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Local Economy in Perspective:

Business Outlook Survey: Businessesre- | Local factors perceived to improve business outlook:
mained optimistic about local economic
conditions. However, they were less op-
timistic this quarter than the previous
guarter as the Business Outlook Index

declined slightly from 129.7 to 128.
(Full story on page 2)

«  Greater employment opportunities

« Increased funding for non-profit organizations

» Increased business in serving an aging population

« Commercia and educational construction and remodeling

« Higher ail prices, booming Stock Market, and increased consumer
confidence

Consumer Sentiment Survey: Households Question Better | Same | Worse

expressed greater optimism about local - q, your family is doing financially com- | 37% | 52% | 11%
economic conditions. The Consumer pared to one year ago?

Sentiment Index rose from 117 to 123. 51% | 42% 7%

(Full storyonpage 3)  [The most likely financial situation of your
family one year from now?

Nonfarm Employment decreased by 500

or at an annualized rate of 1 percent. Seasonally adjusted unemployment rate rose from 9.8 to 10.7 percent.
Over the past four quarters, however, Kern County created jobs at a rate equal to that of California, but
faster than that of the United States. (Full story on page 5)

Weekly Hourly Earnings: When adjusted for the cost of living, manufacturing workers in Bakersfield met-
ropolitan area made $113 per week more than the state average, whereas those who worked in San Diego
earned $102 less. (Full story on page 6)

Commercial Real Estate: Throughout 2000, Bakersfield will continue to gain the attention of national re-
tailers as they expand into California's Central Valley. Two such tenants expected to announce locationsin
2000 are Borders Books and Best Buy. And Orchard Supply Hardware, located on Ming Avenue and Ashe
Road, is actively pursuing two additional Bakersfield locations. (Full story on page 8)

Kern County’ s population grew at avery rapid

rate last decade and is expected to continueto | Ethnic Composition 1990 2000 2010

grow t_hl S deca_\de. Whl lethe c_ounty's_age Struc- |\ hite 63 57 49
ture will remain fairly stable, its ethnic compo-

sition is going to change in favor of the minor- | Hispanic 28 33 40
ity groups. African-American
(Full story on page 13) ' Aqjan and Pacific ISlanders
American Indians 1 1

Kern County'sincome disparity is more pro-

nounced than California and the United States. For example, for each family making more than $75,000,
there are 4 familiesin Kern County, 2 in California, and 3 in the United States with incomes less than
$25,000. Also, Kern County with 52.2 percent of its familiesincluded in the $25,000 to $75,000 income
bracket has a smaller middle class than the state and nation. (Full story on page 15)
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KERN BUSINESS OUTLOOK SURVEY

ABBAS P. GRAMMY, PROFESSOR AND CHAIR OF ECONOMICS

Between the fourth quarter of
1999 and the first quarter of
2000, the Business Outlook Index
fell dightly from 129.7 to 128.0.
This decline indicates that business
managers are still optimistic about
local business conditions, but their
degree of optimism isless than that
of the previous quarter.

Survey respondents, however, ex-
pressed varied level of optimism
with respect to individua questions.

Company Employment

An overwhelming mgjority of sur-
vey respondents reported that the

number of jobs in their companies
stayed the same as the previous
guarter and anticipated employment
to remain unchanged next quarter.
Nearly one-third of the respondents
stated that more jobs were available
this quarter and about one-fourth of
them expected adding jobs next
quarter. Although less than one-
tenth of the managers reported aloss
of jobs this quarter, no one expected
the job loss to continue next quarter.

Company Financial Conditions

Over one-half of business managers
perceived that their financia condi-
tions (sales or profits) improved this

quarter. Forty percent felt no change
intheir sales or profits, but less than
one-tenth perceived worsening fi-
nancial conditions this quarter.
Fifty-two percent of business man-
agers perceived their sales or profits
to increase next quarter. But, the re-
maining forty-eight percent expected
their financial conditionsto stay
constant next quarter.

Industry Employment and Genera
Business Conditions

Nearly seventy percent of business
managers felt that current empl oy-

(Continued on page 4)

Business Outlook | ndex
1304
1257/
3]
2 120—/
>
&
g 115—/
1107/
105 -
1999.1 1999.2 1999.3 1999.4 2000.1
Question Response
Number
Better Same Worse
(Percentage of Total Responses)
1 Employment in your company this quarter was 32.0 60.0 8.0
2 Employment in your company next quarter will be 24.0 76.0 0.0
3 Financial condition (sales or profits) of your company this quarter was 52.0 40.0 8.0
4 Financial condition (sales or profits) of your company next quarter will be 52.0 48.0 0.0
5 Employment and general business conditions in your industry this quarter were 20.0 68.0 12.0
6 Employment and general business conditions in your industry next quarter will be 44.0 48.0 8.0
7 Employment and general business conditions in Kern County this quarter were 28.0 60.0 12.0
8 Employment and general business conditions in Kern County next quarter will be 32.0 56.0 12.0
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BAKERSFIELD CONSUMER SENTIMENT

i
INTERIM DEAN, EXTENDED UNIVERSITY DIVISION ‘E\

SURVEY

MARK EVANS,

-

he Bakersfield Consumer

Sentiment Index increased
from 117 in the final quarter of
1999 to 123 in the first quarter of
2000. The index is compiled from
telephone surveys administered to
arandom sample of 250 house-
holds listed in the Bakersfield
section of the phone book. Index
values over 100 are indicative of
consumer optimism, while values
below 100 suggest pessimism.
The index also is disaggregated
into sub-indexes relating to recent
trends and future expectations.
Both sub-indexes increased in the
first quarter. The Index of Recent

Buying and Financia Trendsin-
creased from 113 to 116, while
the Index of Future Expectations
increased from 121 to 130.

The Index of Recent Buying and
Financia Trendsis constructed
from responses to questions rel at-
ing to expenditures on discretion-
ary items, financial status of the
household compared to one year
ago, and perceived financial con-
dition of acquaintancesin Kern
County. One-half of the house-
holds reported no change in their
financial condition, while more
than three households reported

improved conditions for each one
that reported financial conditions
had worsened. One-third of the
respondents reported making a
major discretionary purchasein
the past 30 days (e.g., furniture,
appliance, electronics, automo-
bile, home improvement).

To assess consumer expectations,
households were asked how they
thought the financial situation of
their families would change over
the coming year. One-half of the
respondents expected the finan-
cial situation of their household

(Continued on page 4)

Most Recent Qtr. Previous Qtr. OneYear Ago
Bakersfield Consumer Sentiment Index 123 117 117
Subindex: Recent Buying & Financial Trends 116 113 109
Subindex: Expectations 130 121 123
Morethan usual Same as usual Lessthan usual
Y our recent spending on discretionary items 21 % 61 % 18 %
(dining out, weekend outings, entertainment)
Better off Same Wor se off
How your family is doing financially compared 37% 52 % 11%
to one year ago.
How your acquaintancesin Kern County are 25 % 68 % 7%
doing financially compared to one year ago.
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Business Outlook (Continued from page 2)

ment and financial conditions of
their industries were the same this
quarter. One-fifth of the respondents
perceived better employment and
financia conditions at the industry
level this quarter. But, about ten
percent of the managers stated that
current employment and financia
conditions have worsened in their
industries. Nearly half of there-
spondents expected that employment
and general business conditions at
the industry level would be un-
changed next quarter. Over forty
percent anticipated improvements,
whereas about ten percent felt wors-
ening industry outlook.

Employment and Genera Business
conditions in Kern County

An overwhelming majority of busi-
ness mangers perceived that employ-
ment and general business condi-
tions of Kern County were the same
asthe previous quarter. Nearly
thirty percent of survey respondents
felt that current business conditions
were better this quarter, but over ten
percent experienced worsening em-
ployment and business conditions.
Likewise, the majority of respon-

dents expected employment and
general business conditions of Kern

County to stay constant next quarter.

Over thirty percent of business man-
agers felt local economic conditions
will improve, whereas over ten per-
cent expressed pessimism about
Kern’s business outlook.

Factors Affecting Business Outlook

Survey participants were asked to
comment on local, regional, na
tional, or international factors that
have affected employment and fi-
nancial conditions of their compa-
nies.

Major factors perceived to hinder
employment and business were:

» Rising interest rates, affecting
business |oan consolidation and
debt

Rising insurance premiums and
increased cutthroat competition
Small pool of skilled labor
Take-over and merger in finan-
cial markets

Tight oil supplies and increased
drilling by all and water-well
companies

YV VV 'V

Major factors perceived to improve

employment and business were:

v' Greater employment opportuni-
ties

v" Increased funding for non-profit
organizations

v Increased businessin serving an
aging population

v' Commercia and educational
construction and remodeling

v' Higher oil prices, booming
Stock Market, and increased
consumer confidence

In summary, business managers are
less optimistic about local business
outlook. Although many business
managers perceived no changein
employment this and next quarter,
they expected improved sales and
profits. These expectations suggest
many companies continue to pro-
duce more with same resources due
to improvements in technology and
productivity. A wide range of posi-
tive and negative factors has contrib-
uted to forming business percep-
tions. In additional to external fac-
tors such as higher oil prices and in-
terest rates, many internal factors
such as unavailability of skilled la-
bor and continued construction
boom have impacted local economic
performance.

Consumer Sentiment (Continued from page 3)

to improve or become more sta-
ble over the coming year, while
less than 10 percent feared things

would become worse or more
risky. Finally, households were
asked if now isasafe or risky
time to use savings or incur debt
to purchase expensive goods.

One-third (33 percent) thought it
was a safe time to buy, while 26.5
percent thought it was arisky
time.

Better or more stable

About the same

Worseor morerisky

coming year.

The most likely financial situation of your family 51 % 2% 7%
one year from now

Optimistic Neutral Fearful
How your acquaintances in Kern County view the 51 % 37% 12%

Safe time to buy

Neutral response

Risky time to buy

Is now a safe or risky time for most people to use
savings or incur debt to buy expensive goods?

33%

40 %

27 %




Kern Economic Journal

Page 5

NONFARM EMPLOYMENT AND UNEMPLOYMENT IN

KERN COUNTY

ABBAS P. GRAMMY, PROFESSOR AND CHAIR OF ECONOMICS

easonally adjusted data indicate that

the labor force and total employment
declined between the fourth quarter of
1999 and first quarter 2000 in Kern
County. While the farm sector recorded
employment gains, jobs were lost in the
nonfarm sector and also for self-
employed workers and those who worked
outside their areas of residence. Among
the nonfarm industries, transportation
equipment, wholesale trade, health ser-
vices, state and local government, and
local education added jobs, whereas retail
trade, transportation, business services,
and federal government reduced employ-
ment. Overall, the rate of unemployment
rose by less than one-percentage point.

Over the past quarter, the nonfarm sector
lost 500 jobs. Nonfarm employment de-
clined at an annualized rate of 1 percent.
Asshown in Table 1, nonfarm employ-
ment increased at an annualized rate of
2.8 percent in California and 2.6 percent

in the United States in this quarter. How-
ever, over the previous four quarters,
nonfarm employment growth averaged
2.8 percent in both Kern County and
Californiaand 2.2 in the United States.

Chart 1 compares nonfarm employment
trends. For the purpose of comparison,
nonfarm employment has been indexed to
avalue of 100 for the first quarter of
1997. In Kern County, nonfarm employ-
ment increased continuously to an index
value of 108.1 in the fourth quarter of
1999 before falling to 107.8 in the first
quarter of 2000. The employment index
roseto 109.4 in Californiaand 107.6 in
the United States.

Table 2 and Chart 2 compare unemploy-
ment rates. Historically, the unemploy-
ment rate of Kern County hasbeenin
double digits. Twicein the 1990s, the
first quarter of 1997 and fourth quarter of
1999, Kern's unemployment rate fell to

single digits. Between thefirst quarter of
1997 and thefirst quarter of 2000, the
unemployment rate rose from 9.2 to 10.7
percent in Kern County, but fell from 6.7
to 4.8 percent in California, and from 5.3
to 4.1 percent in the United States. Since
four quarters ago, the unemployment rate
has declined from 12.4 to 10.7 percent in
Kern County, 5.7 to 4.8 percent in Cali-
fornia, and 4.3 to 4.1 percent in the
United States.

In summary, total wage and salary non-
farm employment fell in the first quarter
of 2000. Asaresult, the unemployment
rate rose to double digits again. How-
ever, this small decline in nonfarm em-
ployment should not signal alonger-term
trend because many workers find jobsto
help accommodate the fourth quarter's
holiday seasons. |n retrospect, Kern
County created jobs at arate equal to that
of California, but faster than that of the
United States over the past four quarters.

110.0 4

=
j=]
*
o

Nonfarm Employment

Tablel Table2
Annualized Growth of Nonagricultural Employment Unemployment Rate (Seasonally Adjusted, %)
(Seasonally Adjusted, %)
Kern California United States Kern California  United States
10.7 48 41
L atest Quarter 10 28 26 Latest Quarter
Previous Quarter 9.8 49 41
Previous Four 28 28 22
Quarters Four QuartersAgo 124 57 4.3
Chart 1 Chart 2

Unemployment Rate
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! The United Sates Department of Labor provided seasonally adjusted data. Data for California and Kern County were collected from the
Sate's Employment Development Department. | have adjusted data for Kern County for seasonality by using the ARIMA X-11 time-series,

using the SPSS statistical software package.
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WEEKLY EARNINGS IN MANUFACTURING

ABBAS P. GRAMMY, PROFESSOR AND CHAIR OF ECONOMICS

he California Employment Devel-

opment Department provides
monthly data on hourly earnings and
weekly hours of work in various indus-
tries for seventeen major metropolitan
areas including Bakersfield. Although
the industry coverage varies across these
areas, data for smaller areas like Bakers-
field are limited to manufacturing indus-
tries.

As shown in the following table, San
Jose leads all metropolitan areas with
$17.46 in hourly earnings, whereas
Fresno ranks last with only $12.34. Ba-
kersfield is placed 10th with an average
hourly rate of $14.01. Orange County
|eads Californiain weekly hours of work
with 43.2. In contrast, San Diego is
placed last with 39.5 hours. Bakersfield
with an average of exactly 40 hours per

week ranks next to the last. Multiplying
hourly earnings by weekly hours of
work, we find the amount of weekly
earnings. Once again, San Jose offers
the highest weekly earnings of $718.
Fresno, on the other hand, paysits
manufacturing workers only $501 per
week. Bakersfield is ranked 12th with
weekly earnings of $560.

(Continued on page 7)

Consumer Real Real Difference
Hourly Hourly | Weekly | Weekly | Weekly | Weekly Price Weekly | Weekly From
Earnings | Earnings | Hours | Hours | Earnings | Earnings Index Earnings | Earnings | California

Amount Rank | Amount | Rank | Amount Rank Amount Rank Amount
California 14.07 412 580 1.399 414
Bakersfield 14.01 10 40.0 16 560 12 1.063 527 3 113
Fresno 12.34 17 40.6 13 501 17 1.063 471 5 57
Los Angeles-Long Beach 13.19 14 425 2 561 11 1.735 323 14 91
Modesto 14.13 8 41.0 11 579 10 1.063 545 2 131
Oakland 15.85 3 42.4 3 672 2 1.735 387 7 27
Orange County 13.47 12 43.2 1 582 9 1.735 335 13 -79
Riverside-San Bernardino 12.53 16 42.0 4 526 16 1.735 303 17 -111
Sacramento 15.00 4 40.8 12 612 4 1.735 353 9 -61
Salinas 14.10 9 42.0 4 592 7 1.063 557 1 143
San Diego 13.69 11 39.5 17 541 14 1.735 312 15 -102
San Francisco 14.91 5 40.2 14 599 5 1.735 345 10 -69
San Jose 17.46 1 41.1 10 718 1 1.735 413 6 -1
Santa Barbara-Santa Maria 14.33 7 41.2 9 590 8 1.735 340 12 -74
Santa Rosa-Petaluma 14.85 6 40.1 15 595 6 1.735 343 11 -1
Stockton-Lodi 13.46 13 415 7 559 13 1.063 525 4 111
Vallejo-Fairfield-Napa 16.14 2 415 7 670 3 1.735 386 8 -28
Ventura County 12.88 15 419 6 540 15 1.735 311 15 -103
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Earnings (Continued from page 6)

Obviously, income comparisons are
only meaningful when we consider the
cost of living differences. However, we
note that a cost of living index is not
available for all metropolitan areas of
Cdlifornia. The Bureau of Labor Statis-
tics publishes monthly data on the Con-
sumer Price Index (CPI) for the nation,
regions, and selected local areas includ-
ing Los Angeles-Riverside-Orange
County and San Francisco-Oakland-San
Jose. Also, the American Chamber of
Commerce Research Association
(ACCRA) collects quarterly data on
relative price levels of basic consumer
goods and services. The index provides
useful and reasonably accurate measure
of cost of living differences among par-
ticipating urban areas. But, the most
recent ACCRA report covers only seven
metropolitan areas in California, exclud-
ing Bakersfield.

To overcome the unavailability of uni-
form cost of living data, we use the pub-
lished CPI for Western urban areas ac-
cording to size. The average CPI value
for the first three months of 2000 is
173.5 for urban areas with population
over 1.5 million and 106.3 for urban ar-
eas with population between 50 thou-
sand to 1.5 million. Then, we divided
weekly earnings by appropriate CPIl val-
ues to adjust for the cost of living. This
adjustment yields interesting results.
Less populated agrarian economies of
Central Californiarecord higher real
weekly earnings than the larger metro-
politan areas. Thetop ranking areas are
now Salinas, Modesto, and Bakersfield,
whereas the low ranking areas include
Riverside-San Bernardino, Ventura
County, and San Diego. The following
chart exhibits the real weekly earnings
differential between each metropolitan
areaand California. For example, work-
ersin Bakersfield make 113 morein

constant dollars, but San Diego's manu-
facturing labor force earns 103 less than
California's average. Interestingly, San
Jose, which had the highest unadjusted
weekly earnings, records real weekly
earnings almost equal to that of Califor-
nia

In general, workersin less populated
areas of Central Californiaare paid
lower hourly wages and work smaller
weekly hours. As a consequence, their
weekly incomes are much lower than
those who work in larger metropolitan
areas. However, when wages are ad-
justed for the cost of living, the latter
group or workers makes more and the
former group earns less than the state
average.

Real Weekly Earnings Differentialsfrom California
200
Salinas
150
Modesto —
Bakersfield [ Stockton-L odi

100 -
" Fresno
@
= 50
o
a
T
192}
8 1 B - M o M San_Jose - [

Oakland Vallego-
-50 7 Fairfield-
Napa
o Sacremento San Francisco Santa Rosa-
| range
-100 4 County L Santa Barbr?\r&SantzPetaI uma 2
Los Angeles- _ Maria
= San Diego Ventura County
Long Beach Riverside-San
Bernardino
-150 -
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BAKERSFIELD RETAIL MARKET: 1999 REVIEW/

2000 PREVIEW

PATRICK COLLINS, MANAGER, CB RICHARD ELLIS*

akersfield continued to

prove itself a growing and
dynamic retail market in 1999 in-
troducing new national and re-
gional retailers such as:

Lowe's Home | mprovement

Ralph's Grocery

Van's Skate Park

Pacific Theater

Tahoe Joe's Restaurant

Thomasville Home Furnish-

ings

¢ Fleming Food 4 Less Grocery
Store

¢ Tuesday Morning

¢ Vans Skate Park

¢ Valarta Super Market

* & & & o o

In addition, Save Mart Supermar-
ket and The Home Depot both
opened their second locations,

while Grocery Outlet and Foods
Company will open new units
this year.

Throughout 2000, Bakersfield
will continue to gain the attention
of national retailers as they ex-
pand into California's Central
Valley. Two such tenants ex-
pected to announce locations in
2000 are Borders Books and Best
Buy. And Orchard Supply Hard-
ware, located on Ming Avenue
and Ashe Road, is actively pursu-
ing two additional Bakersfield lo-
cations.

Southwest Bakersfield is the larg-
est retail sub-market in the city
and has the highest demand for
retail space. Expect to see con-
tinued strong activity along the

Ming Avenue cor- ‘ abn

ridor. Fleming Food 4 Lessis
currently under construction on a
new grocery unit at the former
Best Plaza Shopping Center,
which will be completely reha-
bilitated. Another national re-
tailer new to Bakersfield is ex-
pected to announce an opening at
the former 104,000 square foot
Builders Square across from the
new Food 4 Less. And further
west on Ming, a new retail pro-
ject isin the planning stages with
major retail tenants.

The Marketplace, Castle &
Cooke's premier community cen-
ter, continued its growth and suc-
cess adding some of Bakersfield's
Finest." Olcott's, Mama Tosca's

(Continued on page 9)

Bakersfield Retail
Vacancy Rates by Submarket

25% -
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Retail Market (Continued from page 8)

and Erlene's will relocate to The
Marketplace along with national
retailers Thomasville Home Fur-
nishings, Tahoe Joe's and Jamba
Juice in 2000 add to the impres-
sivelist of tenants at the center.

In Northwest Bakersfield, Rose-
dale Highway continued it's
strong retail progress. Lowe's
Home Improvement Center
opened itsfirst California unit at
the corner of Rosedale Highway
and Coffee Road. Across the
street, The Northwest Promenade
announced Foods Co. toit's
newly opened Wal-Mart an-

chored center. And at Rosedale

Highway and Freeway 99, Vans
opened the largest indoor skate

park in the country in the Rose-

dale Place Shopping Center.

Theretail real estate market in
Bakersfield is healthy and strong.
Demand for space continues to
exceed the current supply and the
vacancy rates havefalen asare-
sult. The exceptions to the trend
are second-generation space, sin-
gle purpose facilities and of
course, functionally obsolete
space.

Asfor retail lease rates, existing
shopping center rents remained

stabilized and began to increase
from 1998 throughout 1999 with
average lease rates of approxi-
mately $.90 to $1.35/square foot/
monthly/NNN. New centers such
as The Marketplace and North-
west Promenade and centers un-
dergoing rehabilitation such as
the Stockdale Village saw record
rents. Due to the increased de-
mand in retail space and the de-
clining vacancy rate, expect the
newer and revitalized centersto
continue to experience the high-
est rent levels and expect overall
average rents to rise throughout
2000.

29 % ;
20% |
15% |

0% |

Bakersfield Retail

Vacancy Rates

10% 17
5% 17

1987 1998

19499

mYacancy %

14% 9.70%

9.00%

Exncludm Downimun ond fd'oifs

* After submitting this article, Mr. Collins accepted the position of CEO and President, Kern Economic Devel opment Corpora-

tion.
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GAS PRICES AND CONSUMER BEHAVIOR
SRIRAM KRISHNAMURTHY, DIRECTOR, ENVIRONMENTAL

RESOURCE MANAGEMENT PROGRAM

W ill the risein the price of
gasoline have any effect on
consumers? This question may
sound incongruous when the cheap-
est price for agallon of unleaded gas
in Kern County (on March 22, 2000)
was $1.77. However, aswill be
shown here, the answer to the ques-
tion may not be that simple.

From the supply side, gasolineisa
good that isfairly inelastic over the
short-term. That is, gasoline supply
does not immediately increasein re-
sponsetoincreasein prices. Thelag
in supply relates to the structure of
the oil/gasoline industry: examples
include the lead-time required to re-
start production from wells that were
rather unprofitable under lower
prices, to limitations in refinery ca-
pacity. Further, when the Organiza-
tion of Petroleum Exporting Coun-
tries (OPEC), the cartel of the major
oil producers of theworld, is ableto
hold the line on oil production, sup-
ply becomes extremely inelastic to
prices.

The current surge in gas pricesis di-
rectly attributable to the OPEC,
through their decision to limit sup-
plies. This hasto be highlighted be-
cause of the contrast to the price
hike in Californiain spring 1999.

As aresult of shortfallstriggered by
refinery problems, in April 1999, the
price of agallon of unleaded gas at
the pump reached as high as $1.642.

The accompanying chart (data from
the California Energy Commission)
depicts the changein price of
unleaded gasoline, at the pump, in
California between 1977 and 2000.
It isinteresting to note that in 1981,

agalon of unleaded gas cost
$2.3016 in constant 1998 prices. In
1998, it was the lowest price ever at
$1.1647/galon. (The average for
2000 is the author’ s assumption.)

On aper galon basis, gasoline
prices are some of the highest ever
that the state has seen over the last
twenty-three years. But, how does it
compare with incomes and usage
over the same time period?

Table 1 includes data on annual av-
erage vehicle milestraveled (VMT)
by households in the US, the average
fuel efficiency of automobiles, and
the average cost per gallon of gas
and median household incomes (in
constant 1996 prices.) (Datafor
2000 are the author’ s assumptions.)
Wefind that if gasoline prices were
to stay at $1.95 for the rest of 2000,
gasoline expenses will reach an all-
time high of 5% of the household
income, as against 2.7% in 1990.

A more interesting issue is that of
additional expenses caused by the
price hike. Thefollowing Table on
marginal expenses showsthat if gas

prices were to average only $1.35in
2000 (comparable to the average
price of $1.3379 in 1999), the me-
dian household would have spent
$1,312.50 on gas. However, if gaso-
line prices averaged $1.95 for all of
2000, which isavery conservative
estimate, then the median household
would have to spend an additional
$583.33 on gas. This additional ex-
pense works out to $48.61 per
month.

The question is whether this addi-
tional monthly expense of $48.61 is
high enough for the median house-
hold to change their transportation
pattern and, therefore, spend less
money on gasoline. In other words,
how much are consumers responsive
to such steep increases in the price
of gasoling?

Increase in public transportation pa-
tronage, such asincreasein Metro-
link ridership in the Los Angeles
metropolitan area, may convey an
impression that demand for gasoline
is highly price-elastic. Over thefirst
three weeks in March 2000, average
daily systemwide ridership topped

$2.4000 -
$2.3016
$2.2000 - Price per Gallon of Unleaded Gasoline
(Constant 1998 Prices)
$2.0000 -
$1.8000
$1.6000 -
$1.4000
$1.2000 -
$1.1647
$00 +—F—F+F+—F
1977 1980 1983 1986 1989 1992 1995 1998

(Continued on page 11)
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31,137 passengers. However, there
are two issues here: (a) average daily
ridership during the same period for
the past three years has steadily in-
creased averaging 24,212 in 1997,
26,642 in 1998 and 27,491 in 1999;
and (b) public transportation (trains
and buses) accounts for avery low
proportion of the total daily tripsin
these metropolitan areas. Therefore,
theincreasein public transit usage
may not necessarily reflect an over-
all price eladticity of demand for
gasoline.

Further, the sudden spikein rider-
ship may be comparable to thein-
crease in Metrolink patronage soon
after the Northridge earthquake in
1994. Soon after the earthquake that
severely damaged key freeway seg-
ments, there was an upsurge in
Metrolink ridership; however, the
spike quickly sank, long before the

freeway repairs were compl eted.
This experience suggests that soon
these “new” train riders may get
back into their cars even if the gas
price stays high asitisnow. After
all, as shown in the Table on mar-
ginal expenses, a44% increasein
gasoline price from $1.35/gallon to
$1.95/gallon trand ates to a mere
1.5% additional expense to the me-
dian household. Thisistoo small a
dent on median incomes for such a
large increase in the price of gaso-
line.

This pattern of potential minimal
change in consumer behavior in re-
sponse to amuch larger changein
price indicates avery low price elas-
ticity of gasoline. Accordingto a
study by the Office of Transporta
tion Economics of the California De-
partment of Transportation
(Cdltrans,) price elasticity of gaso-
lineis estimated to be-0.13. Ac-
cording to this Cdtrans estimate, a

10% increase in retail price of gaso-
line will result in a 1.3% decreasein
gasoline consumption. The more
than 40% increase in the price of
gasoline can, therefore, be expected
to cause alittle over 5% decrease in
gasoline consumption. However,
income and wealth effects of the
current economic expansion will
more than offset the need for house-
holds to decrease their gasoline con-
sumption.

The bottom line: it is true that gaso-
line prices are some of the highest
ever they have been. But, against
the backdrop of a booming econ-
omy, low rates of inflation, and with
a44% increasein price causing a
mere 1.5% additional expenseto the
median household, the increase in
gas prices may not be high enough
to significantly impact consumer be-
havior.

TABLE 1
Item 1969 1977 1983 1990| 2000
Average Annual VMT 12,423 12,036 11,739 15,100 21,000
Average Miles per
Gallon 135 16 17 20.2 21.6
Gallons of gasoline 920.2 752.3 690.5 747.5| 972.2
Gasoline cost/gallon $ 126 | $ 154 $ 172|$ 131 % 1.95
Expenditure on gas $1,163.44 | $1,158.09 | $1,188.88 | $ 982.55 | $ 1,895.83
Median HH Income $ 33942|$ 34119|$ 34,884 |$ 36,770 '$ 38,000
Gas expense as % of
Income 3.4% 3.4% 3.4% 2.7% 5.0%
TABLE 2 - Marginal Expenses

Average Annual VMT 21,000

Average Miles per Gallon 21.6

Gallons of gasoline 972.2

Expenditure on gas at 2000 rates

($1.95/gallon) $  1,895.83

Expenditure on gas at 1999 rates

($1.35/gallon) $ 1,312.50

Annualized additional annual cost for 2000 | $ 583.33

Additional monthly cost for 2000 $ 48.61

Annualized additional annual cost as a % of

Median HH income 1.5%
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IMPORT SUBSTITUTION

KERN COUNTY:
INDUSTRY

FRANK FALERO, PROFESSOR OF ECONOMICS & FINANCE

INDUSTRIALIZATION
A CASE STUDY IN CONSTRUCTION

IN

he purpose of this research

isto provide an analysis
concerning the specific impact of
the relevant Income and Employ-
ment Multipliers as they apply to
the specific economic activity of
manufactured building construc-
tion in Kern County within the
current period. The question to be
addressed is“What, if any, isthe
precise local economic impact on
Kern County of substituting lo-
cally manufactured Movable
School Buildings for those built
elsewhere and transported to
Kern County?”’

Kern County as a Developing
Economy

The most striking feature of the
Kern County Economy isitsre-
semblance to an export based de-
veloping economy. Like the ex-
port based devel oping economy,
Kern County produces a huge
amount of raw materials and agri-
cultural products, which are then
shipped out of the county for
processing into higher valued
products. Like the export base de-
veloping economy, Kern County
has an abnormally large unem-
ployment rate and a large portion
of the population on Public Assis-
tance. Many of the raw materials
produced in Kern County are
processed into finished goods
elsewhere and then are brought
back into the county. The differ-
ence in value between the raw

material and the finished product
isincredible. For instance, oil
leaves the county at (current
prices) $20.25 for a42-gallon
barrel (recognizing that the Kern
crudeis“heavy” and convertsto
less gasoline per barrel than
lighter, “sweeter” crude oils) and
comes back as $1.55 a gallon
gasoline; cotton goes out at $0.50
per pound and comes back as a
$40 shirt. All of that differenceis
Value Added by someone outside
the county.

Import Substitution as a Devel op-
ment Strategy

One of the most effective meth-
ods of developing thiskind of
economy isto create an import
substitution industry. An Import
Substitution Industry is an indus-
try which produces a product
from the existing internal raw
material base which substitutes
for one or more of the products
that are currently being brought
into the economy from outside.
For instance, an oil refinery to re-
fine the internally produced crude
oil, or awinery to convert the
lower valued grapes into the
higher valued wine. This method
istried and proven. Thereisone
problem with the method and that
has to do with quality. The inter-
nally produced product must be a
“good substitute” for the product
that is brought in or the consumer
will rgect it. Or, what would be

even worse, the local government
might require the purchase of the
poorer product, reducing every-
one' swell being. So, if the inter-
nally produced product is as good
as or better than the product that
is currently being brought in from
outside the county, development
and economic growth will occur.
The effect of thisinternal produc-
tion in Kern County would beto
reduce the unemployment rate
and lower the portion of the
population that is on Public As-
sistance. Inthisanalysis, it will
be assumed that the internally
produced product is of compara-
ble price and equal quality to the
externally produced product so
that the source of the product will
have no direct impact on the well
being of the local consumer.

The Income and Employment
Multipliers for Kern County

Over the last severa dozen years,
there have been avariety of stud-
ies of the Kern County economy
conducted by me and several of
my colleagues at the University.
In addition, there have been ava
riety of studies conducted by
other economists, both academic
and business, from other parts of
California concerning the struc-
ture and behavior of the Kern
County economy. Most of these
studies have found that for every

dollar of additional incomethat is
(Continued on page 14)
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DEMOGRAPHIC TRENDS IN KERN COUNTY

ABBAS GRAMMY, PROFESSOR AND CHAIR OF ECONOMICS

ern County’ s population

grew from 549,600 in 1990
to 640,100 in 1998. During this
time period, Kern County added
90,500 new residents, consisting
of 63,900 (71 percent) in natural
increase (birth less death) and
26,600 (29 percent) in net migra-
tion (immigration plus migra-
tion). On average, Kern's popula
tion increased by 11,300 people
or at arate of 1.9 percent.

In Cdlifornia, Kern County
ranked 14" in total population,
10™ in population increase, and
16" in population growth rate.
Among cities, Bakersfield ranked
13" in population (230,800), 4™
in population increase (10,000),
and 28" in population growth
(4.5 percent). Interestingly, the
city of Taft, which experienced
an increase of 2,075 residents

from 6,875 to 8,950, ranked 1% in
Cdliforniawith a whopping
growth rate of 30.2 percent.

Kern's population is expected to
increase to 677,400 in 2000,
764,400 in 2005, and 859,800 in
2010. Compared with 1990, total
population will be 23 percent lar-
ger in 2000, 40 percent in 2005,
and 56 percent in 2010. Kern's
average population rate of 1.9
percent is greater than those of
the state and nation (about 1.5
and 1.0 percent, respectively). If
thisrate of growth continues, the
county will have over 1 million
residents by 2017 and 1.5 million
by 2036.

In 1990, 63 percent of the popula-
tion was classified as White, 28
percent Hispanic, 5 African-
American, 3 percent Asian and

Pacific Islanders, and 1 percent
American Indians. In 2000, the
percentage of White population is
expected to reduce to 57 in favor
of Hispanics at 33 percent and
African-Americans at 6 percent.
In 2010, percentage share of the
Hispanic population is expected
to increase to 40, but that of the
White population is projected to
fall to 49 percent.

The median age of Kernresi-
dents, which was 29 yearsin
1990, is expected to increase to
31in 2000, but fall to 30 in 2010.
In 1990, over one-third of Kern's
residents werel9 years and
younger, more than one-half were
between 20 and 64, and less than
one-tenth were over 65 years of
age. By 2000, percentage shares

(Continued on page 14)
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Demographic Trends (Continued from page 13)

of the above-mentioned age
groups are expected to slightly
increase in favor of the 19 and
younger and 65 and older groups.
While the percentage share of
people over 65 is projected to re-
main constant in 2010, the share
of 20-64 years group will in-
crease at the expense of that of 19
and younger.

Kern County’s population grew
at avery rapid rate last decade
and is expected to continue to
grow this decade. While the
county's age structure will remain
fairly stable, its ethnic composi-
tion is going to change in favor of
the minority groups.

Ethnic Composition 1990 | 2000 | 2010
White B3 a7 49
Hispanic 28 33 40
African-American 5 6 6
Asian and Pacific |slanders 3 3 4
American Indians 1 1 1

| Age Structure 1990 | 2000 | 2010
Median age 29 21 a0
19 and younger 245 | 3489 | 343
20-64 559 | 547 | 553
65 and older a6 | 104 | 104

Import Substitution (Continued from page 12)

spent within the primary sector of
the local economy an additional
two dollars and fifty cents of in-
come are generated in the secon-
dary, tertiary, and quaternary sec-
tors. So, adollar spent in the con-
struction industry, a prime exam-
ple of the primary sector, will
generate two dollars and fifty
cents in the light manufacturing
(the secondary sector), the whole-
sale and retail businesses (the ter-
tiary sector), and in the personal
services area (the quaternary sec-
tor). The same is true for employ-
ment. Every new job in the pri-
mary sector creates approxi-
mately two and a half new jobsin
the other sectors.

This increase of two dollars and
fifty cents will, of course, be sub-
ject to taxation by the state and
local government. It should be
noted that in the state of Califor-
nia, nearly 100 percent of all
sales tax revenues generated
within a particular political juris-
diction (city, county, town) are
returned

to that jurisdiction for their inter-
nal use. Consequently, political
jurisdictions pay particularly
close attention to exactly where
these goods and services provid-
ers are located since that informa-
tion had revenue-generating ca-
pacity. For instance, if Kern
County were to purchase adol-

lar’ sworth of primary sector
product from afirm located in
Tulare County as opposed to one
in Kern County, the impact on the
economy of the state of Califor-
niawould be the same, but the
impact on Kern County would be
dramatically different. Kern
County would lose not only the
additional income that would be
generated as aresult of that ex-
penditure but it would also lose
the increased tax revenues that
result along with the added in-
come.

Part |1 of this article will appear
in alater volume of thisjournal.
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POVERTY AND INCOME DISTRIBUTION IN KERN

COUNTY

ABBAS P. GRAMMY, PROFESSOR AND CHAIR OF ECONOMICS

family is considered as ab-

solutely poor if that family
earns an income insufficient for
providing the basic human needs
such as food, shelter, and cloth-
ing. To measure poverty, the
Census Bureau has constructed a
threshold level of income that
varies with family size and is an-
nually adjusted for inflation. For
agiven family size, thisthreshold
level of income is computed as
the annual food budget multiplied
by 3. It counts money income
before taxes and does not include
capital gains and in-kind benefits
such as food stamps and Medi-

caid. A family earning less than
the threshold level isliving in
poverty.

The Census Bureau compiles data
on the number of familiesin vari-
ous income brackets for all geo-
graphical units. It also calculates
the poverty threshold level of in-
come. Thefollowing table pre-
sents the pattern of income distri-
bution from the most recent Cen-
sus of Population and Housing.
For the same year, the threshold
level of income varied from
$6,700 for a one-person family to
$8,500 for afamily of two,

$13,400 for afamily of four,
$17,800 for afamily of six, and
$26,800 for afamily of nine or
more.

To study poverty and income dis-
tribution, | assume an average
family size of four persons. Data
indicate that Kern County had
greater income disparity than the
state and nation. Of the 137,814
families living in the county,
28,457 (or 20.6 percent) earned
less than $15,000, whereas 1,728
(or 1.3 percent) made more than
$150,000. The percentage of

(Continued on page 17)

Income Distribution Data

Level of Income Percentage of Popul ati on

{In $1,0007 Classification Kern County | Califorma | United States

Less than 13 Poor 206 14.3 la.a

15t0 25 Low-ncome 182 13.9 16.4

2510 33 Lower-middle4ncome 1a.1 14.3 16.5

35 to 50 Lliddle4ncome 19.4 19.1 204

50 to 75 Uppertniddle-income 16.5 21.0 182

T5to 100 High-income 5.2 2.0 6.3

100 to 150 Affluent 2.5 5.4 35

Iore than 1350 Rich 1.3 3.0 1.9

Income Disparity Index
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CREATING A REGIONAL IDENTITY FOR THE SAN

JOAQUIN VALLEY

ABBAS P. GRAMMY, PROFESSOR AND CHAIR OF ECONOMICS

I n the previousissue | reported
on strategies for creating a
"strategic vision" as an attempt to
overcome Barriers to Job Crea-
tion in the San Joaquin Valley, a
project undertaken by the Central
California Futures Institute. In
spring of 1998, | helped the Insti-
tute form action research teams
of volunteer public and private
leaders from the valley communi-
ties to develop strategies for over-
coming such barriers. An action
research team consisting of three
community leaders worked to-
gether over athree-month period
to develop strategies that help
overcome a serious barrier to job
creation, lack of aregional iden-
tity. Team members were

Robert Keenan, Executive Vice
President

Building Industry Association of
Tulare and Kings Counties,

Visdlia

John Lehn, Director

Kings County Job Training
Office & Crown Economic De-
velopment Corporation, Hanford

Ken Oplinger, President & CEO
Visalia Chamber of Commerce,
Visdia

| summarized their report in the
following format.

Introduction:

Marketing studies have found
that many industries outside the
state were not aware of the San
Joaquin Valley and as aresult do
not consider it to be a potential
location or relocation site. To
overcome this barrier, amajor re-
giona marketing effort should be
undertaken. Marketing the
strengths of the Valley, using ex-
isting businesses and anchors to
attract new businesses, and de-
scribing how the region has
changed in response to a growing
economy can communicate the
Valley's assets to site selectors
and corporate real estate execu-
tives.

Policy Recommendations:

Utilize the California Central
Valley Economic Development
Corporation (CCVEDC) as the
Lead Entity to Market Regional
Economic Development Oppor-
tunities

The CCVEDC isalready in place,
eliminating the need to create a
new entity. The organization has
asone of its main objectives con-
fronting the barrier of negative
perceptions. Its administrative
areaisthe San Joaquin Valley,
from Bakersfield to Stockton.
The CCVEDC has the structure

and mechanism for addressing
this obstacle; it just lacks the
funding with which to martial the
necessary resources for a planned
and sustained effort.

Judging from the success of other
areas (Omaha, Nebraska; San
Jose, California; Portland, Ore-
gon), we further recommend that
the CCVEDC gain the capability
of hiring and working with con-
sultation services, such asa
growth consultant firm, to de-
velop long term strategies for sus-
tained economic devel opment for
the Valley. Use of consultants,
whenever appropriate, could en-
hance the efforts to combat nega-
tive perceptions and promote re-
gional assets. Toincreasethein-
fluence and effectiveness of the
CCVEDC, we aso recommend
its membership be expanded to
include more representatives
from private sector enterprises,
especially corporations that have
regional presence. To succeed,
the CCVEDC needs substantial
and sustained funding. Funds
could be raised from any one of
several possible sources, or a
combination of sources. Possible
fundraising strategies include

* Increase the grants received
from public sources

» Solicit contributions from pri-
(Continued on page 17)
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Regional Identity (Continued from page 16)

vate individuals and corpora-
tions, particularly from those
that drive direct benefits from
further economic expansion
(e.g., developers, construc-
tionsfirms, utility companies,
grocery chains, department
stores, and banks)

* Permit the CCVEDC and
county Economic Develop-
ment Corporations to charge
feesto users of their services
and databases

Charge the Central California
Futures Ingtitute (CCFI) with
the Responsibility of Establish-
ing and Managing Regional Da-
tabases for Public Use

The CCFI should create the capa-
bility to manage region-wide da-
tabases for public use. Thisre-

sponsibility includes

* Providing technical assistance
in the development of stan-
dardized region-wide data-
bases

* Managing, manipulating, and
updating labor market, mar-
keting, and economic devel-
opment information

» Contracting for data collec-
tion and analysis

* Helping to coordinate the dis-
tribution of duplicative infor-
mation and data

Concluding Remarks:

We are confident that with ade-
guate resources, the CCVEDC is
fully capable of conducting avig-
orous and sustained marketing
campaign that would place the
San Joaquin Valley in a competi-
tive position in economic devel-

opment, vis-a-vis the state, na-
tion, and world. If, asaregion,
we do nothing, we will grow. If,
as aregion, we identify the indus-
try clusters which complement
agriculture, while also projecting
emerging and growing industries
in this global economy, we will
be in a position to manage and
help direct growth and develop-
ment.

Poverty (Continued from page 15)

families earning less than
$15,000 was 14.3 in California
and 16.8 percent in the United
States. In contrast, the percent-
age of families with income more
than $150,000 was 3.0 percent in
the state and 1.9 in the nation.

To measure income disparity, |
divide the percentage of families
with income less than $15,000 to
that of more then $150,000. This
income disparity ratio (rounded
to the nearest whole number) was
16 in Kern County, 5 in Califor-
nia, and 9 in the United States.

Hence, income disparity was
greatest in Kern County, where
for each family with annual in-
come more than $150,000, there
were 16 families making less than
the threshold level of income. In
contrast, there were 5 “poor”
familiesin the state and 9 in the
nation for each “rich” family.

Income disparity would be less
pronounced when | compared
family earnings of the bottom two
classes with those of the top
three. For each family making
more than $75,000, there were 4
familiesin Kern County, 2 in
Cdlifornia, and 3 in the United

States with incomes |l ess than
$25,000.

Finally, | define the “middle
class’ asfamilies earning income
between $25,000 and $75,000.
Kern County with 52.2 percent of
its familiesincluded in thisin-
come bracket had the smallest
“middle class’ behind California
(54.4 percent) and the United
States (55.1 percent).

Source: www.census.gov






