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• UCLA Anderson/ Avenu Partnership
• The U.S. economy and forecast (brief)
• The California economy

• Labor markets
• Real estate
• Income and spending

• Economic forecast for California

Overview
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U.S. real GDP is back above pre-pandemic levels

2021 Q4:
3.1% above 2019 Q4

2020 Q2:
10.1% below 2019 Q4

2021 Q3
à forecast

Possible changes to the 
forecast:
• Dec. 2021 vintage, before 

omicron - (2021 Q4 came in 
just above our forecast)

• Delay recovery in services 
consumption, return to 
work, tourism

• Depends on how 
consumers and government 
react to variants, duration of 
disruptions

Source: U.S. Bureau of Economic Analysis and UCLA Anderson Forecast
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Do U.S. Manufacturing and Trade Inventories reflect the 
pattern of Real G.D.P?

Source: U.S. Bureau of Labor Statistics 

Yes! When Adjusted for Inflation they fit the pattern of back to trend in mid 2022.
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What exactly is inflation?

Sources:
Rising Relative Prices or Inflation: Why Knowing the Difference Matters
https://www.clevelandfed.org
How the Federal Reserve Controls Inflation
https://www.thebalance.com/what-is-being-done-to-control-inflation-3306095

Ø It is the drop in the purchasing power
Ø It manifests itself as a rise in all prices and wages—not just some subset of prices.

Ø The U.S. Federal Reserve uses monetary tools to control inflation.

Ø Monetary tools include the fed funds rate, open market operations, the discount rate   
and the management of people’s inflation expectations.

Ø Monetary Inflation does not significantly impact growth rates in Sales Tax Revenue 
because it affects both prices and wages, as well as income and expenditures equally.
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Inflation remains elevated

Source: U.S. Bureau of Labor Statistics

6.7%
X

5.0%
X

Possible changes to the forecast:
• Dec. 2021 vintage, before 

omicron
• Undershoot in 2021 Q4
• Potential inflationary pressures: 

labor costs, housing, high 
demand and constrained supply, 
variants and zero-tolerance 
trading partners, continued 
demand for goods vs services

• Potential deflationary pressures: 
oil prices already high, home 
price increases slowing, 
production ramping up in auto 
manufacturing
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CPI inflation components

Source: U.S. Bureau of Labor Statistics

Dec. 2020, All items:
only 1% above Feb. 2020
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How do Relative Price Changes impact Taxable Sales?

Source:

Example: Gasoline Prices in Palm Desert

Average Price Per Gallon of Gasoline in CA
3/30/2017 $3.00
12/18/2018 $3.75 25% increase in price

Benchmark Year Gross Sales Tax Revenue
SERVICE STATIONS 2017Q1 $501,539
SERVICE STATIONS 2018Q4 $738,029 +47% or roughly 23% per year

TOTAL GROSS TAX 2017Q1    $16,569,185
TOTAL GROSS TAX 2018Q4 $17,778,792 +7% or roughly 3.5% per year

Ø Analysis of the prices of taxable goods must be made under “the umbrella of income”.

Ø Gasoline prices increased along with demand, (Vehicle Miles Travelled), but income did not increase as 
rapidly. Consumers, businesses, organizations and governments spent less on other taxable purchases.

Ø Many Relative Price Increases in recent years in CA have been in Housing and Healthcare. This has created 
a counterintuitive downward pressure on the disposable income remaining for taxable purchases.
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How do Oil prices indirectly impact Taxable Sales?

Ø Most sales tax is levied against tangible personal property that must be shipped by some combination of 
ships, planes, trains and vehicles. Shipping costs are often embedded in the prices that consumers pay.

Ø Oil Prices are expected to decline in 2022 and 2023.
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Statewide taxable sales are already back to pre-pandemic trend

California Statewide Taxable Sales in Billions
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Not all Economic Segments have recovered equally.

California Statewide Taxable Sales in Billions

Data covers 
86% of 
California by 
population.

Dominated by 
E-Commerce

Economic-Basis, except County Pools
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California labor markets move with U.S. labor markets
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Similar losses in the 2020 recession …
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Sources: California Employment Development Department & U.S. Bureau Of Labor Statistics
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… but a slower initial recovery

Forecast:

Payroll jobs return 
to Feb. 2020 levels

early 2023 (U.S.)
Mid/late 2023 (CA)
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Some explanations: 1) smaller labor force

(Feb. 2020 vs Dec. 
2021):

U.S.: 2.3 million 
fewer people in the 
labor force

CA: 358K fewer 
people in the labor 
force



• Click to edit Master text styles
– Second level

• Third level
– Fourth level

» Fifth level

2) fewer people
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Changes in population estimates
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3) supply and demand mismatch
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How does Employment relate to Taxable Sales?

Source:

In many large urban jurisdictions, there is a strong correlation between employment and per capita sales tax.
Correlation Coefficients (-1 to 1):

San Diego 0.938 Very Strong Correlation
Fresno 0.935 Very Strong Correlation
Los Angeles 0.894 Very Strong Correlation
San Francisco 0.757 Strong Correlation
San Jose 0.720 Strong Correlation

In many smaller rural jurisdictions, the correlation between employment and per capita sales tax is very weak.
Correlation Coefficients (-1 to 1):

Sausalito -0.027 Very Weak Correlation
Bishop -0.026 Very Weak Correlation
Rio Vista -0.018 Very Weak Correlation
Vernon 0.224 Very Weak Correlation
Willits 0.652 Moderate Correlation
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Key to Sales Tax Growth
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California unemployment rate higher than others

Source: U.S. Bureau of Labor Statistics (https://www.bls.gov/web/laus/mstrtcr2.pdf)
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Unemployment rates by county

Source: California Employment Development Department. Data not seasonally adjusted

Dec. 2020 Dec. 2021
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Nonfarm payroll employment (jobs) recovery by metro

Largest metros 
(by employment 
numbers)

Smallest metros 
(by employment 
numbers)



• Click to edit Master text styles
– Second level

• Third level
– Fourth level

» Fifth level

Job losses concentrated in a few sectors
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Air passenger arrivals indicate tourism still lags
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Normal commute patterns have not returned

Selected large 
counties in CA
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Fewer workers are going to their offices

Selected large 
counties in CA
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Fewer people are dining out
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Gains in personal income
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What should we keep in mind about where we are?

Source: 

We have had record infusions of Federal Dollars, part of which was used to make taxable purchases online.
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Have U.S. consumers spent all that cash?

Source: U.S. Bureau of Economic 
Analysis, Courtesy fred.stlouisfed.org 

Yes! The Personal Savings Rate has returned to typical, pre-pandemic levels.
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Strong growth in taxable sales after mid-2020

Forecast:

CA taxable sales 
annual growth:
2021: 9.8%
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Taxable sales in most counties above 2019 Q4 levels
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What are Relative Price Changes?

Sources:
Rising Relative Prices or Inflation: Why Knowing the Difference Matters
https://www.clevelandfed.org

Ø They are not monetary like inflation.

Ø They are driven by supply and demand.

Ø Unlike in inflation, they convey important information useful for making decisions 
about consumption, production and labor.

Ø Inflation provides no such useful information. It can distort important relative price 
signals, leading people to make less than optimal economic choices.

Ø Relative Price Changes have a great impact on Sales Tax Revenues.
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Common Drivers of Growth in Taxable Sales

Source:

Ø For all Taxable Sales Growth:
Employment
Number and types of new businesses
Tourism and Visitors
Relative Price Changes
Changes in Population

Ø For Consumer-Driven Taxable Sales Growth (74% of statewide):
Disposable Income
Personal Consumption Expenditures (PCE)

Ø For Business-Driven Taxable Sales Growth (22% of statewide):
G.D.P.

Ø For Government-Driven Taxable Sales Growth:
State and local budgets

Ø For Non-Profit-Driven Taxable Sales Growth:
Healthcare and other industry analysis
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How long will strong revenue collections last?
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More sales across the state
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Rents generally up, less so in some larger metros
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Commercial real estate: sentiments differ by sector

Source: June 2021 Allen Matkins / UCLA Anderson Forecast Commercial Real Estate Survey. 

June 
2020
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Commercial real estate: sentiments differ by sector

June 
2020

Source: June 2021 Allen Matkins / UCLA Anderson Forecast Commercial Real Estate Survey. 
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California forecast key indicators (Dec. 2021)

-0.44% (July to July)

X

2021 2022 2023
Payroll jobs  (ann. % chg.) 1.9% 4.7% 2.5%

Unemployment rate (ann. avg.) 7.7% 5.6% 4.4%

Personal income (ann. % chg.) 6.7% 1.9% 5.8%

CPI inflation (ann. % chg.)          4.0% 4.1% 2.9%

Taxable sales (ann. % chg.)         9.8% 3.9% 3.3%

Auto registrations (mil.)   1.6 1.5 1.6

Population (ann. % chg.)          -0.03% 0.05% 0.23%
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California forecast key indicators: sector employment
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Summary

• The California economic recovery continues
• Areas of economic strength support government revenue:

• Personal income
• Taxable sales
• Residential real estate

• Issues to watch:
• Labor supply (labor force exits, migration)
• Inflation
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U.S. vs California GDP

As of 2021 Q3:

U.S. real GDP 1.4% 
above 2019 Q4 level

CA real GDP 3.2% 
above 2019 Q4 level



• Click to edit Master text styles
– Second level

• Third level
– Fourth level

» Fifth level

• Click to edit Master text styles
– Second level

• Third level
– Fourth level

» Fifth level

Goods vs services: changes in consumption patterns

Source: U.S. Bureau of Economic Analysis and UCLA Anderson Forecast

2021 Q4 actuals:
•Total: below 
forecast
•Services: above 
forecast
•Goods: below 
forecast
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U.S. and California inflation forecasts

U.S. 2021 Q4 
actual: 6.7%

à forecast
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Recent job gains concentrated in hardest hit sectors
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Gains in personal income – several sources
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Higher prices across the state
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Residential real estate: prices up sharply since 2020
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California forecast key indicators




