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U.S. economy Is growing at 3%
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3% real GDP growth in ‘18
slowing in *19, and ‘20
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Interest rates on the rise
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Employment growth remains solid
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Employee compensation rises with
tightened labor markets

(Total Compensation, %CHYA)
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With higher inflation
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Where are we In the housing cycle?

FRED — Housing Starts: Total: New Privately Owned Housing Units Started
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Why our forecasts on O.C. taxable sales
In the past few years were too optimistic?

2002 2004 2006 2008 2010 2012 2014 2016

=0O= OC Nominal Taxable Sales Growth Rate (Left Scale)
—— OC Payroll Job Gowth Rate (Right Scale)
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While OC

economy was
doing well, its
taxable sales
growth were
pretty weak.

UCLAAnRderson

THINK IN THE NEJIT



¥ 4

UCLAAnNderson

FORECAST a unique approach. critical answers. Accurate

We suggest three reasons:

* (1) In 2014 and 2015, CPI inflation was almost zero due
to the oil/gasoline price slump.

— OIl prices have been stabilized.

* (2) Online retailers without CA physical presence did not
collect sales tax.

— Recent Supreme Court ruling says all online retalil
purchase need to pay sales tax.

* (3) Traditional CPI inflation didn’t measure taxable sales
well in recent years.
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Inflation on housing and medical care is higher than that of
most taxable sales goods

We develop a
new

measurement of
CPI for taxable
sales.

= CP| (OC)
—3¥-— CPI| (OC) Minus Rent and Medical Care

June 18 © 2018 UCLA Anderson Forecas t. All rights Reserve d. UCLAAnde rson

11 THINK IN THE NEJT



Y
UCLAAnNderson

FORECAST a unique approach. critical answers. Accurate.

California Forecast

2018 ZAONRS 2020

Payroll employment

Unemployment rate

Real personal income

Population growth
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Major metro payroll employment growths

Austin
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New York City
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Washington DC
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Orange County sector payroll job growth

Education & health services
Leisure & hospitality
Professional & business services
Total nonfarm

Construction

Other services

Financial activities
Government

Retail trade

Wholesale trade
Transportation & warehousing
Manufacturing

Information

2% 1% 0% 1% 2% 3% 4% 5%
O Recent 1 Year Growth (2017 to 2018)
W Average Annual Growth in the Past 10 Year (2008 to 2018)
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Forecast risk: full-blown trade wars

U.S. economy ($20 trillion); exports $2.5 trillion;
iImports $3.1 trillion.

U.S. economy might dip into recession
U.S. exports growth might slow
U.S. imports prices might go up

China’s FDI investments to California might
decline

JJJJJJ (2018 UCLA Andersan Forecast. Al ghts Reserved. UCLAAnNderson
THINK IN THE NEXT



UCLAAnNderson

FORECAST a unique approach. critical answers. Accurate.

2016 Orange County Forecast (Made in April 2016)

CPI Inflation Nominal Nominal Real Taxable
Taxable Sales Taxable Sales Sales Growth
Level (Million$) Growth

2.4% 66,337 6.5% 4.0%

3.0% 69,775 5.2% 2.1%

Real Data (2017 estimated)

1.9% 62,511 1.9%

3.0% 64,313 2.9%

Recalculated 2016 Forecast with new CPlI measurement with forecast of real
taxable sale growth made in April 2016

CPI Inflation Nominal Nominal Real Taxable
(For Taxable Taxable Sales Taxable Sales Sales Growth
Sales) Level (Million$) Growth

-2.6% 62,160 1.3% 4.0%
0.9% 64,042 3.0% 2.1%
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Orange County

Nominal Taxable Sales Growth Forecast

Nominal taxable sale
long-term growth: 3.7%
(Based on all online sale taxes to be collected)
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34 36 38 40 42 44

] CPlInflation Rate Minus Rent and Medical Care (Long-term growth: 1.2%)
I Real Taxable Sale Growth (Long-term growth: 2.5%)
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