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I.  Jobs, Economic Development and the Economy
· Rhetoric: California lags in job growth because “job killer” legislation is driving businesses and jobs out of California.

· Reality:  Since April 2000, California saw a substantial gain in jobs (+469,900 or +3.0%) while the country has only made slight gains  (+1.9 million or +1.5%).  According to a recent survey of households, the number of Californians holding jobs was 16,556,000, a record high for employment.  Additionally, five industry divisions (including leisure and hospitality; trade; transportation; utilities; and construction) have posted job gains over the past year, adding 79,200 jobs.  Recently, the California Legislature adopted an economic stimulus program aimed at accelerating bond financing of vital infrastructure such as schools, housing and transportation projects.  Since adoption of this program in the spring of 2002, 60% of Prop. 46 (Housing & Emergency Shelter Trust Fund Bond) and 90% of Prop. 47 (Education Facilities Bond) funds have been issued to projects in record time and subsequently, creating more jobs in the construction industry.  
Number of Employed Individuals


 


April 2000
April 2003
Change
Percentage


California


15,884,400
16,354,300
+469,900
+3.0%

United States


135,706,000
137,687,000
+1,981,000
+1.5%
(Source: EDD, Bureau of Labor Statistics; The Alliance of Chief Executives Survey as reported in the San Francisco Chronicle, January 21, 2004.)

· Rhetoric:  The California economy is suffering because “job killer” legislation has created an unfriendly business atmosphere in California.
· Reality:  The nationwide recession has undermined the California economy just as it has in other states.  According to a recent Wells Fargo survey, California’s economy is poised to outperform the national economy by 2005 due to the weakened dollar combined with our state's anticipated job growth in the technology sector.  If provided the appropriate leadership and action, it is evident through economic and statistical factors that California can outperform the nation and other key states mentioned by critics as  “business friendly.”

(Source:  Evan Pondel, “So Cal leads US In Upturn,” LA Daily News, January 20, 2004)

· Rhetoric:  State budget cuts combined with tax reductions will stimulate the economy and create a friendlier business environment.

· Reality: Drastic budget cuts to local government will thwart a full-fledged recovery.  The Wells Fargo survey asserts that California has already lost 40,000 government jobs in 2003, and thousands more jobs are threatened with elimination this year at the local level.  Budget proposals such as taking $1.3 billion from local governments may result in the probable job losses in the local government sector.  If the proposed budget cuts are adopted, government could surpass manufacturing as the weakest sector in California's economy in 2004.  
(Source: Evan Pondel, “So Cal Leads US In Upturn,” LA Daily News, January 20, 2004)

· Reality: Additionally, large cutbacks in state funding for top-level research institutions, proposed to close the budget gap could also significantly hurt California’s economy in the long run.  A recent Los Angeles Times article asserts that “California’s brain power has long been one of the state’s big draws.  It has been strong enough to counteract soaring workers’ compensation costs, relative high taxes and what many regard as an anti-business climate.”  Cuts in academic engineering programs could result in barriers to developing the high-tech industry.  

(Source: James Flanigan, “Budget Cutbacks and Neglect Could Turn State's High-Tech Industry Into an Also-Ran,” Los Angeles Times, January 28, 2004)
· Rhetoric: Californians can’t find jobs in the state.

· Reality:  California’s unemployment rate has declined since December 2002.  The current rate of 6.4% is down from 6.9% just twelve months ago.  Nationally, the current unemployment rate is also down 5.7% from 6.0% from a year ago.  The decline in our state unemployment rate (0.5%) actually outpaced the rest of the country (0.3%). 

Unemployment Rate (Seasonally Adjusted)



Dec 2002
Dec 2003
Change
California

 6.9%
 
6.4%

-0.5%

United States

 6.0%
 
5.7%

-0.3%

Arizona

5.9%

4.8%

-1.1%

Nevada

4.9%

4.4 %

-0.5%

New York

6.4%

6.2%

-0.2%

Texas


6.5%

6.4%

-0.1%

(Source: EDD and Bureau of Labor Statistics)
· Rhetoric: California’s economy is struggling and the state is going in the wrong direction.
· Reality:  The economy is sluggish, but hardly doing worse than the rest of the country. California's problems stem from the Bay Area technology decline.  San Francisco and San Jose, with their high concentration of high-tech and Internet companies have lost 307,000 jobs since 2001, while the state as a whole has lost 293,600 jobs.  If we were to subtract the Bay Area figures, this indicates that California as a whole has actually added jobs.  

(Source: Dale Kasler, “State Economy Better Than Many May Think,” Sacramento Bee, September 9, 2003)
· Reality:  In early 2004, the Los Angeles County Economic Development Corporation (LAEDC) predicted that California’s Southland will add 77,300 to their payrolls in 2004, mostly in industries such as retail and tourism.  According to the Los Angeles Times, “The Southland’s relative advantage is its diverse economy and greater market share in faster-growing industries, among them international trade.  With the global economy set to recover this year, the Los Angeles area is expected to reap the benefits of increased exports.”  Examples of businesses that are rebounding include:

· Shenker Stinnes Logistics (the LA branch of the German-based distribution services firm) says they handled a 40% increased amount in monthly volume of disc drives from a year earlier.

· Northrop Grumman Corp. said they expected the Century City-based company to hire about 2,000 workers in So. California this year.

· Chicago-based Boeing Co. is the largest private employer in So. California with about 36,000 employees and also plans to add 1,000 workers in its Huntington Beach facilities over the next 12 months. 

(Source:  “Job Growth Seen in Southland in '04,” Los Angeles Times, February 9, 2004)
II.  Business Retention, Expansion and Contraction
· Rhetoric:  California businesses are relocating to other states.

· Reality:  California is also adding new businesses faster than most states in the nation.  Indeed, California ranks 14th in the country in new business formations according to the U.S. Small Business Administration in its annual report on Small Business Economic Indicators.   

Number of New Businesses with Employees 




2001

2002

Change
Percentage
Rank
California

128,885
130,840
+1,955

+1.5%

14

United States

545,400
550,100
+4,700

+0.9%

-

Arizona

14,541

14,291

-250

-1.7%

27

Nevada

8,864

8,826

-38

-0.4%

22

New York

62,730

59,571

-3,159

-5.0%

40

Texas


53,271

54,009

+738

+1.4%

17
(Source: United States Small Business Administration, “Small Business Economic Indicators for 2002, ” June 2003, page 17)

· Reality:  California’s natural business advantages (large and diverse consumer market, modern infrastructure and higher quality of life for employees) continues to attract new businesses.  Indeed, Kohl's Department Stores opened 28 stores in the state in March 2003 and the corporation has plans for another 100 more stores by the end of 2005.  The opening of a warehouse in San Bernardino that services up to 100 stores created 4,200 jobs in five counties. According to the Public Policy Institute of California, the state has seen a net gain in new business start-ups that in effect outnumbers the companies that go out of business or move.

(Sources: “Kohl's Arrives in Southland to Much Fanfare and Huge Crowds,” L.A. Times,  March 8, 2003; “Kohl's Posts Higher Profit on CA Sales, ” L.A. Times, May 16, 2003; “California Kohl's Buck Slump,” The Capital Times, March 7, 2003; “US Chain Kohl's to Open 225 New Stores by 2005,” International Market News, April 10, 2003; "Really, How Hard Is It to Do Business in California?” S.F. Chronicle, September 26, 2003)

· Reality:  California ranks second in the nation in the percentage increase in firms with employees.  The addition of 36,346 firms between 2001 and 2002 equates to a 3.7% increase in firms with employees.  Over the same period the nation lost 34,400 firms, a decrease of 0.6%.
Number of Firms with Employees 



2001

2002

Change
Percentage
Rank
California

985,846
1,022,192
+36,346
+3.7%

2

United States

5,629,600
5,595,200
-34,400
-0.6%

-

Arizona

106,680
107,894
+1,214

+1.1%

12

Nevada

46,339

47,340

+1,001

+2.2%

5

New York

473,471
474,425
+954

+0.2%

31

Texas


390,390
394,303
+3,913

+1.0%

16

(Source: Small Business Administration, “ Small Business Economic Indicators for 2002,” page 14)

· Rhetoric:  California businesses are shrinking their operations in the state. 

· Reality:  23% of executives planned to expand operations in California in 2003 compared to only 16% who plan to contract operations.  The percentage of expected expansions is also higher than during the last recession under Governor Pete Wilson.  In 1992, executives expected only a 19% expansion rate and in 1993 they expected a 21% expansion rate. 

2003 Business Workforce Plans

What are your company’s plans involving your California work force? Will things expand, contract, or remain the same this year?

Expand

23%

Remain Same

57%

Contract

16%

Don’t Know

4%

In 1992, 19% of business leaders indicated they would expand their workforce.  That number increased marginally to 21% in 1993.

(Source: Charlton Research Company, “13th Annual California Business Climate Survey,” April 2003, page 10)
III.  Regional and Global Competition

· Rhetoric: California’s “unfriendly business environment” drives jobs away to other neighboring states.

· Reality:  Many jobs are in fact lost as companies begin outsourcing their high-tech jobs overseas.  Oracle plans to shift 175 jobs from Rocklin to India. EarthLink is closing a 450-person call center in Roseville, with some of those jobs reportedly heading overseas.  IBM expects to send 3,000 jobs from the United States to other countries this year.  These jobs are not being lost to a friendlier business climate next-door to California, but to a well-educated, low-wage work force on the other side of the world which is linked to U.S.-headquartered companies via a sophisticated telecommunications network. The current wave of outsourcing is a pattern established decades ago when jobs in textiles, clothing manufacturing and electronics assembly were shipped overseas and reflects the globalization trends. 

(Source: Clint Sweat, “US Overseas Payroll Grows,” Sacramento Bee, January 26, 2004)

· Reality:  The San Francisco Chronicle also reported that “1 in 6 jobs in Silicon Valley are at risk of being sent abroad compared to 1 in 10 positions nationwide…The economists estimate that 1 in 7 San Francisco jobs could be exported.”  They additionally found that:

· Oracle Corp. of Redwood Shores has more than doubled its staff in India since 2002, bringing their total to 4,200 jobs in India.

· PeopleSoft Inc. in Pleasanton recently announced it will hire 1,000 additional people in India, tripling its headcount, by the end of 2004.

· Hewlett-Packard Co., founded in Palo Alto, has increased its staff in India to 8,000 as part of the company's cost-cutting strategy.

· Cisco Systems Inc. of San Jose employs 600 workers in India.

(Source: Carrie Kirby, “Offshoring’s Giant Target: The Bay Area,” SF Chronicle, March 7, 2004)

· Reality:  The most significant factors that economists argue are the causes of this “jobless recovery” include the increased productivity in the workforce and the technology that allows California businesses to use overseas and out of state labor.  Chapman University experts assert that “huge investments in computers and other technology in the 1990’s have sparked a surge of U.S. productivity that is allowing companies to squeeze more work out of fewer employees.  Meanwhile, increased outsourcing of American jobs overseas appears to be taking a toll on domestic job creation.”
(Source: “Job Growth in State Predicted,” Los Angeles Times, February 10, 2004)

· Rhetoric:  Arizona and Nevada are taking California businesses.
· Reality:  Arizona and Nevada rank behind California in business growth and the number of new businesses.

Number of Firms with Employees 




2001

2002

Change
Percentage
Rank
California

985,846
1,022,192
+36,346
+3.7%

2

United States

5,629,600
5,595,200
-34,400
-0.6%

-

Arizona

106,680
107,894
+1,214

+1.1%

12

Nevada

46,339

47,340

+1,001

+2.2%

5

New York

473,471
474,425
+954

+0.2%

31

Texas


390,390
394,303
+3,913

+1.0%

16

Number of New Businesses with Employees 




2001

2002

Change
Percentage
Rank
California

128,885
130,840
+1,955

+1.5%

14

United States

545,400
550,100
+4,700

+0.9%

-

Arizona

14,541

14,291

-250

-1.7%

27

Nevada

8,864

8,826

-38

-0.4%

22

New York

62,730

59,571

-3,159

-5.0%

40

Texas


53,271

54,009

+738

+1.4%

17
(Source: SBA Small Business Economic Indicators for 2002, page 14 and 17)
· Rhetoric:    Manufacturing jobs are rapidly leaving California.
· Reality: California continues to have the largest manufacturing sector in the United States, employing more individuals than any other state.  California’s manufacturing industry generates almost $180 billion to the states gross product.  From 2002-2003, California proportionally lost less manufacturing jobs when compared to the Nation as a whole.  
(Source: California Manufacturing Technology Consulting, “US Secretary of Commerce Evans Unveils Administration's Manufacturing Report, CMTC Optimistic,” January 21, 2004)
IV.  Workers’ Compensation Reform
· Rhetoric:   The state has not made progress in reforming workers’ compensation laws.
· Reality:  In December of 2003, Insurance Commissioner John Garamendi announced that workers’ compensation base premium rates filed by insurers reflected an average reduction of 3.6% over the prior year, following the passage of AB 227 (Vargas) and SB 228 (Burton & Alarcon). Additionally, the State Compensation Insurance Fund (SCIF), California's largest workers’ compensation insurer, reduced rates by an average of 2.9% in January 2004.  This indicates that the first step in reforms passed by the Legislature in 2003 is producing significant results in cost savings to employers and maintaining the rights of workers in our state.  In fact, according to the recent report from the State Auditor, a portion of the programs contained in the legislation has resulted in $18 million in pharmaceutical savings to the SCIF and $8.4 million in surgical center payments. 

(Source: California State Auditor/Bureau of State Audits, “California’s Workers’ Compensation Program,” January 2004)
· Rhetoric:  Workers’ compensation cost is skyrocketing with no relief in sight.
· Reality:  In March of 2004, the Workers’ Compensation Insurance Ratings Bureau, an insurer financed group that advises the Insurance Commissioner on future rates, announced that the actual savings from AB 227 (Vargas) and SB 228 (Alarcon and Burton) were far greater than estimated. As a result of the reforms that established medical fee schedules and capped visits for physical therapy and chiropractic care, an additional $7 billion was cut from the workers' compensation system. According to the Sacramento Bee, “The bureau reported that it revamped its estimates for the total cost of disability and medical payments by insurers to $17.9 billion, $7 billion less than when it made its 2004 projection a year ago.”  The total savings to the system as a result of enacted reforms, including the recent adjustments by the WCIRB, represents a 40% reduction over last year's totals.  The savings from these cost reductions, however, were not adequately passed on to employers.  Consequently, Insurance Commissioner John Garamendi has called on insurers to “do their part and pass on the savings to employers.” 

(Source: “Workers' Comp Rate Cuts Urged, ” Sacramento Bee, March 11, 2004) 

· Rhetoric:  Waste, fraud and abuse in the workers’ compensation system are rampant and have driven up the cost of the premiums.
· Reality:  The dramatic increase in workers’ compensation premiums is attributable to an increase medical cost and the elimination of minimum rate requirements that resulted from deregulation.  Prior to the current increase in workers’ compensation premiums the number of claims for benefits decreased and insurance carriers reduced the premiums to compete with each other and entice customers.  As insurers reduced rates, medical costs and the overall costs of claims increased.  This, combined with a loss in stock market investments as a result of a depressed economy, forced many insurers into insolvency.  This placed a new burden on continuing companies and the State Compensation Insurance Fund (SCIF) to cover the additional customers, which has caused a rise in premium rates and the current crisis. 

(Source: Commission on Health and Safety and Workers' Compensation, “Workers' Compensation and the California Economy,” 2000)
Conclusion

· California can lead the nation’s economic recovery through development of business friendly and family friendly employment opportunities and policies inclusive of the needs of diverse constituents.  This can be accomplished through:

· Investing in California’s workforce while remaining competitive.

· Taking advantage of synergies associated with educational institutions and building a highly trained workforce.

· Stimulating economic growth by inducing small business development.

· Streamlining regulatory processes while not compromising environmental protection.
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