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STATEWIDE SALES TAX TRENDS
2018/19 | 2019/20

TOTAL 3.4% | 0.9%

Autos/Transportation

2018/19 | 2019/20

2.6% | -1.4%

The continued rise in new vehicle prices has consumers looking to the
used car market where a plentiful supply of off-lease vehicles offers
a strong value proposition. Given this and other challenges, new
vehicle sales declined more than expected in the first months of this
year. Despite the headwinds, NADA recently reaffirmed its national
sales forecast for 2019 of 16.8 million units, which will require a slight
strengthening the pace of sales over the remaining months of this
year to obtain this goal. Barring a negative shock, such as fallout from
tariffs or other trade-war impacts, robust consumer confidence and
the steady economy is expected to support the market.

Building/Construction

4.9% | 3.3%

Heavy rains over the first quarter have delayed projects but not altered
plans for their completion. A large volume of projects in the pipeline
received permits much earlier and this will carry the momentum that
has been in place over the past year. Storm damage repairs will add to
that volume while infrastructure project levels appear to be holding
steady. Growth will peak in late 2019. Declining mortgage rates
are not enough to help completed housing in Southern California
sell when pricing levels are keeping local buyers away and foreign
investors have left the market. The dollar value for construction
permits issued across the state has fallen in each of the past two
quarters which could signal a slowdown in construction activity in
the next 6-12 months.

Business/Industry

3.9% | 2.1%

Manufacturers and industrial analysts report ongoing, moderate
business strength but softening demand for new orders. However,
purchases of equipment and supplies related to healthcare,
information technology and logistics/shipping services remain
strong. The shift in tax revenues from brick and mortar stores to
industrial zoned online fulfillment warehouses continues. Trade
tensions and weather issues have reduced agriculture equipment
investment. Industrial surveys suggest temporary delays in some
capital investments due to uncertainty over U.S. tariff and trade
policies.

Food/Drugs 		

2.7% | 2.0%

Online sales for grocery chains are on the rise. People’s favorite food
suppliers are now well equipped to handle orders placed through
apps and retailer websites; delivery options are reducing on-site trips.
Competition remains fierce across drug stores and supermarkets as
long-time retailers are wooing customers while competing against
newer businesses who offer the ease of ordering everything from
prepared meals to prescriptions. Slower than expected licensing
compliance for cannabis business is underway; registrations are
expected to contribute to further growth by this sector.

Fuel/Service Stations

7.4% | -3.0%

Recent reports on increased global supply have caused
declines in crude oil prices, however, rising tensions
between the U.S. and Iran are creating uncertainty in the
futures market. With California refineries back to full
production and the drop in crude cost, consumers should
experience normal prices at the pump throughout the
summer. However, as overall consumption is expected to
remain steady, any further instability in the Middle East
could leave markets and holiday prices vulnerable.

General Consumer Goods -0.1% |-0.3%
A shift to thrift has been a prevalent trend as recent growth
was focused in discount stores and off-price retailers aided
by high consumer confidence and increased spending by
lower income consumers. As e-commerce absorbs market
share, sales performance from department and electronic
stores tapers off. Strong underlying economic fundamentals
prevail through a tight labor market, rising wages and
international trade disputes. Consumer goods stand to be
heavily impacted by the possible implementation of the next
round of tariffs on Chinese imports; price volatility could
scale down discretionary spending from price conscious
shoppers.

Restaurants/Hotels

2.9% | 2.0%

Growing menu prices equated to a temporary gain in tax
receipts although rising per item pricing is not a sustainable
growth mechanism. Millennials who were once the bright
spot in the industry with their dining out habits have reduced
the frequency of their visits to restaurants. Restaurant
operators’ optimism for increased sales in the next six
months continues to decline. Recent surveys show the
majority believe sales will remain flat through the remainder
of this year.

State and County Pools

6.5% | 5.1%

E-commerce spending should continue to outpace
traditional in-store sales. Mobile buying patterns are
evolving not just for consumers but also business to
business activity as well. CDTFA implemented the SCOTUS
Wayfair decision as of April 1, 2019 using parameters
established under AB 147. Use and district tax collection
requirements for remote sellers apply to taxable sales
of tangible personal property in excess of $500,000 for
delivery in California. Given that many companies already
established nexus in the Golden State prior to Wayfair,
new revenues are expected to be fairly small and occur
gradually over the upcoming quarters.

Proposition 172 projections vary from statewide Bradley-Burns
calculations due to the state’s utilization of differing collection
periods in its allocation to counties. HdL forecasts a statewide
increase of 4.07% for Fiscal Year 2018/2019 and a gain of 0.96%
in 2019/2020.
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NATIONAL AND STATEWIDE

ECONOMIC DRIVERS
U.S. Real GDP Growth

2018/19 | 2019/20

2.9% | 2.3%

Public sentiment has turned remarkably grim as we move
further into 2019. There have been a surprising number of
predictions calling for a potential recession in the next two
years. Drivers of this pessimism range from the stock market
plunge and slow pace of sales in the housing market to fears
surrounding the impact of an expanding trade war with China
and decelerating global growth. Despite all the negative
sentiment, Beacon Economics sees little reason to change our
near-term outlook for the U.S. economy. Most of the current
concerns are unfounded in our view. Yes, U.S. economic
growth will slow from its pace in 2018, falling to the low 2%
range, but this is only because the sugar rush created by the
fiscal stimulus tax plan of 2017 is wearing off as was easily
anticipated.

U.S. Unemployment Rate 3.8% | 3.7%
Labor markets added plenty of jobs last year and will likely
continue to do so throughout 2019. The statewide rate was
4.3% in January, coasting just above the all-time low of 4.1%
for several months running. Household finances look good as
well. The consumer savings rate ended the year above 6%,
even as the financial obligation ratio (the share of disposable
income used for debt and rent payments) fell to a record low.
Wages are rising, consumer spending is solid, and with the
exception of autos, the debt markets look very clean.

CA Total Nonfarm 		
Employment Growth

1.7% | 1.4%

California’s economy, in the first part of calendar year 2019,
remains on a steady growth track despite concerns about
how long the current expansion will continue. Like the
nation, the state economy benefited from expansionary
fiscal policy in the form of tax cuts coupled with increases
in government spending that pushed the labor market closer
to full employment and fueled solid job gains. Tech-related
sectors made significant contributions to the state’s economic
growth, as did a handful of other industries. Still, California
faces a huge housing challenge, something the new governor
is addressing head on.

CA Unemployment Rate

4.2% | 4.1%

The state and many of its metro areas continue to be at or near
record lows in terms of unemployment rates, picking up where
they left off last year. The statewide rate was 4.3% in January,
coasting just above the all-time low of 4.1% for several months
running. Indeed, recent increases in California’s labor force
have kept the unemployment rate above the 4% threshold.
The state’s labor force growth has been trending up in recent
months, increasing by 1.1% in April 2019, a considerable
increase from 0.8% one year earlier. Labor force growth
appears to be just enough to keep the unemployment rate on
a steady course but at the same time is limiting industry job
growth.

CA Median Existing $481,780 | $493,950
Home Price
Despite sustained growth in the California economy, the
state’s housing market struggled in 2018, with weakness
carrying into the first quarter of 2019. Statewide, existing
home sales fell by 11.0% from the first quarter 2018 to the
first quarter of 2019 while the median home price increased
just 2.2% to $481,940, according CoreLogic. The sharp drop in
sales has triggered concern about this year’s housing market
outlook, but closed sales figures in the first quarter reflect
conditions in the market in November and December when
these sales were initiated. The 30-year fixed mortgage rate hit
nearly 5% in mid-November, the highest in years, but has since
retreated below 3.8%. Given recent increases in the state’s
supply of homes, and assuming rates hold steady in the next
few months, the peak season of 2019 could be better than
many expect.

CA Residential
Building Permits

110,860 | 121,770

It has taken a long time to get to where we are now with
the state’s housing shortage, and the dilemma won’t be
solved overnight. State and local officials, along with other
stakeholders, must be willing to examine all the dimensions
of California’s housing problem if they want to craft long run
solutions that work. This means looking at the tax code, zoning,
permitting processes, and even CEQA, while also recognizing
that changing residents’ attitudes may be the most difficult
nut to crack. The sooner stakeholders embark on this path
which requires a thoughtful dialogue on the importance of
housing to the state, its residents, and its economy, the better
for California’s communities. A truly comprehensive solution
to the state’s housing problem involves more than just finding
vacant sites and putting “sticks” in the ground.
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California’s allocation data trails actual sales activity by three
to six months. HdL compensates for the lack of current
information by reviewing the latest reports, statistics and
perspectives from fifty or more economists, analysts and
trade associations to reach a consensus on probable trends
for coming quarters. The forecast is used to help project
revenues based on statewide formulas and for reference
in tailoring sales tax estimates appropriate to each client’s
specific demographics, tax base and regional trends.

Beacon Economics

Southern California Office
5777 West Century Boulevard, Suite 895
Los Angeles, CA 90045
Telephone: 310.571.3399
Fax: 424.646.4660
Beacon Economics has proven to be one of the most thorough
and accurate economic research/analytical forecasting firms
in the country. Their evaluation of the key drivers impacting
local economies and tax revenues provides additional
perspective to HdL’s quarterly consensus updates. The
collaboration and sharing of information between Beacon
and HdL helps both companies enhance the accuracy of the
work that they perform for their respective clients.

714.879.5000 | hdlcompanies.com

