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How do economies grow / fail?

= Growth is the default mode , _
—Resource Accumulation So what’s going on?

—Increase in efficiency (market or * Afallto remember
techno|ogica|) — Heard on the street “There are only two positions out there: cash,
and fetal”

- A reCeSSion iS an anOmaIy * |ts not ‘what Wall Street troubles mean to California’, its ‘what

California troubles mean for Wall Street’
—Caused by a large, rapid and sustained — Recession was already fully underway even if many economists and

shock to the system politicians remained in deep denial
* What went wrong

— The big three imbalances: housing, finance, and the consumer

* Where from here?

—Local economy’s exposure depends on — Things are bad.. But not THAT bad! So far the numbers are in line (if
direct exposure to cause, and structure of a bit worse) than past recessions, and proportionate to the

imbalances in the economy...
local labor force e . —
— Recovery is a given, the big question is when
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—Don’t confuse leading indicators with cause
—Compounded by negative feedback loop




Steady as she goes... ;.‘
It isn’t the ‘when’, it’s the ‘why’
Growth to continue...

—Reports of the end of of this expansion
are highly exaggerated

—GDP Growth: Not too hot, not too cold . .
—Labor markets, consumer spending, Q&A: Recession Expectations

bUSineSS inveStment, WageS, eXportS, When do you expect the next recession to start?
energy, still all on steady sustainable
paths

—Interest rates down, inflation still
constrained, debt levels constrained 27.5%

—Housing markets to bounce back a lot in 10.0%
1.5% . 0
2020 5.0 /o 2.5%
—Still a low chance of recession in next 24 Mon i ony  gpe. g |
months

WSJ Next Recession Survey Oct 2019

47.5%
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but the Economy is Slowing ;.‘

» Deceleration Apparent = Wild Cards for 2020
= 2% growth this year = An equity bubble in play
= Slowing despite monetary = A brewing pandemic
and fiscal stimulus m Commod|ty markets
= Drags on the economy = Long Run Issues
= Slow business investment = Political dysfunction and
= Trade disruptions extremism
= | abor Shortages = The growing disconnect
= A Boeing debacle between economic reality

and policy choices

= Little effort to deal with the
true long run policy needs

Low oil prices
Weak corporate profits
Slow population growth
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Real GDP -,‘“

2017 2 2019

Y-0-Y Growth GDP GDP 280 250 233

6.0 Final Demand 3.02 2.65 2.35
5.0

4.0 Consumption 2.00 1.79 1.78

3.0 Goods 1.06 0.62 0.85

20 . Services 0.94 1.17 0.93

10 Fixed Inv 0.86 0.61 0.05

' Structures 0.05 0.08 -0.21

0.0 Equipment 049 030  -0.09

-1.0 IPP 0.17 0.40 0.29

-2.0 Residential 0.16  -0.18 0.06

-3.0 V Change inventories -0.06 0.29 -0.38

-4.0 Net exports -0.16 -0.43 0.35

EEPE - - - o bbb S S Exports 0.66 0.05 0.02

S‘ g ._(O') S‘ g g 5‘ g‘ é') S‘ g gl S‘ 8‘ ._co') Imports -0.82 -0.49 0.33

V7 S G S Gy Gy by G G S G G Y Government 0.15 0.27 0.52

g % 8 8 8 8 8 8 8 S S S5 5.5 Federal 0.11 0.17 0.28

- - NN N NN, NN NN NN State and local 0.04 0.09 0.24

Beacon Economics |




Consumer Spending ',"‘

Real Consumer Spending Category 2018 3 Yr Growth
5.0%

4.0% Foreign travel $ 187 29.0%
. Restaurants $ 822 18.0%
3.0% Recreation $ 1,204 15.0%
2.0% Housing $ 2,224 14.7%
. Furnishings $ 573 14.6%
1.0% Medical products $ 581 14.5%
0.0% Air transportation $ 104 13.5%
. Accounting $ 39 12.9%
-1.0% Education $ 304 12.3%
-2.0% Legal services $ 107 10.5%
300, Motor vehicles $ 446 10.3%
IOOOQ'LOI\OOCD\—C\IOOLO(OI\Q Food $ 1,003 9.1%
A T Clothing $ 408 6.3%
E T 6 oD Do DT B Do Communication $ 31 5.5%

DT SO AS VOSSN S 0N 5 :

Source: FRED Beacon Economics | 6




Consumer Balance Sheets

Household Savings Rate Financial Obligations % DPI
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Debt Accumulation

17:Q3 18:Q3 19:Q3
Mortgage 47% 4.5%  3.2%
HE Revolving -51% -5.8% -6.2%
Auto Loan 6.9% 4.3% 4.0%
Credit Card 82% 4.5% 4.4%
StudentLoan 6.1% 6.3% 3.9%
Other 52% 3.4% 6.5%
Total 49% 43% 3.3%

16

14

12

10 |

A’
9

Transition into Delinquency (30+)

Student
Loan

Auto Loan

HE
Revolving
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Housing Markets: Stabilizing -g

Existing Home Sales SAAR Case Shiller HPI
15.0%
I 0%
5.0%
| 0:0%
' |
il HHHMM. |HH
i s
-15.0%
BPPs s8N 3358538882
§_§J§§§§§§§g§§§§ S POBINNSIT=O =D
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-
Market Fundamentals ~

Credit Score for Mortgage Growth Homeowner Equity (Y-o0-Y)
Originations 25.0
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Housing Permits
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—For Sale / Rent —Held Off Market
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Y
New Home Sales ~

New Home Sales Homeownership Rates
Total U.S. 70.0
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Owner and Renter Costs? "g

Share of Owners by Cost as % of Share of Renters by Housing
Income (w mortgage) Cost as % of Income
50.0 46.0
45.0 44.0
40.0 42.0
35.0 40.0
30.0 38.0
25.0 /-__\—— 36.0 M
20.0 34.0
15.0 32.0
10.0 30.0

N2

\2)

\2)

2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

—=<20 —=>35 —<25 —>35
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Interest Rate Swings

30 Year Mortgage Rates
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Shifting Markets

CPS Rental SF Market
8,000,000

2018 2010-2016 2016-2018

7,500,000

Owned

7,000,000
Single 68,594,887 512,790 2,302,401 5 500,000
Mobile 4,779,322  -340,541 86,045 000,000
Multi 4,334,185  -23,052 297,379 . 550,000

5,000,000
Rented 4,500,000
Single 14,710,848 1,956,015  -546,287 4000000
Mobile 1,890,011 75,722 -22,375 3.500,000
Multi 27,210,927 2,111,712 542,952 5,000,000
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Western Markets

Rental Growth

10.0%
8.0%
6.0%
4.0% N
2.0%
0.0%
-2.0%
-4.0%
-6.0%
p- -~ 223I222E22
300033000000
—A —BC

&
-~

2 Year Growth (Average)

Phoenix

Las Vegas
Chico

Seattle
Denver

Reno
Stockton

Los Angeles (MD)
Salt Lake City
Sacramento
United States
San Diego
Portland
California

7.1%
6.7%
6.5%
6.0%
5.9%
5.7%
5.5%
5.0%
5.0%
4.6%
4.5%
4.4%
4.4%
4.4%

Oakland (MD)
Santa Barbara
Albuquerque
Modesto

Inland Empire
San Francisco
Tucson

San Jose
Ventura
Orange County
San Luis Obispo
Bakersfield
Fresno

Santa Rosa

4.3%
4.2%
4.0%
3.9%
3.8%
3.8%
3.7%
3.6%
3.3%
3.2%
2.9%
2.5%
2.1%
1.9%
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Unemployment and Job Openings
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Missing Workers?

18.0
16.0
14.0
12.0
10.0
8.0
6.0
4.0
2.0
0.0

Jan-94
Nov-95

U-6 Unemployment

Sep-97

Jul-99
May-01
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Jan-05
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Jul-10
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Mar-14

Jan-16
Nov-17

85.0%
84.5%
84.0%
83.5%
83.0%
82.5%
82.0%
81.5%
81.0%
80.5%
80.0%

Jan-90

Participation Rates

May-92
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Workforce Growth

3.9%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
-0.5%

Source: BLS

Sep-72

US Labor Force3 Growth
(Smoothed)

Feb-76

Jul-79
Dec-82

Vay-86

Oct-89

Mar-93
Aug-96

dan-00

Jun-03

Nov-06

Apr-10

Sep-13

Feb-17

Total
<25
Share
25-44
Share
45-64
Share
65+
Share

=
~

2016 2016-2025 2025-2035
323.1 21.1 20.6
104.5 0.7 2.0
32.3% 3.4% 9.6%

85.1 7.2 3.0
26.4% 34.0% 14.7%

84.3 -2.8 2.8
26.1% -13.2% 13.8%

49.2 16.0 12.8
15.2% 75.7% 61.9%
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Consequences

X
-~

Real Wage Gains for US Workers

Atlanta Fed Wage Tracker Earnings by Education

6
> 2018  15-18 Ch

4
; All 40,867 10.9%
5 < HS 24 530 15.1%
1 HS 31,269 7.8%
0 AA / Cert 36,854 7.2%
S0 s388538=-82222 .
é g :3) é CESE 5) é CESE 5) é CESE E’) é CESE 5) é g Bachelor 54,628 7.3%
Graduate 72,492 7.7%

—Median—Average

Source: Atlanta Fed Wage Tracker, Census Beacon Economics | 20




Incomes In the LR

$45,000
$40,000
$35,000
$30,000
$25,000
$20,000
$15,000
$10,000
$5,000
$0

1968

Real Median Earnings

NAANSTNS

TSN OMOOANLULOTSMNOMO
~MNNMNOWOWOWWWAWWMOOOOOOO v«™ v v
OO0 OOOOOOOOOOOOOOO OO
T r r o o oo v v AN AN AN ANAN N
—Makews—Female

Source: Atlanta Fed Wage Tracker, Census
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4.5%
4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%

Life Expectancy

m1973 m2018

Jfotal Crime Rate

4973 m2016

Infant Mortality

2.0%

1.6%
1.2%
m1973 m2018

0.8%
0.4%
0.0%

% With College

40%
30%
20%

O%.I

10%
m 1973y m 204
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Distributional Considerations "g

Gini Indexes (higher = more Percent in Poverty
unequal) 50.0
0.650 45.0
0.600 40.0
0.500 30.0 ‘ ,/"\‘/
0.450 Y
0.400 M 20.0
0.350 L=
0.300 .
O (NN IO O v« < O M © 00 N v 50
N C© 0© O O O OO O O O O ™ *
o O O OO OO OO OO O O O O O O
—Based on Market Income BOORNRNIDIINSS ST =
22222222222 K K
—After Transfers / Taxes . .
—People -Families Single Mother

Source: Atlanta Fed Wage Tracker, Census Beacon Economics
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Value US Exports

. to Chi % of

The Good Fight "R
0.75%

United States Goods Trade with China Total Trade as a % of GDP
(MiIIions) 100
2
$200,000 90 P
$100,000 I —
I ____._,_,.E......nlllllllllllhill l s
$100,000 l]]]]]] i i X
$200,000 2
$300,000 <
$
$400,000 49
$500,000 30 — s O e = —
- e
$600,000 20
\Q)%O T \Qé\ q/QQQ q/QQ"’ %QQ"O (190"3 (19'0' (19'@(\0 10
¥ SHIFONIRCII SRS ISR
v A N . S S S S SO
mmmExports  mmslmports Balance —United States —China Mexico —Germany

Source: US Census, Wiser Beacon Economics | 24
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Trade War? What trade war?? ',‘"

US Real Trade Flows Sotnihy Exports
3600 Total, All Countries 1509.90 -1.3% -19.8
Canada 2706 -21% -5.8
3200 Mexico 237.3 -34% -8.3
2800 China 978 -121% -13.4
Japan 67.9 -04% -0.3
2400 United Kinadom 63.6 4.8% 2.9
2000
1600 Country Imports
Total, All Countries 2,296.00 -1.7% -39.8
1200 China 4186 -152% -74.9
el clc el cReReReReReReReReReRe, Mexico 3305 3.5% 11.1
SEEgE 32 - d2FT0OoOr0P 5
SER 23S S oSs5ssssSs Canada 2924 -08% -2.3
PN ANANNANNAANNNNA Japan 1321  15% 1.9
— ) EXPOitSy — =lmports Germany 116.8 1.0% 1.2

Source: National Bureau of Statistics of China, Board of Gov. Fed. Reserve Beacon Economics | 26



https://www.census.gov/foreign-trade/balance/c1220.html
https://www.census.gov/foreign-trade/balance/c2010.html
https://www.census.gov/foreign-trade/balance/c5700.html
https://www.census.gov/foreign-trade/balance/c5880.html
https://www.census.gov/foreign-trade/balance/c4120.html
https://www.census.gov/foreign-trade/balance/c5700.html
https://www.census.gov/foreign-trade/balance/c2010.html
https://www.census.gov/foreign-trade/balance/c1220.html
https://www.census.gov/foreign-trade/balance/c5880.html
https://www.census.gov/foreign-trade/balance/c4280.html

What Trade War?

GDP Inflation GDP Inflation
4.00% 7.00%
3.00% A M 6 .00%
2.00% ol 5.00%
1.00% t's 4.00%
?-ggof o 3.00%
B 0 2.00%
-2.00% he 1.00%
-3.00% - o'oocyo
-4.00% D \ /\///\
-5.00% O-1.00% =
T M T MO T MO T OO MM -2.00%
cReReNecNecNecNeReNeNeNeNeRe e e e e e e o — o
e T e e =2 2 clecleReNeReNeReNeRecNeReNeRe
o o o (@) () () (@) (a9 <t (] (o) N~ (0 0) (@)
— Durable goods  — Nondurable goods N N N N N N N

Services —_— Structures Equipment
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e o
California Exports ~

2019 Exports by Type

Total: California Goods Exports TOTAL ALL COMMODITIES 100.0% -2.4%
250,000 Electric Machinery Etc 15.1% -0.8%
Industrial Machinery Including Computers 14.1% -12.8%

Optic Photo Etc Medic 8.8% 1.5%

200,000 Vehicles 6.9% 32.4%
Aircraft Spacecraft 5.4% 24.5%

Edible Fruit & Nuts 4.7% 5.8%

150.000 Plastics And Articles Thereof 3.8% -10.1%
’ Nat Etc Pearls Prec Etc Stones Pr Met Etc 3.3% -31.5%
Meat And Edible Meat Offal 3.8% -1.5%

Mineral Fuel Qil Etc. 2.5% -2.8%

100,000 Miscellaneous Chemical Products 2.5% 0.6%
Pharmaceutical Products 2.2% 19.0%

Cotton Including 1.4% -12.5%

50,000 Miscellaneous Edible Preparations 1.3% 8.2%
Aluminum And Articles Thereof 1.2% -3.9%

Essential Oils Etc 1.2% 12.5%

_ Oil Seeds Etc. 1.1% -7.2%
NDITOOONMNODOT~ANM O ONMN O * Iron And Steel 1.0% -10.9%
82888885 55555555 = . Aticles Of Iron Or Steel 1.0% 1.4%

NN YNNG (P R NS Organic Chemicals 0.9%  -23.9%
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Potential troubles in the Middle East? 'g

US Crude Oil Production WTI Qil Prices
14000 $120
12000 $100
10000 $80
8000 $60
6000 $40
4000 $20
2000 $0
i R O O O
< qﬁg\ (190 fﬁq(b q@('o q@% o q;\ fﬁQ@ (19%@,\\ (ﬁ,\b‘@,(\ (19@'(19'\0'(19\'\'(19'\%(]9\%(19 (19@(19 X ,\,(19 (19\%

Source: US EIA Beacon Economics | 29




Business Spending — National

Contribution to Real Investment Growth
2017 2018 2019

Private fixed investment

Structures

5.15

0.30

3.53 0.28

0.47 -1.23

Other structures
- Commercial and health care
Manufacturing
Power and communication
Equipment
~ Transportation equipment
Other equipment
Industrial equipment
Information processing equipment
Intellectual property products
Entertainment, literary, and artistic
Research and development
Software

Source: Census

0.02

0.10-0.31

-0.34
-0.42
2.89

-0.04 -0.03

0.04 -0.01
1.72 -0.50

0.89
0.55
1.32
1.04
0.05
0.17
0.82

0.23-0.18
0.24 -0.16
0.64 0.20
2.33 1.65
0.14 0.05
1.02 0.48
1.17 1.12

85

80

75

70

65

60

Jan-02

Mar-03
May-04

A
-~

US Capacity Utiization

Jul-05
Sep-06

Nov-07

Jan-09

Mar-10
May-11

Jul-12
Sep-13
Nov-14
Jan-16
Mar-17
May-18
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Commercial Stats ~

CRE Transaction Volume

Billions of Dollars . . .
$200 - r §200 Origin of Capital Into the United States
— . For Commercial Real Estate, 4-Qtr. Moving Sum, Billions of Dollars
Volume: Q3 @ $153.9B $120 $120
Canada: Q3 @ $25.5B
EAsia: Q3 @ $6.9B
$160 + T $160 | | ®Middle East: Q3 @ $7.2B 1
$100 Europe: Q3 @ $17.3B $100
m Rest of World: Q3 @ $3.7B
$120 + T+ $120
$80 + + $80
$40 + + $40
$0 i i i i i i i i i $0

01 03 05 07 09 11 13 15 17 19
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Office Trends

Office 14.0%
18 5.0% e
12.09
4.0% o)) /o L .
175 3.0% E 10.0% D o
2.0% ; o ®
” |~
0.0%" \
16.5 0% @ 6.0%
-2.0% % 4.0%
16 30% O
-4.0% 2:0%
15. 500
55OS:NOOC*)<I'L()©©I\OO®50/O OOO/O
5538553385338 5 6 4 2 0 2 4
mmRental Growth ==\/acancy Change Vacancy Rate 16-19
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Federal Reserve Policy

Sep 11, 2001: Spike in Fed Repo Operations
Fed Overnight Repo Balances, in billions $

80 Sep 11, 2001
Fed tries to control
- short-term rates

Routine Back to routine

f Ly« 4 el 1 aar d

PR TN N\ B N N N N B S SR 0
AT &7 &Y At A & A & S S SN S
S F P F P FFFFLHLFLHIS

Source: Board of Governors Fed Reserve, Federal Reserve St Louis
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Some questions to keep you up tonight ,‘.‘

= Does free will truly exist?
=\Why is there a "d" in "fridge" but not In
"refrigerator”?

=\Why does Gavin Newsom'’s hair always look
good, whilst Boris- dohnson’s never does?

= Can you ever truly be in the wrong place at
the right time?

= |f the Fed inverts the yield curve and the
economy is otherwise fine, will it cause a
recession?




FT Financial Times

Doc-lite: the new menace in $1.2tn leveraged loan market

D e bt B u b b I e TrO u b I e ? Corel Corporation had a tough time borrowing almost $500m from investors

last month, with underwriters offering the loan at a discount to stir ...

2 weeks ago
Debt as Share GDP (Percent)
350.0 B Bloomberg
A Leveraged Loan Collapses and Reveals Key Risk in
300.0 Credit Market
250.0 Operating out of a Chicago suburb, in a low-slung, red-brick building
’ wedged between a Hyatt and a Radisson, Clover Technologies is in the ...
1 week ago
200.0
150.0 W MarketWatch
100.0 Here’s who keeps investors abreast of this opaque debt
market and possible systemic risk
50.0 Covenant Review is tracking the steady deterioration of investor protections
in loan documents amid increased scrutiny among regulators.
OO 1 month ago
Au i w w w a  wa . e e S . V. . e e wa wa e W -
LLLIIYILFYIRLIYLLLYLYLRLYLL?
= v O ML M T O MNMNLOOM OO M — _
TP T LI TR20QQQ I Financial Times
© < NN O M W < S O AN WO < N~ " I
©ONNN®O®RRDDDNDO O DD « v — Why parts of Wall Street are fretting over ‘toxic’ loans
D OOOOOoOO 00O OO OO0 OO O O
T T T T T T T v v v N AN AN AN N NN Steve Ketchum is not happy. The hedge fund manager is a big investor in

so-called leveraged loans, a corner of the debt market that involves ...
—Federal —All Else g
3 weeks ago
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A Budget Crisis ~

400 Federal Budget Deficit Net Federal Debt as % of GDP

200 m Actual : Projected
I_..|I||

200 g

-400

600 World War |l
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-1600 World War |

O 00000000000 OO
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The Cure for Secular Stagnation 'g

Figure 8: Increase in Average Annual Growth Rate With Estimated Policy Shifts

Policy Change Boostin Annual Growth  Estimated
Rate By

Enact immigration reform to increase number of workers 0.3% CBO
Reform the income tax code 0.05%-0.3% JCT, Treasury
Increase the Social Security retirement ages by two years 0.15% CBO
Reduce deficits by $4 trillion over ten years 01% CBO
Expand energy production at level of shale boom* 0.09% CBO
Repeal the Affordable Care Act ("Obamacare”) 0.08% CBO
Ratify the Trans-Pacific Partnership 0.01% US.ITC
Increase public investment in infrastructure, education, and research by $400 0-0.01% CBO

billion
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I State Unemployment Rates

~

L

. 6.5% and above
B 5.5% to 6.4%
I 4.5% to 5.4%
|| 3.5% to 4.4%
2.5% to 3.4%
2.4% and below
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I Churn Rate

B Over10%
B 7% o 9%
B %
5%

4%

3%

*States shaded with stripes indicates negative net migration |

Beacon ECconomics
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Jobs and Workers

Labor Force and Payroll Job Growth 15-

15.0%
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9.0%
7.0%
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o
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Rk State
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6.9% 7.9%
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California Slowing Job Growth 'p.‘

Payroll Job Growth Unemployment Rates

Low Low

Curr 90-15 Curr 90-15

Modesto 6.2 7.4Hanford 7.8 8
Yuba 6.9 8.1Sacramento 3.6 3.8
Redding 4.6  5.7San Francisco 2.1 2.3
Chico 4.9  5.7Fresno 7.3 T4
Inland Empire 4.0 4.80akland 29 3.0
Stockton 6.0 6.7San Jose 25 26
Ventura 3.5 4.2Napa 2.7 2.7
California 4.1 4.7 San Diego 29 29
Merced 8.2  8.7Santa Barbara 3.5 3.5
Salinas 5.9 6.4Santa Cruz 46 4.6
Los Angeles 44  4.70range Cnty 27 2.6
Vallejo 3.8 4.1Santa Rosa 26 25

Beacon Economics | 44




L w
Employment Situation ~

Total Nonfarm Employment - 3-Yr % Growth
San Diego Industry ; CALQ
1,600 4.0
Total Nonfarm 1,529.7 6 3 5. 9
1,500 § °°  Construction 918 167 146 B
S A 3.0 —  Logistics 34.6 14.2 10.8 0.6
S 1,400 | 25 Professional/Bus 2585 1041 89 1.1
= “H 25 = roressional/business . . . .
= 200 | I HHHH ;3 = Education/Health 220.1 9.3 9.8 0.9
5 \HHHHH’ ”HHWH | & Manufacturing 118.8 9.1 2.6 1.0
CEU 1,200 ']; ""”””””H “H” | 16 § Admin Support 88.4 6.3 8.8 0.9
| R
1,100 i 05  Hospitality 202.7 4.2 5.5 1.1
1.000 0.0 G.overrTment. : 256.4 4.1 2.8 1.1
Q@ Q@ ch Qq O N ,\q, R \b( G ,,\ @ FlnanC|a.I Activities 76.0 3. .9 .0
%o NS Iz @fb ?Q®Q$ SN ?99 & éo Information 23.7 -1.0 6.7 0.5
Retail Trade 145.9 -1.2 -0.2 1.0
mmgpial Nopingg iy Cgglvth Wholesale Trade 43.0 -2.0 0.4 0.7

Source: EDD Beacon Economics | 45




Tech Employment

Tech Employment

150 Tech Industry
140

S Aerospace mfg. 13.2 84.2 9.6 1.6
N 130 / Data Processing/Hosing 2.6 784 102.6 0.5
‘SL 120 ’ Computer systems design 24.8 355 31.5 0.7
% 110 / Software publishers 5 22 72.8 0.5
-;g 100 / . Pharmaceutical mfg. 7.5 19 -1.2 1.5
E Scientific R&D 355 105 177 22
% Medical equipment mfg. 6.8 9.5 2 1.1
80 N AT Architectural/Engineering 23.8 -3.1 83 1.2
T FFIFFIFNFIF NI electronic component mfg. 5 -7.6 -3.3 0.6
=—San Diego Galifornia Computer equipment mfg. 21 -164 20.2 0.3

Source: QCEW Beacon Economics | 46




Venture Capital Activity -,t‘

Venture Capital Investments Top VC Deals in 2019
San Diego
1,200 90 . Deal Size
85 m

0
C \
o
g 1,000 80 TuSimple Road San Diego 215
% 800 | [ Acutus Medical Diagnostic Equipment Carlsbad 192
D 70
» \ & Poseida Therapeutics Biotechnology San Diego 142
® 600 . 65 3
E 60 0o CommonGrounds Commercial Services Carlsbad 140
©
.% 400 : 55 Avidity Biosciences Drug Discovery La Jolla 100
@)
s 200 50 Rakuten Medical Biotechnology San Diego 100
= 45 SmartDrive Systems Other Software San Diego 90
0 40
\:\@ (b,\@ . N . N \:\cb rb"\(b \:\q (b:\o) Epirium Biotechnology San Diego 85
G e 6 & 6 O 6 ¢ Vividion Therapeutics Biotechnology San Diego 82
mm Jotal Capitallnvested Deals Ansun Biopharma  Biotechnology San Diego 78

Source: PitchBook Beacon Economics | 47




Hotel Trends

%
-~

AVERAGE DAILY RATE OCCUPANCY PERCENT REVPAR

2019 2018 VAR 2019 2018 VAR 2019 2018 VAR

JANUARY TO NOVEMBER 2019
DOWNTOWN $216.26 $215.04 0.6% 83.10% 84.40% -1.5% $179.72 $181.49 -1.0%
SAN DIEGO BAY AREAS $317.84 | $323.34 -1.7% 74.40% 78.51% -52% $236.46 $253.86 -6.9%
LA JOLLA $263.62 = $256.83 2.6% 78.92%  80.03% -1.4% $208.06 $205.54 1.2%
MISSION VALLEY $150.00 $150.76 -0.5% 85.97% 87.06% -1.3% $128.95 $131.24 -1.7%
MISSION BAY $197.96 "~ $195.98 1.0% 78.66%  83.34% -56% $155.73 $163.32 -4.7%
NORTH COASTAL $173.57 $173.33 0.1% 78.38%  78.60% -0.3% $136.05 $136.24 -0.1%
NORTH CITY/UTC $184.73 $181.27 1.9% 83.96% 84.53% -0.7% $155.10 $153.22 1.2%
SOUTH BAY $101.28  $99.36 1.9% 78.30% 82.17% -4.7% $79.30  $81.65 -2.9%
I-15/KEARNY MESA $141.99 $139.61 1.7% 76.65% 78.08% -1.8% $108.83 $109.01 -0.2%
SPORTS ARENA/OLD TOWN $124.98 $120.79 3.5% 78.26% 87.35% -10.4% $97.81  $105.51 -7.3%
OVERALL AVERAGE $195.91 $194.74 0.6% 81.20% 82.78% -1.9%  $159.08 $161.21 -1.3%

Source: CBRE

Beacon Economics
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Border Trade Activity ',"‘
.

San Diego Land Trade With Mexico

4 2018 5-Yr % 2018 5-Yr %
($Millions) Growth ($Millions) | Growth
25,000
S 20,000 San Ysidro 96.4  -55.0 00 NA
;36 15,000
" 10,000 Otay Mesa 17,329.9  32.3 29,4494  28.3
5,000

F & & 0 v X
S S S U S Tecate 304.0 65 4706  26.7

—E Xpokis Imports

Source: WISER Beacon Economics | 49




Nonresidential Construction ',"‘

Total Nonresidential Permits
San Diego, YTD Q3 Tvoe
’ Q3 ($Bil.) Growth Q3 ($Bil.) | Growth
1,800
7 1,600 Total Nonres 1,780.3 4 9,789.6 53
= 1,400
& 1,200 Alterations 970.2 142 48020 235
§1,ooo
$ soo Hotel 2231 4649 9572  -3.3
E Office 153.1 181.8 4502 -41.8
> 400
200 II II Industrial 38.1 47.8 764.7 -1.1
0
S PSP $S . Retail 1228 -31.5 1,489.4  34.0

Source: CIRB Beacon Economics | 50




Nonresidential Rents & Vacancy -"“

Inland Empire
Property

Rent ($) 3-Yr % Rent ($) 3-Yr % Rent ($) 3-Yr %
Q3-19 Growth Q3-19 Growth Q3-19 Growth
5.4

Office 33.5 7.1 34.8 11.7 23.1

Warehouse 9.1 12.5 7.6 11 5.7 17 .4
Flex 14.2 12.3 12.1 10.8 8.8 12.0
Retail 32.4 5.9 34.5 5.1 23.4 7.2

Inland Empire
Property

Vacancy (%) Vacancy (%) Vacancy (%)
Q3-19 3-Yr Change Q3-19 3-Yr Change Q3-19 3-Yr Change

Office 15.7 16.4 16.9 -1.7
Warehouse 8.9 -0.1 7.5 0.3 8.7 1
Flex 11.4 -0.9 4.3 -0.4 5.6 -1.7
Retail 5.9 -0.7 5.8 0.6 9.8 0

Source: REIS Beacon Economics | 51




Over-Supply? Office Dynamics... ,“‘

A Space BC Space

Vac ChVac NetAb % Vac ChVac NetAb %
San Jose 15 -0.3 4.8% 214 1.4 -1.4%
Oakland 13.7 -0.4 3.6% 16.8 1.1 -1.1%
San Francisco 6.9 -1.4 4.6% 12.2 1 -1.0%
Orange County 18.3 0.6 0.8% 14.1 1 -1.0%
San Diego 14.4 -1.9 2.0% 16.9 0.9 -0.5%
West Region 14 -0.6 2.1% 17.3 0.4 -0.4%
Salt Lake City 16.1 -1 1.1% 17.3 0.4 -0.4%
Las Vegas 21.7 -1 1.3% 24.7 -0.1 -0.1%
Inland Empire 17.6 0 0.0% 16.1 0.1 -0.1%
Phoenix 21.9 0 2.9% 22.6 -0.1 0.0%
Seattle 8.9 -0.7 2.7% 12.3 0 0.0%
Sacramento 15.1 -1.3 1.6% 20.9 -0.1 0.1%
Los Angeles 12.5 -1.1 1.1% 16.1 -0.1 0.1%
Portland 12.6 0.7 0.1% 13.7 -0.4 0.4%

Beacon Economics |




Labor Constraints

&
~

Net Migration

CA Labor Force Growth

200,000
9.0%
150,000
4.0% 100,000
50,000
3.0% 0
-50,000
2.0%
=100,000
1.0% =150,000
200,000
0.0% 250,000
-300,000
1.0% 230858 orrNeyLen®
2538858888888y SRESERERREERERERR
553588385853553558 o Migra grat
S 3 2 < B’ =0 =23 > 3 ety —Net Domestic Migration ~—Net Migration
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Housing Costs

Median Home Prices

Cost of Rent 1-Year % 5-Year %

600000 Q2-19 Growth Growth
500000
Inland Empire 1,527 4.7 33.7
400000
300000
Orange County 2,115 4.0 25.7
200000 N /,/”//”
100000 / Los Angeles 2,256 3.9 28.8
0
R R R R e R =R =R A .
At At bd e+~ < San Diego 1,995 3.6 30.8
cReReReReReReReReReReReReReReReReXe!
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Housing Affordability

Median Rent as a % of Household Income

O © A S O O N VU YL H» v o0 ALY
S Q0 QO & & N NP AN N NN NN N
T TS S S S S S S S S

=—Qrange =s—Los Angeles San Riego =—Califernia

Source: ACS

=

~

Median Housing Costs % Income (Owner)

Less S or
than2 2to4 More All

County Years Years Years Years

Los Angeles 260 26.0 220 23.0
Riverside 260 240 21.0 220
San Diego 280 240 21.0 220
Orange 280 23.0 200 21.0
San Bernardino 28.0 220 19.0 20.0
Clark 210 190 18.0 18.0
Denver 21.0 190 17.0 18.0
Maricopa 19.0 18.0 16.0 17.0

Beacon Economics |




San Diego Housing Market ‘,"‘
| MedianPrices | Sales

Existing Single-family Homes
San Diego Location Q319 | 5Yr% | Q319 | 5-Yr%
10 700 (000s) Growth (000s) | Growth
9 600
| » SoCal 573 29.5 420 6.6
® il 500 S
S _ w02 SanBemardino 331 451 64 13.4
S 6 O 8
Qo 300 o ) i
S 5 - Riverside 396 35.9 8.0 16
4 200 g
; ‘ 100~ Los Angeles 643 336 129 -34
2 0 .
oL PO N D O A0 San DlegO 617 28.0 6.5 7.4
e FFFdFFNF N
m Sales Median,Prices Orange 780 224 55 76

Source: DataQuick Beacon Economics | 56




California SUPPLY Problems -’i“

Housing Units per Capita (2017) - Percent of Adults by Age 2017 Housing
Top 5 and Bottom 5 States) Group Living With Parents - Vacancy
0.60 California
- 5% 51 California 8.3%
| 30% 50 Washington 8.5%
0.50 S50 49 Oregon 9.3%
0.45 48 Maryland 9.9%
20% 47 Nebraska 9.9%
0.40 15% // 46 Mass 10.0%
0.35 109 45 Utah 10.1%
I I 44 Ohio 10.3%
e 222 2 41 0 c 5% 43 Colorado  10.3%
Q. C—E _0.5 ) o @ C>|2 Q Q_—J 3 . 0
2 3 3 3 = 2 8 5 F 7 0% 42 Connecticut 10.6%
: s 0O < - o : - 3 -
5 5 ; 40 New Jersey 11.0%

.. =—=2510 29 years,, —=30:it0 34yyears
mm housing units/pop (2017) =—=US Average y i

Source: American Community Survey, U.S. Census Bureau Beacon Economics |




Local Employment Base g

Indexed Payroll Job Growth 09-19 19-Sep 5Yr 1Yr
130 Inland Empire 1,551,000 3.5% 2.3%
125 San Francisco 1,191,200 3.5% 3.4%
120 Fresno 366,900 3.1% 3.4%
115 San Jose 1,164,000 2.7% 3.1%
110 Sacramento 1,022,600 2.7% 1.8%
105 East Bay 1,204,600 2.5% 1.9%
100 San Diego 1,518,600 2.3% 1.8%
95 Orange County 1,673,700 2.2% 1.1%
O DO T~ = N OO O WD O N~NN©
SRR A R el el ol Modesto 180,100 2.1% 0.6%
c O > C QO > C O > Cc QO > C o >
T Hh=S5=2SH=28S32S88§ 2 Santa Rosa 212,100 1.9% 1.1%
——California ——Los Angeles (MD) Inland Empire Los Angeles 4 569,800 1.6% 1.1%
==Qrange County (MD) San Diego s Qaklan dy(MD) Ventura 310400 1.1% 0.4%
= San Jose — Sacramento San Francisco (MD) ’ . .

Beacon Economics |




Regional Residential Permits vg

NorCal Residential Permits SoCal Residential Permits
YTD as of Q2 YTD as of Q2
18,000 60,000
16,000
50,000
14,000
3 12,000 40,000
> >
210,000 @
J% » 30,000
= 8,000 E
& 6,000 £ 20,000
4,000
10,000
2.000 I I I
0
$ © ® ©
F S S S S S S F TS S S

m Multifamily, , ® Single-family m Multifamily = Single-family

Source: CIRB Beacon Economics | 59




Owner Households | Renter Households
Median Income Median Income
2018 5-Yr % 2018 5-Yr %

(000s) (000s)

Income & Earnings

5-Yr % 5-Yr %
Growth Growth

Location

Growth Growth

Total Pop > 25 42,569 12.8 42,156  16.1 California 99.2 21.2 52.3 28.9
LessthanHS 23,785  11.7 24,263  27.3 SanDiego 105.0 23.1 55.2 271
HS 31,418 6.8 31,954 17.2 SanBemardino 814 219 445 223
Some College 37,985 7.1 39,614  10.4 LosAngeles 99.0 209 503 32.7
Bachelors 61,333 15.0 62,347 13.5 Orange 116.0 174  64.5 29
Graduate 84,155 129 90,204 17.0 Riverside 80.1 172 440 21
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2% Jobs Growth: 33,000

A Closer Look

Permits last year: 8,200

Share Housing by Year Built
25.0%

20.0%
15.0%

10.0%

5.0% N

0.0%
Built Built

Built Built
1939 1940 1950 1960 1970 1980 1990 2000 2010 2014
or to to to to to to to to or
earliend1949 19591969 4979519891999 “2009 2013 later

Built Built Built Built Built Built

Permits Issued

X
-~

Residential Permits
San Diego

0 O N O O O N O O
%%QQQQQQ'\'\'\\
PP S S S S S S ;9

m Single-family = Multifamily
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- %
Labor Market ~

Labor Force IE Housing Permits
120 12000
S 115 12000 I
< 10000 Lt
2 110 ! |
3 8000 ! ,
“— |
£ 105 6000 - |
X il
O
2100 gO00Rs it
£ I || | ||||II
o \|| il
. | i
S BEBE 0 2 o0 w000 o i
* & 0 Q) Q O VOO " AN TLOMNOOTTMMIT O~
IR & PP T PRPRQOQQQQ T T T
T MO T M T MO T O T MO MO MM
—CQOrange County—Los Angeles SACASACACRACRCRCRCRCRCRCRCRC SRS,
San Diego —|nland Empire mRVSF sSBSF - RVMF mSBMF
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Population by Age & Edu g

Share of Population 25 and Older Share of Total Population

Age

5-Yr 5-Yr
Chg Chg

5-Yr 5-Yr
Chg Chg

Pop > 25 (000s) 2,278 26,816 6.6% " Total Pop (000s) 3,343 4.1% 39,557 3.2%
Less than HS 12.7 -1.8 16.2 2.1 Under 25 31.9 -2.2 32.2 -10.2
HS 18.5 11 20.7 041 25t034 16.5 0.6 15.3 1.8
35 to 44 13.4 0.2 13.3 -0.3

Some College 30.5 -0.8 28.8 -1.1
45 to 54 12.4 -0.8 12.8 6.6

Bachel 21.3 1.8
achelors 23.1 o2 55 to 64 11.8 0.5 12.1 -0.2
Graduate 15.3 1.9 12.9 1.4/ 65 and over 14.0 1.6 14.3 7.1
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Housing Permits ~

Single Family Multi Family

CA Permits California 55066 -1859 54316 -2758
90000 Los Angeles 5483 -142 15262 -1620
Orange 3254 -1101 5544 1643
80000 Riverside 6562 -200 2139 737
70000 Rate to San Diego 3010 719 5157 750
60000 meet Gov Santa Clara 1720 -276 3958 -2486
50000 target Alameda 1646 432 3980 -2536
Sacramento 3697 166 1905 285
40000 | San Francisco 132 53 5061 461
30000 San Bernardino 3319 -209 1718 -175
Kern 2126 239 891 565
10000 Fresno 2491 111 441 -235
0 Contra Costa 1578 -155 1062 -199
P> 00003c ST Placer 1892 245 75 7

T N~ MO N <O ANTTS<S O ANTS<TET M
. Ventura 671 -25 604 -522

m Single. . = Multi

San Mateo 468 -18 774 -478
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Housing Permits ,“‘

Hypothetical City Full Service - with 6% UUT
Single-family [ Multi-family
Residential Residential Industrial Retail

CITY EXPENDITURES ; : . ' ;
Police Department 19000 42750% 49501 14,063
FireDepartment . 6040 28690 33220 9438
Public Works T 12007 57000 130 3,750
Planning & Community Devlpmt @ 800: 38000 80+ 2,500
Parks & Community Services « 26001 2350 297 1209,
Library 1500 A5 na: n/a :
General Government 250 20650 1208 3,688

TOTAL EXPENDITURES L 3 23,680 ¢ $ 112,480 : $ 12,199 + § 34,656

NET L $ 11520 (37258): $ 12704 + $ 81465 !
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The State Budget

Annual Revenue Could Drop by

Tens of Billions of Dollars in a Recession
(Dollars in Millions)

$180,000 -

$160,000 -

”

$140,000 - \ ”

V4
s
$12()’()00 - o

Forecast

$100,000 -
$80,000 -
$60,000 -

$40,000 -

$20'000 T T T T T T T T T T T T T L] T T T T T T T T T T 1 4 T T T 1

- == « Recession Governor's Budget
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California Skill Shifts ;ﬂ‘

Net Migration by Educational Attainment, Population over 25
(Total from 2012-2017)

S S T

Net Migration -285,240 117,472 262,788
Less Than HS -58,169 15,202 6,605
HS Grad -134,048 33,371 64,261
Some College -181,809 40,466 94,125
BA 19,318 21,011 70,607

Grad 69,468 7,422 27,190
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Real Output by State

Index of Labor Force

130

125

120

115

110

105

100

95
90

€0:810¢
vy0:210¢
10:210¢
c0:910¢
€0:910¢
yO¥10¢
LO:v10¢C
c0:€10¢
€0:210¢
yO:110¢
LO:L1L0¢C
¢0:010¢
€0:600¢
70:800¢
10:800¢2
¢0:200¢
€0:900¢
0:G00¢
10:G00¢

California —Nevada

—Arizona

Beacon Economics



The Big Picture ,“

= Positives: It will be a good year = Negatives: Problems Growing
—GDP Growth Outlook for 2020: 2%+ —Labor shortages will be an issue
—Labor markets to remain tight —Will the Fed continue to loosen, un-
—Rising wages to put pressure on profits invert the yield curve?
—Exports, business investment continue ~ ——Equity markets behaving oddly, in a
to grow bubble
—Inflation to remain constrained —Federal deficit widening sharply
—_Interest Rates Still Low —Bank lending still constrained
—Lending constrained, but commercial —Signs of excessive risk taking
markets steady —Political uncertainty to dominate
—Debt Levels still safe —Critical Policy Issues Remain
—Where people move (want to move) Undiscussed
will drive regional growth —NMiserabilism warping our sense of

reality
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The Great Disconnect

= \What we are worried
about

The Number of Jobs
Who pays for Healthcare

Tax Levels
Income Inequality

Funded Govt. Liabilities
Business Investment

Inflation

The Cost of Housing

= \What wegshould be worried

about

The Number of Workers
What are we paying for?

Tax Structure
Wealth Inequality

Unfunded Govt. Liabilities
A Lack of Public Investment

Slow Bank Lending

The Supply of Housing

D) |
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What can Beacon do for you? "“‘

Let’s discuss your goals and

Connect with us. Continue the conversation.
needs.
To view again or download this Contact Dr. Chris Thornberg directly Beacon has 6 Practice Areas covering
presentation and for further information, at chris@beaconecon.com or a range of services and products.
go to: www.BeaconEcon.com 310.571.3399

&

Economic, Fiscal Regional and Sub-  Litigation and

Housing, Land Sustainable Economic &
Use, & Real Estate Growth and Revenue and Social Impact Regional Analysis Testimony
Advisory Development Forecasting Analysis

Beacon Economics

For more information, see Slide 2.




Portfolio Spotlight

' Regional and Sub-
Rt Regional Analysis

Beacon conducts analysis at an
international, national, state, county, and
city level -- and even down to the zip
code, pending data availability. We
analyze data on Employment, Industry,
Real Estate, and Consumption.

Past Clients:

« City/and County of Los Angeles

« City and County of Riverside

» East Bay Economic Dev. Agency

Impact (Economic,
Fiscal, Social) & EB5
Analysis

Beacon has evaluated the impact of
entities like universities, music
festivals, infrastructure projects, and
real estate development projects.
Beacon has also conducted.impact
analyses that combine more than one of

the above like that of L.A’s Olympic bid.

Past Clients:
* University of Southern California

* Metropolitan Water District
LA 2024 Olympic Bid Committee

&
-~

Sustainable Growth &
Development

Beacon conducts industry and policy
analysis on topics like green innovation,
tech and workforce development, and
industry sector strategies. Beacon has
strong in-house expertise around housing
policy and economic development
support.

Past Clients:

» California Apartment Association

* Long Beach Downtown Dev. Corp.
« Santa Cruz Workforce Dev. Board

Housing, Land Use, &
Real Estate Advisory

@ Economic & revenue
9 forecasting

Litigation and
testimony
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BEACON ECONOMICS

Thank You

Chris@BeaconEcon.com | www.BeaconEcon.com
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