[image: image1.emf]Encouraging Signs From New Jobs Data

14,320

14,340

14,360

14,380

14,400

14,420

14,440

14,460

14,480

14,500

14,520

Jan

2003

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan

2004

California Nonfarm 

Employment

1,000s of Jobs

Revised Estimate

Original Estimate

A Better 

Trend

[image: image2.emf]GENERAL FUND AGENCY CASH

2004-05 GOVERNOR'S BUDGET FORECAST

(Dollars in Billions)

0.000

2.000

4.000

6.000

8.000

10.000

12.000

July Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Actual Forecast

2003-04 Fiscal Year


March 2004
Economic Update 

For some time, California’s employment picture has conflicted with other positive economic signs.  Throughout 2003, the official employment estimates deteriorated in the face of a booming real estate market, strong residential construction, and rising income tax withholding.  Recent revisions to 2003 employment estimates, however, bring the employment picture more into line with these other signs and indicate that labor market conditions may have improved during the latter half of 2003.

· California’s nonfarm payroll employment estimates released in February incorporate the yearly benchmark revision process.  The relatively small revision reduced the 2003 employment estimate by 43,500.  More significantly, the downward revisions predominantly affected the first half of the year, but left the year-end employment level essentially unchanged.  Thus, the revised numbers paint a more encouraging picture of an upward employment trend leading into 2004.  The original estimates showed employment falling by 3,500 per month on average during the second half of 2003, while the revised numbers indicate an average monthly gain of 4,600.    

· Although the timing of the annual revisions sometimes cloud the accuracy of the January industry employment estimates, 2003 started off on a positive note with the addition of 22,200 nonfarm payroll jobs.  The December-to-January gains were led by the Construction and Leisure sectors, which each added 7,900 jobs.  The Trade, Transportation, and Utilities sector added 5,700 jobs; Education and Health Services, 4,600; Information, 2,000; Professional and Business Services, 1,600; Other Services, 1,400; and Government, 700 jobs.  Another positive note is that only three major industries lost jobs in January.  Resources and Mining lost 1,000 jobs; Manufacturing, 2,900; and Financial Activity, 5,700.

· On a year-over-year basis, California nonfarm employment rose by a scant 8,800 in January.  This is, however, the first year-over-year gain since December 2002.  Employment expanded by 41,100 in Educational and Health Services; 36,200 in Professional and Business Services; 25,000 in Financial Activity; 22,300 in Construction; 11,700 in Leisure and Hospitality; 11,200 in Trade, Transportation and Utilities.  Industry employment fell by 61,500 in Manufacturing; 59,000 in Government; 13,100 in Information; 3,100 in Other Services; and 2000 in Resources and Mining.
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Percent | Percent

Revenue Source Forecast Actual Change Change | Forecast Actual Change Change

|

Personal Income $1,283 $1,140 -$143 -11.1% | $23,173 $22,780 -$393 -1.7%

Sales & Use 2,147 2,574 427 19.9% | 15,719 15,589 -130 -0.8%

Corporation 172 171 -1 -0.6% | 3,255 3,313 58 1.8%

Insurance 18 23 5 27.8% | 938 941 3 0.3%

Estate 43 32 -11 -25.6% | 390 395 5 1.3%

|

Pooled Money Interest 12 10 -2 -16.7% | 91 78 -13 -14.3%

Alcoholic Beverages 18 19 1 5.6% | 203 210 7 3.4%

Tobacco 8 9 1 12.5% | 76 77 1 1.3%

Other 135 110 -25 -18.5% | 3,451 3,290 -161 -4.7%

|

Total $3,836 $4,088 $252 6.6% | $47,296 $46,673 -$623 -1.3%

This is an agency cash report and the data may differ from the Controller's report to the extent that cash received by agencies

has not yet been reported to the Controller.  Except for "other" revenues, revenues are ranked in descending order of fiscal year magnitude.

Totals may not add due to rounding.  The forecast is from the 2004-05 Governor's Budget.

          2003-04 YEAR-TO-DATE

2003-04 Comparison of Actual and Forecast Agency General Fund Revenues

(dollars in millions)

There was mixed news for California’s unemployment rate in January, which dropped to 6.1 percent from a revised 6.5 percent in December 2003 (initially reported as 6.4 percent).  The seasonal adjustment factors used to make January estimates are larger than those for other months, which means the January results are less precise.  In January, civilian employment rose by a questionably large 132,000.  It is very unlikely that actually was the case, since monthly employment gains averaged only 6,500 throughout 2002 and 2003.  This gain is also out of proportion with the nonfarm employment gains noted above.  Thus, it is unlikely that unemployment was as low as 6.1 percent in January. 

· Persistently low home mortgage interest rates and a limited supply of homes offered for sale are driving a strong real estate market in California.  Even though the pace of existing home sales slowed slightly in January 2004 to 615,660 units at a seasonally adjusted-annual rate, it was still over 5 percent faster than during January 2003.  

· Not surprisingly, home prices continued their ascent in January.  The median price of existing single-family homes sold in January reached $405,720, a nearly 21-percent increase from January 2003 and the second consecutive month the median exceeded $400,000.

Monthly Cash Report
Preliminary General Fund agency cash for February was $252 million above the 2004-05 Governor’s Budget forecast of $3.836 billion.  Year-to-date, revenues are $623 million lower than the $47.296 billion that was expected. 

· Personal income tax revenues were $143 million below the month’s forecast of $1.283 billion.   The shortfall was due to higher-than-expected refunds.  Refunds were $280 million above the projected level of $1.136 billion, but since February is only the first of several significant months for 2003 tax year refunds, it is not clear how much of this month’s increase may be due to cash flow.  Withholding was $71 million above the estimate of $2.168 billion and other payments were $66 million above the $251 million that was expected.  Year-to-date, personal income tax revenues are $393 million below the forecast.

· Sales and use tax receipts were $427 million above the month’s forecast of $2.147 billion.  February cash includes the remaining portion of the final payment for fourth quarter 2003 sales, which was due January 31.  In addition, the first prepayment for first quarter 2004 sales was due in February.  Most of the sales tax loss in January was made up in February.  However, preliminary information indicates fourth quarter sales were slightly below forecast.  First quarter receipts appear to be tracking.  Year-to-date, sales tax revenues are $130 million below the forecast.

· Corporation tax revenues were $1 million below the month’s forecast of $172 million.  Prepayments were $47 million below the estimate of $89 million and other payments were $41 million above the forecast of $118 million.  Refunds were $5 million below the projected level of $82 million.  Year-to-date, corporation tax revenues are $58 million above the forecast.  February is not a significant month for this tax.  March, however, is a critical collection month and will provide a more meaningful measure since final payments for calendar year corporations are due by mid-month.

· Revenues from the insurance, estate, alcoholic beverage, and tobacco taxes came in $4 million below the $87 million that was expected.  The remaining revenues—pooled money interest income and “other” revenues—were $27 million below the month’s estimate of $147 million, primarily due to lower-than-anticipated “other” revenues.













