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THE SAN FRANCISCO BAY AREA ECONOMY: A PROFILE OF THE REGION AS
IT APPROACHES THE 19908 '

by Cynthia A. Kroll and Efza Evrengil
Center for Real Estate and Urban Economics
University of California at Berkeley

ABSTRACT

This paper is an examination of the major economic and
demographic structural changes that have occurred in the San
Francisco Bay Area in the 1980s. While population has grown more
slowly than statewide rates, the adult population has expanded
rapidly, as the baby boom age cohorts enter their prime working
years. In addition, the labor force profile has been changed by
the growing number of women participating in the labor force and
by increasing immigration from Asia and Latin America over the
past decade. _

Several major employment changes have occurred in the 1980s.
Employment growth in the region matched statewide rates through
the mid-1980s but has slowed relative to California since 1985.
The mix of jobs has been changing over the past decade. One key
sector, finance, insurance and real estate, grew slowly statewide
and declined in some periods regionwide. At the same time, high
tech sectors became even more firmly entrenched as the dominant
manufacturing activity in the region.

Nevertheless, many signs of economic strength remain.

Income in the region has grown strongly relative to the state
while unemployment rates have remained low, despite some years of
weak employment growth. The issues facing the region in the
1990s may be not so much those of the underlying strength of
basic economic sectors, but of how well these sectors will
perform if the region continues to be characterized by a very
tight housing market, rapid escalation of home prices, and
worsening traffic conditions.
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THE SAN FRANCISCO BAY AREA ECONOMY: A PﬁOFILE OF THE REGION AS
IT APPROACHES THE 19908
I. Introduction

The 1980s has been a decade of change in the San Francisco
Bay Area. From the perspective of long-time residents, the
change may appear to be one of rampant population growth,
characterized by high-rise development in both central cities and
suburbs and by ever-worsening traffic congestion. To businesses,
however, it may have seemed a period of great uncertainty, with
major structural changes occurring in key economic sectors, -loss
of the headquarters of several major firms, and ever-rising costs
of doing business.

Yet a statistical examination of regional change suggésts a
less negative picture. Population growth has been moderate
compared to the rest of the state, while some measures of
economic strength, unemployment for example, remain quite strong.
Nevertheless, it is undisputed that the past decade has been a
challenging one for the region and has brought about important
structural changes. Transformations have occurred in the levels
of employment in key sectors, the mix of activities within key
industries, the location of jobs within the region, and the
size and composition of the region's labor force.

Manufacturing employment has concentrated more and more
heavily in high tech sectors located in the South Bay, while the
role of traditional manufacturing sectors continues to shrink.
Los Angeles has su:passed San Francisco as the leading West Coast
financial center, and the region faces increasing competion to

its position as West Coast legal and business service center.



Within the region, employment is bécominglmore and méfe multi-
centered, with San Jose and East Bay cities rivaling San
Francisco even in its traditional areas of employment dominance.
Population growth is changing the age profile and ethnic mix of
the region, with implications for the type of labor force
available, housing demands and traffic conditions.

As a result of these changes, the development conditions
facing the region invits transition into the 1990s are quite
different from those of ten years ago. There continues to be
heavy pressure for increases to the housing supply, but A
jndustrial and commercial markets are just beginning to recover
from a half-decade or more of overbuilding. Individuals and
private organizations are placing increasing pressures on the.
public sector and major builders to address the demands of growth.
in a regional perspective that allows for consideration-of the
transportation, fiscal and environmental effects of development
pians.

This paper documents the changes that have occurred in the
past decade in the San Francisco Bay Area's economy, to provide a
basis of understanding for future research and policy discussions
as we approach the 1990s. The analysis identifies and reviews
demographic changes, discusses the major shifts that have
occurred in the region's economic base, describes current
conditions and activities in real estate markets, and identifies
key elements that may affect the future of the region in the

1990s.



II. A Changing Population and Labor Forée

The population changes that occurred in the San Francisco
Bay Area in the 1980s were heavily influenced by basic
demographic and political conditions. The two primary elements
of these changes have been the baby boom of the late 40s through
early 60s and the increasing rate of immigration, especially from
Asia, in part related to ties forged in the Vietnam War and
earlier.

Ooverall, population growth has been more moderate in the San
Francisco Bay Area than in many other parts of the state. Bay
Area population grew at about the nationwide rate of 1.1 percent
annually in the 1970s and éccelerated_to 1.4 percent annually in
the 1980s. This contrasts with statewide growth rates of 1.7
percent annually in the 1970s and 2.1 percent annually in the
1980s. With a population of 5.8 million in January 1988, the
region accounts for over one fifth of the state's population.

While population growth has been moderate in the region, the
impacts of growth have been felt more strongly in terms of
demand on housing and transportation services because much of the
increase has come in the adult-aged population. The number of
children under 15 years of age decreased between 1970 and 1980,
but the number of people between 25 and 35 years old grew by over
4 percent annually in the 1970s (see Table 1). In the 1980s,
according to estimates by ABAG, some population loss has occurred
in the teenage and young adult population (under 25), but the
population between 35 and 45 has grown by over 4 percent
annually, and the population between 45 and 55 has grown by

almost 3 percent annually.
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These trends are not unique to the Bay Area but reflect the
demographic effects of the post-World War Il baby-boom generation
as it moves into its peak earning and household formation years.
The implication for the Bay Area is that households and labor
force have grown far more rapidly than population. Households in
the Bay Area increased by 1.5 percent annually in the 1970s and
by 2.6 percent annually in the 1980s, while the region's labor
force grew by 3.2 percent annually in the 1970s and by 2.2
percent annually in the 1980s (see Table 2).

changes in the ethnic mix of the region reflect other key
sources of population growth. Estimates by the Center for the
Continuing Study of the California Economy indicate that the
region'é increased rate of population growth compared to the -
1970s period is due to foreign immigration more than to in-
migration fromvother parts of the state or nation. Non-Hispanic
whites accounted for less than 10 percent of the region's
population increasé since 1980, growing by only 0.2 percent
annually (see Table 3). Blacks accounted for only 4 percent of
the region's population increase and grew by 0.65 percent
annually. In contrast, the Hispanic population grew by 3 pefcent
annually, accounting for over 9 percent of the region's
population increase, and the population of Asians and other
ethnic groups grew by almost 7 percent annually and accounted for
almost three fifths of the region's population increase since
1980.

The location of growth also affects travel patterns and
labor force availability in the region. Much of the region's

growth continues to occur in suburban areas. The most rapidly
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growing counties in the 1980s were_Solanb; at 3.2 percent
annually, Sonoma at 2.3 percent annually, and Contra Costa at 1.7
percent annually. However, growth has slowed in some of the less
urban portions of the region--Napa County, for example,‘saw its
population growth rate drop from 2.3 percent annually in the
1970s to only 0.8 percent annually in the 1980s, and Marin
County's growth slowed from an already loﬁ rate of 0.8 percent
annually in the 1970s to only 0.3 percent in the 1980s. In
contrast, since 1980 losses in population have been reversed in
the older urban areas, perhaps resulting from the location of
immigrants in central cities and from life-style choices of young
adults. San Francisco lost population in the 1970s but grew at
1.1 percent annually in the 1980s, while Alameda County's growth
went from 0.3 percent annually in the 1970s (a mix of central
city losses and suburban growth) to 1.5 percent annually in the
1980s (see Table 4 and map, Figure 1).

Rapid growth of the region's labor force, compared to
population growth overall, has resulted not only from the
changing age structure of the population but from changing labor
force participation rates as well. The percent of populatioﬁ 16
and over participating in the labor force rose from 60.4 percent
in 1970 to 63.5 percent in 1980. The increase was largely due to
a rising number of women in the labor force. Labor force
participation rates for women rose from 44 percent regionwide in
1970 to 56 percent in 1980, an increase 3 percentage points
greater than the nationwide gain. ABAG estimates indicate that
labor force participation has continued to increase in the 1980s,

reaching over 67 percent for all adults and 59 percent for women
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FIGURE 1 E
MAP OF THE SAN FRANCISCO BAY AREA
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in 1985.

A major economic strength of the San Francisco Bay Area is
its educated population (see Table 5). One fourth of the
region's population 25 years old or older had finished four or
more years of college in 1980, compared to 20 percent statewide
and 17 percent nationwide. More than one third of the region's
labor force was in managerial or professibnal occupations in
1980, compared to about one fourth nationwide. The region has
strong institutions of higher learning, while the quality of
elementary and secondary education varies widely throughout the
region.

Labor force quality varies considerably by location and
among ethnic groups. The high tech industry has demanded a well
trained labor force in Santa Clara and San Mateo counties, both
of which have relatively high proportions of high school and
college graduates, compared to the rest of the region. Education
levels are also strong in Marin County and suburban Contra Costa
County, where a high school and college educated labor force has
made the area attractive to office employers. Education levels
have historically been lower in older central cities such as‘
Oakland and Richmond and in the less affluent North Bay counties
of Solano, Sonoma and Napa.

Education levels have differed sharply among ethnic groups
in the region. For example, in the San Francisco/Oakland
metropolitan area in 1980, 26 percent of the SMSA's population 25
and over had completed 4 or more years of college, while
percentages were 28 percent for the white population, 12 percent

for the black population, 11 percent for the Hispanic population

11
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and 31 percent for the Asian population ksee Table 6). The white
and Hispanic populations in the Bay Area (as of 1980) were better
educated than their counterparts statewide, while the Black and
Asian populations had education levels similar to their ethnic
groups statewide. Data is not available to illustrate any
changes in labor force quality since 1980. However, statewide
concerns about declining quality of graduétes and drop out rates

among high school students are shared by regionwide businesses.

III. 8Structural Factors in the Region's Employment Base

Bay Area employment growth was remarkably strong for a-
decade and a half, -and yet has shown some signs of weakening or
instability since 1985. Despite slower population growth, wage
énd salary employment in Bay Area firms has grown at close to.the
rate of job growth for the state for much of the 1970s and for
the first half of the 1980s. Between 1972 and 1980, California
Employment Development Department figures indicate that wage and
salary employment statewide and in the Bay Area increased by the
same rate--a total of 36 percent, or 3.9 percent annually. The
increase in total wage and salary employment from 1980 through
1985 was 11 percent in both the state and the region, or 2.1
percent annually. In contrast, Los Angeles County, now seen as a
key competitor for Bay Area business, grew by only 0.7 percent
annually from 1980 through 1985. A more severe slowdown in wage
and salary employment growth hit the Bay Area in 1986 and 1987,
when growth dropped to less than half the statewide rate (1.5
percent annually compared to 3.1 percent statewide).

It should be noted that total employment among Bay Area

i3
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- residents (including business proprietoré~and the self employed)
has followed a different pattern than employment of wage and.
salary workers at their Bay Area place of work. Employment
levels of residents has grown more slowly than statewide totals
for a long time, not because the Bay Area economy is weaker, but
because the region's population has grown more slowly. The
number of employed residents increased at-the rate of 3.3 percent
annually in the 1970s, compared to a statewide rate of 3.8
percent, and at 2.2 percent annually in the 1980s, compared to
2.6 percent statewide. Again, 1987 was a relatively slow year
for the Bay Area, with the number employed growing at below 2
percent annually, while it was a strong year for the state as a
whole, Qith a 3.9 percent increase in total employment (including
self employed and proprietors, as well as wage and salary
workers).

The region's economic strength in the 1970s and early 1980s
relative to the state followed by its apparent weakness since
1985 is related to its industry mix. In aggregate, the Bay Area
employment mix is quite similar to the mix statewide. About 17
percent of the region's wage and salary workers were employed in
manufacturing in 1987, compared to 17.5 percent statewide, 22.4
percent regionwide were employed in wholesale and reiail trade,
compared to 23 percent statewide, and 15.7 percent were employed
in government, both in the region and statewide (see Table 7).
The region has significantly lower shares of employment in
agriculture and mining and slightly higher shares of employment
in transportation/communications/utilities (TCU) and finance/

insurance/real estate (FIRE) than the state as a whole. However,
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the most significant differences between'the Bay Area and the
state as a whole and among counties within the region are found
in the structural differences within the major employment
categories.
The Bay Area economy is both specialized and diversified.
Its manufacturing base, for example, has become highly
concentrated in high-tech related sectors'(see Table 8). While
the region once had a strong heavy manufacturing base centered
along the east bayshore, many of these industries, ranging from
food production to transportation equipment and fabricated -
metals, have shifted out of the region and often out of the
country. As a consequence, the East Bay counties of Alameda and
Contra Costa have seen their share of employment in manufacturing
shrink from 19 percent in 1972 (slightly higher than the
regionwide average), to less than 13 percent in 1988,
significantly lower than the regionwide level of 17 percent.
High tech employment had already become a dominant part of

the manufacturing sector in the early 1970s. By 1985, the high
tech sectors of nonelectrical machinery, electrical and
electronic equipment, and instruments accounted for almost hélf
of all manufacturing employment in the region. High tech
employmeht has remained heavily concentrated in Santa Clara
County, which had almost four-fifths of all employment in these
three sectors regionwide in 1985.

- While high tech eﬁployment strongly dominates the region's
manufacturing base, it is much less dominant in counties other
than Santa Clara. For example, food processing is the largest

manufacturing sector in Alameda, Napa and Solano Counties.
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Petroleum products account for onefsixth'of Contra Costa County's
manufacturing base, while apparel, printing and administrative
offices of manufacturing firms account for almost 60 percent of
San Francisco's manufacturing base.

While Santa Clara County is highly concentrated in high-tech
manufacturing activities, other Bay Area counties have developed
nonmanufacturing areas of specialization énd dominance, as
summarized in Table 9. Alameda County is a strong transportation
node, with employment dominance in air transportation, port
activities and trucking. Port activities are also significant in
San Francisco, while San Mateo County has a high share of
employment in air transportation (because of the location of the
San Francisco airport) and all three counties have significant
levels of transportation services employment.

Financial, legal and business services are also significant
employment sectors within the region. Financial and legal
services remained heavily concentrated in San Francisco as
recently as 1985, but significant suburban shifts have taken
place in financial employment since then within the region.
Business services are strong throughout all of the larger
counties in the region, although what these encompass varies
considerably within the region. For example, computer and data
processing services accounted for 24 percent of all business
services in Santa Clara County in 1985, compared to 10 percent in
Alameda County and 8 percent in San Francisco. In contrast,
management and public relations services accounted for 14 percent'
of business services in San Francisco, 7 percent in Santa Clara

County, and 9 percent in Alameda County.
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TABLE 9: LEVEL OF DOMINANCE OF ECONOMIC SECTORS IN THE SAN FRANCISCO BAY AREA ECONOMY
(LOCATION QUOTIENTS FOR 1985*)

SIC  SECTOR CONTRA SAN SAN SANTA BAY
# NAME  ALAMEDA COSTA MARIN NAPA  FRANCISCO MATEC CLARA  SOLANG  SONOMA AREA

LOCATION QUOTIENT FOR ALL MAJOR ECONOMIC (ONE-DIGIT) SECTORS

Ag/For/Fish 1.44 1.70 2.48 1.93 0.54  1.09 0.81 1.47 2.09 1.10
Mining 0.11 0.1 0.12 0.47 1.30 0.03 0.03 0.38 0.21 0.35
Construction 1.16 1.47 1.07 1.26 1.11 0.96 0.77 1.67 1.39 1.05
Manufacturing 0.79 0.59 0.39 0.68 0.39 0.52 - 1.65 '0.50 0.76 0.90
Trans/Comm/Util 1.29 1.35 0.61 1.01 1.63 2.36 0.51 0.83 1.01 1.20
Wholesale 1.37 0.79 0.79 0.48 0.84 1.39 1.06 0.63 0.85 1.05
Retail 1.03 1.25 1.27 1.24 0.71 1.01 0.73 1.65 1.27 0.92
Finance/Ins/RE 0.85 1.24 1.68 0.62 2.50 1.24 0.57 0.72 1.10 1.23
Services 1.03 0.99 1.25 1.26 1.23 1.00 0.94 1.00 0.9 1.04

MANUFACTURING SECTORS WITH REGIONAL LOCATION QUOTIENT GREATER THAN 1.1

3600 Electonic 0.73 0.18 0.66 0.19 0.23 0.96 5.60 0.17 1.20 2.09
3800 Instrumen 1.23 1.78 0.34 0.34 0.29 0.74 3.48 0.20 5.50 1.82
2900 Petroleum 0.31 14.64 0.00 0.23 0.00 0.23 0.07 5.12 0.14 1.45
3500 Nonelec M 0.93 0.16 0.46 0.09 0.12 0.41 3.63 0.27 0.51 1.41

NONMANUFACTURING SECTORS WITH REGIONAL LOCATION QUOTIENT GREATER THAN 1.1

4400 Water 2.17 0.65 2.28 0.16 5.99 0.21 0.01 1.80 0.05 1.89
4700 Transp Se 1.67 1.08 1.38 1.07 2.87 3.49 0.93 0.7 0.75 1.78
4500 Air 1.27 0.01 0.18 0.12 0.45 12.50 0.15 0.73 0.18 1.75
4800 Commun 1.49 2.48 0.68 1.60 2.10 2.23 0.77 0.68 1.13 1.51
7300 Business 1.41 1.19 1.22 0.67 1.70 1.34 1.67 0.86 0.67 1.47
1600 Heavy 1.64 1.51 0.58 1.80 3.57 0.54 0.28 1.83 1.00 1.46
6500 Real Est. 1.04 1.54° 1.56 1.29 1.85 2.35 0.92 0.92 0.97 1.38
8900 Misc 0.91 1.31 1.57 0.60 1.83 191 1.25 0.86 0.87 1.37

6700 Holding C 0.96 0.77 1.30 0.61 2.89 1.62 0.70 0.54 1.37 1.37
6200 Securitie 0.54 0.64 1.1 0.35 4.12 0.84 0.45 0.16 0.64 1.35

8100 Legal 0.93 0.75 0.88 0.69 3.05 0.68 0.76 0.55 0.80 1.28
6100 SsiLs 1.29 2.03 1.53 0.78 1.43 1.7 0.7 1.64 1.65 1.28
6400 Insur. Ag 0.80 1.12 1.47 0.62 2.52 1.56 0.60 0.51 0.88 1.24
6000 Banks 0.59 0.91 0.94 0.56 3.40 0.55 0.45 0.80 0.60 1.20
0700 Ag Servic 1.54 1.7 2.53 2.07 0.55 . 1.18 0.87  1.58 2.15 1.16

5000 Durable 1.35 0.77 0.79 0.51 0.81 1.36 1.3 0.55 0.72 1.1

---------------------------------------------------------------------------------------------------------

* A location quotient is an index indicating the region's share of employment in an industry
relative to the share of employment in that industry at the national level. Thus,
a location quotient of 1.1 indicates that a county or region has 10 percent more
employment in that sector than occurs on average nationwide. similarly, a location
quotient of 4.5 would indicate a share 350 percent higher than would occur nationwide.

SOURCE: Computed from County Business Patterns 1985.
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Agriculture, while weak regionwide éompared to the role of
agriculture in the state's economy, is extremely important to
some parts of the region. North Bay counties have 3.5 percent of
total wage and salary employment in agricultural producﬁion and
processing, compared to 2.9 percent statewide and ohly 0.7
percent regionwide. In addition, the manufacturing base in these
counties is strongly tied to agriculture.‘ In 1985, food
processing accounted for 53 percent of manufacturing jobs in Napa
County, 27 percent in Solano County, and 17 percent in Sonoma
County.

The 1980s have seen significant changes in the location of
employment throughout the fegion. Manufacturing jobs grew by
about 3 percent annually in the South Bay (Santa Clara County)
and North Bay (Napa, Solano and Sonoma counties) in the first
half of the 1980s, while the San Francisco metropolitan area (San
Francisco, Marin and San Mateo counties) and the Oakland
metropolitan area (Alameda and Contra Costa counties) lost
manufacturing jobs in this period (see Figure 2). From 1985
through 1987, the region as a whole suffered losses in
manufacturing jobs, largely due to two years of recession in fhe
high tech industry, which led to annual job losses in Santa Clara
county's manufacturing sector of 3.3 percent in 1986 and 1987.
Employment in finance, insurance and real estate grew slowly in
the San Francisco MSA but quickly in most other parts of the
region in the 1980s (see Figure 3). The Oakland MSA in
particular had very strong job increases in FIRE, growing by 4.8
percent annually from 1980 through 1985 and by 7.5 percent

annually from 1985 through 1987 (see Table 10).
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FIGURE 2: ANNUAL RATES OF GROWTH IN
MANUFAGTURING IN BAY AREA MSAs AND STATE

MSAs
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Source: CREUE from EDD data.
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FIGURE 3: ANNUAL RATES OF GROWTH IN THE
FIRE SECTOR IN BAY AREA MSAs AND STATE

MSAs
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While recent figures on employment érowth in the region are
troubling, the 1985 through 1987 experience is not necessarily
indicative of a long term trend. The Bay Area's wage and salary
employment increased by 2.9 percent in 1988, a growth rate still
below the statewide rate of 3.4 percent, but a welcome
strengthening over the previous two years. Manufacturing
employment saw great improvement in the pést year, expanding by
3.9 percent, while FIRE lost employment regionwide and expanded

slowly even in the East Bay, where it had previously boomed.

IV. Output, Incomes, Occupations, and Unemployment

Employment levels are not the only measure of the health and
direction of a region's economy. Output, wage characteristics,
occupational-structure, and unemployment rates are also |
significant indicators of economic welfare.

A. Output

Although the share of jobs in manufacturing has declined
since the 1970s, the share of total labor and proprietor's income
in manufacturing (one measure of output) has been rising, as
shown in Figure 4. Other sectors with significant increases in
share of regionwide income are services and FIRE, while the
greatest decrease in share has occurred from government income.
Sectoral income increases may be highly tied to the economy of a
particular county. For example, the increase in personal income
in manufacturing in many years is due to strong growth in Santa
Clara County, often offsetting losses in other parts of the

region.
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FIGURE 4: PERCENT SHARE OF INDUSTRIES IN
LABOR AND PROPRIETOR INCOME IN BAY AREA

1971 5
0ot o202
1876 : :
2R

1881 - : 3
1984 : 3

0% 25% 50% 76% 100%

Constr. Bl Manuf. Transp. Wh.Trade

Ez23 R.Trade ] FLRE. B servioes I} Govern.

The total incomes from the above industries are equated to
100 percent since the rest of the industries yielded
insignificant amounts of total income for all years.
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B. The Influence of Job Mix on Occﬁpational Mix

The occupational structure of the region is notably
different from that of the state or nation (see Table 11). The
Bay Area had significantly more managerial, technical and
professional workers than the state or the nation in 1980, and
substantially fewer production workers. While changes since the
1980s have not been catalogued by census figures, the types of
sectors where growth is occurring offer some indication of how
the Bay Area's occupational structure has been evolving. For
example, California figures for the mid 1980s indicate that the
manufacturing sectors with strong growth in the Bay Area have
relatively low shares of production workers (between 40 and 50
percent) compared to some of the slower growing and declining-
manufacturing sectors such as food and kindred products (73
percent). At the same time, the high tech sectors have high
shares of professional and technical workers (16 to 30 percent,
depending on the sector), while food processing and other older,
shrinking manufacturing sectors have less than 5 percent of
enployment in these categories. Apart from manufacturing, TCU
sectors tend to have relatively large shares of production
workers, ranging from 25 to 70 percent of their workforce, as
well as substantial numbers of workers in clerical and
administrative support (19 to 42 percent). Thus some of the
production jobs lost in the restructuring of manufacturing are
being replaced in distributive sectors such as TCU.

Nonman;facturing sectors have much larger shares of
administrative and c;erical or service workers. About two thirds

of FIRE workers are in clerical and administrative support
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services, while retail and service jobs have very high
proportions of often low-paid service workers. For example, over
80 percent of workers in eating and drinking places, are service
workers, as are two third of those in hotels and lodginé places.
However, some of the Bay Area's strongest growth sectors are
services with a wider mix of occupational types. For example, in
business services, statewide figures indicate that about 30
percent of workers are in clerical and administrative support and
twenty percent in each of services and professional and technical
positions.

C. Wages

One area of concern, as many production and craft jobs are
lost in the region, due to a change in mix within manufacturing,
is what happens to the mix of wage opportunities. The growth of
jobs in technically skilled areas and the faster growth of Jjobs
than labor force in the region has meant that Bay Area wages have
tended to be higher than in the state or nation. This remains
the case even after adjusting for different rates of increase in
the cost of living (see Table 12), and despite job losses in some
high wage manufacturing sectors. Employment growth has been.
strong both in sectors which still provide relatively high wages
(e.g. nonelectrical machinery manufacturing, legal services), and
in lower paying sectors such as business services. Relative to
the state and the nation, in the Bay Area real wages have been
particularly high in the contract construction, wholesale trade,
retail food stores, and business services.

D. Unemployment

Overall strength of the region's labor force and economy are
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reflected in its unemployment figures. While unemployment levels
have fluctuated in patterns similar to the state's, regionwide
unemployment has stayed between 1 and 2 percentage points below
the state average (see Figure 5). Unemployment levels Qary among
counties within the region, as shown in Table 13. Solano County
has regularly had the highest unemployment rates, frequently at
or above the statewide average, while uneﬁployment rates have
stayed lowest in Marin and San Mateo counties.

E. Personal and Per Capita Income

The Bay Area had strong growth in total personal income
relative to the state and the nation throughout the 1970s and the
first half of the 1980s (ihcluding net labor and proprietor
income by place of residence plus dividends, interest, rent and
transfer payments). In 1986, 3.1 percent of national income was
generated in the region, which had only 2.3 percent of the
nation's population. Despite slower employment and population
growth, the annual rate of increase in total personal income
generally has been greater than the state and the nation. During
the first and second halves of the 1970s, the adjusted real total
income in the Bay Area rose by 3.1 and 2.2 percent respectively.
In the 1980s, the recession in 1982 caused the annual rate of
growth to drop to 0.1 percent between 1981 and 1982, but total
Bay Area income rose by 4.2 percent from 1981 to 1986 on average,
despite lower rates of job growth during the same period.

Total personal income (by residence) in the 1970s grew
predictably faster in counties with rapidly growing suburban
communities (see Figure 6). Solano and Sonoma counties were the

extreme cases, with 6 and 7.9 percent annual increases
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FIGURE 5: UNEMPLOYMENT IN BAY AREA
AND CALIFORNIA, 1980-88

9, Unemployed
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Source: Calif. EDD and CREUE estimates.
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FIGURE 6: GROWTH IN REAL TOTAL PERSONAL

INCOMES IN BAY AREA, STATE AND NATION

UNITED STATES
CALIFORNIA
BAY AREA

Alameda
Contra Costa
Marin

Napa

San Franclsco
San Mateo
Santa Clara
Solano
Sonoma

2 4 6 8
Ann. Rate of Growt_h of Real Total Income

[ 11e71-1876 1976-1981 M 1981-1986

Source: CREUE from Census and DOF data.
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respectively. In the 1980s, the older urban areas of the region
showed a pattern of recovery. San Francisco and Alameda's rate of
growth were low in the 1970s due to the middle and higher income
population moving out to the suburbs. In the 1980s, howéver, the
process was reversed, with San Francisco achieving an annual rate
of increase almost as high as the rate in Santa Clara County, the
income leader in the region, which producéd almost 37 percent of
the tbtal personal income of the Bay Area.

Whereas total personal income is an indicator of general
economic performance of the region and localities, the per capita
income levels and their comparison show the relative position of
the region and its localities over time. The Bay Area performed
well in terms of real per capita income both in absolute numbers
and annual growth rates. Despite employment growth below the
statewide average, per capita income grew more rapidly than
statewide or nationwide, except the recession period in the early
1980s. From 1981 through 1983, the annual growth of rate of real
per capita income in the region dropped to -3.9 percent. However,
between 1983-85, the rate of Qrowth rose to 2.5 percent annually,
surpassing both California and U.S. averages (see Table 14).

While during the recession per capita incomes dropped by the
same amount in almost every county, the growth in the eighties is
mostly due to the per capita income growth of the already high-
income counties and cities. Cities such as Pleasanton, Concord,
Walnut Creek, Palo Alto and Marin County have high real per
capita income levels, and also have had relatively high rates of
income growth. Per capita income growth, in contrast, has been

low in Daly City, Oakland and Solano County. Per capita income
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TABLE 14: PER CAPITA INCOME IN BAY AREA COUNTIES AND SELECTED CITIES,

1979-85

Counties/
Cities

ALAMEDA
Fremont
Oakland
Pleasanton

CONTRA COSTA
Concord
Richmond
Walnut Creek

MARIN

NAPA

SAN FRANCISCO

SAN MATEO
Daly City
San Mateo

SANTA CLARA
Palo Alto
San Jose
Sunnyvale

SOLANO

SONOMA

BAY AREA TOTAL

CALIFORNIA

u.s.

|Per Capita Income in Current Dollars|Ann. rate of Change in Real

8,537
9,087
7,701
9,619

9,821
8,879
6,977

12,764

12,332
8,376
9,265

10,666
8,227

11,080
9,518

12,799

8,382
10,359

9,363
8,294

7,331

10,117
11,101

12,72
9,887
13,261

11,424
15,780

9,996
12,674

11,038
11,983

9,834
13,110

12,876
11,822

9,041
17,066

Per Capita Income |

1985 | 1979-81 1981-83 1983-85 |

-4.28%
-4.12%
-4 L4%
-3.95%

-3.86%
-3.27%
-3.85%
-3.01%

-3.63%
~3.41%
-3.79%
-4.00%
-3.65%
-3.85%
-3.71%
-2.61%

-4.02%
-2.78%

-2.08%
-1.27%
-2.52%

0.19%

-1.83%
-1.67%
-2.41%
-1.73%

-1.63%
-3.27%
-2.02%
-1.97%
-4.AT%
-1.95%
-0.46%

0.67%

-0.91%
-0.29%

1979

1.32
0.89
0.99
1.14
0.88
1.18
1.02
1.37
0.90
1.1

0.79

0.86

------------------------------------

1.00

0.88

0.75

1981

0.90
0.99
1.14
0.88
1.19
1.02
1.41
0.89
1.13
0.79

0.86

1.00

0.87

0.78

1983

0.88
0.99

1.13
0.84
1.18

1.05
1.48
0.91
1.16

0.78

. 0.85

1.00

0.86

0.84

| Real Income Relative to Bay Area
(Bay Area Income = $1)

1985

0.88
0.98
1.14
0.81
1.17
1.05
1.52
0.9
1.16
0.77

0.85

Source: Population Estimates and Projections, Series P 25, No.

the Census, 1980, and Per Capita Income Estimates, Department of Fi
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figures raise important questions about the distribution of
income among areas within the region.  Major gaps in income occur
among localities in the Bay Area, and over time these gaps have
tended to widen. The cities of Oakland and Richmond show severe
declines in comparison to the Bay Area average (for each $1 per
capita income in the Bay Area there were only $.79 of income in
Oakland and $.74 of income in Richmond in-1985), and the cities
of Palo Alto and Walnut Creek have gained relative to the Bay
Area (for each $1 per capita income in the Bay Area there were
$1.52 of income in Palo Alto and $1.45 in Walnut Creek). These
income disparities raise important concerns over the direction
and impact of growth in the region.

F. 8trengths and Concerns

Overall, employment and income indicators for the region
show some new areas of vulnerability but also suggest that the
region continues to have important underlying strengths. The
greatest changes that have occurred in the employment base have
been in the increasing concentration of manufacturing activity in
high tech sectors in the South Bay and the slowdown and
relocation of growth in FIRE sectors. Income, wage and
unemployment levels, however, have shown far less tendency to
veer away from their historic positions of relative advantage

compared to the state.

V. International Trade and Port Activity
Links to the Pacific Rim trading network are likely to play
a major role in driving growth of the San Francisco Bay Area

economy in the coming decade, as they will in the rest of the
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state. One concern of business groups iﬁvolvedvin the region is
how well positioned the Bay Area is to participate in growing
international trade opportunities. Has the region, for example,
~maintained a strong level of port activity in the 1980s?

Waterborne commerce in the San Francisco Bay and Delta areas
has increased relative to waterborne traffic nationwide in the
1980s. While there was a slight drop in the tonnage shipped from
U.S. ports between 1981 and 1986, the Bay Area saw increases in
all types of activities, including imports, exports and domestic
shipments. The Oakland and San Francisco ports have had more
varied experiences, however. Both have had large increases in
imports (7.7 percent annually in the San Francisco Harbor and 8.7
percent annually in the Oakland harbor, compared to a 5.3 percent
annual rate nationwide) but have experienced losses in export
activity close to the U.S. rate of 3 percent per year (see Table
15). Export and import growth in both of these Bay Area ports
lags behind the experience of the Los Angeles harbor, which
experienced an annual growth rate in imports of almost 10 percent
between 1981 and 1986 while also experiencing a slower growth in
exports (1.5 percent annually). However, the experience of the
region's ports compares favorably with the Long Beach harbor,
another major Southern California port, which had slow growth in
imports (2.1 percent annually) and a loss in export volume (4.3
percent annually) from 1981 to 1986.

The major Bay Area ports are quite specialized in the types
of products shipped in and but for foreign imports and exports,
indicating the types of sectors likely to be affected by foreign

trade in the region (see Table 16). Research by the state
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- Department of Commerce indicates that over half of all imports
through the Port of San Francisco in 1984 were agricultural
products, food and kindred products, or pulp, paper and allied
products. Agricultural and food products alone accounted for 45
percent of the port's exports, while another 33 percent was in
chemicals and allied products and waste and scrap materials. The
Port of Oakland's import volume is three times the size of San
Francisco's and export volume is six to seven times that of San
Francisco. Primary metal products accounted for one third of
Oaklands imports in 1984, with food and kindred products making
up an additionél 15 percent of the import volume. The port's
exports are primarily in agriculturaliproducts (17 percent), food
products (24 percent), chemicals and allied products (17 percent)
and waste and scrap materials (22 percent). The Port of
Richmond's total tonnage shipped exceeds that of either San
Francisco or Oakland, but the port's shipments are largely
domestic, rather than international. International shipments
through the Port of Richmond are primarily related to the
petroleum industry.

Bay Area port activities indicate some of the sectors in-the
region most sensitive to international trade conditions in the
future. ﬁowever, many high value products with major export
markets are not shipped via water and do not appear in the port
statistics. Overall, the Bay Area's port activity, when
considered in the context of population and employment growth
trends in the region, appears to have maintained its competitive
position relative to other ports in the state. Long term trends

of imports and exports are clearly affected by national
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conditions as well as by the competitivé éosition of'the region's
economic sectors. Both the import and export sectors identified
from port activity statistics, as well as the many different
service sector activities that assist businesses involved in
foreign trade, will be affected by growing demand in the Pacific

Rim in the coming decade.

Vvi. Built Space

Growth of the region's population and economy has led to
tremendous levels of building activity in the 1980s.

Construction éctivity has been a significant element in the Bay
Area economy in the 1980s. Construction accounted for 4.7
percent of wage and salary employment regionwide in 1987 and 5.6
percent of total personal income in 1984, the most recent year
for which income data is available. Jobs in construction grew at
3.7 percent annually in the first half of the 1980s and at 3.1
percent annually from 1985 to 1987.

Building activity regionwide, however, has not always kept
pace with changing demands. The rate of housing construction
exceeded household growth in the 1970s, while the situation Qas
sharply reversed in the 1980s (see Table 17). In contrast,
office aﬁd industrial construction activity was very strong in
the 1980s, growing far faster than the demand for space, as
measured by employment growth.

In 1987 there'were an estimated 2.2 million housing units in
the Bay Area, giving an average household size of 2.6. The 1980s
has been a period of a tightening housing market, due in part to

a recession early in the decade and in part to land use and
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building restrictions in some local areas: In the 1980s, the
annual rate of growth of housing units fell from 2.4 percent .to
1.2 percent, far below the annual rates of growth of both
population (1.4 percent) and households (2.6 percent). In all but
San Francisco and Sonoma counties, the rate of construction of
housing decreased substantially (see Table 18). In the southern
counties of Santa Clara and San Mateo annﬁal rates of growth in
housing units decreased from 3.5 and 2.1 percent in the 1970s to
1.3 and 0.6 percent respectively in the 1980s. Rates of housing
growth have been highest in the northern counties of Solano-and
Sonoma, with rates of increase of 3.0 and 2.5 percent in the
1980s. Housing construction has been particularly strong in
Solano County, where stock rose by 7.0 percent in the 1986-87:
period alone. The shift of housing stock toward the northern
part of the region poses a regional transportation problem, as
much of the employment growth remains in the traditional centers
of the region, the’Oakland, San Francisco, and San Jose MSAs, and
in their nearby suburbs.

The regionwide decline in the housing vacancy rates from 4.7
percent vacant in 1980 to 3.6 in 1987 is a direct result of |
slower growth in the supply of new housing. Vacancy rates are
highest where the rate of growth in the housing stock has also
been highest, despite rapid growth of households in outlying
areas. According to the Department of Finance estimates,
vacancy rafes declined from 4.5 to 3.3 percent in Alameda, from
4.3 to 3.0 percent in Contra Costa, from 4.9 to 2.9 percent in
Marin, and from 4.2 to 3.1 percent in Santa Clara County during

the 1980-87 period. In the northern and north-eastern parts of
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the region, where most of the new housinémdevelopments occured in
the 1980s, the vacancy rates were 7.6 percent in Napa County and
7.1 percent in Sonoma. Despite high rates of construction,
vacancy rates dropped sharply in Solano County, from 7.1 to 3.5,
perhaps a response to the rapid growth in employment
opportunities in nearby suburban Contra Costa County.

Slower housing construction has meant rapid increases in
single family housing prices. The average price of a home in the
Bay Area in October 1988 was 1.8 times greater than the price in
1980. Prices were rising even into the 1981 recession period,
then grew quite slowly through 1984, but have risen rapidly again
since 1985. Prices have risen most rapidly in the San Francisco
market, especially since 1980 (see Table 19). San Francisco is
followed by the Peninsula market area, which includes San Mateo
and Santa Clara counties. The market prices in these counties
showed increases above the Bay Area averages as early as the mid-
1970s, and stayed high in the 1980s. The East Bay market, which
includes very divergent housing areas, approximated the
regionwide averages during the eighties. The North Bay housing
market, where supply has increased most rapidly, had the loweét
annual rate of increase in housing prices (prices rose by 55
percent in the North Bay as opposed to 121 percent in San
Francisco).

The nonresidential market has followed a very different
pattern of growth in thé 1980s. The Bay Area added over 90
million sngre feet of office space between 1980 and 1988, a 120
percent increase in the total stock of office space in less than

a decade. The growth in supply far exceeded demand, and
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- vacancies peaked in 1986 at 30 million sénare feet, 21 percent of
total stock. This was up from a vacancy rate of about 2 percent
in 1980. Building activiﬁy has slowed substantially since 1986,
with the result that vacancy levels have begun to drop.' However,
many parts of the region remain heavily overbuilt. For example,
the San Francisco market, with a relatively low vacancy rate of
13 percent (compared to regionwide levels of 16 percent) in
December 1988, still has a level of vacancy over 5 times its
annual absorption rate, while the South Bay, with a vacancy rate
of 18 percent, would require about 2.5 years of average demand
and competitive lease rates to absorb the excess space now
available.

Similar historical data is unavailable for industrial space.
However, a CREUE study in 1987 found that the region had at least
50 million square feet of space vacant, with areas such as Santa
Clara County having up to a 6 year supply of vacant industrial
space at the end of 1986. A severe cutback in industrial
construction is likely to keep this situation from worsening.

The building environment, as controlled by the public
sector, has become more and more restrictive in recent years.
Growth controls and high permit fees have been commonplace in
residential communities since the late 1970s, while
nonresidential fees and restrictions on building activity have
grown in a number of key communities experiencing industrial and
office development. Because of the level of overbuilding, these
measures are unlikely to cfeate a crisis situation in
nonresidential space in the immediate future. However, housing

prices are already affected by the combination of the
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desirability of the Bay Area economy and bhysical andlcultural
environment and the the slow rate of housing construction in the
1980s. These factors are likely to influence if not the rate of
émployment growth, the location and type of growth pccuring in

the region.

VII. Looking Towards the 1990s: Some Ke& Factors

As we approach the next decade, the region faces both
opportunities and concerns. First, demographic changes will
continue to affect the region. While the number of people
thirty-five and over is expected to increase by about one third,
between 1985 and 2000, accbrding to ABAG projections, the
population between the ages of 20 and 35 will decrease by 6
percent. This changing age mix implies that businesses may face
a shortage of entry level workers in the coming decade.

Second, while the region's major universities continue to
produce highly trained professional, technical and managerial
workers, the public school system has been much less successful
in producing well educated high school graduates. This
nationwide problem may prove particularly troubling for the Sén
Francisco Bay Area in the coming decade, as the number of high
school graduates overall drops and high costs discourage workers
in low and moderate income wage categories from migrating to the
region.

Third, both because of national trends and because of the
changing labor force mix in the Bay Area, the region's economy is
likely to be made up more and more of employment in highly

technical production activities (such as high-tech and bio-tech
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sectors) and in specialized busineSs-oriegted servicé activities,
such as management and consultant activities, computer and data
processing services, and legal services. Specialization in these
sectors will augment the region's relative advantages in income
levels, but may also make the region more vulnerable than it has
been in the past to recessions in particular economic sectors.
Furthermore, the loss of high-paying job opportunities in heavy
manufacturing and distribution activities will make living in the
high cost Bay Area particularly difficult for workers without a
college education. |

Fourth, there will be increasing pressure on the single
family home market in suburban parts of the region in the coming
decade. The major growth in the adult population will be |
occuring in age groups most likely to seek home ownership in
single family areas. Most of the available land for residential
development is in the North Bay and East Bay. Without careful
planning and cooperation among jurisdictions over the location of
both homes and employment activities, the Bay Area could continue
to face escalating housing prices and more congested roadways.
Already, the geographic patterns of development are leading road
usage to expand far more quickly than population or employment
growth would suggest (see Table 20).

Finally, the public policy arena is likely to ask more from
both the business community and from local jurisdictions.
Interest in applying regional solutions to regional land use and
economic problems has risen to a level not seen since the late

1960s. While there are many barriers to a regional government
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TABLE 20: COMPARISON OF POPULATION, EMPLOYMENT AND TRAFFIC GROWTH
IN BAY AREA SUBREGIONS, 1980-1988

PERCENT CHANGE

SUBREGION 1980 1988 1980-88
EAST BAY
Population 1,761,759 - 1,995,048 1.6%
Employment (000s) 688.3 844.5 2.6%
Vehicle Miles* 6,717 9,876 4.9%
(millions)

SAN FRANCISCO MSA

Population 1,488,871 1,597,221 0.9%
Employment (000s) 879.0 946.8 0.9%
Vehicle Miles* 5,337 6,888 3.2%

(millions)

SOUTH BAY
Population 1,295,071 1,431,632 1.3%
Employment (000s) 681.8 823.4 2.4%
Vehicle Miles* 3,758 5,538 5.0%
(mitlions)
NORTH BAY
Population 634,083 769,650 : 2.5%
Employment (000s) 202.4 266.9 3.5%
Vehicle Miles* 2,833 3,850 3.9%
(millions)

SAN FRANCISCO BAY AREA

Population 5,179,784 5,793,551 1.4%

Employment (000s) 2,451.5 2,881.6 2.0%

vVehicle Miles* 18,645 26,152 4.3%
(millions)

* Total vehicle miles traveled; vehicle miles are for 1979 and 1987,
rather than 1980 and 1988.

Note: The subregions include the following counties--East Bay (Alameda,
Contra Costa), San Francisco MSA (Marin, San Francisco, San
Mateo), South Bay (Santa Clara), North Bay (Napa, Solano,
Sonoma).

Source: CREUE calculations from California Department of Finance,
Employment Development Department, and CALTRANS data.

51



emerging out of this interest, it is likély that a variety of
other strategies will be applied, ranging from voluntary
cooperative planning efforts among cities within subregions of
the Bay Area to state-imposed incentives or restrictions to
encourage regional cooperation in development decisions.
Furthermore, private business, already heavily involved in
contributing to infrastructure developmenﬁ and traffic solutions
in local areas, will be called on to increase their participation
more in addressing social problems as well, in factors such as
child care, education, and affordable housing. Future directions
of growth of the Bay Area (both economic and geographic) will
depend not only on national and international market trends but
also on the ability of the public sector and private business to
work together towards resolving development concerns in the

region.
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