
employment countywide and roughly one-third of
workers in leisure and hospitality are employed in
the north. It is expected that more sectors in North
County are still in decline. Only five sectors are es-
timated to have had employment gains since June of
2009, and only agricultural employment and health
care are expected to have grown through the reces-
sion. Other services employment likely declined from
June of 2009 to January of 2010, but the sector has still
grown tremendously since December of 2007, which
represents a major outlier.

Employment by place in northern Santa Barbara
County is of interest, as Santa Maria is in all like-
lihood still experiencing job losses. This appears to
be the only area with ongoing employment declines,
which is plausible, given that total employment in the
County has been relatively stable since June of 2009,

although nonfarm employment continues to decline.
Also of note is that although the population is roughly
evenly split between north and south, employment is
heavily concentrated in the South Coast.

Total Employment by Place, North Santa Barbara County

X (%) Change (%) Change Jan-10
City/Area Dec-07 Jun-09

Dec-07 to Jun-09 Jun-09 to Jan-10  (Est.)

Lompoc 9,911 —2.6 9,651 2.4 9,879

Santa Maria 50,410 —1.8 49,515 —1.0 49,043

Santa Ynez 10,887 —5.7 10,271 0.2 10,289

Source: California Employment Development Department

Average annual wages are lower across the board in
northern Santa Barbara County. Every single industry
pays less on average than its counterpart in the South
Coast. The average annual wage across all industries
is a whopping $15,034 higher in the southern portion
of the County. Workers in the north earn just $0.68 for
every $1 earned by a worker in the south. The highest-
paying sector in the north is management of com-
panies and enterprises, at $84,355, followed by min-
ing, at just $65,587. Thereafter, average wages drop to
around $45,000, which is the average annual compen-
sation for six different industries. Wages grew fastest
in the management sector, increasing by 67.8% over
six years. Other sectors with relatively fast growth
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include information, government, and education and Average Annual Wages and Growth by Sector, 2009
2009 2003 - 2009 2003 - 2009
($) ($) Change (%) Change

health care, but their wages grew at less than half the Sector
rate that management wages did. Interestingly, some

. ] Agriculture 21,791 2,494 12.9

sectors had much more dramatic wage growth in the Mining 65.587 14450 283
South Coast than any sector in North County, but over- Construction 45,618 7325  19.1
all average wages are growing faster in the northern Manufacturing 40,519 6109  17.8
Wholesale Trade 45,001 5,452 13.8

part of Santa Barbara County. Retail Trade 25,801 1,400 57
Transport. & Warehouse 38,062 7,347 23.9

Utilities 45,548 9,471 26.3

Information 46,856 11,224 31.5

Financial Activities 40,042 1,764 4.6

Prof., Sci., & Tech. Svcs. 44,470 7,323 19.7

Admin. & Support Svcs. 24,819 2,988 13.7

Management of Co. & Ent. 84,355 34,096 67.8

Education & Health Care 37,705 8,056 27.2

Leisure & Hospitality 16,486 2,317 16.3

Other 21,377 865 4.2

Government 46,027 9,980 27.7

All Industry Average 32,518 4,809 17.4

Source: California Employment Development Department
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Key Chapter Findings

= In 2008, as in past years, Santa Barbara MSA's economy ranked 11th among California's 26 metropolitan

statistical areas.

Gross domestic product grew steadily through 2005, before the recession set in. Thanks to the commod-
ity price boom, mining and agriculture buoyed the economy in 2007, but growth contracted in 2008 as
commodity prices came back to earth.

The professional, scientific, and technical services sector exhibited strong growth prior to the recession,
becoming the third-largest contributor to local GDP.

A survey of business sentiment reveals growing optimism among the county's business owners, especially
regarding their perception of the six months ahead.

North County

Harder hit than the south, northern Santa Barbara county suffered from greater retail sales contraction
as a result of the recession. Cheaper rooms have, however, managed to attract more tourism, abating
recessionary forces.

South County

The wealthier southern portion of Santa Barbara County has also felt the recession's pinch, although retail
sales have fared slightly better, particularly the apparel industry. Traditionally expensive accommoda-
tion rates have been forcibly reduced as travelers have sought out better deals. Some believe this to be a

paradigmatic shift that will outlive the recession.

Business activity in the Santa Barbara metropolitan
statistical area is like a microcosm of California over-
all. Its mediterranean climate is as valuable for the
tourists it attracts as the wine grapes it breeds. But
it is far from dependent on tourism, with footholds
in both agriculture and cutting-edge science. A large
housing bubble prior to the recession has undoubtedly
taken its toll on local commerce, especially consumer

Santa Barbara...is far from dependent on
tourism, with footholds in both agriculture
and cutting-edge science.

spending, but a growing optimism ensures future suc-
cess. In this section, our analysis of business activity
in the county draws upon a variety of data, includ-

ing gross domestic product by industry, commercial
building permits, taxable sales, a survey conducted by
the UCSB Economic Forecast Project, hotel industry
estimates, and indicators of the wine industry's per-
formance.

Local Gross Domestic Product

Gross domestic product, calculated as the sum of
production value-added across industries, is one of
the broadest performance indicators available to
economists. By this measure, we are able to de-
termine, for example, that California comprises the
largest share of the U.S. economy,® and would consti-

813.4% in 2008.
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tute the world's tenth largest economy if it were its
own country.’

On a more local level, the Bureau of Economic Analy-
sis reports annual output data for the Santa Barbara
metropolitan statistical area dating back to 2001. As
of 2008, the most recent year for which data are avail-
able, Santa Barbara's GDP ranked 11th among Califor-
nia's 26 metropolitan statistical areas. That year the
county added approximately $20 billion in value to
goods and services produced locally — almost double
that of nearby San Luis Obispo MSA, and half that of
Ventura MSA.

Real Gross Domestic Product
Santa Barbara MSA, 2001-2008
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As many local business leaders will attest, Santa Bar-
bara has not been spared the wrath of the reces-
sion. In 2008, the metropolitan area's total output had
dropped 0.9% from its 2007 peak, but remained a solid
19.6% above 2001.!° Year-over-year growth was pos-
itive through 2005, after which the recession began
to take hold. In 2006, declines in the information, ad-
ministrative and waste, and finance and insurance in-
dustries restricted growth to a meager 0.1%. And this
contraction would likely have continued in 2007 but
for the global rise in commodity prices. Output in
the farming and mining sectors — two key arenas for
Santa Barbara's economy — outweighed losses else-

°Calculated using 2008 dollars in purchasing power parity
terms by the International Monetary Fund. California falls just be-
hind Brazil and ahead of Italy.

19All calculations here are in real 2008 dollars.

where, contributing to a 2.1% rise in GDP over 2006.
As commodity prices came back to earth, Santa Bar-
bara's contracting industries outweighed agriculture
and mining, resulting in the negative growth between
2007 and 2008.

Real Gross Domestic Product Growth
Santa Barbara MSA and California, 2002-2008
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Source: Bureau of Economic Analysis

2007 2008

The information sector has felt the most pain through
the recession,!! shedding almost 20% of output be-
tween 2005 and 2008. However, most of this was due
to a significant decline between 2005 and 2006, after
which time the industry managed to stabilize. Con-

As many local business leaders will attest,
Santa Barbara has not been spared the
wrath of the recession.

struction was the next hardest hit, as the real es-
tate bubble burst throughout California. Financial ser-
vices followed in construction's footsteps, as declin-
ing property values resulted in mortgage defaults and
foreclosures; and the recession spread shortly there-
after throughout the rest of Santa Barbara's business
community.

"'Defined here as the period following 2005.
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Industries Most Affected by the Recession
Santa Barbara County, 2005-2008

Information
Construction

Finance and Insurance
Durable Goods
Admin./Waste

Retail Trade
Arts/Entertainment

Education

Real Estate

1 1 1 1
-20 -15 -10 -5
Percentage Change in Value-Added
Source: Bureau of Economic Analysis

o -

Pre-Recession Contributors to Real GDP in Santa Barbara MSA

Rank  Indus try 2001 2005 Growth
($2008 mill.) ($2008 mill.) (%)
Fastest-Growing
1 Construction 682 980 44
2 Farming 801 1,110 39
3 Professional/Technical 1,124 1,505 34
4  Mining 1,127 1,492 32
5 Finance and Insurance 783 997 27
Largest
1 Real Estate 2,772 3,159 14
2 Government 2,364 2,700 14
3 Professional/Technical 1,124 1,505 34
4 Mining 1,127 1,492 32
5 Retail Trade 1,301 1,446 11

Source: Bureau of Economic Analysis

As was the case for most metropolitan areas of Cal-
ifornia, construction was the fastest-growing indus-
try before the recession. Between 2001 and 2005, it
grew 44% in Santa Barbara (in real 2008 dollars), end-
ing 2005 just short of a billion dollars in annual value-
added production. Farming exhibited the next largest

Despite the impact of the recession, most of
Santa Barbara's top contributors to GDP
remained the same in 2008.

growth during this time, thanks mostly to strong out-
put in 2002 and 2003. And Santa Barbara's burgeoning
professional, scientific, and technical services sector
was also expanding rapidly, adding to its already large
size.

Top Five Contributors to GDP
Santa Barbara County, 2008

Real Estate

Government

Mining

Professional /Technical

Health Care

1 1 1 1 1
1.0 15 2.0 25 3.0 3.5
Billions of 2008 Dollars
Source: Bureau of Economic Analysis

Despite the impact of the recession, most of Santa Bar-
bara's top contributors to GDP remained the same in
2008. As in 2005, real estate topped Santa Barbara's
industry rankings in 2008. However, this is more of
a reflection of the low cost of maintaining real estate
(commercial as well as residential) relative to strong
returns for rents and sales than simply the strength
of sales overall. Professional, scientific, and technical
services fell in relation to mining, given the commod-
ity price boom in 2007 and 2008; and retail sales were
knocked out by the recession, leaving health care, a
classic economic stalwart, in fifth place.

Commercial Building Permits, 2007-2009
Santa Barbara County ($ thousands)

Category Q4-2007 Q4-2008 Q4-2009
Hotels 16,564 29 0
Industrial 4,798 1,639 2,317
Office 5,315 0 2,671
Stores 1,818 1,777 3,947
Commercial 19,202 2,214 10,864
Non-Res. Alts 23,972 22,321 16,193
Non-Res. Total 55,320 34,021 37,394
Total Permits 113,838 78,313 85,461

Source: Construction Industry Research Board

While construction has been hit hard by the reces-
sion, the fourth quarter of 2009 witnessed a rebound
in some arenas of commercial development activity.
Building permits for industrial structures grew 41.4%
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over the fourth quarter of 2008, after a 65.8% fall over
the fourth quarter of 2007. Similar gains were made in
permits for office and commercial structures, and per-
mits for stores exceeded the Q4-2007 values by 117.1%.
A decline in permits for alterations to existing struc-
tures — typically the most lucrative permit for the
county — restricted permits for nonresidential struc-
tures overall to 9.9% growth. Nevertheless, this is a
much more positive picture than was the case last
year.

Business Sentiment

Santa Barbara's economic topography is, of course, a
moving target. And a critical component to growth is
the impressions held by current members of the busi-
ness community about the future. In order to identify
such trends, the UCSB Economic Forecast Project con-
ducts a survey each quarter of local business owners
about their perceptions of the economy. The results of
the survey paint an optimistic picture of what's ahead
for Santa Barbara.

Business Sentiment Survey
Index of Overall Sentiment
140-
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=100
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| - Tri-Counties

Source: UC Santa Barbara Economic Forecast Project

Santa Barbara County |

According to the overall index of business sentiment,
the fourth quarter of last year represented the first
instance of a net positive outlook in almost two years.
While the marginally weaker trajectory between the
third and fourth quarters relative to the first and
second, and second and third, reflects the less-than-

anticipated sales surrounding the holiday season, the
degree of optimism relative to late 2008 is profound.

Business Sentiment Survey
Is your firm better off than a year ago?
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Recovery will, however, take time. When asked how
their firm stood relative to the year prior, the net re-
sponse remained negative as of the fourth quarter of
2009. This was true throughout the Tri-County area as

The results of the survey paint an optimistic
picture of what's ahead for Santa Barbara.

well as in Santa Barbara. But here again we see an up-
ward trajectory from the depths of pessimism in late
2008.

Business Sentiment Survey
In the next six months, will your firm be better off?

Net Percentage Responding Positively

T T T T T T T T
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| - Tri-Counties

Source: UC Santa Barbara Economic Forecast Project

Santa Barbara County |

Perhaps the most important question is how local
businessmen perceive the near future relative to
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where they currently stand. Optimism regarding the
future invokes consumption and investment in the
present, and America's legendary optimism is clearly
reviving in Santa Barbara. There were only two quar-
ters in which the net response was negative, but the
rebound since has been strong. Despite a reduction in
the positive outlook in the fourth quarter, responders
overall still view the future favorably.

Business Sentiment Survey
Will you be expanding your work force in the next 12 months?
50~

Net Percent Expanding

-30-
T
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Source: UC Santa Barbara Economic Forecast Project
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Economic recovery will not be complete, however,
until the unemployment rate eases. In hopes of de-
termining the likelihood of such an event, the sur-
vey included a question about hiring decisions in the
next year. In this light, there remains some restraint
among Santa Barbara's business leaders relative to the
broader Tri-County area. The fourth quarter, again,

The "cash for clunkers" program was
especially useful in Santa Barbara, given the
beating the auto sales industry endured
between 2007 and 2008.

dampened the rebounding optimism since late 2008,
but a return to expansion nevertheless appears close
at hand.

Taken together, it is easy to see the light at the end
of the tunnel. While firms are not yet comfortable
with where they currently stand relative to a year ago,
the trajectory of business sentiment is clearly upward.

Most respondents believed their firm will be better off
in the next six months, which speaks well to future
hiring decisions.

The Consumer

Consumer spending is the most significant component
of the U.S. economy and is similarly important for
Santa Barbara. In 2008, the county witnessed $5.9 bil-
lion in sales, almost double that of San Luis Obispo
County and about half that of Ventura County.

Taxable Sales Revenues
Q1-72 through Q3-09 (SA)
2.0-

=150

=100

=50

Santa Barbara County ($ Bill.)
California Total ($ Bill.)

Santa Barbara County

Source: California Board of Equalization

But consumer spending has been hit hard by the reces-
sion, and Santa Barbara has fared no better than the
state overall. Indeed, spending contracted over 23%
across California between the peak in the first quar-
ter of 2007 and the $110 billion trough in the second
quarter of 2009, before rising 4.5% in the third quar-
ter. In Santa Barbara County, the peak occurred one
quarter earlier, but the rebound in the third quarter of
2009 is the same. Most of this return to growth can be
attributed to government intervention, especially the
"cash for clunkers" program and the first-time home-
buyer's tax credit.

The "cash for clunkers" program was especially use-
ful in Santa Barbara, given the beating the auto sales
industry endured between 2007 and 2008. As is true
across California, vehicle sales declined substantially
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Taxable Sales by Category
Santa Barbara County

Category 2008 2007 Change
($ millions) ($ millions) (%)
Totals All Outlets 5,884 6,067 —3.0
Retail Stores Totals 4,097 4,429 —75
Apparel stores 235 221 6.4
General merchandise 614 674 —9.0
Food stores 302 295 2.3
Eating and drinking 677 676 0.1
Home furnishings/appliances 175 189 —T7.4
Building materials 385 489 —21.3
Automotive 536 671 —20.0
Service stations 545 485 12.2
Other retail stores 629 729 —13.6

spending between 2007 and 2008, although the con-
traction was greater in the north.

Taxable Sales
North County and South County, $ millions

Category North County South County
2008 2007 Chg (%) | 2008 2007 Chg (%)
Retail Stores 1,647 1,841 -10.5 | 2,018 2,134 -5.4
Apparel 47 50 <71 | 170 152 11.4
General merchandise 353 363 -2.6 | 277 326 -15.0
Food 107 99 8.3 146 145 0.3

182

51
160
328
202
215

181

44
235
426
169
275

0.9
15.2
-31.6
-22.9
20.0
-21.8

389
106
204
215
222
289

385
119
230
254
193
329

1.0
-11.3
-11.1
-15.3

15.1
-12.1

Eating & drinking places
Home furnishings/appliances
Building materials

Motor vehicles/parts

Service stations

Other retail stores

Totals All Outlets | 2,004 2,212 5.4 | 2,570 2,650 3.0

Source: California Board of Equalization

— in Santa Barbara's case by 20%. The only retail cate-
gory more affected was building materials, as demand
for new construction halted. The most positive growth
of any component of retail sales came from service
stations, as the high price of oil commanded strong
revenues and consumers opted for fixing their cars
over buying new ones. This wasn't enough, however,
to prevent the 3% contraction in taxable sales overall.

North County and South County

Geography plays an important role in economic pat-
terns within Santa Barbara County, and taxable sales
provide one of few opportunities among business indi-
cators to examine these differences. Using the Board
of Equalization's city-level data we can differentiate
some of the trends in consumption between the north-
ern and southern regions of Santa Barbara County.

Total taxable sales in Santa Barbara's North County
— defined as the sum of sales in Buellton, Guadalupe,
Lompoc, Santa Maria, and Solvang cities — constituted
35.6% of sales across the county in 2008. For compari-
son, the same figure for the wealthier south — defined
here as the sum of sales in Carpinteria, Goleta, and
Santa Barbara cities — was 43.7% that year. Consumers
in both North County and South County reduced their

Source: California Board of Equalization

In general, the trends were similar between north and
south: spending on merchandise, building materials,
and vehicles decreased; eating and drinking estab-
lishments saw mild growth, and service stations per-
formed quite well. However, consumers in the south

Consumers in both North County and South
County reduced their spending between 2007
and 2008, although the contraction was
greater in the north.

increased their spending on apparel, while those in
the north cut back. Meanwhile, spending on home fur-
nishings grew dramatically in the north but declined
in the south.

Tourism

Santa Barbara County is one of the most attractive
tourist destinations in California. An iconic Califor-
nia coastal region, the "American Riviera" draws visi-
tors each year from around the world. A recent study
by Dean Runyan Associates estimates the value of
tourism to be in the billions for the local economy,
the majority of which falls to restaurants and bars, ac-
commodation centers, and retail. As of 2007, approx-
imately 16,000 jobs — almost 10% of total nonfarm
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employment — relied on travelers, and government
revenues were estimated at approximately $79 mil-
lion, with a 60/40 split between state and local gov-
ernments.

Benefits of Tourism to Santa Barbara County, 2002-2007

2002 2004 2006 2007

Total Travel Spending ($ millions) 1,170 1,272 1,429 1,409
Accommodation 260 281 335 343
Food/Beverage 313 344 380 370
Food Stores 37 40 42 41
Ground Tran./Motor Fuel 84 119 158 169
Arts/Entert't/Rec. 184 196 206 195
Retail 287 290 303 285
Employment Generated' (Thsd. Jobs) 15 16 17 16
Accommodation/Food Svc 10 10 11 10
Arts/Entert't/Rec. 4 4 4 4
Retail? 2 2 2 2
Tax Receipts Generated ($ millions) 79 87 98 97
Local Tax Receipts 32 36 41 42
State Tax Receipts 47 51 57 56

T May not add due to rounding.
2 Retail employment includes gas stations.
Source: Dean Runyan Associates, 2009

Last year's weak dollar did not create enough of an in-
centive for foreign travel to compensate for tourism
declines associated with the recession. In the county
overall, the hotel occupancy rate declined 6.1%, from
the 72.3% average in 2008 to 67.9% in 2009. As a re-
sult of declining demand, hotels were forced to reduce
their rates by 7.7%, from an average $162 per room per
night, to $150.

Some members of the local tourist industry believe a
paradigmatic shift to be underway, as visitors both for
business and pleasure now avoid luxury rooms with
expensive nightly rates. Accordingly, the greatest de-
cline in room rates occurred in the Montecito area,
where a room that cost $273 per night in 2008 was cut
back 12.7% to $238 in 2009. The prime location of the
"Town" area (the downtown Santa Barbara city sub-
market) likely saved hotels from a similar cutback, as
occupancy rates (and, to a lesser degree, room rates)
declined substantially in the less-popular Carpinteria
and Lompoc/Santa Maria areas.

Nevertheless, a rebound is in sight. Despite a rough
year for the local travel industry, December's figures

Tourism Indicators, Annual Average 2008 & 2009

Location Average Daily Rate ($) | Occupancy Rate (%)
2009 2008 Chg (%) | 2009 2008 Chg

South County

Santa Barbara/Montecito | 238 273 -12.7 | 70.1 745 -5.9

Town 151 157 -4.0 | 67.9 733 -7.3

Carpinteria 76 77 -2.2 | 66.2 725 -8.7

Goleta 128 137 -69 | 731 751  -2.8
North County

Solvang/Santa Ynez 112 116 -4.0 | 731 745 -1.9

Lompoc/Santa Maria 93 94 -0.4 | 58.6 64.8 -9.7
Overall Average | 150 162 77| 679 723 -6.1

Note: Calculations for percent change reflect pre-rounded numbers.
Source: PKF Consulting, 2009

were much more positive relative to the same month
the year prior. While both occupancy rates and room
prices were significantly lower across the board rela-
tive to the yearly average, the rate of decline appeared
to be slowing. The Montecito area continued to be

Some members of the local tourist industry
believe a paradigmatic shift to be underway,
as visitors both for business and pleasure
now avoid luxury rooms with expensive
nightly rates.

the most expensive submarket, but the average cost
of a room was $200 — only 1.4% below the rate for
December 2008. Some areas attempted a raise in daily
room rates, including Santa Barbara's downtown area,
Solvang/Santa Ynez, and Lompoc/Santa Maria. These
may have been overly ambitious attempts to capture
holiday revenues, as occupancy rates had not yet re-
vived, except for Solvang/Santa Ynez, which saw mild
growth.

Tourism Indicators, Dec. 2008 & Dec. 2009

Average Daily Rate ($)
2009 2008 Chg (%)

Occupancy Rate (%)

Locati
ocation ‘ 2009 2008 Chg

South County
Santa Barbara/Montecito 200
Town 134
Carpinteria 60 60
Goleta 107
North County
Solvang/Santa Ynez 98 97 14
Lompoc/Santa Maria 89 86 3.1

202 -1.4
132 14
-0.8
-1.5

50.8
51.4
52.9
56.0

53.3
54.7 -6.1
54.5 -3.0
55.4 1.0

-4.6

62.7
45.2

62.2 0.7
47.0 -3.8

Overall Average | 127 128 05| 519 535 -3.0

Note: Calculations for percent change reflect pre-rounded numbers.
Source: PKF Consulting, 2009
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North County Vineyards

A prominent feature of Santa Barbara's attractiveness
to tourists is its growing acclaim as a wine region.
While its success became popularized by the 2004 film
Sideways, the viticultural side of the county's economy
dates back to the Mission era. Since its resurgence in
the 1960s, the industry has grown to comprise over
100 wineries. Drawing upon the combination of ocean
air, warm climate, and complex soil, several wineries
have managed to establish themselves on the world
stage, and a regionalization has emerged within the
northern area of the county.

The Santa Maria Valley American Viticultural Area
(AVA) has become known for chardonnays and pinot
noirs, while the Santa Ynez AVA specializes in caber-
net, merlot, and several Rhone varietals. Meanwhile,
the younger Happy Canyon AVA is becoming known
for its Bordeaux, and the Santa Rita Hills AVA has won
awards for its chardonnays and pinot noirs.'?

Wine Industry Growth

Santa Barbara County, 1973-2009
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Revenue Per Ton

Taken together, these regions have grown impres-
sively over the last 35 years. As the quality of the
county's grapes have gained a reputation, their value
has climbed at a year-over-year average rate of 3.4%,
reaching $1,385 per ton in 2009, although the highest
prices per ton were seen during the years leading up to

2Source: Santa Barbara County Vintners' Assocation.

the dot-com bust, peaking at $1,510 per ton in 1998.13
As demand increased for the grapes, farmers began
converting more cropland to viticulture, and harvest
yields increased. Since 1973, farmers have converted
an average 607 acres per year to vineyards, reaching
22,050 acres in 2009.

Accordingly, the number of tons of grapes

harvested per acre fell noticeably, from 6
tons to 3 tons.

While the number of acres devoted to wine grapes has
increased relatively steadily, yields have not necessar-
ily been as consistent. The strong growth rate from
1995 to 2005 slowed thereafter, contracting 20.9% be-
tween 2005 and 2008. Accordingly, the number of
tons of grapes harvested per acre fell noticeably, from
6 tons to 3 tons. Some of this dramatic decline in
value resulted from the series of wildfires that rav-
aged Santa Barbara County around this time. 2009, on
the other hand, was a stellar year for wine grape pro-
duction in terms of overall value: the amount of grapes
harvested increased by more than 50% and total value
grew by almost 60% over 2008, while output per acre
increased to 4.5 tons, but the value per ton actually fell
slightly for the second year in a row.

Wine Performance Indicators
Santa Barbara County

‘ 1995 2000 2005 2009
Tons Harvested 17,462 60,769 125,503 99,225
Harvested Acreage 8,731 14,002 20,308 22,050
Tons per Acre 2 4 6 4
Total Revenue ($ Mill) 20 90 160 137
Revenue per Ton ($) | 1,153 1,482 1,278 1,385

Source: Santa Barbara County Crop Reports

This drop in yields cut the industry's revenue from
$160 million in 2005 to $137 million in 2009, although
it was even lower in intervening years. So long as
the growth in planted area and harvested output con-
tinues to outpace the gentle declines in value per

Bsanta Barbara County Crop Reports.
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ton, Santa Barbara County's grape growers will gener-
ate increasingly large revenues. As this trend contin-
ues, Santa Barbara's wineries will benefit greatly from
higher-yield seasons, their success providing an ever-
greater draw for tourism in the county.

Conclusion

A challenging feature of economic forecasting is the
time lag among indicators upon which we rely for
estimating current and future trends. Given what is
available, it is easy to see the impact of the reces-
sion on business activity within the county. GDP con-
tracted almost 1% between 2007 and 2008, owners
of businesses began to view the future with growing
pessimism, consumer spending declined around the
county, and hotels (among other establishments) suf-
fered from a drop in tourism.

But it is telling that the more current indicators point
to a resurgence in commerce. Federal attempts to sta-
bilize the economy, through the "cash for clunkers"
program and the first-time homebuyers tax credit,
clearly revived consumer activity in the third quar-
ter of last year. Accordingly, optimism at long last
gained the upper hand among local business lead-
ers, and tourism slowed its decline. Looking forward,
Santa Barbara has much to offer as a business center.
Its climate alone will attract the talented and indepen-
dent, while its varied industrial base provides a fertile
ground for future growth.

North County

According to the two indicators which can be used
to differentiate business dynamics in northern and
southern Santa Barbara, namely consumption and
tourism, the north appears to have been harder hit.
Between 2007 and 2008, retail sales declined almost
twice as dramatically, as consumers responded to re-
cessionary forces. In particular, a $3 million drop in

apparel purchases, combined with $47 million and $98
million reductions in general merchandise and motor
vehicles, respectively, have impacted the local econ-
omy. Some of this can be attributed to the contraction
in tourism.

Nevertheless, when the data becomes available, we're
likely to see a rebound in consumption midway
through 2009, as the federal stimulus packages came
into effect. Simultaneously, a growing appetite among
travelers for cheaper hotel rooms (among visitors
traveling for both business and pleasure) will be met
by accommodation options in the North County. Occu-
pancy rates in the Solvang/Santa Ynez area have been
as high or higher than elsewhere in the county, and
showed positive growth in December 2009 over De-
cember 2008. Perhaps it's the wine.

South County

The wealthier south has also been affected by the re-
cession, albeit to a lesser degree. Consumption re-
tracted 5.4% in the form of retail sales, resulting pri-
marily from declining sales in general merchandise,
home furnishings, building materials, and motor vehi-
cles. Relative to the north, sales of apparel performed
much better, and many of the areas of loss were not as
extreme,

These issues are also likely to have been assuaged
by the federal stimulus. Sales of vehicles in particu-
lar have been helped by stimulus programs. Tourism
is also returning to the South County; its tradition-
ally more expensive room rates have been forcibly re-
duced by a decline in local travel, as demand for rooms
dropped between 2008 and 2009.
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Key Chapter Findings

plays a central role in the local economy.

50% of total agricultural value in 2009.

» Farms in Santa Barbara County have been getting smaller and more productive, generating an estimated
$1.24 billion in total output in 2009. As one of the few billion dollar industries in the County, agriculture

» The top crop items are strawberries, broccoli, and wine grapes, which together contributed more than

m Agriculture was one of the best-performing sectors over the course of the recession; employment dipped
briefly in early 2009, but has been growing very rapidly over the past nine months.

Agriculture is a major contributor to economic output
in Santa Barbara County, being among the few billion-
dollar industries in the County. Farm production gen-
erates around 5% of the County's gross annual out-
put, and the County's farms provide almost 10% of jobs
in the County. Although its agricultural output is im-
pressive, Santa Barbara County ranks only 14th in Cal-
ifornia by value of total agricultural production (24th
nationwide), but it is the eighth-largest producer of
crops in the state (9th nationwide), highlighting the
County's importance primarily as a producer of crops.

Notably, Santa Barbara County is among the nation's
top producers of broccoli and cauliflower by produc-
tion area. The County is also home to a booming wine
industry, noted for producing some of the most valu-
able wine grapes in California; however, due to the
wine industry's overlap with tourism, it is treated in
more detail in the business activity chapter of this
book. The most important crop for Santa Barbara's
agricultural sector is strawberries; with more than
$340 million in gross output in 2009, strawberry farms
contributed close to 28% of total agricultural value in
the County.

Agriculture is heavily concentrated in the northern
portion of the County; approximately 85% of agri-
cultural employment is in areas north of the Santa
Ynez Mountains, although there are significant farm-
ing operations in the area surrounding Carpinteria,
in the southeast corner of the County. The wineries

and vineyards that constitute Santa Barbara's well-
known wine industry are all located in the northern
area of the County, as are most of the high-value crops,
including strawberries, broccoli, cauliflower, and let-
tuce.

The region's farms generated an estimated $1.24 bil-
lion in agricultural value in 2009; however, the sec-
tor consumes relatively little land, compared to other
counties whose farm output exceeds $1 billion annu-
ally, owing to the marginal importance of livestock
farming. On the other hand, as a share of the County's
total land, farming consumes a tremendous amount of
space. As of 2007, 41.5% of the County's land was dedi-
cated to agricultural use, down from slightly over 43%
five years earlier.

Farms

Farms in Santa Barbara County tend to be some-
what larger, but on average they are less productive
than farms statewide. The average farm in the area is
roughly 45% larger than the average California farm,
but generates only 42.5% more output. Although aver-
age per farm production is almost $178,000 more per
year, output per acre is slightly lower in Santa Barbara
County, at $1,309 compared to $1,336 across Califor-
nia.
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Santa Barbara County Farms, 1992 to 2007

1992 1997 2002 2007

Number of Farms 1,613 1,771 1,444 1,597
Land in Farms (Acres) 836,989 835,271 756,937 727,050
Average Size of Farm (Acres) 519 472 524 455
Market Value of Products Sold ($000s) 391,022 668,530 717,257 951,326
Average Per Farm Reporting Sales ($) 242,419 377,487 496,715 595,696
Real Average Per Farm Reporting Sales (2007 $) 358,258 487,657 572,484 595,696
Government Payments ($000s) N/A 334 538 132
Average Per Farm Receiving Payments ($) N/A 5,760 11,209 8,226
Real Average Per Farm Receiving Payments (2007 $) N/A 7,441 12,919 8,226

Note: Data on government subsidies are not available prior to 1997.

Source: USDA Census of Agriculture

Between 2002 and 2007, farms in the county became
significantly smaller, yet more productive, a trend
that is reflected across the state. However, the average
farm size has fluctuated over the past four agricultural
censuses, whereas it has been declining consistently
in most parts of the state. The 2007 census saw a 3.9%
decline in the overall area dedicated to farming. Si-
multaneously, the number of farms grew by 10.6%, to
1,597, reducing the average farm's acreage by 13.2%,
to 455 acres. Nonetheless, the vast majority of farms
continue to be between 1 acre and 49 acres in size,
and the median is just 20 acres. The county has seen
a shift from larger farms, with more than 500 acres,
to small farms, coupled with an increase in the num-
ber of smallest farms. This decline in farm size can be
attributed to several factors, including ongoing water
conservation measures, a shrinking livestock farming
sector, the sale of agricultural lands closest to cities
for development, and an increased focus on small-
scale and sustainable farming. Additionally, many of
the smaller farms that have sprung up recently are
very small, high-end vineyards.

The County has seen a shift from larger
farms, with more than 500 acres, to small
farms, coupled with an increase in the
number of smallest farms.

Farms by Acreage
Santa Barbara County, 2002 and 2007
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Meanwhile, the market value of products sold in-
creased 32.6% from 2002 to 2007, or 19.9% on an av-
erage per farm basis. In real terms, average per farm
sales only increased by 4.1%, which, nonetheless, indi-
cates an increase in productivity. In particular, as the
total amount of land committed to agricultural ven-
tures has declined, this growth points to more effi-
cient and profitable land use. As of 2007, the average
revenue per farm stood at $595,696, while the aver-
age expense of maintaining a farm was $495,024. Note
that almost 75% of farms in the County produced less
than $100,000 in output, so the average is severely
skewed by the few multi-million dollar farms. Average
government receipts declined 26.6% from $11,209 to
$8,226 per farm receiving payments, although in real
terms they actually declined by 36.3%. Additionally,
the number of farms receiving financial assistance fell
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dramatically, from 48 in 2002 to 16 in 2007, bringing
total government payments in the county down 75.5%,
from $538,000 to $132,000.

Farms by Value of Sales
Santa Barbara County, 2002 and 2007
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Number of Farms

Production and Output

The distribution of land by usage bears little relation
to the distribution of sales by commodity, as output
per acre differs widely between products. Pastures
consume an inordinate amount of land, 72.6% of over-
all agricultural area, relative to the additional value
generated by grazing livestock, which is around 3%
of total agricultural output. Among crops, which con-
sume the second-largest share of land, at 17.2%, there
are still significant differences in output per area.
In 2008, an acre planted with strawberries generated
roughly $43,000 in output, while an acre of broccoli
produced just $5,700, and a 1-acre vineyard returned
only $4,000. The remaining 10.2% of agricultural lands
are dedicated to other uses, including housing and
storage facilities.

Lemons, the historically most important
crop, have become less predominant.

Land in Farms by Usage
Santa Barbara County, 2007
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Santa Barbara's top ten crops have remained fairly
constant for many years, although 2009 did see some
significant changes. Notably, cattle and calves did not
fall within the top ten products for the first time, while
two varieties of cut flowers, lilies and gerbera daisies,
are now among the top ten crops. Strawberries, broc-
coli, and wine grapes continue to be very important.
Lemons, the historically most important crop, have
become less predominant. 2009 was a mixed year for
agriculture. Vegetable crops fared poorly, with de-
clines in value and harvested acreage in all of the
County's major vegetable crops. The County's major
fruit crops on the other hand, had a stellar year; straw-
berries, wine grapes, and avocados all saw huge in-
creases in total value. Santa Barbara County is not the
top producer of any of its major crops, although it
is the nation's second-largest grower of broccoli and
cauliflower by production area.

Farm Output by Major Type
Santa Barbara County, 1999-2009
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Santa Barbara County's Top Ten Crops, 2006 - 2009

Crop Value of Production ($000s) Harvested Acreage
2006 2007 2008 2009 2006 2007 2008 2009

Strawberries 231,392 312,755 309,278 344,614 6,210 6,414 7,193 7,550
Broccoli 128,873 131,070 159,818 149,895 28,250 28,376 27,954 26,293
Wine Grapes 107,378 99,919 86,148 137,427 20,829 21,263 21,643 22,050
Cauliflower 37,415 46,107 47,377 63,217 8,621 8,659 8,452 7,819
Head Lettuce 66,950 87,846 83,006 62,050 13,021 12,835 12,462 10,215
Avocados 40,288 20,812 37,714 47,129 8,607 8,328 8,148 7,520
Celery 41,691 39,686 41,189 40,861 3,654 3,726 3,646 3,588
Leaf Lettuce 26,852 25,705 29,465 28,688 4,103 4,252 4,235 4,074
Gerbera (Cut) 18,168 23,565 22,195 25,912 N/A N/A N/A N/A
Lily (Cut) 18,911 15,260 19,878 22,493 N/A N/A 19 24
Total 1,016,735 1,103,322 1,137,350 1,241,401 | 722,601 721,105 716,121 710,820
Note: Total harvested acreage includes land used for pasture.
Source: Santa Barbara County Agricultural Commissioner

Local farm production breaks out into six major cat- Employment

egories: animal products (which include livestock,
poultry, and apiary products), fruit and nut crops,
vegetable crops, nursery products, seed products, and
field products (which encompass grains and lands
used for pasture). The bulk of agricultural value comes
from vegetable production, and fruit and nut produc-
tion, each accounting for roughly 40% of Santa Bar-
bara County's annual agricultural output. The veg-
etable crop's share of output has remained fairly con-
stant in the past 10 years, while fruit and nut produc-
tion has gained in importance, growing from around
30% of annual output in 1999. The next-largest con-
tributor to farm production is nursery crops, primar-
ily cut flowers, which constitutes close to 16% of the
sector's output. Nursery products play a much more
substantial role in Santa Barbara than they do in other
agricultural counties, but they appear to be declining
in importance, as their share of output has fallen from
just under 20% to 15.5% in the past decade. Likewise,
animal products are becoming a smaller component of
the County's agricultural mix, having fallen from over
6% of county agricultural production to around 3% in
recent years. Field and seed products each contribute
roughly 1% of annual farm output.

Overall, agricultural employment in Santa Barbara
County has been growing steadily over the past 20
years, although there is considerable short-term fluc-
tuation, which is typically the result of variations in
growing conditions from year to year. While it appears
as though there is a significant bubble in farm employ-
ment during the IT bubble, the peak of this bubble ac-
tually corresponds to employment levels and growth
observed throughout the 1990s and reflects a return
to normal trends from a dip in employment that oc-
curred in early 1998. In the last decade, the agricul-
tural sector has added over 2,500 jobs, representing a
greater than 17% increase in farm employment. In real
terms, the County's agricultural output has increased
significantly more than employment, indicating that
efficiency and output per worker have been improv-
ing in the farming sector.

Agricultural employment is only moderately
influenced by economic cycles; other factors,
such as weather and transportation costs,
have a much more direct and noticeable

effect.
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Farm Employment
Santa Barbara (MSA), Jan-98 to Feb-10

22-
20~
18-
16-

14~

Thousands of Employees (SA and Smoothed)

12-

T T T T T T T
Jan-98 Jan-00 Jan-02 Jan-04 Jan-06 Jan-08 Jan-10

Source: California Employment Development Department

The current recession does not appear to have had a
significant impact on agricultural employment in the

region. Although employment at farms fell slightly
through the last quarter of 2008 and the first quarter
of 2009, the number of jobs lost did not exceed histor-
ical fluctuations. Employment in the agricultural sec-
tor has been growing at an astonishing rate since May
of 2009, and is currently at a record high level, having
added over 5,000 jobs in the past nine months. Given
these trends, it seems highly unlikely that the sector
will sustain major declines as the economy heads into
recovery. Ultimately, agricultural employment is only
moderately influenced by economic cycles; other fac-
tors, such as weather and transportation costs, have a
much more direct and noticeable effect.
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Key Chapter Findings

coastal acreage in the State.

Noir and Chardonnay.

» The wine business in Santa Barbara County has grown in prestige and in volume over the past 25 years.
The 17,000 acres under vine has tripled from just over 5,000 acres in 1985 and now accounts for 7% of the

» Santa Barbara County grapes have commanded some of the highest prices in the State, especially for Pinot

» While the total volume of wine sold in the United States has grown slowly during the recession, there has
been strong downward pressure on prices as consumers move to less expensive wine.

» Chardonnay, the variety with the largest acreage in Santa Barbara County, is also the variety with the
largest current excess, putting pressure on grape and bulk wine pricing.

» There are a couple of challenging years ahead as the economy recovers, but the future looks bright. Wine
sales continue to grow and no increase in production is expected, except for Pinot Noir.

Wine in Santa Barbara County

The wine industry has grown rapidly in prestige and
in volume in Santa Barbara County over the past 25
years, with vineyard acreage tripling to over 17,000
acres today from just over 5,000 acres in 1985. The
number of local wineries has grown from just a hand-
ful to over 100. The first commercial vineyards were
planted in Santa Barbara County in early 1970s, and
the County has seen acreage growth ever since, al-
though faster at certain times than at others.

Wine Demand and the Supply Cycle

The California wine industry has experienced dra-
matic supply cycles during the past 40 years. Wine
sales have steadily grown over that period. When sup-
ply is tight, spot market prices quickly rise and the

The number of local wineries has grown
from just a handful to over 100.

high margins attract significant new capital to the in-
dustry.

That capital goes into new vineyard plantings to pro-
vide the needed supply. But it takes a new vine-
yard roughly four years to reach commercial produc-
tion. So even after enough new acres may have been
planted to satisfy demand, the production has not yet
been realized. Prices can remain high and this con-
tinues to stimulate planting over and above the true
long-term demand.

...capital goes into new vineyard plantings to
provide the needed supply. But it takes a
new vineyard roughly four years to reach

commercial production.

Eventually all those new acres come into production
and the industry is flooded with far more supply than
is needed. With the flood of supply, prices collapse and
margins disappear. Wineries’ marketing teams launch
new brands and find creative ways to move wine. After
a few years, sales reach a level sufficient to utilize all
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Planted Grape Acreage in Santa Barbara County
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the existing acres, supply becomes tight and the cycle
begins again.

The full supply cycle lasts from 8 to 14 years.

Supply Cycle and the Recession

The most recent period of extreme shortage was in the
late 1990’s. This was a booming period of growth for all
of California, including Santa Barbara County. Prices
were high and many new acres were planted.

In 2000, as many of those new acres came into pro-
duction, the industry moved into a protracted period
of extreme excess supply. There were five very chal-

In 2000, as many of those new acres came
into production, the industry moved into a
protracted period of extreme excess supply.

lenging years, characterized by huge excess supplies
of grapes and bulk wine. Prices were very low and
many grapes were left un-harvested in the vineyards.
Wineries were forced to discount their wines severely
to move inventory.

2000 2005 2010

Year

Early in 2005, the large excesses of the previous few
years were returning to manageable levels. Contin-
uing growth in wine consumption had whittled the
excess away. The Santa Barbara-based movie, Side-
ways, had been nominated for an Academy Award. De-
mand for Pinot Noir was strong. Prices were on the
rise for most varieties and some wineries began of-
fering multi-year contracts for grapes. However, this
strength in the marketplace was short-lived. The 2005
crop was by far the biggest in history, both statewide
and in Santa Barbara County. Wineries were over-
whelmed and the industry plunged back into an excess
position.

...the first quarter of 2008... just as harvest
was getting underway, the financial markets
collapsed and a global recession began.

While two smaller harvests followed the monster 2005
harvest, the grape and bulk wine markets remained
depressed in Santa Barbara County. Pinot Noir was the
exception. With sustained sales growth of over 20%
on an ever growing base, Pinot Noir prices were as-
tronomically high for both grapes and wine. As prices
increased, many wineries, desperate for supply, of-
fered planting and grafting contracts in Santa Bar-
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bara County. Some growers planted Pinot Noir spec-
ulatively without a contract.

By the first quarter of 2008, the market had largely
returned to balance, again poised to enter a period
of shortage. Prices were moving upwards. Then, just
as harvest was getting underway, the financial mar-
kets collapsed and a global recession began to set
in. The effects of the recession were buffered for the
wine business by a light harvest in 2008. By Febru-
ary of 2009, however, restaurant sales had contracted,
wholesalers were whittling down their inventories
and consumers were trading down for many of their
wine purchases.

Current Status

Impact of the Recession

Compared with many other industries, the Wine busi-
ness has been quite resilient in the face of the re-
cession. Overall wine sales have grown although con-
sumers have traded down to less expensive bottles.
This has created a profound dichotomy in the indus-

Compared with many other industries, the
Wine business has been quite resilient in the
face of the recession.

try. Wineries and regions primarily like Santa Barbara
County which sells wine over $20 a bottle have seen
sales drop off, while wineries and regions that primar-
ily sell wine for less than $10 a bottle have been thriv-
ing.

Key Variety #1: Chardonnay

Chardonnay is by far the most widely planted variety
in Santa Barbara County. With approximately 7,000
acres in the ground, Chardonnay accounts for 40% of

the vineyard acres in the County. Currently, the mar-
ket for Chardonnay grapes and bulk wine is challeng-
ing, with more supply available than demand. Like

Chardonnay accounts for 40% of the
vineyard acres in the County. Currently, the
market for Chardonnay grapes and bulk
wine is challenging, with more supply
available than demand.

most varieties, there is more demand for less expen-
sive grapes and wine destined for bottles priced be-
low $10, where recession-weary consumers are buy-
ing. However, Santa Barbara County is an expensive
place to grow grapes, and yields per acre are smaller
on average than Monterey County or the Interior Val-
leys of California. To be profitable for both growers
and wineries, Santa Barbara Chardonnay grapes typi-
cally need to be going into $12-$25 bottles of wine.

Key Variety #2: Pinot Noir

. Santa Barbara County was a beneficiary of the ex-
plosion in demand for Pinot Noir over the past six
years. In many ways, the Pinot Noir boom began in
Santa Barbara County with the film Sideways in 2005.
This surprise hit extolled the virtues of wines made
from the Santa Barbara County Pinot Noir grapes, and
sales have been growing rapidly ever since—although
the recession has dampened demand at higher price
points.

With 4,200 acres planted, Pinot Noir is the second
largest variety grown in Santa Barbara County, repre-
senting almost 25% of the county’s vineyard acreage.

Pinot Noir is the second largest variety
grown in Santa Barbara County,
representing almost 25% of the county’s
vineyard acreage.
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Even when the recession ends, it may take some time for recovery at these high price
points, and we may have more expensive Santa Barbara County Pinot Noir grapes and

wine than we need for an extended period.

Currently there is still strong demand for Pinot Noir,
however, much of that demand is at unsustainably
low price points. Pinot Noir is a challenging variety to
grow and is notoriously fickle and low yielding.

Over the next few years, as the recession ends and
consumers trade up again to more expensive wines,
prices should return to sustainable levels for Pinot
Noir in Santa Barbara County. However, many of the
recently planted acres of Pinot Noir were destined for
new brands, in most cases priced above $30 a bottle.
Many of these new brands were planning to sell a high
percentage of their wine at restaurants, and they were
consequently hit harder by the recession. Even when
the recession ends, it may take some time for recovery
at these high price points, and we may have more ex-
pensive Santa Barbara County Pinot Noir grapes and
wine than we need for an extended period.

Other Varieties

Chardonnay and Pinot Noir dominate the acreage in
Santa Barbara County, however many other varieties
are also grown.

Syrah is the third largest variety, accounting for 8% of
the County’s acres. While many of the best Syrahs in
the state come from Santa Barbara and receive high
scores from famous critics, Syrah has not become a
major variety in California. There is only limited de-

Syrah has not become a major variety in
California. There is only limited demand for
high quality Syrah grapes and wine...

mand for high quality Syrah grapes and wine at this
time.

Planted Acres by Variety in Santa Barbara County
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No other variety amounts to more than 5% of the to-
tal vineyard acres, with Pinot Gris at 5%, Cabernet
Sauvignon and Merlot both at about 4% and Sauvignon
Blanc at 3%.

The Future

There are a couple of challenging years ahead as we
ride out this recession and wait for the anticipated
resurgence in demand for more expensive wine. An
additional challenge is that a significant volume of
grapes from Santa Barbara County go into wines car-
rying a broader appellation, such as Central Coast or
California.

There are not enough brands that use the Santa Bar-
bara County appellation to utilize all the grapes grown
in the County. Those wines with broader appellations
generally sell at a lower price point. Santa Barbara
County needs more brands to use the Santa Barbara
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County appellation, to both promote the area and sup-
port a price structure that can sustain the cost of
growing grapes in Santa Barbara County.

Santa Barbara County needs more brands to
use the Santa Barbara County appellation, to
both promote the area and support a price
structure that can sustain the cost of
growing grapes in Santa Barbara County.

Despite the challenges, the long-term future looks
bright in Santa Barbara County. Wine sales continue
to grow and no increase in production is expected, ex-
cept for Pinot Noir.

Americans’ increasing interest in the quality and
wholesomeness of their food seems to be a strong
trend that bodes well for wine consumption. Some
studies indicate high-end wine consumers have con-
tinued to occasionally purchase high-end wines dur-
ing the recession, even while trading down for most
of their wine purchases. This supports the expectation
that in the future consumers will return to higher-
priced wines. Even cautious consumers may consider
super-premium wines to be an affordable luxury that
serves as a reward on special occasions.

These strong consumer trends bode well for the fu-
ture of the Santa Barbara County wine industry. In ad-
dition, research continues to demonstrate the health
benefits of moderate wine consumption. And perhaps
most encouraging, the Millennial Generation, aged 21-
32, is adopting wine as their beverage of choice and
have entered the market at higher price points than
any other generation.
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After nearly quadrupling between 1998 and 2006, the sharp decline in Santa Barbara County home prices
has sent affordability levels soaring from just 4% five years ago to 47% by the fourth quarter of 2009.

As a relatively minor market for home builders, new home sales in the county typically range from 200
to 250 units per year. Due to these limited sales, the median price can vary greatly, and currently stands
at $366,639, or at levels last seen in the first quarter of 2004.

Due to price declines of 31% over the past two years to nearly $330,000, sales of existing homes—of which
about one-third are foreclosures—rose by 58% to nearly 780 homes, although a worsening economy meant
that sales fell by 1.6% over the last quarter.

Due to price declines of 16% over the past two years to just over $385,000, sales of existing condominiums
rose by 64% during the same time period. Over the past year, however, both condominium prices and
sales have rebounded by about 20%.

Landlords of larger apartment properties have reacted swiftly to a changing market, offering various
incentives to keep countywide occupancy levels over 94%. Even with these incentives, however, asking
rents have fallen by 3.2% to $1,223 per month and are down even further for studios, one-bedroom flats
and smaller two-bedroom flats.

Even with political pressure and various moratoria attempting to keep the lid on distressed sales, nearly
one-third of home sales during January of 2010 were for foreclosed homes, with the total pace up by 36%
between the third and fourth quarters of 2009.

Owing to the housing downturn, building permit activity is a fraction of what it was in previous years,
totaling just 262 units in 2009. Yet as the market eventually heals itself, residential permits are forecast

to gradually build back up to 800 homes by the end of 2015.

Santa Barbara County Overview

As one of the country’s most desirable places to live,
Santa Barbara County is also home to some of the
priciest real estate. But since this is really a story of
two separate regions in terms—of not just geogra-
phy but also of the demographics, politics and eco-
nomics of the coastal region to the south and the in-
land area to the north—any analysis on the residential
real estate market must also discuss, whenever possi-
ble, North County and South County as separate en-
tities. Following this overview of the entire county,
following sections will separately review ongoing res-

idential real estate trends for the North and South
County.

Because California—and therefore Santa Barbara
County—was front and center during the housing
boom, both the state and the region were also hit
disproportionately hard by the correction which
followed. The good news is that the correction in
home prices has occurred faster and more steeply
than witnessed in previous downturns, which should
help bring prices back into balance with household
incomes and potential rental rates sooner rather than
later, thereby setting the stage for future growth.
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Fortunately, Santa Barbara County’s affordability in-
dex, as measured by the NAHB/Wells Fargo Opportu-
nity Index, reached 47% by the fourth quarter of 2009.
While that rate is lower than the recent peak of 62%
during the first quarter of 2009, it’s still exponentially
higher than the 3% to 4% rate noted for most of 2005
and the first quarter of 2006. This means that at cur-
rent household incomes, 47% of the county’s house-
holds can afford a median-priced home at prevailing
interest rates.

From an historical perspective, the earlier increase
in home values throughout the region, state, and na-
tion reduced home affordability to levels never seen
before. After remaining flat throughout much of the
1990s in both the state and Santa Barbara County, the
S&P/Case-Shiller Home Price Index—which compares
the sales prices of the same homes over time—began
to rise in Santa Barbara County, first gradually and
then exponentially. Between the first quarter of 1998
and the first quarter of 2003 the index doubled. By the
third quarter of 2004 it had more than tripled. And by
the first quarter of 2006 it had nearly quadrupled.

When the housing bubble finally did pop in Santa Bar-
bara County in the middle of 2006, at first the decline
in the index was small, falling by just 4% over the next
year. By the end of 2007, however, the pricing decline
began to gain momentum, with the index falling by
29% between the second quarters of 2007 and 2008.
During that same time period, median prices for the
state and for the 20 markets surveyed throughout the
nation by the index fell by 30% and 15%, respectively.

More recently, it seems as if median prices for Santa
Barbara County hit bottom in the first quarter of 2009
and closely approximated levels last seen in the mid-
dle of 2002, although we could see a second decline
as interest rates rise and as the federal government
removes its support for the housing sector. In fact, al-
though prices in the county did rise again between the
second and third quarters of 2009, the size of the in-
crease—an anemic 4%—demonstrates that the hous-

ing rebound is quite fragile. As proof of this, during
the same time period the index rose by 3.4% through-
out California and by a lackluster 1.8% for the entire
United States.

Moreover, prices for mid- and high-priced homes
could continue to face pricing declines because, ac-
cording to the index, these prices did not decline as
much as those of homes in the entry-level sector. Al-
though pricing by various tiers is not available for
Santa Barbara County, reviewing tiered prices from
the S&P/Case-Shiller Index for the entire Los Angeles
metro area can still be instructive. Between December
of 2007 and 2009, prices for entry-level homes priced
under $300,990 in the overall Los Angeles metro area
fell by 42%, compared to a decline of just 24% for mid-
level homes (those priced from $300,990 to $509,366)
and 19% for the higher-priced homes (those priced
over $509,366). Since the pricing peak in 2006, prices
for entry-level homes fell by 53%, compared to 37%
for mid-level homes and just 25% for higher-priced
homes.

Eventually, homes in the mid- and high-priced
tiers—especially those originally reliant on jumbo
or option adjustable-rate mortgages—could see the
same types of price declines already noted for the
entry-level tier. Because the housing market typi-
cally provides a financial “ladder” for most home-
buyers—that is starter condo to townhome to small
single-family home to larger single-family home to
luxury condo—without sufficient equity to purchase
mid-level homes, entry-level buyers who can afford
their mortgages often have little choice but to remain
in place. Consequently, in order to sell their homes,
owners of mid-level units may eventually have to ca-
pitulate on price. Similar trends could also affect the
highest pricing tier, although that segment also cap-
tures buyers with greater resources who bring in eq-
uity based not just on previous home sales but also on
prior gains from stocks, bonds, and other investments.
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For now, however, the specter of further price de-
clines has been avoided, as the S&P/Case-Shiller In-
dex for the Los Angeles metro area actually rose by
4.6% overall (and from 1.3% to 8.2% for each pricing
tier) between July and December of 2009, as bargain
hunters have taken advantage of sharply lower prices,
thus providing a floor—which could be temporary—to
housing prices.

Case-Shiller Index
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New Home Sales

Because of various growth initiatives long in effect
throughout southern Santa Barbara County, the level
of new home sales in the area tends to ebb and flow
based on the availability of permits rather than on
market demand. Notably, the entire Central Coast of
California is also generally too small of a market to in-
terest larger, nationally known developers, so it tends
to be dominated by custom builders who create the
occasional production home project, as well as by
smaller regional players who have long focused on the
region.

After last peaking at over 300 seasonally adjusted
units in the fourth quarter of 2003, new home sales
struggled to stay above 200 units per quarter through
the end of 2005. Since then, quarterly sales have
largely been on a descending path, falling below 100
sales per quarter by the middle of 2006 even as the

national boom in new housing was reaching its apex.
Although it does appear that new home sales in this
county bottomed out at just 22 homes in the first quar-
ter of 2009, it’s still too early to label the doubling of
that level over the next year as an ongoing trend. In
fact, quarterly sales in the fourth quarter of 2009 were
still down by 44% from the same period of 2008. For
now, it appears that the county can absorb just 50 to
60 new homes per quarter, or up to about 250 units per
year.

New Home Sales
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Owing to the combination of the national housing
boom and the county growth restrictions, seasonally
adjusted new home prices did gradually rise to eclipse
$600,000 by the first quarter of 2006, but subsequently
ranged mostly from $470,000 to $570,000 through the
end of 2007. It wasn’t until the beginning of 2008 that
new home prices remained below the $500,000 level,
predominantly continuing to fall over the next two
years. By the fourth quarter of 2009, the median price
for a new home in Santa Barbara County had fallen to
$366,639, down by 30% over the previous two years but
still up by nearly 5% over the past year. More recently,
however, new home prices fell by 17% between the
third and fourth quarters of 2009, approaching levels
last seen in the first quarter of 2004.

100

Santa Barbara County Economic Outlook 2010



UCSB Economic Forecast Project

Residential Real Estate

Existing Single-Family Home Sales

After peaking at 1,190 units in the first quarter of
2004, seasonally adjusted sales of single-family homes
in Santa Barbara County continued to slowly decline
to about 1,000 units through the third quarter of 2005.
Quarterly sales then steadily fell, bottoming out at 494
units by the fourth quarter of 2007. Since the end of
2007, however, sales of existing single-family homes
have predominantly ranged from 700 to 800 units per
quarter, finishing up the fourth quarter of 2007 with
779 sales, albeit in a market that is still very much
in flux. For example, although sales rose by 58% be-
tween the fourth quarters of 2007 and 2009, since the
fourth quarter of 2008 they fell by 1.6% before rising
by nearly 15% between the third and fourth quarters
of 2009.

Moreover, steeply discounted foreclosure sales create
another wrinkle in the market: Because a significant
share of recent sales stems from homes which have
been in foreclosure, it makes it very difficult for home-
builders and sellers of market-rate existing homes not
at risk of foreclosure to compete.

Looking ahead through 2015, Beacon Economics is
forecasting existing single-family home sales to range
for the most part from 700 to 800 quarterly sales
through the end of 2011 before slowly rising to 900
sales per quarter by the end of 2012. From 2013
through 2015, quarterly sales should range mostly
from 900 to 950 units.
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Not surprisingly, there remains a strong correlation
between the rebound in sales and the continuing de-
cline in median prices. Since peaking close to a sea-
sonally adjusted $650,000 in the second quarter of
2007, the median price for an existing single-family
home in Santa Barbara County fell to just $250,474 by
the first quarter of 2009, or a change of 61%. By the
fourth quarter of 2009, however, that median price
had staged a minor rebound to $332,789. Although the
median price fell by 31% between the fourth quarters
of 2007 and 2009, since the fourth quarter of 2008 it
rose by nearly 15%. Moreover, between the third and
fourth quarters of 2009, it rose by nearly 12%.

According to forecasts by Beacon Economics, the me-
dian price for a single-family home countywide is ex-
pected to exceed $340,000 in the first half of 2010 be-
fore falling back to the mid-$330,000s as interest rates
rise and as the government support of the housing
market is gradually removed. By early 2012, prices are
expected to start rising, exceeding $400,000 by early
2015.
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Existing Single-Family Median Home Prices
Q1-90 to Q4-09
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According to Zillow.com, there were just under 2,700
homes for sale countywide in January of 2010, of these,
2,435 were single-family dwellings and nearly one-
third were previously foreclosed homes. This level of
inventory was up by about 1.5% from the previous
month but down by 3% from the previous quarter and
down by 13% from January of 2009.

Existing Condominium Sales

Although the demand for condominiums in Santa Bar-
bara County represents a small fraction of the over-
all market, during boom-and-bust cycles the pricing
momentum for condominiums can change even faster
than for single-family homes. And in a county such as
Santa Barbara, buying a condominium can provide ei-
ther aleg up for first-time buyers or a more affordable
vacation home.

In contrast to sales in many other counties in Califor-
nia, condominium sales in Santa Barbara County were
fairly consistent from the beginning of 2000 through
the end of 2005, typically ranging from 200 to 300 units
per quarter. But as prices approached and exceeded
$500,000, sales began to slowly descend, falling under
100 units per quarter by the fourth quarter of 2007.
Only when prices began to fall below $400,000—and
even below $300,000—did condominium sales begin to
revive. In fact, between the fourth quarters of 2007

and 2009, seasonally adjusted sales of existing condo-
miniums rose by 64%, to nearly 160 homes. Smaller
increases were also noted when compared with the
fourth quarter of 2008 (up by nearly 19%) and the third
quarter of 2009 (up by nearly 14%) even as prices have
again approached the $400,000 level.
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Of course, as with sales of single-family homes, con-
dominium sales have risen since hitting bottom at the
beginning of 2008 because prices have fallen, from
well over $400,000 to under $175,000 by the first quar-
ter of 2009; since then, prices have steadily rebounded
to over $300,000 by the third quarter of 2009 and to
$385,000 one quarter later. However, despite the in-
creases of 23% to 25% between the third and fourth
quarters of 2009, as well as since the fourth quarter
of 2008, it’s still too soon to say whether this recent
pricing increase is sustainable. In fact, that newfound
strength in pricing may also weaken as the FHA tight-
ens requirements for both approved condominium
projects and for its borrowers.
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Existing Condominium Median Home Prices
Q1-90 to Q4-09

250~

100)

200~

150~

Index (Q1-2000

100~

50~
T
Q1-90

T T T T T T
Q2-93 Q3-96 Q4-99 Q1-03 Q2-06 Q3-09

Santa Barbara MSA California

Source: DataQuick

The Apartment Rental Market

After suffering from the effects of two years of mas-
sive job cuts and competition from the “shadow in-
ventory” of condominiums and single-family homes
put up for rent, the national apartment market finally
seems to be stabilizing, with net absorption turning
into positive territory and the vacancy rate holding
steady at just under 8%. Looking forward, the future
remains bright for this housing sector, as the popula-
tion surge among persons ages 20 to 34 and low levels
of construction will eventually conspire to force va-
cancy rates lower and allow landlords to raise rents.

In Santa Barbara County, the rental market for the
type of larger, investment-grade properties tracked
by RealFacts has remained relatively solid, with oc-
cupancy rates consistently ranging from about 93% to
97% during the past two years. Of course, one reason
landlords have been able to maintain occupancy lev-
els has been by offering various incentives and adjust-
ing rents accordingly, thus pushing overall occupancy
levels up from just 93.3% in the third quarter of 2009
to 95.5% one quarter later. Still, occupancy levels in
Santa Barbara County in 2009 (which averaged 94.4%),
although up from the sub-94% levels noted in 2005 and
2006, are down sharply from 2001 and 2002, when they
averaged closer to 98%.
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Asking rents in the county last peaked at $1,223 in the
fourth quarter of 2008, even as occupancy levels con-
tinued to improve slightly. Between the fourth quar-
ters of 2008 and 2009, however, average asking rents
fell by 3.2% to $1,184. Declines were even more pro-
nounced for two-bedroom townhomes (4.1%), studios
(4.3%), one-bedroom/one-bath units (3.8%), and two-
bedroom/one-bath units (3.8%). At the same time,
rent declines were much lower for two-bedroom/two-
bath flats (2.8%) and actually rose by 0.2% for three-
bedroom townhomes. Still, over the past four years,
average asking apartment rents countywide have
risen by nearly 10% while vacancy rates have risen by
0.7%.

Of course, landlords are routinely offering incentives
(sometimes as much as two free months of rent in ex-
change for a long-term lease), so effective rents could
be 10% to 15% lower than reported asking rents.
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Apartment Rents

Santa Barbara County

1,200

1,100~

$/Month

1,000 -

900

T T T T T T T T T
2001 2002 2003 2004 2005 2006 2007 2008 2009
Source: RealFacts

Santa Barbara County Apartment Market Overview, Q4-2009

. . . Average
0
Unit Type Units % of Mix Sq.Ft. Rent(s) Rent/SF(s)
Studio 100 2.4 405 707 1.75
1B/1b 1,781 42.8 646 1,032 1.60
2B/1b 1,188 28.6 825 1,161 1.41
2B/2b 577 13.9 997 1,414 1.42
2B TH 98 2.4 1140 1,933 1.70
3B/2b 146 3.5 1254 1,581 1.26
3B TH 90 2.2 1464 2,277 1.56
All Types 4,159  100.0 792 1,184 1.49

Source: RealFacts.

Foreclosures and Defaults

Certainly the most important story still impacting the
Santa Barbara County real estate market is that of
foreclosures, which during January of 2010 accounted
for nearly one-third of all existing home sales (and
even higher in the cities of Lompoc and Santa Maria).
The $75 billion plan promoted by the Obama Admin-
istration has not been able to assist many homeown-
ers at risk of default because many are simply too far
underwater—although lenders such as Bank of Amer-
ica are finally starting to address this problem by al-
lowing for principal reductions under certain circum-
stances. Moreover, many experts are forecasting a po-
tential new wave of foreclosures to be released onto
the marketplace in 2010 and beyond as option ARMs
reset to higher interest rates.

Whereas foreclosures in the county were virtually
unheard of as recently as 2005—with fewer than 10
seasonally adjusted foreclosures each quarter—by the
third quarter of 2008 the number of foreclosures per
quarter had skyrocketed past 500. Foreclosures have
since fallen from that peak, but over the past year
foreclosures have still ranged from 270 to 390 homes
per quarter. Moreover, after falling to 270 foreclo-
sures in the second quarter of 2009, they’ve since risen
to 390 homes—an increase of 31%—and are expected
to continue rising.
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As further proof of this, loan defaults, which had
consistently totaled less than 100 homes per quar-
ter through the end of 2005, have exploded in re-
cent years, ranging from 726 to 787 homes per quarter
throughout 2009, a more than seven-fold increase, and
by nearly 40% between the fourth quarters of 2008 and
2009. Although loan defaults did fall by nearly 8% be-
tween the third and fourth quarters of 2009, they are
expected to rise again during 2010.
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Residential Building Permits

Since the issuance of building permits tends to follow
the fortunes of the construction industry, it should
be of little surprise that the total number of permits
in 2009 countywide—262—is a fraction of the totals in
previous years.

Building Permits (SA), 2007-2009
Santa Barbara County

Type 2007 2008 2009
Single-Family 454 205 191
Multi-Family 282 359 96
Total 683 521 262

Source: RealFacts.

Of this total, 191 were for single-family homes, and
96 were for various multifamily projects (both apart-
ments and condominiums). Since 2007, total permit
issuances have fallen by 161%, with the fall in multi-
family permits (194%) far greater than that of declines
in the single-family sector (137%). Even since 2008,
total permit issuances have declined by nearly 100%,
although the split between declines in the multifam-
ily sector (275%) and those in the single-family sector
(7.0%) is exponentially greater. Not surprisingly, this
is largely due to a lack of financing for multifamily de-
velopment, as well as market fundamentals that are
not conducive to supporting construction anyway.

Looking ahead, Beacon Economics forecasts that
single-family permits, which totaled about 35 units
in the fourth quarter of 2009, will continue to rise
slowly but steadily through 2015. By the fourth quar-
ter of 2015, single-family permits could hit 100 units
per quarter. Following a few spikes in permits in the
middle of 2010 to the triple digits, quarterly permit
issuances for multifamily units are projected to fall to
under 40 units per quarter by the middle of 2011 but
should, like the single-family sector, slowly begin to
rebound and approach 100 permits per quarter by the
end of 2015.

South Santa Barbara County

Home to UC Santa Barbara and well-known for its re-
sorts and exclusive housing, South County’s reliance
on tourist dollars often means lower-paying service
jobs, thus prompting these employees to live in north-
ern Ventura County as well as North Santa Barbara
County. While a large percentage of white collar work-
ers in the South County are focused on software and
other high-tech pursuits, due to the region’s histor-
ical preference for slow growth, the existing housing
stock remains relatively pricey even after adjustments
related to the housing bust.

S&P/Case-Shiller Index
South Santa Barbara County, Q3-07 to Q3-09

A Index Percent Change
rea

Q3-9 Q2-9toQ3-9 Q3-8toQ3-9 Q3-7toQ3-9
Carpinteria 159.3 1.9 -7.9 -30.7
Goleta 150.8 1.7 8.5 -31.0
Santa Barbara 157.3 2.7 -5.8 -30.0
Countywide  142.5 4.1 4.2 -32.5

Source: S&P/Case-Shiller Index, Jan-00 = 100

Home Price and Sales Overview

In the southern portion of Santa Barbara
County—which for the S&P/Case-Shiller Index
includes the communities of Carpinteria, Goleta and
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the City of Santa Barbara—the index rose from 1.7%
to 2.7% between the second and third quarters of
2009, or generally higher than the increase seen in
the North County. Between the third quarters of
2008 and 2009, the index fell by 5.8% to 8.5% in these
communities versus 4.2% countywide, and between
the third quarters of 2007 and 2009 it fell by 30% to
31% versus 32.5% countywide.

In addition, the following table summarizes all home
sales by community for South Santa Barbara County
during the first quarter of 2009. Please note that these
sales and pricing statistics have not been seasonally
adjusted and therefore do not necessarily match those
cited in the following discussion. In addition, the me-
dian price presented is for the month of December
2009 only and not the entire third quarter of that year.

All Home Sales
South Santa Barbara County, Q4-2009

% of Median % of
Area Sales .
County Price 12/09 County
Carpinteria 31 3.3 615,714 139.8
Goleta 60 6.5 608,400 138.1
Santa Barbara 281 30.2 797,083 180.9
Countywide 930 100.0 440,544 100.0

footnotsizeSource: DataQuick

Finally, the table on the next page summarizes various
statistics on the existing real estate market as of Jan-
uary 2010 for specific cities in the South County com-
pared with the entire county.

New Homes

The following table summarizes new home sales by
community for South Santa Barbara County. As noted
above, these sales and pricing statistics have not been
seasonally adjusted and therefore do not match those
cited in the previous discussion. In addition, the me-
dian price presented is for the month of December
2009 only and not the third quarter of that year.

South Santa Barbara County New Homes, Q4-2009

% of Median % of
Area Sales )
County Price 12/09 County
Carpinteria 1 3.4 880,000 114.3
Goleta 1 3.4 770,000 100.0
Santa Barbara 6 20.7 1175,000 152.6
Countywide 29 100.0 769.955  100.0

Source: DataQuick

Existing Single-Family Homes

The following table summarizes existing single-family
home sales by community for South Santa Barbara
County. As noted above, these sales and pricing statis-
tics have not been seasonally adjusted and therefore
do not match those cited in the previous discussion. In
addition, the median price presented is for the month
of December 2009 only and not the third quarter of
that year.

Existing Single-Family Homes

South Santa Barbara County, Q4-2009

% of Media % of
Area Sales .
County Price 12/09 County
Carpinteria 18 2.4 667,500 149.9
Goleta 38 5.07 645,000 144.9
Santa Barbara 215 28.4 845,000 189.9
Countywide 756  100.0 445,224 100.0

Source: DataQuick

Existing Condominiums

The following table summarizes existing condo-
minium home sales by community for South Santa
Barbara County. As noted above, these sales and pric-
ing statistics have not been seasonally adjusted and
therefore do not match those cited in the previous dis-
cussion. In addition, the median price presented is for
the month of December 2009 only and not the entire
third quarter of that year.
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Resale Home Statistics for North Santa Barbara County, Jan-10

Median List Price Homes For Sale Total Homes Sold Foreclosure Re-Sales Median List Price/SF
Area Year Over Year Over Year Over Year Over Year Over
Current ($) Year (%) Current Year (%) Current Year (%) Current (%) Year (%) Current ($) Year (%)
Buellton 429,000 —-140 N/A N/A N/A N/A N/A N/A 253 —13.49
Guadalupe 214,000 29.8 21 -57.1 NJ/A N/A N/A N/A 131 —6.30
Lompoc 184,900 —8.0 N/A N/A 49 6.5 55.1 —11.0 147 —6.98
Los Alamos 499,000 -9.3 18 —-419 N/A N/A N/A N/A N/A N/A
Mission Hills 420,000 —10.4 21 —25.0 N/A N/A N/A N/A 175 —-3.21
Orcutt 325,000 7.1 278 —16.5 31 —16.2 32.4 —12.6 194 —4.05
Santa Maria 230,800 2.1 471 —42.9 91 —38.9 44.7 —33.6 149 2.23
Santa Ynez 949,000 —31.0 82 25 NJ/A N/A N/A N/A 381 —8.34
Solvang 675,000 4.0 76 -269 N/A N/A N/A N/A 322 0.48
Summerland 1,750,000 6.2 28 21.7 NJ/A N/A N/A N/A N/A N/A
Toro Canyon 2,300,000 -17.9 24 77 NJ/A N/A N/A N/A N/A N/A
Vandenberg Village 399,000 —10.7 65 -58 N/A N/A N/A N/A 184 —8.81
Countywide 564,900 18.1 2,673 306 —10.3 32.4 —23.7 261 8.8
Source: Zillow.com
Existing Condominiums Foreclosures
South Santa Barbara County, Q4-2009 S. Santa Barbara County, Q4-2009
% of Median % of
Area Sales 0 . ? . % of
County Price 12/09 County Area Units
County
Carpinteria 12 8.3 480,000 146.4 C interi 1 34
Goleta 21 145 416250  126.9 arpinteria '
SantaBarbara 60  41.4 475,000  144.8 Goleta 7 2.2
, Santa Barbara 40 12.5
Countywide 145 100.0 327,977 100.0
Source: DataQuick Countywide 319 100.0
DataQuick
Apartment Market

In the case of South Santa Barbara County, the Dyer
Sheehan Group has written a special section for this
conference book specifically oriented towards the
multi-family market in this region.

Foreclosures & Defaults

The following table summarizes foreclosure activity
by community for South Santa Barbara County. As
noted above, figures have not been seasonally ad-
justed and therefore do not match those cited in the
previous discussion.

Residential Building Permits

The following table summarizes building permits by
community for South Santa Barbara County. As noted
above, figures have not been seasonally adjusted and
therefore do not match those cited in the previous dis-
cussion.

Building Permits, (SA) South Santa Barbara County

Area Single-  %of  Multi- % of

Family County Family County
Carpinteria 7 3.7 0 0.0
Goleta 1 0.5 0 0.0
Santa Barbara 44 23.2 13 13.8
Countywide 191 100.0 96 100.0
Source: CIRB
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North Santa Barbara County

Once relied upon as a considerable source of oil,
as these fields have proven less profitable and ei-
ther shut down or turned over to smaller operators,
North County has gradually transformed into a hous-
ing mecca for white-collar workers who work for com-
panies locally in the South County and neighboring
San Luis Obispo County as well as for those employed
in and around Vandenberg Air Force Base. As the
area has grown, its own largest city—Santa Maria—has
also emerged as the county’s largest, providing more
moderate-priced housing compared to the coast.

Home Price & Sales Overview

In North Santa Barbara County, home prices rose by
1.2% to 2.3% from a sampling in the communities of
Lompoc, Santa Maria and the Santa Ynez Valley ver-
sus a larger increase of 4.1% countywide. Between the
third quarter of 2008 and 2009, the index fell by 4.2%
countywide and by 8.0% to 9.2% in these specific com-
munities of the North County, as summarized in the
table at the top of the next page.

S&P/Case-Shiller Index
North Santa Barbara County, Q3-07 to Q3-09

A Index Percent Change
rea

Q3-9 Q2-9-Q3-9 Q3-8-Q3-9 Q3-7-Q3-9
Lompoc 152.3 1.2 -9.2 -33.0
Santa Maria 158.1 1.6 -8.0 -31.7
Santa Ynez  159.8 2.3 -9.0 -27.5
Countywide 142.5 4.1 -4.2 -32.5

Source: S&P/Case-Shiller Index, Jan-00 = 100

In addition, the following table summarizes all home
sales by community for North Santa Barbara County
during the first quarter of 2009. Please note that these
sales and pricing statistics have not been seasonally
adjusted and therefore do not necessarily match those
cited in the following discussion. In addition, the me-
dian price presented is for the month of December
2009 only and not the entire third quarter of that year.

All Home Sales
North Santa Barbara County, Q4-2009

% of Median % of

Area Sales .
County Price 12/09 County

Buellton 22 2.4 338,375 76.8
Guadalupe 18 1.9 135,000 30.6
Lompoc 136 15.0 215,189 48.8
Santa Maria 367 39.5 238,056 54.0
Santa Ynez 15 1.6 680,000 154.4
Countywide 930 100.0 440,544 100.0

Source: DataQuick

In addition, the table below summarizes various
statistics on the existing home market for specific
cities in North County versus the overall county.

New Homes

The following table summarizes new home sales by
community for North Santa Barbara County. Please
note that these sales and pricing statistics have not
been seasonally adjusted and therefore do not match
those cited in the previous discussion. In addition, the
median price presented is for the month of December
2009 only and not the entire third quarter of that year.
This table is provided for the purpose of comparing
new home sales and prices in the various communi-
ties only.

North Santa Barbara County New Homes, Q4-2009

% of Median % of

Area Sales )
County Price 12/09 County

Buellton 4 13.8 358,000 46.6
Guadalupe 0 0.0 N/A N/A
Lompoc 2 6.9 168,000 21.8
Santa Maria 12 41.4 492,500 64.0
Santa Ynez 3 10.3 695,000 90.3
Countywide 29 100.0 769.955 100.0

Source: DataQuick
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Resale Home Statistics for North Santa Barbara County, Jan-10

Median List Price Homes For Sale Total Homes Sold  Foreclosure Re-Sales Median List Price/SF

Ar Yr Over Yr Over Yr Over Yr Over Yr Over
ca Curr ($) Yro( %e) Curr Yro( %e) Curr Yr(; %e) Curr (%) Yro( %e) Curr ($) Yro( %e)

Buellton 429,000 —14.0 N/A N/A N/A N/A N/A N/A 253 —13.49
Guadalupe 214,000 29.8 21 —-571 N/A N/A N/A N/A 131 —6.30
Lompoc 184900 -80 N/A  N/A 49 6.5 55.1 —11.0 147 —6.98
Los Alamos 499,000 —9.3 18 -419 N/A N/A N/A N/A N/A N/A
Mission Hills 420,000 —10.4 21 —-25.0 N/A N/A N/A N/A 175 —-3.21
Orcutt 325,000 -7.1 278 —16.5 31 —16.2 324 —12.6 194 —4.05
Santa Maria 230,800 2.1 471 —42.9 91 —38.9 44.7 —33.6 149 2.23
Santa Ynez 949,000 —31.0 82 25 N/A N/A N/A N/A 381 —8.34
Solvang 675,000 4.0 76 -269 N/A N/A N/A N/A 322 0.48
Summerland 1,750,000 6.2 28 217 N/A N/A N/A N/A N/A N/A
Toro Canyon 2,300,000 —17.9 24 -77 NJ/A N/A N/A N/A N/A N/A
Vandenberg Village 399,000 —10.7 65 -58 N/A N/A N/A N/A 184 —8.81
Countywide 564,900 18.1 2,673 306 —-10.3 32.4 —23.7 261 8.8

Source: Zillow.com

Existing Single-Family Homes

The following table summarizes existing single-family
home sales and prices by community for North Santa
Barbara County. Please note that these sales and pric-
ing statistics have not been seasonally adjusted and
therefore countywide totals do not match those cited
in the previous discussion. In addition, the median
price presented is for the month of December 2009
only and not the entire third quarter of that year.
This table is provided for the purpose of comparing
new home sales and prices in the various communi-
ties only.

Existing Single-Family Homes

North Santa Barbara County, Q4-2009

% of Median % of

Area Sales .
County Price 12/09 County

Buellton 17 2.2 360,000 80.9
Guadalupe 18 2.4 135,000 30.3
Lompoc 123 16.3 215,000 48.3
Santa Maria 316 41.8 246,250 55.3
Santa Ynez 11 1.5 675,000 151.6
Countywide 756  100.0 445,224 100.0

Source: DataQuick

Existing Condominiums

The following table summarizes existing condo-
minium sales and prices by community for North
Santa Barbara County. Please note that these sales and
pricing statistics have not been seasonally adjusted
and therefore countywide totals do not match those
cited in the previous discussion. In addition, the me-
dian price presented is for the month of December
2009 only and not the entire third quarter of that year.

Existing Condominiums
North Santa Barbara County, Q4-2009

% of Median % of

Area Sales )
County Price 12/09 County

Buellton 1 0.7 190,000 57.9
Guadalupe 0 0.0 N/A N/A
Lompoc 11 7.6 220,000 67.1
Santa Maria 39 26.9 133,500 40.7
Santa Ynez 1 0.7 270,000 82.3
Countywide 145 100.0 327,977 100.0

Source: DataQuick

Apartment Market

As opposed to the overall county, the apartment mar-
ket for North Santa Barbara County has been un-
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der greater pressure over the past several years. Oc-
cupancy rates for the type of larger, investment-
grade properties tracked by RealFacts, which aver-
aged 94.8% during the fourth quarter of 2009, was a
dramatic improvement from the previous quarter’s
average of 91.3%, although they’re still up by nearly
2% from the same quarter of 2008. For all of 2009,
the multi-family properties tracked by RealFacts aver-
aged an occupancy rate of 93.7%, which is down from
the 95% levels noted in 2008 and 2007 but up substan-
tially from the 90.3% rate seen in 2006. And of course
occupancy levels in North Santa Barbara County are
still down sharply from the 98% averages noted in
2001 and 2002.

Asking rents in the North County region last peaked
at $1,013 in the third quarter of 2008 even as occu-
pancy levels fell from 97.2% to 94.8% from the pre-
vious quarter. While asking rents here have fallen
by 3.5% over the past year, they've actually consis-
tently ranged from $970 to $977 over the past three
quarters. Moreover, as noted with the overall county,
these declines were even more pronounced for cer-
tain unit types such as two-bedroom townhomes (-
9.8%), studios (-4.9%) and one-bedroom flats (-4.9%).
At the same time, rent declines were unchanged for
three-bedroom townhomes and much lower for three-
bedroom/two-bath flats (-2.5%). Over the past four
years, however, average asking apartment rents coun-
tywide have risen by 4.0% while vacancy rates have
risen by 1.8%.

As noted above, because landlords are routinely offer-
ing incentives (sometimes as much as two free months
in exchange for a long-term lease), actual effective
rents could be 10% to 15% lower than reported asking
rents.

Foreclosures & Defaults

The following table summarizes foreclosure activity
by community for North Santa Barbara County. Please

Santa Barbara County Apartment Market Overview, Q4-2009

. . . Average
[

Unit Type Units % of Mix Sq.Ft. Rent($) Rent/SF ()
Studio 90 3.3 400 675 1.69
1B/1b 1,101 40.9 642 845 1.32
2B/1b 838 31.1 826 982 1.19
2B/2b 383 14.2 973 1,235 1.27
2B TH 10 0.4 908 925 1.02
3B/2b 129 4.8 1,247 1,584 1.27
3B TH 8 0.3 1,232 1,095 0.89

All Types 2,693 100.0 768 976 1.27

Source: RealFacts.

note that these statistics have not been seasonally ad-
justed and therefore countywide totals do not match
those cited in the previous discussion.

Foreclosures
S. Santa Barbara County, Q4-2009

. % of
Area Units
County

Buellton 5 1.6
Guadalupe 5 1.6
Lompoc 76 23.8
Santa Maria 171 53.6
Santa Ynez 4 1.3
Countywide 319 100.0
DataQuick
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Residential Building Permits
Building Permits, (SA) North Santa Barbara County

The following table summarizes building permits by Single- % of  Multi- % of
. Area . .

community for North Santa Barbara County. Please Family County Family  County
'note that these statistics have .not been seasonally ad- Guadalupe 0 0.0 0 0.0
justed and therefore countywide totals do not match

h ited in the previous discussion Lompoc 5 L6 0 0.0
those ci P ’ Santa Maria 8 4.0 3 3.1

Countywide 191 100.0 96 100.0

Source: CIRB
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Some Specials, but ‘Doing Fine’

In asking about current market conditions, we re-
ceived a wide range of responses from property own-
ers and managers during our April 2010 Santa Barbara
County South Coast Apartment Market Survey.

While many described the market as slow, with a few
even offering move-in specials or rent reductions,
several others reported they are doing fine. In ad-
dition, many properties have no vacancies and little
turnover.

Demand Props Up Investments

Despite the conservative market sentiment expressed
by many survey participants, the overall average
monthly rent for the combined South Coast market ar-
eas fell a mere 1.2% from April to October 2009, and
has remained flat during the past 6 months. At the
same time, the rental market has remained very tight,
with an April 2010 overall vacancy rate of only 3%
for the South Coast combined market areas, down a
full percentage point from the prior year. Multi-family
property owners may not see much rent appreciation
over the next year as the economy struggles to re-
cover, but the supply/demand imbalance in the Santa
Barbara South Coast apartment market should con-
tinue to insulate investors from any significant mar-
ket risk in the foreseeable future.

Smaller Unit Go Wanting

Size does seem to matter, with significantly higher va-
cancy rates reported in smaller (450-550 sq. ft.) one
bedroom units, as people strive to reduce housing
costs by doubling up with roommates in larger units.
This trend is particularly evident in the City of Santa
Barbara, where a significant majority (64%) of the
2,204 units in our survey are one-bedrooms.

The City of Santa Barbara also has the oldest multi-
family housing stock in the South Coast, with an aver-
age property age of 47 years, which could account for
the large number of smaller units. While overall rents
in the City fell 1% over the past year, rents for the lim-
ited number of three-bedroom apartments went up
1.5%. Santa Barbara City was the only sub-market in
our study where the vacancy rate increased over the
past year, with a slight uptick to 3.9%, up from 3% last
April.

Rents Drop in Goleta

After escalating a full 10% from the previous year,
overall average monthly rent in Goleta peaked in April
2009 at $1,604., and then fell less than 1% to $1,590
in April 2010. While average studio unit rents have
gone up 1% since last April, rents for all other unit
types in Goleta have fallen, with the average rent for
a three-bedroom unit down over 2%. Despite soften-
ing in rents, Goleta occupancy levels tightened signif-
icantly over the past year to 96.75%, up from just 95%
in April 2009.

UCSB Benefits Isla Vista

Isla Vista continues to enjoy the benefits of being in
its own little bubble, nestled up against UCSB. Most
properties surveyed have full occupancy, as reflected
in the I.V. market area vacancy rate of just 1.5%. While
overall average rent is down just over 2%, many prop-
erties have held rents flat for the past two years. The
Isla Vista market is one of the only areas where we
found properties that actually raised rates last year,
and some buildings are already pre-leasing units for
next fall.
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Quick Turnovers in Carpinteria

Several Carpinteria property owners expressed con-
cerns about the market, with higher turnover rates,
with more competition for tenants as people lose jobs,
move in with family or leave the area. The last year
has certainly been more challenging in this southern-
most tip of the South Coast, where the vacancy rate
rose steadily during 2008 and 2009 before peaking at
7% in October of 2009; but it has since retreated to just
under 3% by April 2010. Carpinteria overall average
rent has remained flat during the past year at $1,413,
but Studio rents are up 2%.

Downturn Prompts Improvements

One benefit to the broader community from this slight
downturn in the local rental market is that the in-
creased competition for tenants has motivated a num-
ber of property owners to rehab their buildings. For
many years, owners could rent vacant units quickly
without taking time to complete renovations or up-
grades on turnover. Numerous survey participants
told us that they are currently completing significant
property repairs and improvements, which will en-
hance the quality of life for renters, as well as stim-
ulating the local economy.

Decade Ahead Looks Up

Demographic and economic trends will lead to an
increase in demand for apartments over the next
decade. As baby boomers enter retirement, many will
sell their homes and opt for the flexibility and finan-
cial freedom of renting, while they travel or spend
time with grandchildren. Young adults are starting
families later in life, while they pursue degrees, ca-
reers, and hobbies. The cost of homeownership in
Santa Barbara has outpaced the incomes of many local
workers. Even with renters leaving the area for jobs or
buying homes, people doubling up in housing, and em-
ployers contracting, closing or relocating... the Santa
Barbara South Coast apartment market will remain
relatively recession-proof due to the limited supply of
rental housing and the significant barriers to building
new apartments,

Santa Barbara County Economic Outlook 2010

115



South Coast Apartment Market

UCSB Economic Forecast Project

South Coast Rent Survey
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South County — 2009 Review and 2010
Forecast

The rapid collapse of the financial and credit mar-
kets beginning in September of 2008 negatively im-
pacted both apartment and commercial investments.
Investors dug in their heels with a wait and see atti-
tude. Recently the national company Marcus and Mil-
lichap reported 60% of their 2009 multifamily transac-
tions occurred during Q4, supplying signs of improve-
ment. On a local level, most transactions along the
Central Coast were dispersed evenly throughout the
year.

Apartment financing is more readily available than
commercial property loans. Many banks are ready and
willing to make loans with great terms on multifamily
properties.

The first quarter of 2010 has already had some large
transactions unmatched in 2009:

= 32 units in Carpinteria selling to an out-of-area in-
vestor for $7.2M with a 5.4% cap rate.

m Lavendar Court, a bank-owned condo and retail
project in Carpinteria, closed to a local buyer for
$12.55M.

» Two large properties in Isla Vista, The Break-
pointe and Coronado, are currently in escrow with
a Southern California corporation.

Although buyers are readily available, the inventory
for available properties in South County remains rel-
atively small with few on the open market priced
within comparable ranges. There seems to be an ap-
petite in our area for larger properties. The appeal of
the South County remains strong as a blue chip in-
vestment. Prices seem to be stabilized again though
we forecast little to no appreciation this year.

= 2009 Gross Rent Multipliers (GRM) in the South
County averaged 13.70.

= 2009 Cap Rates in the South County averaged 5.2%.

= 2009 Price Per Unit Averages were at $202,000.

With little, if any, new rental units coming on the
market, we are in an environment where too many
people are chasing after too few available proper-
ties—keeping our rents stable, which makes the cen-
tral coast an attractive investment area.

Vacancy rates of between 2 to 4% were the norm
throughout most of the South County in 2009. Our
forecast for 2010 is for rental rate appreciation to con-
tinue to ease on the South Coast though still to remain
positive.

Rents above the average have made landlords rethink
their positions. We have seen some of those rents soft-
ened and expect this to continue.

In our year to date data for 2010 we have seen an in-
crease in sales and escrow from the previous year. The
South County still appears to be the blue chip invest-
ment for our current economic environment. We had
14 sales of apartment buildings in 2009, exceeding the
total for 2008. There have been four sales of apartment
properties with more than five units as of early April
2010.

South County Forecast for 2010

» Prices per unit for 10+ units will average between
$180,000 to $220,000 per unit. Smaller buildings (5-
9 units) will sell between $195,000 and $230,000 per
unit.

» We forecast that cap rates have moved down for the
South County. Sales will happen between 5.25% to
6.00% on average.

= Gross rent multipliers will stay at or near 10.5X —
12.75X for 10+ units, while 5-9 unit buildings will
sell between 11-14X gross.

= Rents in Santa Barbara will increase modestly by
between 1-3%.
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» Vacancy rates will remain stable and should still be
under 5%. We predict this may go down even fur-
ther as would-be home buyers cannot qualify for
home loans without proper credit and income. Our
little-to-no growth rental climate should keep the
rental market strong with mostly stable rents.

= Isla Vista continues as a bright spot for the South
County. Sales activity and interest in property pur-
chases remain very strong. In 2010 there have been
two sales with two large properties in escrow as
mentioned above.

= In 2009, the South county had a total of 14 sales of
over 5 plus units as opposed to only 9 in 2008, a sub-
stantial increase though not at the levels of previ-
ous years. Our forecast for 2010 is to surpass those
numbers.

Santa Barbara North County — 2009
Review and 2010 Forecast

Santa Maria and Lompoc had very slow sales in 2008
and 2009. We are not aware of any recorded sales of
over five plus units during 2009 in either Lompoc or
Santa Maria.

However, there are currently three properties in es-
crow in Santa Maria. While small in numbers this is a
quantum jump from the previous 20 months. We are
seeing signs of the market rebounding with interest
from investors in sales in the North County.

Rents in North County remained stable. Some rents
improved in the latter part of 2009, with some com-
plexes implementing rent increases. We feel rents will
continue to rise for the same reasons as in Santa Bar-
bara—little to no construction, more home foreclo-
sures (making more homeowners into renters and
these foreclosed home selling at brisk paces), and
fewer would-be homeowners because they cannot
qualify for home loans.

Though the market in general has slowed, the invest-
ment fundamentals for apartments have improved
during the last year. Multifamily loans are very com-
petitive with rates in the high 5% to low 6% range.
Vacancy rates are compressing. Rents are increasing.
There is little, if any, new construction to compete
with existing properties. We expect investors to see
the benefits of investing in North County apartment
buildings. All of the properties we are involved with
whether with the brokerage hat or the ownership side
are experiencing very high levels of occupancy with
no rent concessions.

North County Forecast for 2010

= Price per unit averages for 10+ units will stay at or
near $90,000 per unit the remainder of this year in
Santa Maria while Lompoc should see averages over
$80,000 per unit as we forecast a slight increase
over last year.

= CAP Rates will average between 6.0-7.0% depending
on location, condition, quantity of units and rental
income.

= Gross rent multipliers will stay at or near 8.5-11 x
gross rents.

= Rents in Santa Maria and Lompoc will increase by
another 1-3%, modest gains we forecast still remain
positive. The foreclosure of homes and short sales
in these two areas seem to be sifting through the
market.

» Vacancy rates will compress in both Santa Maria
and Lompoc with Santa Maria averaging 3-4% and
Lompoc averaging 4-6%.
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Key Chapter Findings

ments.

= Minimal commercial transactions in 2009.

» Santa Barbara county is working toward a ‘New Normal’ in commercial real estate.

m Vacancy rates remain high and continue to inch upward in the Office, Retail and Industrial market seg-

» Downward pressure on commercial real estate values is showing up.

Toward the New Normal

As commercial real estate brokers we are continually
asked, “Where are we going? Is the recovery happen-
ing?” Since we do not have a crystal ball to predict
the future, we pose the following question in response:
“How do you feel about things now versus where you
were last year?” The general outcome of this dialog
is that nearly all people decide that consumer confi-
dence is stabilizing and we are now dealing with what
will be a ‘new normal’. So what will that look like
for the north Santa Barbara County commercial mar-
kets?

Commercial Financing the Cornerstone

The new normal is being shaped both by lender prac-
tices and demand for commercial properties. The
nascent level of commercial activity over the previ-
ous year is comprised of foreclosure activities, down-
sizing businesses, a few businesses looking to expand,
and some investors taking advantage of the overall de-
clining commercial values. The common thread run-
ning through all types of activity is that everyone is
looking for a deal.

As commercial lenders work through foreclosures,
key issues will be declining rental rates, a smatter-
ing of vapid transactions showing no clear direction

“Reported as of the first quarter of 2010.

of valuation, and once lenders have taken the proper-
ties back, how to price them.

So where are all the commercial foreclosures?

They just haven't hit the market yet. The emerging
lender practice of “Pretend and Extend” became ev-
ident last year. Lenders dealt with potentially prob-
lematic loans by negotiating work-out deals with bor-
rowers, pushing problems out to the future so that
banks did not have to take properties back and could
avoid loan losses on their books. But this practice can-
not go on indefinitely, as borrowers who held on to
their assets last year may have finally hit the wall.
There is no wiggle room left.

Part of the new normal is lenders working quietly
with select investors to purchase problem loans at dis-
counts. This is in contrast to the more traditional pro-
cesses of foreclosing and then working with the bro-
kerage community to expose and dispose of the prop-
erty. This new approach helps keep the banks public
profile low in working through troubled assets.

On the demand side of the equation, there is good
news for buyers. If they can qualify, loans are at his-
torically low interest rates. Commercial funds are in
the low to mid 6% range. Small Business Adminis-
tration (SBA) loans are active due to their minimum
down payment requirements—near 10%. Banks are
willing to take the reduced risk given the underwrit-
ing criteria. However, the loan process can be chal-
lenging. Borrowers are dealing with an appraisal pro-
cess akin to alchemy. Lenders are favoring income val-
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Single Family Detached Unit Sales
Santa Maria and Orcutt

Category 2006 2007 2008 2009
Single Family Sales in Units 1,335 627 1,242 1309
Single Family Sales OREO in Units 3 116 772 668
Total Sales OREO by Percentage 0.22 18.50 62.16 51

Median Price in Dollars
Square Foot Cost in Dollars

455,000 395,000 270,000 240,000

278

246 179 157

Data Source: Central Coast Regional MLS

Data may vary from last year's reported statistics due to variable change accommodating multi year comparisons and regional reporting.

uation over reproduction methods, and with the lack
of transactions, appraisers have had to become more
narrative than empirical.

Following is a brief description of the various market
segments.

Residential

Santa Maria continues to be the focus for bank owned
property in the Central Coast markets. Given that the
bulk of new housing was produced in Santa Maria it
reasonably follows that the largest foreclosure mar-
ket is also in Santa Maria. You can buy existing homes
cheaper than you can build them. The cost of resale
homes declined further this year, more than $20 per
sq. ft. from last year. This sets back the start of the
new home building market until existing home prices
recover to the tipping point, triggering new building.
Foreclosed units will need to normalize to pre-2008
numbers before we see a strong new home market
emerge.

Retail/Commercial

After years of adding additional inventory, the re-
tail/commercial market ground to a halt this year.
Just 4,688 sq.ft. of retail space was added in all of Santa
Maria - the size of a retail bank branch or a couple of
small restaurants.

Available commercial/retail space within the City of
Santa Maria (as of first quarter 2010) is about 521,312
sq. ft., representing approximately +/-12.43% vacancy
(total retail inventory base in the City of Santa Maria
is approximately 4,189,503 sq. ft.).

Four major retail projects are still on the books for de-
velopment. Square footages are approximations:

Project Sq. Ft.
Lakeview Promenade 70,000
The Westgate Marketplace 120,000
Orcutt Plaza 225,000
Orcutt Marketplace 295,000

Together, these total 710,000 sq. ft. or approximately
17% of the existing base.

That said, construction on the Damon Porter complex
on North Broadway has started, with approximately
47,633 sq. ft. in two buildings. Vallarta Market will oc-
cupy approximately 36,461 sq .ft. market with the bal-
ance being constructed as speculative retail. Fresh and
Easy is slated for North Broadway on a land lease.

Retail Vacancy Rates by Percentage (%)
City of Santa Maria Metropolitan Area

2004 2005 2006 2007 2008 2009

23 +/-1 2.0
Without Gottshalks or Mervyns

2.7 9.8

5.4

12.5
8.2

Source: Stafford-McCarty Commercial Real Estate

Santa Barbara County Economic Outlook 2010

125



North Santa Barbara County Commercial Real Estate

UCSB Economic Forecast Project

A former C-2 zoned United Rentals yard at 2691 Santa
Maria Way with an approximately 4,200 sq.ft. build-
ing on 1.26 acres, sold for $1,100,000 in September of
last year and since has gone back on the market for
$1,495,000. It will be telling to see how this works in
today’s market.

The former 4,160 sq. ft. Bakers Square restaurant at
1841 South Broadway sits on a site that is a little less
than an acre and sold to an owner-buyer for $900,000.
This translates to approximately $216 per sq. ft.

Previous land price ranges were from $25 to $50 per
sq. ft. depending upon size and location of the prop-
erty. Without any definitive land sales, these ranges
still may apply (although, if sales price were calculated
on land alone without attributing any value to the
functioning building, the well-located Bakers Square
sale would come out to $22.38 per sq. ft.)

Office

The office market saw no additions to its base this past
reporting period and the market is still very soft. The
office vacancy rate, as of this writing, is now at ap-
proximately 10.6%, versus 12.4% the year before. After
staggering increases, the vacancy has stabilized and
even declined a bit. Keep in mind that vacancy in 2008
was 12.4% - almost double what it was in 2007 (6.2%),
and triple what it was in 2006 (2.1%).

The office component of this market has a base inven-
tory for 2010 of approximately 1,156,283 sq. ft.

Similar to last year, typical deals are being cut for well
located space from $1.15 and up NNN. The typical sec-
ond generation asking rates are anywhere from $.50 to
$1.25/sq. ft./mo./NNN. Newer space has asking rates
as high as of $1.85/sq. ft./mo. Modified Gross. Owners
are approaching tenants and rewriting leases for less
rent to get them to stay.

A prospective bellwether transaction is the expansion
of San Luis Obispo-based American Principle Bank into

Santa Maria with a 3,500 sq. ft. branch office. This is
significant in that banks as an industry are consolidat-
ing. And the rent was approx $1.79 per sq. ft with min-
imal concessions, which was favorable for the owner-
ship given the state of the market.

Some medical spaces have been on the market for over
ayear. The 220 South Palisades property of 3,213 sq. ft
has gone into escrow. With just a few properties sell-
ing each year, comparable sales for medical units over
the last several years demonstrate values of approxi-
mately $300 per sq. ft.

Office Vacancy Rates by Percentage (%)
City of Santa Maria Metropolitan Area

2004 2005 2006 2007 2008 2009
2.7 2.5 2.1 6.2 12.4 12.2

Source: Stafford-McCarty Commercial Real Estate

The price of land zoned for construction of office
space is similar to land prices in the retail seg-
ment, as Santa Maria’s C-2 zoning allows office uses
as well as retail uses. Land price asking rates have
dropped—some larger parcels are at $10.00 per square
foot and there are still no takers. Hard-to-find smaller
parcels, which typically command a higher price, have
come down in asking rates as well.

Industrial

Industrial vacancy again increased from 8.8% in 2008
to 9.57% as of this writing. There is approximately
741,744 sq. ft. of industrial space available for lease
(the industrial base is approximately 7,672,586 sq. ft.).

It was a slow year with a notable lack of transactions.
A 12,000 sq. ft. concrete tilt up facility on A Street sold
for under $100 per sq. ft. after long exposure on the
market - this is a number to watch. This square foot
price has fallen close to $50 per square foot from past
neighboring sales.
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McCoy Land has two side-by-side offerings from
the same owner with listing prices which have just
dropped to $98 per sq. ft. for each of two approxi-
mately 21,000 sq. ft. buildings.

Industrial Vacancy Rates by Percentage (%)
City of Santa Maria Metropolitan Area

2004 2005 2006 2007 2008 2009
7.5 5.6 3.6 5.7 8.8 9.6

Source: Stafford-McCarty Commercial Real Estate

There are several noted industrial lease transactions
on Industrial Parkway:

= 10,000 sq. ft. - warehouse requirement leased to
SAC at $0.50/sq. ft/mo. gross

= 9,800. sq. ft. - plus yard space leased to Berrypack
for $0.50/sq. ft /mo. Modified Gross plus yard rent

= 14,950 sq. ft. - a 3 year lease renewal at lower rates
to PODS for $0.55 Modified Gross

Sublease availability is increasing in the market and
will most likely drive rents downward as sub-lessors
will want to stop the bleeding of paying for under uti-
lized space, taking a small loss in rent versus no in-
come on the excess space. Rents and deals are offered
below current market rates.

Asking rental rates have shifted downward by moving
more toward gross rent from triple net rent. Rents for
smaller industrial spaces were approximately $0.75 to
$0.85 per sq. ft. NNN. Demand has tapered off and is
demonstrated by vacancy increases in the “bread and
butter” user segment of the Santa Maria market place.
These are typical multi-tenant industrial units, in the
range of 1,000 to 4,000 sq. ft. where actual rents have
decreased to make them effectively gross leases.

Industrial Land

Land sales hibernated this last year. Asking price re-
ductions from appraised values at $11.00 per square

foot for finished industrial parcels three years ago are
now on the market for $9.50 asking values.

Finished or near finished lot product is minimal. Valu-
ations between the M1, CM, and M2 zones are becom-
ing more singular. Acre sale prices can range from $7
to $8 per square foot. Comparable sales are now eigh-
teen month plus in age. 0ddly enough, these sales are
still being used for comparable data in appraisal re-
finance and re-evaluations by lenders.

Agricultural

This market segment has had several noteworthy
transactions.

The following sale runs counter to the market of
downward valuations: Approximately 110 acres of
Santa Maria’s best row crop land sold and raised the
watermark to approximately $58.5k per acre, topping
a neighboring ranch, which previously set the high
watermark at approximately $56,000 per acre. As al-
ways, quality parcels rarely become openly available
on the market. These values are approaching values
in the iconic Salinas Valley.

Capitalization Rates in Santa Maria City, 2002-2009
Value based upon $100,000 annual net operating income
10—

=

Cap Rate (%)
1
N

$ Millions

T T T T T T T T
2002 2003 2004 2005 2006 2007 2008 2009

I:' Cap Rate Range

Source: Stafford-McCarty Commercial Real Estate

Corresponding Valuation |

W

It has been rumored that Fosters has the White Hills
vineyard south of Orcutt Hill along Highway 1 in es-
crow in excess of $25,000,000. This was primarily val-
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ued at $10,000 per planted acre. In comparison, vine-
yards can cost up to $30,000 per acre to establish.

Commercial Investment

The 5,450 sq. ft. Carrrow’s Restaurant at 1635 S. Broad-
way on approximately 34,258 sq. ft. was recently sold
for $1,580,000 and was valued at a 9.7 capitalization
rate.

Although there are very few sales, the following are
key for different reasons. One of the highest priced
properties to sell in 2009 was the resale of the Holly-
wood Video at 1846 N. Broadway selling for $1,888,544.
It sold for $2,350,000 approx a year before.

The estimated cap rate range is the low nine’s and in-
dicates both a downward valuation and demand for
higher caps. Again with limited transactions, sellers
are concerned about “leaving money on the table” and
are pricing their asset offerings at 8.0 to 9.5 caps; yet
no takers.

CalPortland is offering a sale-leaseback of their 27 plus
acre site and operation on Donovan Road for an 8 cap
on a long term lease.

The table above shows the capitalization rate ranges
evinced over the last eight years. To illustrate the cap-
italization influence on valuation, assume a commer-
cial building produces a net annual income to the in-
vestor of $100,000. The market cap rates would corre-
late to the approximate purchase prices for the same
piece of property and income according to the follow-
ing years as noted in the table.

Summary

The new normal is seeking stability. It will be that
platform from which we will work in the coming
years. The market segments of commercial real estate
in Santa Maria are experiencing increased vacancy

rates—some at all time highs. Lenders taking property
back in 2009, flat out, just did not happen. It is antici-
pated that this year deals will begin to emerge to bring
investors back into the market, as well as user-buyers.
As those deals materialize we will see the new normal
stabilize.

Note: For the purpose of this report, databank num-
bers include functional, non-competitive inventory
(older buildings and warehouses) and exclude non-
market square footage such as mini-storage, airport
hangers, etc.

A Cap Rate (Capitalization Rate) is calculated by divid-
ing the annual net operating income (NOI—which does
not include debt service) by the purchase price (e.g.
$100,000 NOI/ $1,500,000 purchase price equals .0667
or a 6.67 cap rate).
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Key Chapter Findings

Street.

m Santa Barbara's retail vacancy has been greater than 2% for four consecutive quarters, and there are cur-
rently 127,000 square feet available in the downtown retail corridor of the 300 to 1200 blocks of State

» The 24 sales completed in the second half of the year accounted for 75% of the total sales in 2009, and
total sales volume was down 56% compared to 2008.

» Office vacancy increased a full percentage point in the first quarter of 2009, but has remained flat since
then despite an 84% increase in square footage leased.

Overview and Summary

As we look back on 2009,
a year most of us in
commercial real estate
would not be eager to re-
live, we find some un-
expected countertrends
and even signs of growth
among the grim statis-
tics. Judging by continu-
ing high unemployment,
record foreclosure rates,
and depressed consumer

confidence, the national
economy was still under the weather in 2009, and it re-
mains unclear whether it has truly begun to recover.
At the same time, the stock markets rebounded ro-
bustly through the second half of the year, and major
banks began returning TARP funds ahead of schedule.
Despite this apparent stabilization in the financial and
equity markets, real estate investment remained lack-
luster due to limited financing, perceived risk, and the
disconnect between buyers and sellers over the appro-
priate discount for said risk.

The South Coast commercial real estate market man-
aged to avoid the high vacancies and precipitous drops
in values seen in larger metropolitan areas. That said,
vacancy on the South Coast climbed across all leas-

ing sectors and reached a combined rate of 5.0% by
the end of 2009, a full percent higher than a year
earlier. Not surprisingly, achieved lease rates were
down about 15% across the board. Countering both
these trends though, leasing activity in both number
of leases and transaction value was up for the year.
The total square footage leased was 1.3M with a total
value of $134M, a 23% increase over 2008. The number
of signed leases was up 38%, including a respectable
number of large spaces leased in the office sector.
Commercial sales volume was down for the second
consecutive year and 56% below 2008’s modest pace.
However, transaction activity did pick up significantly
in the second half of 2009, which could signal a turning
point in the sales market.

Office after

jumping a full percentage

vacancy,

Office

Vacancy: 8.4%

point in the first quarter,
remained high and re-
markably flat through the
rest of 2009 and ended
the year at 8.4%. Behind
this apparent stability
there was a surprising
amount of activity. 2009
produced 19 leases in
excess of 10,000 square feet, led by the renewal of
86,000 square feet at 70 Castilian in Goleta by FLIR and
the new lease of 48,000 square feet at 4050 Calle Real

Available Space: +14%

Gross Absorption: “484%

-7%

Asking Rates:

Actual Rates: -10%

Change percentages are since 1/1/2009
Figures are for the entire South Coast

130

Santa Barbara County Economic Outlook 2010




UCSB Economic Forecast Project

South Coast Commercial Real Estate—2009 Year End Review

by CenCal Health. Of these large transactions, seven
were high tech tenants, four were medical, and four
were government contractors. In the smaller office
market, we saw a trend toward opportunistic activity
whereby tenants moved into superior locations at
favorable terms. Higher quality spaces were even able
to command multiple offers, which was not the case
a year ago. While this reflects an increase in demand,
it mainly circulated around the better spaces, while
spaces with limited parking, inefficient layouts, or
poor locations had difficulty attracting offers even
at reduced rates. Nevertheless, office square footage
leased was up 84% from 2008.

South Coast retail vacancy
Retail decreased slightly in the

Vacancy: 2.1% fourth quarter but was
still up 20.3% since the be-
ginning of 2009. By now,
South Coast
have grown accustomed
to seeing available retail
spaces in the area’s com-
mercial centers, including
nine spaces currently
available in the 700 to 900 blocks of State Street in

Santa Barbara. The overall vacancy rate of 2.1%—still

+20%

Available Space:

Gross Absorption: “4+27%

residents

Asking Rates: -12%

Actual Rates: -33%

Change percentages are since 1/1/2009
Figures are for the entire South Coast

reasonable compared to national levels—proves that
the local market is not completely sheltered from the
larger storm. As we have previously reported, there
were very few leases by national retailers in the first
nine months of the year. Still, buoyed by increased
demand in the 4th quarter, the South Coast saw big
chains such as Ross and ANGL taking spaces during
2009. In the absence of major national tenant activity
smaller chains and local “mom and pop” stores such
as So Good Jewelry, Step N’ Out, and The Closet took
advantage of the low-demand environment to im-
prove their locations at historically low rental rates.
Santa Barbara has seen a sharp reduction in achieved
rates as they fell 32.3% in 2009 (rents along the 300 to
1200 block of State Street fell 19.8% in 2009 to $3.45

GR per square foot). With holiday sales better than
expected and consumer confidence figures up for the
past two months, retailers have renewed cause for
hope heading into 2010.

The market for industrial space by now has swung
clearly in the favor of tenants, with more space avail-
able than we have seen since at least 2001. Unfortu-
nately, in this economy there seem to be few large ten-
ants willing or able to capitalize on the opportunities.
The current industrial vacancy rate of 5.9% even sur-
passes the high levels of 2002-2003 when the depar-
ture of DuPont, Applied Magnetics and Joslyn put a to-
tal of 316,000 square feet on the market. The current
increase in available space includes 63,921 square feet
at 1026-1030 Cindy Lane in Carpinteria. Mirroring the
trend seen in the other leasing sectors, vacancy was
up despite the fact that 24% more leases were signed
in 2009 than the prior year. At the same time gross
asking rates slipped down another 11% to $1.21 per
square feet.

Commercial Sales contin-
ued to pick up from the
stagnant first half of 2009
with 24 sales occurring

Industrial

Vacancy: 5.9%

Available Space: +44%

in the last two quarters,

Gross Absorption: < +3%

bringing the total to 32 for
the year. Even with this -10%
increased activity in the
second half, the number
of sales was still down 45%
from 2008, which was a
very slow year, and 58% below the average of 76 sales
annually from 2004-2007. The following four sales ac-
counted for about half of the total volume in 2009: the
office building at 1111 Chapala St ($11.3M); the land
at 5333 Hollister Ave ($10.0M); the office building at
1101 Anacapa St ($8.8M); and the retail building at
1200 State St ($6.7M). There continues to be a short-
age of financing available to investors, and most of
the sales last year went to cash buyers or owner-users.
With tight credit the new norm, investors have be-

Asking Rates:

Actual Rates: -7%

Change percentages are since 1/1/2009
Figures are for the entire South Coast
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come more risk averse, and we have seen a shift in ex-
pected capitalization rates from 4-5% a few years ago
to 6-7%. Meanwhile, as the recession enters its third
year, some owners who have been holding out for a
recovery in buyer demand will soon find their loans
coming due. As a result, we expect to see more sellers
bringing property to market in 2010.

See the multifamily sales market section later in this
chapter for a thorough analysis.

Looking Ahead

Is the worst of the “great recession” behind us? Ac-
cording to most experts it’s still too soon to say for
sure. The primary engine of the national economy,
the American consumer, is still running in low gear.
The financial system is clearly in better shape than a
year ago but is still retooling. While 2009 saw a sur-

prising number of leases signed, many of them were
relatively short term, “band-aid” leases that will ex-
pire in 2010 or 2011. Which means many tenants and
landlords will have more tough decisions to make in
the coming year.

Taking all of the current trends into consideration, we
are not expecting dramatic growth in the local com-
mercial markets this year. For leasing, 2010 will look
similar to 2009, with market friction driving steady
leasing activity while vacancy remains relatively high
and rental rates remain relatively low. We do ex-
pect a modest increase in properties for sale in 2010,
which should translate to more completed transac-
tions, though not dramatically so. While the coming
year may not bring a major recovery to our local mar-
kets, it bears repeating that compared to other lo-
cations, the South Coast is still in good shape. And
there are plenty of enticing opportunities out there
for those willing and able to make a move.
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Commercial Markets

Office Market

The office market produced some interesting results
over the past four quarters. Gross absorption has in-
creased 84% since 2008 while vacancy has increased
13.5% over the same period. There were 24 leases com-
pleted greater than 10,000 square feet, led by FLIR
Technology’s renewal of 86,000 square feet at 70

Castilian in Goleta and CenCal Health’s leasing of a to-
tal of 48,483 square feet at 4050 Calle Real in Santa Bar-
bara. CenCal’s lease resulted in a net reduction of 5,000
square feet in overall vacancy as its move has placed
43,000 square feet on the market in Goleta.

Gross Asking Actual
Market Available Change (% , Change (% Change (% Change (%
ge (%) Absorption ge (%) Rate ($) ge (%) Rate ($) ge (%)
Santa Barbara 298,017 32.9 305,920 65.3 233 —12.0 227 =144
Goleta 490,869 3.0 453,738 113.2 1.66 —6.9 1.68 —4.2
Carpinteria 55,355 28.8 67,298 30.8 1.71 0.8 1.81 0.9
Totals ‘ 844,241 13.5 826,956 84.0 1.90 —6.8 1.91 —10.3
Change calculated since 1/1/2009.
Santa Barbara Goleta
28~ -6.0 18-
21~ =45 1.7-
x ¥ "
O > O
§ 14- -3.0 g :: 1.6-
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||:| Achieved Rate - Asking Rate Vacancy Rate | :I Achieved Rate - Asking Rate Vacancy Rate
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Retail Market

South Coast retail vacancy decreased slightly in the
fourth quarter but is still up 20.3% since the beginning
of 2009. While our market is healthy compared to na-
tional levels, the number of available properties along
historically sought after blocks in the heart of

Santa Barbara’s retail corridor is a sign that the local
market is not sheltered from the broader recession.
Santa Barbara achieved rates fell 32.3% in 2009, and
rents along the 300 to 1200 block of State Street fell
19.8% to $3.45 GR per square foot.

. Gross Asking Actual
00 o0 00 00
Market Available Change (%) Absorption Change (%) Rate (5) Change (%) Rate (5) Change (%)
Santa Barbara 248,459 35.4 146,590 13.8 3.44 —18.2 2.86 —-32.3
Goleta 50,424 —17.0 57,301 77.4 2.55 5.1 231 —28.9
Carpinteria 22,361 —-1.7 na na 2.31 —8.2 na na
Totals ‘ 321,244 20.3 203,891 26.5 3.22 —11.9 2.70 —32.8

Change calculated since 1/1/2009.

Industrial Market

The South Coast industrial market has seen an in-
crease in vacancy in each market over 2009. Through
the end of December there were 46 industrial leases
completed, which represents a 24% increase over
2008. However, there has also been a 44% increase

in overall square footage available resulting in an over-

all vacancy of 5.9%, the highest year-end rate since
at least 2001. Carpinteria saw the largest spike in va-
cancy from 4.9% to 13.6% due primarily to 63,921
square feet at 1026-1030 Cindy Lane coming on the
market.

Gross

Asking Actual

1 0, 0, 0, [V
Market Available Change (%) Absorption Change (%) Rate (5) Change (%) Rate (5) Change (%)
Santa Barbara 82,228 49.4 68,717 —8.6 1.35 —10.9 1.27 3.6
Goleta 347,986 14.5 92,306 1.5 1.10 —10.2 1.10 —8.5
Carpinteria 180,296 175.8 79,058 16.0 1.16 —13.2 1.06 —13.3
Totals | 610,510 439 240,081 2.5 116 —10.0 114 —6.6
Change calculated since 1/1/2009.
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Sales in the Market

Sales picked up in the second half of 2009, with 24 of

the 32 sales this year completed in the last two quar-
ters. Even with this significant increase, the number
of sales was still down 45% from 2008, which was also
asub par year. The following four sales in 2009 ac-

counted for about half of the total sales volume: the
office building at 1111 Chapala St ($11.3M); the land
at 5333 Hollister Ave ($10.0M); the office building at
1101 Anacapa St ($8.8M); and the retail building at
1200 State St ($6.7M).
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Multifamily Market

The market volume for 5+ units on the South Coast fea-
tured a nice increase from six sales for 2008 to 13 sales
for 2009. This volume featured eight sales of 5-9 units
and five sales of 10-24 units. There were no sales of 25+
unit buildings. The median number of sales from 2003-
2009 is 16 and from 1993-2009 is 18 so we are fairly
close to our typical volume. We are looking great in
comparison the overall U.S. multifamily market which
featured a 70% decline in volume through the third
quarter of 2009.

As stated in earlier reports, we have a shallow market
with low volume. That is why large national multifam-
ily brokerages are almost non-existent locally. Santa
Barbara tends to be a money destination, and hold pe-
riods tend to be quite long.

The local multifamily market has typically featured
resilience and stability as compared to markets in
larger metropolitan areas of California. Being a money
destination has its advantages. We do not feature
GRMs? as low and capitalization rates’® as high as the
larger areas, but we do have less volatility. We are con-
sidered to be a lower risk area than many larger mar-
kets.

The current market continues to resemble a more
“balanced” market. Price Per Unit, GRM and Cap. Rate
factors all continue to demonstrate a market mov-
ing away from the overheated period of 2004-2006, as
shown in the graphs at right.

There have been no fee simple sales of 25+ unit build-
ings on the South Coast during 2009. There were three
25+ unit sales in 2008 out of six total sales and six 25+
unit sales in 2007 out of 21 total sales. If interest rates
remain low, this segment of the market will pick up as
investors adjust to a more balanced market.

>GRM: value or price / annual gross operating income
18Capitalization (Cap.) Rate: Net Operating Income / value or
price - the “yield” of the property without reference to debt

Sales involving properties in need of substantial ren-
ovation have been largely absent in 2009. Such pur-
chases involve a buyer purchasing an underperform-
ing property, making substantial renovations and en-
joying the resultant rent increases. This classic real es-
tate investment play has been more prevalent in the
past few years. According to Dyer Sheehan Group, Inc.
the average age of an apartment building on the South
Coast is 42 years, and much of that property is in need
of renovation due to age.!” The exception to this trend
was the March 2009 sale of a 12-unit apartment build-
ing occupied by a fraternity in Isla Vista. Post reno-
vation numbers produced better than a 7% cap. rate
making for the highest cap. rate of the year.

Median Proforma factors:

Category Price/Unit ($) GRM Cap. Rate (%)
All sales 200,000 11.76 5.96

5-9 Units 250,000 11.79 5.42
10-24 Units 175,000 10.50 6.27

25+ Units n/a (no sales)

Price Per Unit

350~

300~

250-

$000

200~

150~

100-

T T T T T T
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1 10-24 units
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T
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"Dyer Sheehan Group, Inc., October 2009 Santa Barbara County
- South Coast Apartment Market Survey.
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Rental Market

The local rental market has continued to weaken, al-
though compared to the national market it is still
strong. According to the most recent Dyer Sheehan
Group, Inc. report, the overall South Coast vacancy
factor was 2.87% in October 2009.'® This is up from
1.56% in 2008 and 1.38% in 2007. Area numbers show
the importance of knowing your sub-market:

City Vacancy (%)
Santa Barbara 3.11
Goleta 3.27
Isla Vista 0.85
Carpinteria 7.05

8pyer Sheehan Group, Inc., October 2009 Santa Barbara County
- South Coast Apartment Market Survey.

National Trends

Here is a summary of the opinions expressed by ex-
perts at the Apartment Conference—2009:

= Most large apartment investors are net buyers.

» The market has shown signs of recent stabilization.
» The favorable arbitrage between cap. rates and long
term financing continues, but may be short term.

» Interest rates will trend upward in 2010.

» The national rental market is weak and will plateau
in 2010, begin to rise moderately in 2011 and more
decidedly in 2012.

» The Southern California rent concession percent-
age is now around 8% in many areas.

Local Trends

The volume for 2009 was a large improvement over
2008 and in line with historic volume. Long-term fi-
nancing for properties remains available at histori-
cally low interest rates. The likely increase in interest
rates will have a negative effect on this market.

Local buyers should remain alert for any building in
good location featuring anything near or exceeding
a 6% cap. rate on proforma rents. Sellers waiting for
the market to reset to 2005/2006 values will be disap-
pointed. Current values are much more in line with
long term value trends in the area. Motivated sellers
will find a good market for well-located properties in
good condition with market rents and a good set of
books. Sellers and properties with opposing features
will encounter challenges.

Buyers waiting for the “bottom” or opportunistic pur-
chases will be disappointed in their non-action. Large
down payments, quick decision making, appropriate
brokerage representation and a track record in this
asset class will result in successful acquisitions.

For your multifamily needs contact a specialist:

James Celmayster
james@hayescommercial.com

Brian Bailey
brian@brianbailey.com

Santa Barbara County Economic Outlook 2010

137



South Coast Commercial Real Estate—2009 Year End Review UCSB Economic Forecast Project

138 Santa Barbara County Economic Outlook 2010



4 UNIVERSITY OF CALIFORNIA SANTA BARBARA
ECONOMIC FORECAST PROJECT

South Coast Commercial
Real Estate Vacancy and
Sales Update

by Brian Johnson, Bob Tuler,

and Gene Deering
Radius Group Commercial Real Estate

Contents
First Quarter South Coast Market Overview 140
First Quarter Leasing Overview 140
First Quarter Sales Overview 142

=1 ForLease ForLease ..

—




South County Commercial Real Estate Vacancy and Sales Update

UCSB Economic Forecast Project

First Quarter South Coast Market
Overview

While the markets are heating up compared to 2009,
commercial real estate in South Santa Barbara County
needs several strong consecutive quarters for vacancy
rates to improve. At the end of Q1 2010, the vacancy
rate for the South Coast office market was 9.3%, the
highest we have seen since 1992, the year we started
tracking vacancies. In perspective, a vacancy rate of
9.3% is low compared to the 20% vacancies in most of
Southern California.

First Quarter Leasing Overview

The first quarter of 2010 saw an increase in com-
mercial activity across nearly all submarkets. This re-
sulted mainly from changing mentality among local
businesses. Throughout 2009, local companies were
mostly planning for the short-term because of the un-
certainty of the future of their businesses. In early
2010 this mindset returned to a more long-range view
as companies could more clearly predict future busi-
ness activity. Real estate decisions are normally part
of long-term planning.

Santa Barbara Office

Santa Barbara office space leasing experienced a ro-
bust first quarter. Leasing activity during Q1 2010 was
30% higher than in the same quarter of 2009. How-
ever, the majority of larger leases completed were re-
newals, which do not improve the vacancy rate. Va-
cancy actually rose 0.6%, due to the addition of Santa
Barbara Bank & Trust's existing administrative offices
to the market. Expect Q2 to carry that momentum for-
ward. However, there remains a long list of properties
available, suggesting it will take some time for the of-
fice market to stabilize.
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Santa Barbara Retail

Santa Barbara’s retail market saw the second straight
quarter of vacancy declines. While it is not yet time
to declare the retail woes over, there are some pos-
itive indicators. State Street is seeing an increase in
activity as potential tenants view space and make of-
fers. Several smaller retail spaces in Downtown State
Street are receiving multiple offers. We expect the re-
tail market to continue to see strong activity through-
out Q2. A bright spot is the leasing of 820 State, for-
merly Anchor Blue, by Guess Jeans for a new concept
called “G by Guess”.
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Santa Barbara Industrial

The industrial vacancy rate in Santa Barbara de-
creased slightly as activity was relatively shallow. This
submarket continues to have the lowest vacancy rate
in the South Coast because the economy has kept
many small businesses from expanding out of their
current locations. The few larger spaces available are
difficult to fill because smaller tenants are staying
where they are until the economy improves. Similarly,
smaller vacancies are without leases because tenants
are sitting tight, not wanting to make decisions until
they see business activity improve.

Additionally, the few smaller vacancies are hard to fill
because tenants are sitting tight right now and don’t
want to make decisions until they see their own busi-
ness activity improve.

Look for this sector to remain tight during Q2.
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Goleta Office

Goleta Office vacancy experienced a spike from 9.2% to
13.4% during Q1. This happened because several large
vacancies occurred in the market without the signing
of large leases to offset the losses. The two previous
quarters had shown steady vacancy rate reductions.
The only bright spot was the renewal of Inogen on
Bollay Drive. For office markets in the County, Goleta

will take the longest to recover. Companies looking to
expand into larger spaces are becoming scarce, while
the creation of new local companies has dramatically
slowed. This market will take several years to fully re-
cover.

$2.50 16%
OGoleta Office Price
$2.25 1 OGoleta Office Vacancy L 149%
$2.00 - o
Asking Price/SF I 1204
$1.75 - (Gross)

$1.50 - 10%

$1.25 1

8%
$1.00 1

6%

$0.75 % Vacancy

4%
$0.50 1

$0.25 - 2%

$0.00 + + + + + + + + + +
'00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10

0%

Goleta Industrial

Activity in the Goleta industrial sector was quiet dur-
ing Q1. Vacancy decreased slightly from 7.4% to 7.2%.
The lack of industrial activity is similar to that of Santa
Barbara and Carpinteria. The industrial markets are
currently showing the least amount of activity. We are
seeing more renewals than new transactions across all
three industrial markets.
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Carpinteria Industrial

Carpinteria industrial saw vacancy levels increase
slightly during Q1. The majority of leasing activity
continues to be renewals, thus giving little relief to
the surplus vacancies. We are seeing asking rates con-
tinue to fall as landlords work to attract tenants to the
area. The lease rates will need to fall further to com-
pete with the nearby Ventura industrial markets.
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Carpinteria Office

Carpinteria’s office market saw another increase in
the vacancy level in Q1. Several midsize office prop-
erties came onto the market and leasing activity was
slow. The vacancy rate rose higher than expected to
8.7%. Look for Q2 to remain flat as slow activity con-
tinues in this sector. In addition, rates will continue to
adjust downward.
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First Quarter Sales Overview

The first quarter of 2010 saw an increase in the num-
ber of commercial sales from six to nine. While the
number is still low compared to historical averages,
this represents a great improvement in the overall
market. There were several high profile sales during
the first quarter including several retail buildings on
State Street, plus a large set of office and industrial
buildings in Goleta. These activities indicate there is
more money coming into the market.

Banks and other lending institutions continue to have
a small presence in these activities. However, there
have been marked upticks in Small Business Adminis-
tration loans, seller carry back financing and all cash
transactions.

While Santa Barbara should be largely immune to
the rise in commercial defaults, the ability to borrow
money will continue to be a problem. We will see on-
going difficulty in putting transactions together and
this will keep the market from recovering for some
time. On the positive side, there are funds that recog-
nize Santa Barbara as a good place to invest and there
is a limited inventory of properties for sale.
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Key Chapter Findings

Santa Barbara County's population growth rate has basically mimicked that of the state, but with a con-
sistently smaller rate throughout the last 20 years.

As of July 2009, Santa Barbara County was home to 432,981 residents. An estimated 86,585 of the 139,212
households in the county are families; 34.2% of total households are home to children under the age of
18, and 25.1% are home to seniors over the age of 65.

Natural increase and foreign immigration have been the most consistent sources of population growth
in Santa Barbara County, adding annual averages of 7,442 and 3,868 people per year, respectively, since
1991. Net total migration has been increasing in recent years since a low in 2005.

Although the median household income in Santa Barbara County is relatively middling in comparison
with surrounding counties at $61,543, median income grew by almost 5.4% from 2007 to 2008 and income
inequality decreased in that period as well.

North County

Santa Maria had the highest annual growth rate of cities within the county in the last year, and Santa
Maria, Buellton, and Guadalupe had the highest average annual growth rates from 2000 to 2009.

Age and ethnic distributions are very different between the southern region of the county and the north-
ern region. The population in the northern region has a Hispanic majority and is much younger on aver-
age.

The median household income is not as high as in south Santa Barbara County, yet has still increased by
4.7% from 2007 to 2008. The North County's relatively low poverty rate and low level of income inequality
remained virtually unchanged in that same time period.

South County

Population growth in Santa Barbara, Goleta, and Carpinteria has been very low since 2000, with an annual
average growth rate of 0.25% or lower over the past nine years.

Median household income is much higher than the county average along the South Coast, but accompa-
nied by a high poverty rate and high income inequality.

In the southern region the population is aging and primarily white, but still holds a high proportion of
people ages 20 to 34, no doubt due to the presence of UCSB.

Santa Barbara County is located along the beautiful
central coast of California in between San Luis Obispo
and Ventura counties. The county seat is the city of
Santa Barbara, which is just surpassed by Santa Maria

as the most populated city in the county. While the
characteristics of the overall county population—such
as income, poverty rate, and age and ethnic distribu-
tion—are mostly similar to those in California, there
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While the characteristics of the overall county population—such as income, poverty
rate, and age and ethnic distribution—are mostly similar to those in California, there
are many important differences within Santa Barbara County.

are many important differences within Santa Barbara
County.

The northern region of Santa Barbara County—which
in this chapter comprises everything north of the
Santa Ynez Mountains—makes up at least 85% of the
county's land mass and half of its population. The
biggest cities in the northern county are Santa Maria,
Guadalupe, and Lompoc. The central valley, a sepa-
rate and slightly smaller northern community, is pri-
marily composed of Santa Ynez, Solvang, and Buell-
ton. Overall, the northern county has lower income
levels, greater ethnic diversity and a younger popu-
lation than its southern counterpart.

The southern region of Santa Barbara County—also
referred to as the South Coast—has fewer cities in
a much smaller geographical area. This region has
a higher population density and its residents hold a
higher median income—but also a higher poverty rate
and greater income inequality. The southern county
population has a higher median age than the north-
ern, but still retains a high proportion of people ages
20 to 34, along with a higher percentage of people who
have attained a bachelor's degree or higher—both
statistics that are no doubt boosted by the presence
of the University of California, Santa Barbara (UCSB).

Population

The estimated population of Santa Barbara County
reached 432,981 as of July 1, 2009. Annual popula-
tion growth was 0.77% between July 2008 and July
2009, corresponding to 3,311 new residents. This is
slightly lower than the average 0.92% growth rate ob-
served since 2000. Although California's population

has been growing faster than that of Santa Barbara
County over the past nine years—at an average annual
rate of 1.4%—that gap has narrowed considerably in
the past three years and the estimated difference is
now only 0.16%, according to the California Depart-
ment of Finance.

Population Growth
Santa Barbara County and California, 1990-2009
20~

Year-Over-Year Growth (%)

T T T T T T
1993 1996 1999 2002 2005 2008

T
1990

Santa Barbara County California

Source: California Department of Finance
Note: These rates are based on the DOF's E-6, which are July 1 estimates.

If the past is any indicator, population growth in Santa
Barbara County will correspond with that of the state.
The California Department of Finance predicts both to
slowly decline in the future.

Santa Barbara County has a population density of 150
persons per square mile. While this is greater than
that of neighboring San Luis Obispo County at 80, it is
considerably less than the southern counties of Ven-

Although California's population has been
growing faster than that of Santa Barbara
County over the past nine years—at an
average annual rate of 1.4%—that gap has
narrowed considerably in the past
three years...
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While net domestic migration in Santa Barbara County has been negative since
2001—with an average yearly outflow of just over 1,400—foreign immigration has
contributed an average of almost 1,900 persons per year since 2000, keeping total net

migration positive overall.

Fastest-Growing Cities in Santa Barbara County

Population  Absolute Annual Average Annual

City January 2009 Change Growth Rate (%) Growth Rate (%)
2008—2009 2008—2009 2000—2009

Santa Maria 92,542 1,669 1.84 2.07
Carpinteria 14,409 174 1.22 0.25
Buellton 4,740 53 1.13 2.36
Solvang 5,446 48 0.89 0.46
Goleta 30,476 157 0.52 —0.18
Santa Barbara 90, 308 234 0.26 0.20
Guadalupe 6,534 10 0.15 1.32
Lompoc 42,892 35 0.08 0.52

Source: California Department of Finance

tura and Los Angeles, at 449 and 2,500 persons per
square mile, respectively. The disparity in these den-
sities makes sense when looking at a topographical
map—the mountainous regions of San Luis Obispo and
Santa Obispo give way to more open flat land as you
make your way south to the metropolis of Los Angeles.

Sources of Population Growth

Population growth stems from two sources—natural
increase and net migration. Natural increase is driven
by the characteristics of the local population, such
as changes in the age structure and birth rates. Con-
versely, net migration is driven by the characteristics
of the region, including economic performance, af-
fordability, the sociopolitical environment and qual-
ity of life.

Cumulative Net Migration in the Tri-County Area
2000-2008

San Luis Obispo

Santa Barbara

Ventura

T T T T T T
-10 10 20 30 40
Thousands of People

- Immigration |

I:' Net Domestic Migration

Source: California Department of Finance

While net domestic migration in Santa Barbara County
has been negative since 2001—with an average yearly
outflow of just over 1,400—foreign immigration has
contributed an average of almost 1,900 persons per
year since 2000, keeping total net migration positive
overall.
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Contributions to Population Growth
Santa Barbara County, 1991 - 2009
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Like foreign immigration, natural increase has re-
mained positive and steady in Santa Barbara County,
with a net gain of 2,600 to 3,600 residents annually
since 1995.

North County

The fastest-growing city from 2008 to 2009 was the
city of Santa Maria. The three cities with the high-
est average yearly growth rate over the last ten years
are Santa Maria, Buellton, and Guadalupe—all North
County cities. These statistics suggest a pattern of ex-
pansion in the north region that is not as prevalent in
the southern cities. With greater growth will come a
greater need for new and expanding businesses.

South County

The only city in the southern region of Santa Barbara
County that increased its population by more than
1% last year was Carpinteria. Not only did the larger

The three cities with the highest average
yearly growth rate over the last ten years

are Santa Maria, Buellton, and
Guadalupe—all North County cities.

..all three of the most populated South Coast
cities had their lowest average annual
rowth rate since 2000, with Goleta actually
showing a net outflux...

cities of Santa Barbara and Goleta show little popula-
tion growth in the past year, but all three of the most
populated South Coast cities had their lowest average
annual growth rate since 2000, with Goleta actually
showing a net outflux of people during this time.

Structure of Population

Households

In 2008, the county contained 139,212 households,
62.2% of which were families. The remaining house-
holds
means unrelated people living together or one person
living alone. Of these, 73.6% were a householder
alone. Over 34% of total households were home to
children under the age of 18, which is lower than the
statewide percentage. At the other end of the spec-
trum, 24.9% of households were home to someone age
65 or greater, slightly higher than in California.

were non-family households—non-family

Household Characteristics Santa Barbara County, 2008

Santa  North South
2008 Barbara County County
County

Occ. Households 139,212 66,593 72,619
Owner-occupied (%) 53.97 60.59 47.89

Change 2006-08 (%) 0.68 2.97 -1.18
Renter-occupied (%) 46.03 39.41 52.11
Family Households (%) 62.20  72.93 52.36

Change 2006-08 (%) -1.54 0.8 -3.2
Avg. Family Size 3.37 3.64 3.03

Change 2006-08 (%) 4.01 5.51 1.68

Source: U.S. Census Bureau
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The South Coast, however, shows an almost even renter/owner split, with renters just
outnumbering owners, along with a noticeably smaller proportion of family
households and a smaller average family size... A decrease in family households by
3.2% since 2006 would suggest that families have been moving elsewhere to
live—possibly into northern Santa Barbara County.

North County

In the northern regions of the county, the share of the
population owing the home in which live in is over
60%. Both the number of family households and the
average family size are larger than those of both any
bordering counties and the State. Family size and the
share of owner-occupied homes have been increasing
considerably since 2006, which is usually a sign of a
more affordable general cost of living.

In the northern regions of the county, the
share of the population owing the home in

which live in is over 60%...The South Coast,
however, shows an almost even
renter/owner split...

South County

The South Coast, however, shows an almost even
renter/owner split, with renters just outnumbering
owners, along with a noticeably smaller proportion of
family households and a smaller average family size.
Both of the latter figures are not only lower than in
the County, but also much lower than in the State as
well. A decrease in family households by 3.2% since
2006 would suggest that families have been moving
elsewhere to live—possibly into northern Santa Bar-
bara County.

Age

In 2008, Santa Barbara County’s overall age structure
was mostly representative of California as a whole,
with a slightly larger share of younger people and
senior citizens and fewer middle aged persons. The
largest share of the population falls into the 35-to-54
category, followed by those ages 5 to 20. Again, the dif-
ferences within the county are larger than those be-
tween county and state.

Population by Age
2008

Percentage of Population

35to54

under 5 5to19 20 to 34 55 to 64 65+

I North County
:' Santa Barbara County

Source: U.S. Census Bureau

I south County
California

North County

The most notable characteristic of the northern re-
gion's age distribution is the comparatively large pop-
ulation under the age of 20, which contributes to an
overall younger population. As mentioned above, this
is a product of a greater proportion of families and big-
ger family size, with more children.
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South County

The average resident in the south region is generally
older than the county and state average age, but the
South County is not without its own young population,
as the 20-to-34 age group is proportionately greater
there. With UCSB bringing in a large population of
people mostly in this age range, that number is un-
likely to change very much in the future. The higher
share of people over 55 years, however, does suggest a
growing population of senior citizens, especially along
the southern coast, over the next several years.

The average resident in the south region is

generally older than the county and state
average age...

Population Forecast by Age
Santa Barbara County, 1990-2020
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The California Department of Finance forecasts the
population of the entire county to get older in the next
decade. All age groups under 55 years are predicted
to decrease in percentage from current levels, while
the 55-to-64 and 65-and-over age groups will both be
increasing. An older population will create a higher
demand for health care and social services at the very
least, as older people are the most common consumers
in that industry.

Race and Ethnicity

Throughout Santa Barbara County there is a lower
proportion of people of both African American and
Asian ethnicity than in the state, counterbalanced
by higher percentages of both Hispanics and non-
Hispanic whites.

Population by Ethnicity in Santa Barbara County, 2008

Santa Santa  North  South Santa
(% of ftoyiuitgion) Maria Barbara County County Barbara Statewide
City City County
African American 0.3 4.3 1.7 2.3 2.0
Asian 4.5 4.0 3.0 5.6 4.3
Hispanic 68.8 30.6 48.4 30.0 39.5 36.6
Non-Hispanic White ~ 25.5 59.5 44.8 59.2 51.7 42.0
Other 0.8 1.6 2.1 3.0 2.5

Source: U.S. Census Bureau

North County

Santa Maria, the most populated city in Santa Barbara
County, has a mostly Hispanic population at just under
70%. Likewise, in the North County overall, Hispanics
represent a large portion of the population, at just un-
der %50.

South County

As shown in the chart, Santa Maria's ethnic distribu-
tion is in stark contrast to the major city of the South
County, Santa Barbara, which is mostly representative
of the southern region overall. The majority of resi-
dents are white. The Hispanic, Asian, and black popu-
lations all fall below the statewide percentage.
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...when income started to increase again in 2002, the county levels rose considerably
faster than those of the state over the following five years, leaving a margin of about

$6,000 between the two.

Population Forecast by Race/Ethnic Group
Santa Barbara County
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Over the next ten years, the county's population is ex-
pected to follow a pattern similar to many of Califor-
nia's counties and the state overall. The Hispanic pop-
ulation will increase more rapidly than other ethnic
groups, while non-Hispanic whites will decrease by a
similar proportion. All other ethnic groups will either
increase just slightly or simply maintain their current
share of the population.

The Hispanic population will increase more
rapidly than other ethnic groups, while
non-Hispanic whites will decrease by a

similar proportion.

Income and Poverty

Much of Santa Barbara County's income and poverty
statistics follow the levels and patterns seen in Cali-
fornia. According to the Bureau of Economic Analy-
sis, real per capita income was almost identical for the
county and the state from 1997 to 2003.

Real Per Capita Income
Santa Barbara (MSA) and California, 1990-2008
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Source: Bureau of Economic Analysis

California

However, when income started to increase again in
2002, the county levels rose considerably faster than
those of the state over the following five years, leav-
ing a margin of about $6,000 between the two. As of
2008, the state still appears to have been hit harder
by the recession, as Santa Barbara's decline in income
was not quite as steep as the decline in the state from
2007 to 2008.

Median Household Income Comparisons, 2008

Number of Median Share Share

County Households  Household <$35,000 > $100,000

Income ($) (%) (%)
Ventura 256,944 76,860 21.2 37.4
Orange 971,559 75,078 21.3 36.4
Santa Cruz 93, 759 67,466 27.2 32.8
San Diego 1,037,958 63,026 26.8 29.1
Santa Barbara 139,212 61,543 26.8 27.6
San Luis Obispo 100, 901 60,534 29.9 24.3
Monterey 126, 066 59,375 27.8 24.0
Los Angeles 3,168,362 55,499 32.6 25.4
California 12,176, 760 61,021 28.9 28.2

Source: U.S. Census Bureau, American Community Survey

With regard to median household income, Santa Bar-
bara County ranks somewhere in the middle when
compared with both central coast and southern Cali-
fornia counties. While the county has a higher median
household income than that of Los Angeles, San Luis
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...while the South Coast receives a higher median income, the northern portion of the
county enjoys a lower poverty rate and less income inequality. There are fewer very

rich people, yet fewer poor people as well.

Obispo, and California, it lags behind the high-income
counties of Ventura, Orange, and Santa Cruz.

The Gini index measures income inequality, with a
value of 0 representing perfect income equality and
100 representing perfect income inequality. Santa
Barbara County overall has higher income inequality
than its surrounding counties of Ventura and San Luis
Obispo, although not as high as Los Angeles or even
the state. The income and income inequality levels
combined suggest there are greater income inequali-
ties in Santa Barbara than in its neighboring counties.
In practice terms this means there a few households
with large incomes and many with much low incomes.

While the county has a higher median
household income than that of Los Angeles,
San Luis Obispo, and California, it lags
behind the high-income counties of Ventura,
Orange, and Santa Cruz.

Gini Index of Income Inequality
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Similarly, the 12.4% poverty rate in Santa Barbara
County is just higher than that in San Luiso Obispo,
but still about 1% lower than the statewide rate. Ven-
tura has an impressively low countywide poverty rate,
while Los Angeles rises above the state level to over
15%.

Income and Poverty in Santa Barbara County

Santa  North  South
2008 Barbara County County
County
Med. Household Inc. 61,543 54,496 69,309
Change 2007-08 (%) 5.38 4,70 11.57
Poverty Rate (%) 12.40  10.10  14.90
Change 2007-08 (%) 0.5 0.1 0.9
Gini Index 4590 42,50  47.70
Change 2007-08 (%) -2.13 0.95 -4.22

Source: U.S. Census Bureau

South County

Southern Santa Barbara County has a higher median
household income than the northern region by just
under $15,000. This may go hand in hand with the
much higher real estate values and denser, more ur-
ban cities along the South Coast. Another notable dif-
ference is the much greater increase in median in-
come in the southern county from 2007 to 2008, which
would be considered a big jump in one year almost
anywhere.

...the 12.4% poverty rate in Santa Barbara
County is just higher than that in San Luiso
Obispo, but still about 1% lower than the
statewide rate.
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The proportion of people in the northern
region with less than a high school level of
education is almost as high as the proportion
with a bachelor's degree in the south.

North County

However, while the South Coast receives a higher me-
dian income, the northern portion of the county en-
joys a lower poverty rate and less income inequality.
There are fewer very rich people, yet fewer poor peo-
ple as well. As the cost of living is less and real estate
rates are lower in the northern regions, incomes much
lower than those in the south would not affect quality
of life as much as it may appear to at first glance.

Educational Attainment

Santa Barbara County has a higher proportion of peo-
ple who have earned a bachelor's degree or higher
than every Central Coast county except for Santa Cruz.
The only counties with a higher overall percentage in
Southern California are San Diego and Orange. Again,
the presence of a university—and a UC school in par-
ticular—appears to keep educational attainment aver-
ages high in such counties.

Share of Population with a Bachelor's Degree or Higher
for Selected California Counties, 2008
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North County

The proportion of people in the northern region with
less than a high school level of education is almost as
high as the proportion with a bachelor's degree in the
south. Although the highest share in the north is ac-
tually in the "some college" category (which includes
people who have earned an associate's degree), there
are large shares in the lower educational attainment
levels.

Educational Attainment Levels
Within Santa Barbara County, 2008

No High School Grad.
High School Grad.
Some College
Bachelor's Degree

Grad. or Prof. Degree

1 1 1 1
0 10 20 30 40
Percentage of Population

- Santa Barbara County :' North/Central County
- South Coast

Source: U.S. Census Bureau

South County

In the the southern region, it is no surprise that the
proportion of the population with a bachelor's de-
gree or higher comprises almost 50% of that area's
population, accompanied by a much lower proportion
that have never attended any college. In addition to
housing a university, the county's increasing median
household income and the type of employment avail-
able may attract higher-educated residents.

...the county's increasing median household
income and the type of employment
available may attract higher-educated
residents
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The most obvious places for additional residents would be the locations that have been
expanding the most throughout the past several years, such as Santa Maria, Buellton,

Guadalupe, and Lompoc.

Projections and Implications

While population growth in Santa Barbara County has
been slowing over the past 10 years or so, growth re-
mains positive and the population is still increasing.

North County

The most obvious places for additional residents
would be the locations that have been expanding the
most throughout the past several years, such as Santa
Maria, Buellton, Guadalupe, and Lompoc. In addition

While population growth in Santa Barbara
County has been slowing over the past 10
years or so, growth remains positive and the
population is still increasing.

to their capacity for expansion, these places are all
in the north region, which are considered more af-
fordable to live in than the southern cities. A growing
population in the north region would mean a greater
workforce and more opportunities to expand on exist-
ing industries, as well as create new ones, in the area.

Furthermore, the population in northern Santa Bar-
bara County is younger and less educated than the
county overall, which may create a greater need for
educational services in the future.

South County

Over the past 10 years, population growth in the
county's southern cities has been very low, either be-
cause there is no room to expand or no desire or both.
If the poverty rate continues to stay as high as it is,
and increase like it did from 2007 to 2008, more people
may leave the area to try a new life somewhere with a
lower cost of living.

If the poverty rate continues to stay as high
as it is, and increase like it did from 2007 to
2008, more people may leave the area to try a
new life somewhere with a lower cost of
living.

As the mean age of the population along the South
County region grows higher, as it is predicted to, de-
mand for health care and social services will increase.
Although this is already a big industry in the south-
ernregion, health care and social services may require
further expansion.
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Population Characteristics

Santa  SanLuis Ventura Los
2008 Barbara Obispo  County Angeles California
County  County County
Foreign born (%) 22.7 11.6 22.3 35.2 26.8
Naturalized of the foreign born (%) 30.8 42.6 41.2 44.6 44.6
Poverty status (%) 12.3 12.1 8.3 15.1 13.2
Homeownership rate (%) 54.0 63.1 66.3 48.2 57.0
Vacancy rate (%) 8.3 13.6 6.1 6.4 9.1
Household size (persons per household):
Total 2.8 2.5 3.1 3.0 3.0
Owner-occupied 2.7 2.5 3.0 3.2 3.0
Renter-occupied 2.9 2.5 3.1 2.9 2.8
Transportation to work (%):
Drive alone 64.6 74.3 78.8 71.5 2.7
Carpool 16.7 10.4 11.6 11.6 11.9
Public transit 3.5 1.2 1.1 7.3 5.3
Motorcycle, bicycle, taxis 4.8 3.7 1.7 2.3 2.5
Walk 4.1 4.3 1.7 2.9 2.8
Work at home 6.3 6.1 5.1 4.4 4.8

Source: U.S. Census Bureau, American Community Survey

Population Growth for Selected California Counties

Population ~ Absolute Annual Average Annual
July 2009 Change Growth Rate (%) Growth Rate (%)
County 2008—2009 2008—2009 1999—-2009
Riverside 2,127,612 30,175 1.44 3.45
Fresno 948,928 12,822 1.37 1.80
Santa Clara 1,872,049 24,888 1.35 1.15
San Diego 3,208,466 38,976 1.23 1.49
Contra Costa 1,068,759 12,513 1.18 1.38
Alameda 1,568,903 18,351 1.18 1.04
San Mateo 750,436 8,282 1.12 0.69
Santa Cruz 270,882 2,931 1.09 0.74
Monterey 433,887 4,689 1.09 1.06
Ventura 841,001 8,708 1.05 1.31
Orange 3,155,393 31,187 1.00 1.26
San Francisco 851,485 8,083 0.96 1.06
Sacramento 1,439,985 12,891 0.90 1.94
Santa Barbara 432,981 3,311 0.77 0.91
Marin 259,772 1,804 0.70 0.63
Los Angeles 10,409,035 67,625 0.65 1.06
San Luis Obispo 271,821 1,532 0.57 1.12
San Bernardino 2,064,375 9,952 0.48 2.06
California 38,487,889 353,393 0.93 1.45

Source: California Department of Finance
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Key Chapter Findings

m Santa Barbara's successes in improving educational outcomes and lowering crime rates can be classi-

fied as moderate. Some educational measures are improving, while others are declining, and crime rates,
though low, were lower quite recently.

Efforts to improve the quality of life in the county, particularly raising educational outcomes and reduc-
ing crime, will likely suffer under the current economic downturn. The severe fiscal problems facing the
state will further complicate progress in these areas.

South County

South County has slightly lower rates of crime overall, although a more significant divide in crime is be-
tween the larger and smaller cities in the County. The City of Santa Barbara itself has the second-highest
crime rate in the county. Academic performance, particularly as measured by proficiency rates, is also
slightly higher.

North County

North County has somewhat higher crime rates, with Santa Maria posting the highest rates of violent and
property crimes. The lower educational attainment levels and average incomes in the north likely con-
tribute to this difference. The northern part of the County also demonstrates lower educational outcomes,
although Santa Ynez Valley Union High has exceptionally high proficiency rates, by far the highest in the

County.

Santa Barbara County is renowned for its high qual-
ity of life, with its fairly small cities and towns dot-
ting the Pacific coastline and the valleys inland of
the Santa Ynez Mountains. Truly, proximity to na-
ture is one of the County's great appeals. However, the
County is significantly divided between the northern
and southern portions, essentially split by the Santa
Ynez Mountains, with major differences in economic
activity and demographics. This divide is so substan-
tial that there have been two fairly recent attempts at
creating a separate northern county, in 1978 and 2006.
These efforts were unsuccessful—not entirely surpris-
ingly—given that the most recent county to be created
in California was Imperial County in 1907.

The southern portion of the County includes some
of the wealthiest areas in the United States, among
them the unincorporated community of Montecito,

noted for its expensive real estate and celebrity res-
idents. This part of the County has a quaint feel to
it, particularly in downtown Santa Barbara, owing to
the predominance of Mission-style architecture, al-
though areas further west are more urbanized. As a
result of its aesthetic appeal, recreational opportuni-

This divide is so substantial that there have
been two fairly recent attempts at creating a

separate northern county, in 1978 and 2006.

ties, and year-round mild climate, southern Santa Bar-
bara County is heavily engaged in the tourism sector,
drawing thousands of visitors annually. The area is
also home to one of the top public universities in the
country, UC Santa Barbara.
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However, due to the very high property values in
this area, many of the people employed in southern
Santa Barbara County, particularly in its hospitality
and retail sectors, although increasingly profession-
als as well, cannot afford to live in the area and are
instead looking to North County for its greater af-
fordability. The northern portion of the County was
long heavily engaged in oil extraction, but as the oil
fields have been depleted, the other major economic
drivers of the area — agriculture and Vandenberg Air
Force Base — now predominate. The area's wineries
and vineyards are a source of renown and local pride,
although agriculture in the County is quite diversified.
Like the southern part of the County, this area has its

Pollution is of relatively little concern in the
region. The county is not plagued by the air
pollution common to Southern California...

tourist attractions, most notably the town of Solvang,
which offers visitors a unique chance to experience
some traditional Danish architecture and culture, but
also the wine country itself and the historic Spanish
missions.

Environment

The local climate is typical of coastal areas of Cal-
ifornia, though summers tend to be milder than in
counties further south and east. Average tempera-
tures range from a low of roughly 53 °F in December
and January, to a high of 68.5 °F in August. Of course,
this is an average for the county, and the northern
portion of the county tends to have much greater ex-
tremes than the southern cities.'

YMSA stands for Metropolitan Statistical Area; these areas are
regional aggregations, commonly used by government agencies
for statistical analyses. The Santa Barbara MSA encompasses all
of Santa Barbara County.
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Pollution is of relatively little concern in the region.
The county is not plagued by the air pollution com-
mon to Southern California counties, owing to gener-
ally favorable wind conditions. Although there were a
couple of incidents earlier in the decade, beach clo-
sures, which are primarily precipitated by sanitary
sewer overflows, have not occurred in Santa Barbara
County since 2004. This is similar to the other coun-
ties in the Tri-County area, which have also mostly
avoided beach closures in recent years, but again in
sharp contrast to Southern California counties, as well
as the Bay Area, where closures are commonplace.
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Crime

Although the Santa Barbara MSA enjoys much lower
rates of crime than the California average, crime rates
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unfortunately shot up from their most recent low in
2004. While crime rates have been declining gradu-
ally since then, the county still saw roughly 335 more
crimes per 100,000 residents in 2007 compared to
2003. In 2003, when crime rates were at their low-
est, 1,165 crimes were committed per 100,000 persons;
currently the figure is closer to 1,500.
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While all crime has a negative impact on society, vi-
olent crimes take a particularly harsh toll on com-
munities. A disconcerting attribute of crime trends
in Santa Barbara County is that the share of violent
crimes has been increasing. Since 2003, when property
crimes per 1,000 residents were at their lowest, the
relative number of property crimes committed has in-
creased by 24.4%. The fewest violent crimes were per-
petrated that same year — the most recent trough year
for overall crime — but fully 43.3% more (117 per 1,000
residents) were committed in 2007. Both rates have
been declining, and the share of violent crime did fall
slightly from 2006 to 2007, but it remains above his-
torical levels. Nonetheless, Santa Barbara MSA expe-
riences much less crime than California overall, with
more than 800 fewer crimes committed per 100,000
residents and over 120 fewer violent crimes.

Crime Rate
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Violent crimes have been occurring at elevated lev-
els since 2004, almost at the same rates as seen in the
late 1990s, but they made up a larger proportion of
the overall crime rate in 2007 than they did ten years
prior. Violent crimes contributed almost 4 percentage
points more to the overall number of crimes commit-
ted in 2007 when compared to 1997.
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Ventura California

This is in sharp contrast to neighboring Ventura and
San Luis Obispo counties, where the share of violent
crime has declined substantially. In particular, San
Luis Obispo went from having a higher share of vi-
olent crimes than Santa Barbara towards the end of
the 1990s, to a lower share in recent years. Ventura
County has always had lower crime rates, owing to the
fact that its population is mostly located in suburban
areas. California and most of its counties have seen
greater declines, or at least smaller increases, in vio-

158

Santa Barbara County Economic Outlook 2010



UCSB Economic Forecast Project

Quality of Life

lent crimes than in property crimes, which is encour-
aging, as a reduction in violent crime tends to have a
greater effect on quality of life.

The distribution of crimes across Santa Barbara
County, and the underlying reasons therefore, are
somewhat difficult to assess, given the fairly small
number of incorporated places in the County and the
very different attributes of the unincorporated com-
munities. The very small populations of some cities
can also skew crime rates.

Crime in Santa Barbara County by Area Rankings, 2007

Crime Rates

City/Place Violent Crimes per Property Crimes per
100,000 People 100,000 People
South County
Santa Barbara 516.2 1,388.6
Carpinteria 204.4 788.3
Goleta 179.9 811.0
North County
Santa Maria 704.9 1,727.3
Lompoc 672.6 964.3
Buellton 255.6 1,347.6
Solvang 232.7 950.3
Guadalupe 136.1 680.5
Unincorporated 145.5 709.5

Source: California Office of the Attorney General

According to broadly observable crime trends, the in-
cidence of violent crimes tends to be higher in more
urbanized, densely populated areas with lower aver-
age incomes and educational attainment levels, al-
though occasionally this also occurs in rural areas.
This trend appears to hold true for most of Santa Bar-
bara County; the most populated areas see the great-
est number of violent crimes, but Goleta, one of the
larger cities in the County, clearly does not fall into
this pattern. Note that there is a sharp drop in the rate
of violent crimes between the three largest cities and
the rest of the County.

Typically, the incidence of property crimes is highest
in affluent, urban areas, but southern Santa Barbara,
where most of the wealth is concentrated, has very
low rates of property crimes, with the exception of the
City of Santa Barbara. Arguably, the majority of Santa
Barbara County is simply not sufficiently urbanized to

see a high occurrence of property crimes, which is by
no means a negative attribute. The two largest cities,
Santa Maria and Santa Barbara, have the highest rate
of property crimes, but Buellton represents a signifi-
cant outlier, likely driven by its small population.

The distribution of crime does highlight some so-
cial differences between northern and southern Santa
Barbara County: The safest areas, excluding the City
of Santa Barbara itself, are in the south, while the
incidence of crime is higher in the areas with lower
incomes and lower educational attainment levels in
the north. Interestingly, Santa Barbara and nearby
San Luis Obispo counties both have essentially iden-
tical crime rates , but communities in San Luis Obispo

Santa Barbara and nearby San Luis Obispo

counties both have essentially identical
crime rates...

County all have fairly similar crime rates, while there
is a significant disparity in the distribution of crime
in Santa Barbara County. These two areas are roughly
equally "safe" on average, but in San Luis Obispo, cities
conform to this average, while Santa Barbara has com-
munities at both extremes.

Education

Santa Barbara County is home to a somewhat mixed
public education system. Schools in the County are
significantly outperforming the state by some mea-
sures, but underperforming on others. Public school
enrollment in Santa Barbara County has been declin-
ing since 2005. Over the past four years, public school
enrollment has fallen by 2.4%, which translates to
roughly 410 fewer students enrolled per term. These
declines were driven by a drop in elementary and mid-
dle school enrollment, at least up until 2008.
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Public High School Enrollment
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High school enrollment actually increased through
2008; the last school year is the first time high school
enrollment has fallen this decade. Now, both overall
enrollment and high school enrollment are declining,
which may indicate declining numbers of school-aged
children or an increase in the use of private schools.
California has seen similar trends in total enrollment,
but high school enrollment continues to grow. A

California has seen similar trends in total

enrollment, but high school enrollment
continues to grow.

closer look at enrollment by grade over time reveals
that falling enrollment is indeed the result of fewer
students enrolling, not an increase in the dropout
rate.
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Graduation rates in Santa Barbara County, though still
quite high, have been declining recently. Whereas in
2005 around 94% of seniors graduated, in 2008 only
84% of the graduating class received their diplomas.?°
Graduation rates are almost four percentage points
higher in the County than at the state level, but they
were close to nine percentage points higher in 2005,
and they continue to converge.
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Proficiency in English Language Arts and math have
increased by about 14 and 21 percentage points, re-
spectively, since 2002. However, virtually all the gains
in English proficiency occurred from 2002 to 2003;
proficiency levels have remained practically flat since

?The methodology used by the Department of Education ac-
counts for dropouts across all four years, and should accurately
capture the share of a freshman class that graduated on time.
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then, whereas math proficiency has been growing
more consistently. Consequently, English proficiency
has fallen below statewide rates and math proficiency
continues to lag behind as well.

Math Proficient Students
2002-2008
50—

45-
40—
35—

30—

Percentage of Students Math-Proficient
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2003 2004 2005 2006 2007 2008

| — Santa Barbara County California |

Source: California Department of Education

Standardized test scores are one measure by which
the County is performing unequivocally well. Scores
on both the verbal and the math section of the SAT
are well above the state average and have consistently
increased in recent years. Verbal scores in Santa Bar-
bara County remain lower than those in San Luis
Obispo County, but on average students now perform
better than students in Ventura County.

Average SAT Verbal Scores, 2005-2008

County 2005 2006 2007 2008
Los Angeles 478 475 472 472
San Francisco 472 473 476 483
San Luis Obispo 538 534 535 538
Santa Barbara 523 520 517 529
Ventura 533 526 523 526
California 499 495 493 494

Source: California Department of Education

Santa Barbara County students are now on par with
other Tri-County students on the math section of the
SAT, as scores in the other two counties have declined
slightly, while improving in Santa Barbara. As a result,
Santa Barbara's average scores on the math and ver-

bal sections are 29 and 35 points higher, respectively,
than California's, where average scores have fallen.

Average SAT Math Scores, 2005-2008

County 2005 2006 2007 2008
Los Angeles 503 495 492 490
San Francisco 530 531 528 536
San Luis Obispo 545 542 539 543
Santa Barbara 538 537 532 542
Ventura 550 542 540 543
California 521 516 513 513

Source: California Department of Education

The ranking of best- and worst-performing high
school districts highlights some strengths of the pub-
lic education system in the County, but also points
to some serious concerns. None of the districts has
a graduation rate below 85%, not an insignificant
achievement in California. However, once proficiency
rates are taken into account, significant disparities be-
come apparent. Only one district, Santa Ynez Valley
Union High, has strong proficiency rates. Santa Bar-
bara High has a promising number of English profi-
cient students, but the remaining districts all signif-
icantly underperform the state average. Math profi-
ciency paints a more promising picture, as only two
districts fall below the state average.

It is these two districts, Cuyama Joint Unified and
Lompoc Unified, that are particularly disconcerting.
Both districts have significantly above-average grad-
uation rates, at 100% and 89.3%, respectively, but have
dismal proficiency rates (34% to 43.9%). Given these
statistics, well over half of graduates at these schools
are not proficient in one subject, or both.

Santa Barbara County High School Districts, 2008

Graduation ELA Math

School District Rate Proficient Proficient
(%) (%) (%)

Cuyama Joint Unified 100.0 34.0 38.9
Santa Ynez Valley Union High 96.9 78.8 75.8
Carpinteria Unified 94.3 46.8 53.5
Lompoc Unified 89.3 43.9 41.2
Santa Barbara High 88.1 61.5 52.8
Santa Maria Joint Union High 86.7 45.3 53.5

Source: California Department of Education
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Annual Per Pupil Spending for School Districts in Santa Barbara (MSA), FY 2007-08

— Revenue per Expend.per Avg.Teacher Pupil-Teacher

School District Enrollment ADA Student ?$) Stgdent I()$) Silary ($) P Ratio
South Santa Barbara County

Carpinteria Unified 2,553 2,527 8,738 8,693 N/A 19.9

Santa Barbara High 7,038 N/A N/A N/A N/A 26.0
North Santa Barbara County

Cuyama Joint Unified 298 295 10,929 10,671 52,227 15.9

Lompoc Unified 10,551 10,088 8,323 8,543 64,912 21.3

Santa Maria Joint Union High 7,746 7,514 8, 587 7,970 70,761 24.8

Santa Ynez Valley Union High 1,130 1,068 11,450 10,990 69,469 23.1
California Average District 5,977 N/A 9,115 8,830 65,808 20.9

Note: ADA stands for average daily attendance.
Source: Ed-Data

In analyzing per pupil expenditures, teacher com-
pensation, and pupil-teacher ratios in Santa Barbara
County, one observes significant disparities between
districts, but a fairly weak correlation between these
measures and academic performance. The conven-
tional wisdom that higher expenditures, higher com-
pensation, and lower pupil-teacher ratios produce
better academic outcomes does not appear to hold
true across the county. Looking at Santa Ynez Valley
Union High, one might readily argue that increased
revenues and expenditures per student have a strong
positive impact on performance, but Cuyama Joint
Unified undermines this reasoning, with its very low
proficiency rates. Some school districts with below-
average funding still outperform state averages. Over-
all, it appears that teacher compensation has the
greatest correlation to academic performance, partic-
ularly proficiency rates, but Santa Maria Joint Union
High does not conform to this trend, and given that
two districts did not have this information, it is diffi-
cult to make a full evaluation. In combination, these
measures appear to have a mild influence on gradu-
ation rates, but little bearing on other academic out-
comes.

Of course, one cannot discuss education in the County
without mentioning the University of California at
Santa Barbara , one of the top public research uni-
versities in the nation. UC Santa Barbara ranks 42nd
among national universities on US News and World Re-

...one cannot discuss education in the County
without mentioning the University of
California at Santa Barbara...

port's 2010 Best Colleges rankings. The university of-
fers well over 100 undergraduate degree programs
and more than 55 graduate degree programs, and
boasts five Nobel Laureates among its faculty. With al-
most 22,000 students, the school contributes heavily
to life in the County, bringing intellectual vitality and
curiosity to the area, particularly in the community of
Isla Vista, where most students reside.

Summary

Santa Barbara County offers its residents a high
quality of life; however, it does entail a fairly high
cost of living, and workers in the most desirable areas
frequently commute significant distances. The cost of
living is particularly high in the southern portion of
the County; among the many contributors to the high
cost of living are the area's exceptionally high prop-
erty values. Consequently, the population has been
shifting towards the northern part of the County,
which has the appeal of being more affordable, but
also has greater social challenges. Crime rates in the
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County are well below the California average and
the region is home to a moderately strong public
education system. However, significant disparities
exist within the County, as there are considerable
differences in crime rates and educational perfor-
mance throughout the region. Unfortunately, even

though Santa Barbara County still performs quite well
by most measures, there have been only minor im-
provements recently in the area's quality of life. Given
the current state of public finances, it seems unlikely
that much will be done to better these measures in the
near future, as funding for education and safety pro-
grams is cut.
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Santa Barbara (MSA) Crime by Area, 2007 (Crimes per 100,000 Population)

City/Place Violent Crimes Property Crimes Arson
Homicide Rape Robbery Assault Burglary Car Theft Larceny
Buellton 0.0 64.0 0.0 42.7 426.7 42.7 405.4 21.3
Carpinteria 0.0 35.1 35.1 98.3 435.5 77.3 477.7 7.0
Goleta 0.0 6.6 19.8 52.8 339.7 66.0 323.2 3.3
Guadalupe 15.3 30.7 0.0 199.3 260.6 107.3 122.6 15.3
Lompoc 0.0 42.0 63.0 541.3 422.3 114.3 410.7 21.0
Santa Barbara 2.2 28.9 129.9 385.2 541.8 125.5 792.7 35.5
Santa Maria 9.9 62.7 110.0 501.8 581.0 539.2 452.3 20.9
Solvang 0.0 18.5 18.5 166.7 592.8 55.6 481.7 0.0
Unincorporated 1.4 13.4 23.2 82.4 400.9 5.6 360.0 13.4
Source: California Office of the Attorney General
Santa Barbara (MSA) High School Districts, 2008
High School Graduation ELA Math
School District Enrollment Rate Proficiency Proficiency
(# Students) (%) (%) (%)
Carpinteria Unified 891 94.3 46.8 53.5
Cuyama Joint Unified 89 100.0 34.0 38.9
Lompoc Unified 3,289 89.3 43.9 41.2
Santa Barbara High 7,038 88.1 61.5 52.8
Santa Maria Joint Union High 7,746 86.7 45.3 53.5
Santa Ynez Valley Union High 1,130 96.9 78.8 75.8

Source: California Department of Education

Crime Rates
Santa Barbara County, 2008

Crimes per 100,000 Residents

Guadalupe  Unincorporated  Carpinteria Lompoc Santa Maria
Goleta Buellton Solvang Santa Barbara
Source: California Office of the Attorney General
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Violent Crime Rates
Santa Barbara County, 2008

600~

400 -

200 -

Crimes per 100,000 Residents

Goleta Unincorporated Solvang Santa Barbara Santa Maria
Buellton Carpinteria Guadalupe Lompoc
Source: California Office of the Attorney General

Property Crime Rates
Santa Barbara County, 2008

1,500
8
=}
Q
o
g
-4
o 1,000~
(=3
=)
o
o
—
g
o
9]
g 500~
g
o

Guadalupe  Unincorporated Lompoc Solvang Santa Maria
Goleta Buellton Carpinteria Santa Barbara
Source: California Office of the Attorney General

Santa Barbara County Economic Outlook 2010 165



Data Sources

UCSB Economic Forecast Project

Data Sources

The creation of this report would not have been possible without numerous public and private sources of data.

We would like to acknowledge those sources here.

Bureau of Transportation Statistics
California Air Resources Board

California Association of Realtors
California Board of Equalization

California Dept. of Education

California Dept. of Finance

California Dept. of Justice

California Employment Development Dept.
California New Car Dealers Association
California State Controller

California State Franchise Tax Board
California State Legislative Analyst's Office
CB Richard Ellis

Central Coast Major Listing Service
Construction Industry Research Board
CoStarr/The London Group

DataQuick Information Systems

Federal Reserve Economic Data (FRED)

Fiserv Lending Solutions

Grubb & Ellis

Hanley Wood Market Intelligence
HousingTracker.net

Marcus & Millichap

Mortgage Bankers Association
National Science Foundation
NOAA National Weather Service
Property & Portfolio Research
RealFacts

Research and Development (RAND)
S&P Case Shiller

Texas Transportation Institute
U.S. Census Bureau, American Community Survey

U.S. Census Bureau, Longitudinal Employment - Hous-
ing Dynamics

U.S. Dept. of Commerce, Bureau of Economic Analysis
U.S. Dept. of Labor, Bureau of Labor Statistics

U.S. Dept. of Transp., Research and Innovative Tech-
nology Administration

WISERTrade.org
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About Beacon Economics

Beacon Economics is home to some of California’s leading economic researchers and advisors. From government
agencies to investment funds, from non-profit organizations to private enterprise, our analysis has helped
today’s leaders make better decisions.

Our nationally recognized forecast has been called “eerily accurate” and was among the first to predict the
collapse of the housing market and foretell the onset and depth of the current economic downturn.

Now and in the future, we are committed to equipping our clients with the tools and understanding essential for
survival and success.

Services Contact

» Economic & Revenue Forecasting = Jon Haveman » Victoria Pike Bond

= Business, Industry, & Market Analysis Founding Principal Director of Communications
= Economic Development Analysis (415) 457-6006 (415) 457-6030

» Ports & Infrastructure Analysis Jon@BeaconEcon.com Victoria@BeaconEcon.com

= Public Speaking » Christopher Thornberg
Founding Principal
(310) 739-3286

Chris@BeaconEcon.com

m Expert Testimony
» Feasibility Studies

Got Data?

Beacon Economics' data websites make finding precise, advanced statistics on unemployment, home prices, and
other leading economic trends fast and easy.

» The Beacon Employment Report site publishes employment data from the Bureau of Labor Statistics within
hours of each monthly release. Data is available at the National, State, and Metropolitan Area levels from
across the country. Unlike the majority of data released by the BLS, Beacon Economics' numbers are
seasonally adjusted to inform users of real employment and economic trends.

Find employment data at: http://www.beaconecon.com/EmploymentReport/

» Beaconomics is where users will find our most recent forecasts of the U.S. and California economies. Dynamic,
user-friendly graphics lay out our forecasts and highlight trends to watch. The site's companion report is
available quarterly and describes in plain English Beacon Economics' outlook for the state and nation.

Find our U.S. and California forecasts at: http://www.beaconecon.com/Beaconomics/

» The Regional Outlook site drills down further and provides local-level forecasts for regions across California.
This site keeps users updated about our regional forecasts across a variety of indicators, from vehicle sales to
delinquent loans.

See our regional forecasts at: http://www.beaconecon.com/RegionalReport/

Our sites are free resources and we invite you to take a look.
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