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The California Economic Summit 
 

This legislative hearing is being held in collaboration with the 

2015 California Economic Summit.  In its fourth year, the 

Summit serves as a unique opportunity for civic and business 

leaders to come together and reach agreements and make 

implementation commitments about addressing California's 

highest priority economic and community development 

challenges. 
 

California Economic Summit initiatives are developed and 

implemented through seven action teams organized around 

issues relating to infrastructure, workforce, advanced 

manufacturing, housing, capital, working landscapes, and 

regulations.  Supporting these efforts is an administrative 

partnership between California Forward and the California 

Stewardship Network.   
 

This year, the California Economic Summit refined its focus to 

specifically look at California's growing inequality and its 

impact on certain vulnerable populations.  Similar to the issues 

heard by the JEDE Committee during this past year, the policy 

priorities of the California Economic Summit include: 
 

¶ Workforce and Workplace ï Determining the best strategies 

for preparing Californians to compete in a dynamic 21st 

century; 

¶ Infrastructure and Sustainable Communities ï Addressing 

deficiencies and modernizing to help California communities 

thrive; and 

¶ Governance and Finance - Improving public decision-

making around issues that result in greater prosperity. 
 

To help achieve these objectives, a new sustainable 

development strategy was developed, A Roadmap to Shared 

Prosperity:  The Right Next Steps toward Sustainable Growth.  

California Forward also worked with the Action Teams to 

prepare a detailed Summit Playbook for achieving three goals, 

which they are calling "The One Million Challenges" 

including: 
 

¶ One million more skilled workers; 

¶ One million more homes; and 

¶ One million more acre-feet of water. 
 

A copy of the Roadmap has been included in Appendix B of 

the report and the JEDE Committee website has a link to the 

2015 California Economic Summit Playbook.   

 

Building an Inclusive Economy:  The State's Role in Closing California's 

Opportunity Gap  
 

Executive Summary  
 

California's record setting economic growth since the great recession has been widely reported.  

Unfortunately, the benefits of this recovery have not reached all areas of the state and only a select 

segment of the population is sharing in the 

resulting prosperity.   

 

On Thursday, November 12, 2015, the 

Assembly Committee on Jobs, Economic 

Development, and the Economy (JEDE 

Committee) is holding an oversight hearing to 

examine how this expanding opportunity gap is 

impacting California and to explore strategies 

for creating a more inclusive economy. 

 

Among other focus areas, the Committee will 

engage with witnesses on how the state can 

better support the entrepreneurial business 

environment, stabilize rural and other resource-

limited communities, and develop career ladders 

for the state's increasingly diverse workforce 

that are capable of providing both wage growth 

and long-term household security.   

 

This report has been prepared to provide a 

context for these presentations and offer 

possible recommendations for further actions. 

 

Creating an Equity-based Growth Model 
 

The U.S. Census Bureau projects that by 2043 a 

majority of the U.S. population will be 

comprised of people of color.  In 2014, people 

of color were already the majority in California, 

Hawaii, New Mexico, and Texas, with another 

nine states were close to 50%.  This new 

demographic has and will continue to have 

profound social and economic impacts on the 

nation.  

 

Compounding these demographic impacts is the 

significant generational shift represented by the 

predominantly white baby boomers rapidly 
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Equity -Based Growth 
 

There is an increasing body of 

research that shows that income 

and social inequality are actual 

drags on an economy.   
 

This suggests that one of the 

single most import steps the state 

can take for its long-term 

economic growth is to adopt 

policies that support social 

mobility by investing in low-

income families. 

aging-out of workplace.  In the wake of what is considered to be the nation's most highly educated and 

most diverse, in terms of male and female workforce participation, is a significantly smaller, slightly less 

educated, and more ethnically diverse group of workers and entrepreneurs. The California Budget 

Project estimates that by 2020, nearly 60% of the working age population in California will be 

comprised of Latinos, African-Americans, and Asian-Americans. 

 

Within this broader context, many American companies are seen to be 

thriving and U.S. global competitiveness is increasing.  For those at the 

highest income brackets they are, indeed, receiving an increasing share 

of total income.  According to the World Top Income Data Base, pretax 

income among the highest 1% of Californians comprised 9.82% of total 

income in 1980 and 25.31% in 2013.   

 

Many other Californians, however, are not thriving and continue to 

experience significant levels of unemployment, steeply rising housing 

and higher education costs, and stagnant wages and incomes.  The most 

recent U.S. Census Bureau figures place California at the top of the list 

for having both the highest poverty rates and the lowest percentage of 

working age people with at least a high school diploma or equivalency certificate. 

 

With so much of economic policy being driven by the one-dimensional measurement of GDP growth, 

issues of quality, equality, and sustainability are readily discarded.  Alternatively, environmental and 

social initiatives can too often ignore business fundamentals when policy makers fail to address real-

world implementation issues.   

 

Addressing this growing inequality will be challenging.  Fortunately, policy makers have a significant 

body of research to help guide them in developing and implementing more inclusive community 

economic development models.  Organizations, like PolicyLink and the Ewing Marion Kauffman 

Foundation, as well as leading academic centers, such as the Program for Environmental and Regional 

Equity (University of Southern California), the Center for Equitable Growth (UC Berkeley), Center for 

Regional Change (UC Davis), and the Harvard Business School, have been tracking these changes and 

are prepared to share their work and insights toward the development of a new equity-based growth 

model.    

 

Issues for Consideration 

 

Policy makers can move forward by learning more about these significant demographic shifts and the 

economic realities post-recession, which are fundamentally changing the framework for business and 

community development. Events like the November 12, 2015 hearing of the JEDE Committee and the 

California Economic Summit provide an opportunity for current government policies and processes to 

be reexamined, potentially redesigned, and applied in innovative ways to meet the demands of an 

equity-based growth model within the modern global economy.  

 

In this hearing Members will have the opportunity to hear testimony and engage with expert witnesses 

on the following: 
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¶ How can inclusive and sustainable development principles be used to enhance global 

competitiveness and economic integration? 
 

¶ How can the state best leverage the advantages offered by California's diverse populations?   
 

¶ Does California have the strategy and willingness to address the current misalignment of 

policies, programs, and institutions that represent the state's workforce and education systems? 
 

¶ How can the state support local and regional efforts to catalyze private investments and support 

entrepreneurship, especially in historically underserved and emerging areas? 
 

¶ What actions can the state take to facilitate more inclusive growth and reduce de facto barriers to 

community economic development? 

 

Information and research from this hearing will be used by the Members of JEDE in their deliberations 

on 2016 legislation affecting business start-up and expansion, workforce preparation, infrastructure 

development, and other issues affecting community economic development activities.  Descriptions of 

related legislation have been included in Appendix D and E.  A list of preliminary recommendations is 

provided in Section V of the report. 

 

Organization of the Report 
 

This report is organized into five sections to help set the foundation for engaging in an expanded 

dialogue on how to create a more inclusive economy.  Among other recommendations, the report calls 

for the development of an equity-based growth model, which reflects the state's changing demographics 

and economic position within a globally competitive economy.   

 

The first section provides a general profile of the California economy using traditional measurements 

from the national income and products accounts including gross domestic product (GDP) and gross 

domestic income (GDI).  From this basic, aggregate data, the analysis is expanded to include a more 

modern assessment of the drivers of the California economy including employment, infrastructure, and 

education.  The second section begins by identifying eight econmic and demographic trends impacting 

California communities and the global economy and then provides a profile on who Californians are 

today through a comprehensive chart and short narrative.   

 

In the third section, the role of small businesses is highlighted including information on the importance 

of entrepreneurship in addressing California's growing income disparities.  Section four includes 

information on the state's current budget, which support the development of a more inclusive economy.  

This is followed by a "Special Focus" subsection on the rising costs of affordable housing and the 

impact on Californians.  The section concludes with a discussion on five existing initiatives that could 

be used to support the broader goal of having an equity-based growth model including state actions 

related to climate mitigation, impact investment, the Special Session on infrastructure, and social 

innovation financing.  

 

The final report section (section five) includes a list of preliminary recommendations to help drive the 

hearing discussions toward tangible and concrete next steps.  Some of the recommendations have been 

developed by committee staff based on independent research and previous legislative hearings, while 

others have been suggested by hearing presenters and other stakeholders. 
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In addition to these sections, the report includes a number of appendices that are designed to be useful 

references and ultimately lead to more comprehensive analysis and engagement by the JEDE Committee 

including: 

 

¶ Appendix A ï The Hearing Agenda 

¶ Appendix B ï A Roadmap to Shared Prosperity:  The Right Steps toward Sustainable Growth 

¶ Appendix C - Fast Facts on the California Economy 

¶ Appendix D - 2015-16 Hearing-Related Legislation 

¶ Appendix E - Hearing-Related Legislation from Prior Sessions 

¶ Appendix F -  Fast Facts on California Small Businesses 

¶ Appendix G - Summary of Hearing-Related Reports 

¶ Appendix H -  Cradle to Career Roadmap 

¶ Appendix I - HOPE Program Fact Sheet 

¶ Appendix J - Employment Training Panel Fact Sheet 

¶ Appendix K - Key Charts from Kauffman Foundation Presentation 

¶ Appendix L - Selected Project Summaries for 2015 Environmental Justice Grants 

¶ Appendix M - 2015 Economic Summit Program 

¶ Appendix N - Impact of Globalization on California's Economy 

¶ Appendix O - An Assessment of California's current Infrastructure needs 

¶ Appendix P - California Educational Attainment 

¶ Glossary of Terms 

 

California is Up to the Challenge  

 

The challenges that California faces today may be unique in their specifics, but the need to reinvest in 

the state's education and workforce training system, infrastructure to support broad-based economic 

development, and small businesses are issues policy makers have faced before.  

 

Post-World War II California was poor, uneducated, and predominately white.  A mecca for 

people aspiring for a better life, half the residents were recent arrivals for other states, a fourth 

lived in poverty, and only half had a high school education.  Viewing this population as an asset 

to be developed, the state built a world-class education system ï from K-12 classrooms to public 

community colleges and public universities ï along a vast network of roads, water systems, and 

parks.  By 1960, California has a 25% advantage in income and education compared to the rest 

of the country.  A 1962 Newsweek cover claimed: "No. 1 State:  Booming, Beautiful California." 

 

Opening from America's Tomorrow:  Equity is the Superior Growth Model 

Prepared by PolicyLink and the USC Program 

 for Environmental and Regional Equity (2011) 
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Section I ï The California  Economy 
 

 

California is home to over 38 million people, providing the state with one of the most diverse 

populations in the world, often comprising the single largest concentration of nationals outside their 

native country.  In 2014, this diverse group of business owners and workers produced $2.3 trillion in 

goods and services; $174.1 billion of which were exported to over 220 countries around the world.    
 

California's diversity advantage also extends to the range of geographies and dominant industry sectors.    

Many policy makers and economists describe California as having not a single economy, but having a 

highly integrated network of a dozen or so regional economies.  While biotech has a comparative 

advantage in some regions, information technology drives growth in others.  If California were a 

country, its 2014 GDP would place it 8th in the world ï larger than Canada, Mexico, Russia, India, and 

Australia.  Compared to most other U.S. states, California's economy has consistently demonstrated that 

it has the depth and breadth of workers and businesses to drive markets, especially in the area of 

technology.   

 

This economic diversity was a contributing factor to California's transition from the recession, ranking 

number two in the nation by Business Insider for fastest growing economy in the nation (August 2014) 

and as having the fourth best overall economy (March 2015).  Even with these economic distinctions, 

other indicators reflect a different California.  Most pointedly, research shows that California's economic 

recovery has not reached all areas of the state and that many individuals of color have continued to 

experience high unemployment and poverty rates well above the state and national averages.  

 

The challenge for policy makers and stakeholders is to create a new model for California's growth that 

brings together historically divergent public policies around education, poverty alleviation, skilled 

workforce training, capital formation, infrastructure, health care, affordable housing, and business 

development.  Sources used in the preparation of this Section are included in the Bibliography and key 

reports are summarized in Appendix G. 

 

Building a Modern Economic Profil e 
 

State economies can be defined in a number of ways.  Most traditionally, economies are described by 

the national income and product accounts.  The two primary components of these accounts are Gross 

Domestic Product (GDP), which measures the total value of 

final goods and services, and Gross National Income (GNI), 

which measurers the total of all incomes earned in 

producing that output.   

 

While commonplace today, when GNI was developed in the 

1930s in response to the Great Depression and GDP in the 

1940's to assist with war preparations, the framework of the 

national income and products accounts was considered 

revolutionary.   With these new econmic measurements, 

policy makers had the tools to make better decisions.  Nobel 

Laureate Paul Samuelson and William Nordhaus wrote 

Defining Traditional Economic 

Measurements 
 

GDP measures the value of final purchases 

by households, businesses, and governments.  

This is calculated by adding the value of 

consumption, investment, government 

spending, and net exports.   
 

GNI measures the value of all income earned 

by households, including wages, salaries, 

rents, profits, interest, and other income 

earned.   
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about the significance of GDP in their 15
th
 edition of Economics as follows: 

 

It [GDP] enables the President, Congress, and the Federal Reserve to judge whether the economy is 

contracting or expanding, whether the economy needs a boost or should be reined in a bit, and whether 

a severe recession or inflation threatens.  Without measures of econmic aggregates like DGP, policy 

makers would be adrift in a sea of unorganized data.  The GDP and related data are like beacons that 

help policymakers steer the economy toward the key economic objectives. 

 

The U.S. Bureau of Economic Analysis, who is responsible for preparing the national income and 

product accounts, attributes the development of the national accounts as one of the great innovations of 

the 20
th
 Century.  Among other success stories, GDP and GNI are said to have served as the foundation 

for the fact-based decision-making that led to U.S.' unprecedented economic growth in the post-World 

War II era, including the doubling of GDP per capita and the related living standards improvements, 

such as the U.S. cutting poverty rate in half.    

 

Given the importance of the economic data and the significant socio-economic shifts in the current 

economy, developing a modern system of national accounts may be warranted.  Without an such data, it 

will  be challenging to align public and private programs and services toward an inclusive prosperity 

agenda. 

 

California Gross Domestic Product and Gross National Income 

 

In Chart 1, GDP for 2011 through 2014 is displayed for the five U.S. states with the highest total value 

of GDP, including 

California, Florida, New 

York, Texas, and 

Washington.   

 

Although commonly 

compared, the chart 

clearly illustrates how 

California's $2.3 trillion 

economy is significantly 

larger than that of the 

other states and that, 

aside from Texas, GDP 

growth has been fairly 

flat over the past three years.   

 

Chart 2 shows GDP growth for the top 10 states in ranked order, based on 2014 data.  For comparison, 

prior year GDP growth is also provided.  California's 2.8% increase in real GDP from 2013 to 2014 

ranked 9th in the nation.  In 2013, the state's year-over percent change ranked it 4th.   
 

Chart 2 - Top 10 States for GDP Growth (2014 and 2013) 
Jurisdiction  From 

2013 to 

2014 

From 2012 to 2013 Jur isdiction From 2013 to 

2014 

From 2012 to 2013 

United States 2.2% 1.9%    

Chart 1 ï State GDP 2011 to 2014 (in millions) 
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A significant contributor to California's recent growth are the robust nature of so many of its industry 

sectors.  While most states have one or two sectors which primarily comprise its economic output, 

California has many.  Chart 3 shows a more detailed profile of California's private industry sectors.  In 

2014, the finance and insurance sector provided the largest economic contribution to the state's overall 
 

 
 

GDP, $484 billion of $2.3 trillion.  Firms in this industry sector in include entities that raise funds, pool 

risk, and facilitate financial transactions including real estate.   

 

California's next four largest industry sectors, include the trade, transportation, and utility sector ($351 

billion); professional and business services sector ($308 billion); the manufacturing sector, which 

includes manufacturing of computers and biomedical devices ($255 billion). 

 

Changes in the value of GDP per industry sector are also measured and reported quarterly and annually.  

Between 2013 and 2014, 70% of California's industry sectors outpaced that of the U.S. and five sectors 

had growth rates below that of the nation overall including:  financial activities (+1.2% v. +1.6%); 

transportation/ warehousing/ utilities (-1.6% v. +0.8%); construction (-1.0% v. -0.7%); agriculture (-

7.3% v. -7.2%); and mining and logging (-11.0% v. +7.2%). 

 

While mining and logging are comparatively small components of California's economy, several of the 

state's that reported GDP increases greater than California, have significant extraction industries 

including West Virginia and North Dakota.  Perhaps most significantly, the year over data by industry 

sector shows that activity in the construction sector is still underperforming and that California's largest 

industry sector ï financial activities ï is expanding at a slower pace than U.S. growth overall.   

$484,262.00 

$351,449.00 

$308,406.00 

$255,525.00 

$185,077.00 

$168,239.00 

$92,119.00 

$74,566.00 

$57,565.00 

$50,101.00 

0 100000 200000 300000 400000 500000 600000

    Finance & Insurance

Trade, Transportation & Utilities

    Professional & Businessé

    Manufacturing

    Information

    Educational & Health Services

Arts, Entertainment & Tourism

    Construction

    Natural Res & Mining

Other Services

Chart 3 - California GDP by Industry (in millions) (2014)  

1 North Dakota 6.3%   0.9% 6 Oregon 3.6% -1.0% 

2 Texas 5.2%   5.5% 7 Utah 3.1% 3.7% 

3 West Virginia 5.1%   1.3% 8 Washington 3.0% 2.3% 

4 Wyoming 5.1%  0.5% 9 California 2.8% 2.3% 

5 Colorado 4.7% 2.1% 10 Oklahoma 2.8% 1.8% 
Source: Bureau of Economic Analysis, Broad Growth Across States 2014 
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This GDP measurement of the strength of the financial services sector also provides an illustration as to 

why simply looking at GDP can be misleading.  The financial activities sector is largely comprised of 

housing services, which includes rents and a calculation that computes a value for "imputed rents" that is 

associated with owner-occupied housing.  Housing prices, especially in the coastal areas, are increasing 

rapidly.  These increases were so significant in 2013 and 2014, that both the Department of Housing and 

Community Development and the Legislative Analyst's Office issued special reports on California's 

escalating housing markets.  At the close of 2014, California was recorded as having one of the highest 

median housing costs in the nation.  A "Special Focus" section has been included in Section IV, which 

discusses the broader challenges of developing affordable housing and the impact of high housing costs 

on vulnerable communities. 

 

Chart 4 shows 2014 GNI for the U.S. and 10 states including California.  Again, similar to California's 

showing relative to GDP, aggregate personal income is up 4.9% from 2013.  The state ranks 11
th
 in GNI 

growth and it's $49, 985 per capita income is above the national rate. 
 

 

Looking Beyond Gross Domestic Product and Gross National Income 

 

GDP and GNI measurements can have their drawbacks.  Economists even agree that measuring GDP 

has the potential to overstate the economic benefit of industry sectors that have significant proportions 

of foreign investors.  Foreign-owned firms most likely take profits out of the country, making those 

moneys unavailable for local reinvestment.  California has historically been the beneficiary of the 

greatest amount of foreign investment and had the highest number of foreign owned firms in nation.  

This can complicate the economic analysis.  Appendix N includes a further discussion of California's 

trade based economy. 

 

Measuring GDP also has the potential of understating the value of goods and services in regions like 

California with substantial underground economy activity.  Based on a recent study by the Little Hoover 

Commission, the Board of Equalization estimates underground transactions annually cost the state $8.5 

billion in lost personal and corporate income, sales and use tax.  Franchise Tax Board officials estimate 

that Californiaôs economy contains $170 billion of off-the-books activity, resulting in a tax loss of 

approximately $10 billion annually. 

Chart 4 ï Comparison of 2014 Aggregate Income Data 
 Total Income Per Capita Personal 

Income 

Percent Change Growth Rank 2014 

United States $14,683,147,000 $46,049 4.4%  

Alabama $181,908,767 $37,512 4.0% 28 

Arizona $255,092,928 $37,895 4.7% 14 

California  $1,939,527,656 $49,985 4.9% 11 

Florida  $850,177,746 $42,737 5.0% 9 

Illinois  $613,671,539 $47,643 2.4% 47 

Massachusetts $396,205,941 $58,737 4.4% 25 

Michigan $403,726,369 $40,740 4.1% 27 

Minnesota $267,389,243 $48,998 4.0% 29 

New York $1,098,102,853 $55,611 4.0% 30 

Texas $1,231,084,591 $45,669 6.0% 2 

Source:  Bureau of Economic Analysis, Personal Income by State 
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Labor 

Resources 
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Research and 
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Nonprofit 

Government 

 

While GDP and GNI measure dollar values, they do not reflect the general well-being of the society.  

Even Bureau of Census measurers of inequality have not necessarily kept pace with the conditions that 

are happening across the country.  While these measurements may have served earlier policy makers, 

today's economy is more globally connected, the U.S. population is significantly larger and less 

homogeneous, which all lead to greater demands on government to set a legal and policy framework that 

supports a more inclusive path to economic growth. 

 

Several years ago, the JEDE Committee developed Chart 5 to help Members and the public better 

visualize the interrelationships of the 10 key economic 

drivers.  As the diagram illustrates, California has 

multiple internal and external economic drivers, 

including:  access to capital, contributions of the for-

profit and nonprofit sectors, the public and private 

education system, skills of the labor market, research 

and development capacity, physical infrastructure, 

resource limitations, the consumer base, and 

government actions.  

 

A majority of these drivers are influenced by the 

changing demographics of California.  While the state 

or a region may have significant influence over some 

of the drivers, such as K-12 education, on other 

drivers, such as business development and capital 

formation, government is simply one of several players 

who contribute to the overall quality of the driver.  In 

the short-term, particular dominance or quality in one 

driver can compensate for weaknesses in another.  Over the long term, the economic health of a 

community, region, and the state is dependent on the quality of all 10 internal and external drivers.   

 

Chart 5 also illustrates why sustainability principles are so important, including social, environmental, 

and economic conditions.  Post-world War II, expanding American corporations had what may have 

seemed "unlimited" access to capital and resources.  Today, U.S. businesses compete within a global 

marketplace that has multiple centers of industrial development.  Appendix N includes a more detailed 

discussion on the impact of globalization on California's economy, including the unique advantages of 

state's more diverse population.  Appendix O provides information on California's infrastructure needs, 

how its poor quality impacts the state's global competitiveness, and suggests that new investments be 

made to improve regional economies and encourage employment for historically underrepresented 

groups. 

 

California Employment 

 

California's labor force is comprised of approximately 19 million people with an estimated 17.8 million 

people being employed.  Chart 6, on the following page, shows 2014 employment by industry sector.  

Based on total employment, the trade, transportation, and utilities sector is largest, employing 2.8 

Chart 5 

Drivers of the 

Economy 
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million (18.4% of California jobs).  Jobs in this sector also support employment in other industry sectors 

including Manufacturing (8.1%), Professional Services (15.6%), and Financial Activities (5.0%). 
 

  
 

Many of the jobs associated with these major industry sectors are also associated with high wages.  

Manufacturing is considered the "gold standard" for jobs because of its high wages, inclusion of small 

businesses within its global supply chains, and having a high multiplier effect on related jobs.  The 

Milken Institute estimates that for every job created in manufacturing, 2.5 jobs are created in other 

sectors.  In some industry sectors, such as electronic computer manufacturing, the multiplier effect is 16 

to one.   

 

A comparison of Chart 3 and Chart 6 also illustrates that different industry sectors provide different 

types of contributions to California's economy.  GDP measures the total value of goods and services 

produced, while employment measures the number of people engaged in that production.  Sustaining 

and expanding jobs is important to spreading the economic value of GDP.  There is a widely reported 

concern that the nation's economic recovery from the financial crisis and recession has been too slow-

paced and that job growth has been particularly weak.   

 

Seven years after the beginning of the financial crisis, many individuals and businesses have not fully 

recovered from its effects.  Lenders, investors, and large corporations are still holding previously 

unusually high amounts of cash.  The World Economic Forum questions whether we have reached a 

"new normal" characterized by "subdued economic growth, lower productivity growth, and high 

unemployment."  A recent New York Times commentary described the economy of exhibiting 

contradictory qualities that show it to be both robust and highly vulnerable.  In California, the state has 

re-gained the number of jobs that were lost during the recession, however, the replacement jobs are in 

different industry sectors and geographic areas.  Further, as the chart show, unemployment among 

certain populations is significantly above the average for the state and U.S. 

 

In September 2015, the California Employment Development Department released a special labor trends 

report which highlighted job growth in Coastal and Inland county economies.  Among other findings, 
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Chart 6 - California Jobs by Industry 2014 
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the report notes that total job growth between 2010 through 2014 was 9.4%, but the growth within the 

inland counties was only 8.7%.  Further compounding the impact of the lower job growth rate was the 

significant concentration of that growth in five counties, including:  Fresno, Kern, Stanislaus, Placer, 

and Tulare.  These five counties out of the 29 classified as inland counties accounted for nearly two out 

three of the new inland county jobs (64.6% of 124,000 additional jobs).  Job growth was also 

concentrated in the coastal areas with Los Angeles, Santa Clara, and San Diego experiencing 44.8% of 

the 1.2 million new jobs in coastal areas. 

 

In 2014, 90.1% of nonfarm payroll was related to jobs in coastal counties and 9.9% in inland counties, 

13.9 million and 1.5 million jobs respectively.  While this split is partially due to the higher percentage 

of the population being located in those counties classified as coastal, these number also suggest other 

demographic and economic shifts. 

 

Among other issues, two key factors have contributed to the jobs imbalance including a lack of trade-

related infrastructure within the inland counties and different business development patterns.  

California's coastal areas have three of the nation's busiest sea ports, including Los Angeles, Long 

Beach, and Oakland.  San Diego and Port Hueneme are also important to cars and agriculture 

respectively.  The inland counties have tried for years to develop inland ports and multimodal 

transportation facilities.  Bringing these inland resources to scale will take significant funding and 

focused public policy attention on upgrading inland California's logistical network.  As an example, 

Ontario Airport has been designated as the Los Angeles World Airport's cargo hub.  Yet, Los Angeles 

International Airport remains better developed and thus significantly busier. 

 

Business development within the coastal counties increased by 4.9%, adding 56,000 new establishments 

between 2010 through 2014.  The inland counties had a net loss of 75 businesses or 0.1%.  Of the 1.3 

million business establishments in California in 2014, 89.4% were located in the coastal counties with 

the remaining roughly 11% headquartered in an inland county.   

 

Unemployment as a Leading Indicator of Income Inequality 

 

In addition to GDP and industry employment, there are other important economic measurements 

including, unemployment, job growth estimations, environmental impacts and resource depletion, 

industry contribution to global trade and foreign investment, and industry sectors that serve as workforce 

entry points for youth, workers with limited skills, and immigrants.  While it's beyond the scope of this 

report to examine each of these, several are discussed. 

 

In the following charts, unemployment rates by geographic region, race/ethnicity, and age is provided.  

In difficult economic times and when tracking economic capacity for growth, policy makers often 

closely track unemployment and poverty rates.  In the recession, the state unemployment rate hit a high 

of 12.4% in February of 2010, which was only the second time since the 1970s that the state rate was 

above 10%.  In September 2015, the most recent studies available, the state reported a seasonally 

adjusted rate of 5.9% as compared to the U.S. rate of 5.1%.   

 

The lowest (not seasonally adjusted) unemployment rate among California counties in September 2015 

was 3.0% in San Mateo. Fourteen counties had rates 7% or above in September.  The highest 

unemployment rate for the month was 21.6% in Imperial County. The comparable California rate (not 
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seasonally adjusted) was 5.5%.  One year prior, 30 counties had unemployment rates at 7% or above, 

with 7.0% being the not seasonally adjusted unemployment rate.  Chart 7 displays labor force, 

employment and unemployment in selected counties. 
 

Chart 7 - Unemployment September 2015 Selected Metro Areas (not seasonally adjusted)  
 Labor Force Employment Unemployment Rate 

California 18,946,000 17,911,900 1,034,200   5.5% 

Imperial County 77,800  61,000 16,800 21.6% 

Los Angeles County 5,003,500   4,695,000 308,500 6.2% 

Orange County 1,596,200  1,532,200 64,000 4.0% 

Riverside County 1,016,700 952,800 63,900 6.3% 

Sacramento County 685,300 648,500 36,800 5.4% 

San Bernardino County 913,900 860,700 53,200 5.8% 

San Diego County 1,564,600  1,492,300 72,300 4.6% 

Ventura 427,700  405,200 22,500 5.3% 

             
Source California: California Employment Development Department 

 

Beyond geographic differences, certain demographic groups have unemployment rates disproportionate 

to the state as a whole.  Chart 8 displays data on California's overall unemployment rate as compared to 

race, ethnicity, and age.  The chart shows how particularly vulnerable the individuals in these groups are 

to economic downturns and how recovery hasn't necessarily brought their unemployment rates in line 

with the state overall.   
 

Chart 8 ï Unemployment by Race, Ethnicity, and Age 
 September 2015 August 2015 Annual Ave 2012* Annual Ave 2010* 

California 5.5% 6.1% 10.7% 12.5% 

Blacks 11.8% 12.9% 18.9% 21% 

Hispanics 7.7% 7.8% 13.3% 15.3% 

Whites 6.3% 6.4%  10.4% 12.3% 

16 to 19 year olds 21.8% 22.5% 37.9% 36.7%  

20 to 24 11.4% 11.4% 17.1%  20.2% 

 
Source: Calif Employment Development Department/2015 not seasonally adjusted and *US Bureau of Labor Statistics/2012 and 2010 annual averages 

 

Given the shifting demographics of the state to a diverse workforce and the increasing importance of 16 

to 24 year olds to the emerging workforce, these unemployment rates serve as key baseline 

measurements for targeted actions.   

 

Section Summary 

 

Developing polices to address the needs of underperforming and expanding economies can be 

challenging and require different economic approaches and metrics for measuring success.  Supporting 

business development and job growth for all areas of the state are two of the primary policy issues JEDE 

Committee Members try to address in overseeing the implementation of state programs and review of 

legislation.   

 

In this section the report provided information on California's economy including calling for a more 

modern economic profile.  The section also highlighted the economic disparities of certain areas of the 

state and among certain demographic groups.  In the following section, the report will look at key 

economic and demographic shifts that are expected to impact the state's ability to leverage its strengths 

into prolonged economic growth.  
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A list of preliminary recommendations is provided in Section V of the report.  Descriptions of related 

legislation have been included in Appendix D and E.  Sources used in the preparation of this report are 

included in the Bibliography and key reports are summarized in Appendix G. 
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Section II - Recognizing Opportunities and Challenges 
 

 

In the post-recession economy, California faces a national and global economic environment that is 

significantly different from that of a decade ago.  In this future, capital is increasingly becoming more 

geographically dispersed, making access to capital more competitive.  The U.S.'s singular dominance in 

technology and innovation has already shifted.  Centers of innovation are developing across the globe, 

often with the support of governments who are displaying more agile thinking about the deployment of 

human, physical, and financial capital.  In framing these shifts, economic researchers have identified a 

number of key trends that are redefining the U.S. economy and its position within the post-recession era:  
  
1. Cities and regions will become the dominant drivers of economic growth.  State and national policies 

will need to be modified to reflect these emerging centers of economic power. 
 

2. Advanced information and transportation technologies are expanding networks, making interregional 

and global relationships increasingly more important. 
 

3. Ideas and products are increasingly designed and assembled within networks that are more 

collaborative than combative. 
 

4. Job growth will be driven by smaller size companies that are better able to meet specialized 

consumer needs and connect to diverse supply chains within expanding global markets. 
 

5. Scarcity and the impact on the environment will continue to put increasing pressure on the 

development and deployment of alternative and lower carbon fuels.  
 

6. Deepening income inequality will result in costly outcomes, most adversely affecting women, 

minorities, immigrants, the disabled, and the formerly incarcerated, and thus require the diversion of 

public resources to address unemployment, poverty, social unrest, and violence.   
 

7. As the large Boomer population transitions from the workforce, productivity will become even more 

dependent on accessing middle and high skilled workers that can utilize evolving technologies and 

systems. 
 

8. The available workforce will be substantially smaller, more diverse, and have educational 

backgrounds that were provided through school systems that lag in other industrialized nations. 

   

This post-recession economy, or as it is sometimes referred to as the "Next Economy", will potentially 

require governments, businesses, and workers to transcend old economic and workforce development 

frameworks.  In the next economy, regions will compete for entrepreneurs based on their ability to link 

high and middle-skilled individuals with smaller and more niche-market positioned businesses that will 

design and produce goods, services, and ideas across rural and urban communities, regions, state-to-state 

and state-to-nations.   

 

While California has historically benefited from many positive attributes, including a world class public 

education system, this changing global environment is bringing forward new competitors, business 

models, and societal expectations.  Key among California's challenges are the quality of the state's 

infrastructure and logistic networks, its education and workforce delivery systems, and the business 

environment for supporting entrepreneurial and small business development fundamentals.  More 
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information is provided in Appendix N on the impact of globalization on California's economy, 

including potential advantages state's highly diverse population provides.  Appendix 0 includes 

information on how the condition of the state's infrastructure impacts its global competitiveness and 

suggests that new infrastructure investments can be made in ways to encourage employment. 

 

Getting a Broader View of California 

 

Between 1980 and 2015, California's population made the significant transition from having a majority 

population who self-identified as white to a state with no single ethnic group comprising more than 50% 

of the population.  In mid-2014 the U.S. Census officially released data showing that California's 

Latino/Hispanic population comprised a larger percentage of the total state population than non-

Hispanic whites, 39% v. 38%.  As with many demographic and economic trends, the rest of the U.S. is 

in the process of making a similar transition.  By 2029, demographers estimate that U.S. population, 

overall, will be comprised of multiple non-majority ethnic populations. 

 

Chart 9 provides a more comprehensive view of 38.8 million people that comprise California.   In 

addition to being slightly younger, the most significant differences between the national numbers and 

California are the demographic make-up of the population, as discussed above.  California also has a 

significantly greater percentage of people who are foreign born, and who live in a household where a 

language other than English is spoken. 

 

Also significant, but not necessarily as obvious, is the differences in the percentage of Californians over 

the age of 25 that have at least a high school diploma or equivalency,  81.1% v. 86.9%.  This percentage 

actually distinguishes California as having the lowest percentage in the nation, just behind Texas 

(82.2%) and Mississippi (82.8%).  Only Puerto Rico has a lower percentage of it population having at 

least a high school diploma or equivalency.  When the percentage of individuals in California who have 

a Bachelor's Degree is compared to the national average reasons behind California's income inequality 

begin to come into focus.  In this case, California ranks 14
th
 among other states, with 31.1% of the 

population having a Bachelor's degree as compared to 30.1% nationally.  Appendix P has a county-by-

county display of California's educational attainment. 
 

Chart 9 - Profile of Californians (2014 data unless separately identified) 
 California  USA 

Population      38,802,500 318,857,056 

Median Age 36 37.7 

Persons under 5 years      6.5% 6.2% 

Persons under 18 years      23.6% 23.1% 

Persons 65 years and over      12.9% 14.5% 

Percent of Grandparents responsible for grandchildren under 18 

years.  California has the lowest in the percentage in the nation. 
24.5% 36.4% 

   

White alone, not Hispanic   38.3% 61.9% 

Black or African American alone      5.6% 12.7% 

American Indian and Alaska Native alone        0.3% 0.8% 

Asian alone        13.7% 5.2% 

Native Hawaiian and Other Pacific Islander alone          0.4% 0.2% 

Two or More Races, not Hispanic or Latino 2.9% 3% 

Hispanic or Latino       38.6% 17.3% 
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Foreign born persons    27.0% 13.3% 

Language other than English spoken at home, persons age 5+     43.9% 21.1% 

   

High school graduate or higher, age 25+ (CA ranks 51
st
 nationally) 81.1% 86.9% 

Bachelor's degree, age 25+   (ranks 14
th

 nationally) 31.7% 30.1% 

Advanced Degree, age 25+ (ranks 15
th

 nationally)  11.8% 11.4% 

   

Homeownership Rate  55.7% 63.1% 

Median Cost for an Owner Occupied Housing $412,700 $181,200 

Households paying more than 30% of income for rent and utilities 

(CA ranks 1
st
 nationally) 

53.8% 47.9% 

Persons per household     2.94 2.65 

Median household income   $61,933 $53,657 

Individuals Living Below Federal Poverty Line 16.4% 15.5% 

Individuals under the Age of 18 Living Below Federal Poverty Line 22.7% 21.7% 

Individuals Living Below Supplemental Poverty Line (2011 to 2013) 

For comparison the federal rate for the three years using the tradition 

method:  14.9% 

23.4% 15.9% 

Source:  U.S. Census Bureau, 2014 American Community Survey, accessed 10/31/2015 

 

 Californians are also less likely to afford/own a home (55.7% for Californians v. the national average of 

63.1%), yet median household income is significantly higher than the U.S. ($61,933 v. $53,657).  

Perhaps the more relevant statistics are poverty rates and the percentage of household income going 

toward rent.   

 

According to the most recent American Community Survey, 16.4% of Californians are living in poverty.  

For children, the rate is 22.7% or one in five people under the age 18 are living in poverty.  Using the 

supplemental federal poverty rate, which more accurately accounts for housing costs, 23.4% of 

Californians are living on poverty-level incomes v. 15.9% nationally.  Given California's poverty data, it 

is not surprising that 53.8% of renters are paying more than 30% of their income for rent and utilities.  

Section IV includes an extended discussion on affordable housing in California, including the challenges 

of meeting the housing needs of California's most vulnerable. 

 

Chart 10 provides educational attainment information for California and a selected group of counties.  A 

chart including all counties in provided in Appendix P.  Among other things, Chart 10 shows that many 
 

Chart 10 - Educational Attainment by Selected County 
  Percent Less than 

9th Grade 

Education 

Percent  

High School 

Graduate (includes 

equivalency) 

Percent High School 

Graduate or Higher 

Percent bachelor's 

degree or higher 

California  10.2 20.7 81.2 30.7 

Fresno County 16.0 22.6 73.1 19.6 

Humboldt County 2.8 25.7 90.4 27.5 

Imperial County  20.3 21.7 64.5 13.3 

Los Angeles County 13.7 20.5 76.6 29.7 

Merced County 20.9 24.4 66.7 12.6 



14 

 

 

of the rural counties have significant challenges related to educational attainment including Merced and 

Imperial.  Both of these areas have significantly high unemployment and poverty rates, as well as 

environmental justice issues 

 

The disparity in the data also suggests that different education and training programs will need to be 

applied in order to address the lowest education areas, while still ensuring that these areas are connected 

to broader economic opportunities.    

 

For public policy makers, this transition means rethinking programs and the allocation of resources to 

meet different economic and social realities.  Issues such as social mobility, education, and 

entrepreneurship take on increased meaning as historically underrepresented groups become the core of 

the California workforce. 

 

Special Focus: Workforce Needs in the 21
st
 Century 

 

As noted earlier, in the post-recession economy businesses and 

workers face an economy that is comprised of more highly 

integrated industry sectors that are also more geographically 

dispersed.  Advances in technology and processes are 

occurring more rapidly.  Competiveness is increasingly defined 

in terms of speed, flexibility, specialization, and innovation.  

These changes are placing new challenges on California's 

education, training, and workforce development systems.   

 

Economists have identified eight key trends that are 

significantly influencing the U.S. and global economies.  

Several of these trends will have significant impacts on 

workforce development, in particular. 

 

The rise of smaller businesses is one of these trends.  Due to 

their ability to provide innovative technologies and help other 

businesses access global markets, small businesses, and the 

entrepreneurs that lead them are vital economic players.  

Recent data released from the U.S. Census shows how 

entrepreneurship is continuing to be an important avenue for 

social mobility for women and individuals of color.  These 

small and adaptable businesses will have an inherent advantage 

in the Next Economy, provided they are able to learn the skill 

sets necessary to run a successful business and have access to appropriately trained workers.  

Orange County 8.8 18.0 83.8 36.8 

Riverside County 9.7 25.3 79.6 20.5 

San Bernardino 

County 
10.0 26.1 78.2 18.7 

San Diego County 7.5 19.1 85.5 34.6 

San Mateo County 6.4 17.2 88.6 44.4 

Source:  American Community Survey- 3 year 

 Key Economic Trends Affecting the 

California Economy 

1 Cities and regions will become more 

dominant economic players. 

2 Global networks will be supported 

through more advanced information and 

transportation technologies. 

3 Barriers to trade will continue to decline 

among both developed and emerging 

economies. 

4 The world's largest companies will 

increasingly be headquartered in 

emerging foreign markets. 

5 Global and more diversified markets will 

provide new opportunities for 

entrepreneurs and smaller size 

businesses. 

6 Scarcity and rising prices will increase 

pressure on the development and 

deployment of cleaner technologies. 

7 The retirement of Boomers will place an 

even greater need for middle- and high-

skilled workers. 

8 The U.S workforce will be smaller, more 

ethnically diversified, and have 

educational backgrounds that are lower 

than many other developed economies. 
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Another key economic trend is the rising importance of regional economies as one of the primary drivers 

of economic growth.  The economic foundation of many strong regional economies are innovation-

based industry clusters which have the ability to support high-paying jobs, lucrative career ladders, and 

longer term job stability.  Economic researchers have shown that industry clusters rise in areas where 

local universities, research labs, and competing businesses within the same industry provide a critical 

mass of skilled workers in the same industry.  Though the economic composition of regions may differ 

in California, each region has strengths and weaknesses.  Implementation of the federal Workforce 

Innovation and Opportunity Act of 2014 will offer California a unique opportunity to identify 

regionally significant emerging and dominant industries and bring together business, education, and 

training stakeholders to collaboratively align policies and resources.   

 

Other significant components of WIOA and California's implementation include a focus on small 

business development, apprenticeships and other earn-and-learn strategies, and the development of 

career pathways that provide workers with economic security and career advancement.  The 

Employment Training Panel (EPT) is already modifying some of its program and creating new 

initiatives to support the implementation of WIOA.  The ETP Board recently approved the "No Barriers" 

initiative which authorizes greater program flexibility to encourage employers to train disabled workers 

for a higher skilled job within their organization. 

 

The WIOA process will also be advantaged by the extensive outreach and collaboration efforts of the 

California Community College's Task Force of Workforce, Job Creation and a Strong Economy and 

the Doing What Matters for Jobs policy framework.  The goal of the Task Force is to increase 

individual and regional economic competiveness by providing relevant skills and quality credentials that 

match employer needs.  The work of the Task Force will be the subject of the November 17, 2015, 

meeting of the California Community College Board of Governors.  In March, the JEDE Committee had 

an extended presentation on the Doing What Matters for Jobs policy framework and the preliminary 

findings of the Task Force.       

 

Advances in information technology and pressures to have more environmentally sensitive products that 

address consumer preferences will also influence the basic education and training needs of California 

workers.  Even entry-level workers will be expected to have important soft skills, such as the ability to 

work in teams, actively listen, communicate effectively with co-workers and bosses, and be able to 

negotiate workplace needs in a positive manner.  Unlike hard skills, which are about a person's ability to 

perform a certain task or activity, soft skills provide the tools necessary to learn and advance in the 

state's continually evolving workplace environment. 

 

Many of these new market realities are already coming into fruition and, for now, Californiaôs 

workforce is underprepared to meet these demands.  There are still numerous unemployed and 

underemployed workers in California, while, at the same time, there are industries that are unable to find 

qualified workers to fill empty positions.  Strong early education programs, career technology pathways, 

accessible higher education, and effective and timely workforce development programs are key to 

equipping California workers with the skillsets that are in demand.    
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Chart 11 - Projected Job Growth - Industry Sector 2012-2022 

California's Future Economic Growth and External Markets 
 

EDD's ten-year forecast cites the state's continued population growth and the rise of foreign imports and 

exports to be key contributors to the state's long-term job growth.  Employment in California is 

forecasted to expand to over 18 million jobs by 2018, which includes the recovery of the 1.1 million jobs 

lost during the recession.  While these new jobs are a welcome development, they also pose a new 

challenge.  A recent report by the Little Hoover Commission (LHC) forecasts that Californiaôs 

workforce will be underqualified to meet the needs of the stateôs future economy.  Based on current 

student enrollment numbers for certificates and degrees, the deficit of qualified workers will grow to 2.3 

million by 2025.  In response to this finding, the LHC recommends the development of a new master 

plan for higher education with the overriding goal of increasing the number of Californians with 

degrees, certificates, and diplomas to meet the stateôs future needs.   

 

Chart 11displays projected job growth by industry sectors for the period of 2012 to 2022.  As discussed 

in more detail below, future growth of the California economy is highly linked to the state's adaptation 

to globalization, including the state's ability to link goods and services across state and regional 

boundaries, as well as to prepare a rapidly changing workforce for the 21
st
 Century economy.  The 

Employment Development Department's (EDD's) 2012 to 2022 forecast estimates that California's labor 

force employment will reach 18.7 million, including self-employment, unpaid family workers, private 

household workers and farm and nonfarm workers.  This estimate represents a 14.9% increase over the 

10 year period with an additional 2,296,700 being added to nonfarm employment.  As shown in Chart 

11, 72% of the increase in jobs is expected in four industry sectors:  education and health care services; 

professional and business services; leisure and hospitality; and retail trade. 

  

As illustrated in the prior charts, job growth is not necessarily the same as economic growth.  For the 

purposes of developing and analyzing economic growth and competitiveness strategies, the EDD 

assesses the California economy and divides the state's top 11 industry sectors (shown on Chart 3) into 

those that have internal population-driven markets and those that have large external markets that can be 

accessed through some form of trade in goods or services.   
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Chart 12 ï California Economic Base Industries 

ÅProfessional, Technical, 
Scientific, and Management 
Services including 
individuals who provide 
specialized services, such as 
lawyers, accountants and 
management consultants. 

Professional 
Services 

ÅProducers of durable and 
some nondurable goods 
including individual 
companies  that serve a 
variety of markets including 
aerospace, automotive, and 
capital equipment.  

Diversified 
Manufacturing 

ÅFirms that serve as the link 
between manufacturers and 
retail sellers including the 
transport and warehousing 
of products 

Wholesale 
Trade and 
Transporation 

ÅFilm Studio,  multimedia/ 
video games, music, pre and 
post production, radio, TV 
broadcasting, hotel and 
casino management, and 
sport management 

Tourism and 
Entertainment 

ÅEnvironmental analyst, 
farmer, solid waste 
coordinator, water resource 
manager, agricultural 
production specialist, 
rancher, miner, park ranger, 
forester, naturalist, timber 
buyer, and habitat specialist 

Agriculture and 
Resource-Based 
Industries 

ÅFirms in this area include 
circuit boards (used in 
electronic components) and 
advanced chemical 
manufacturing 

High 
Technology 
Manufacturing 

ÅFirms that provide  services 
and informaiton related to 
use or provision of data and 
other informaiton 
technologies 

Basic 
Informaiton 
Services 

ÅExecutive, Judicial, and 
Legisaltive branches that 
serve including  the 
development and 
enforcement of regulators 
and provision of services. 

Government 
(federal only) 

As an example, some industry sectors, such as Health and Education, are primarily driven by local 

market needs, while other industry sectors, such as Manufacturing, typically have high levels of 

engagement within external markets.  Providing a good or service that is attractive to external markets 

means a broader consumer base, as well as having greater location flexibility.  EDD considers these 

trade-related industries as California's economic base industries. 

 

Each of California's eight base industry sectors are described in Chart 12 with examples of the types of 

businesses that comprise the sector.  This information is used for many purposes by the state, including 

the development of the state Workforce Development Strategy, which is prepared by the California 

Workforce Development Board and submitted to the federal Department of Labor for the purpose of 

drawing down federal Workforce Innovation and Opportunity Act funds.  Some regions, including Los 

Angeles and San Diego, have begun to develop specific economic development strategies that leverage 

these trade-related industry sectors that are especially attractive to external markets. 

 

According to EDD, the state's ability to attract and retain businesses within these eight trade-related 

industries will largely determine California's economic growth relative to other states.  Today, these 

eight economic base industries employ 37.3% of the state's total employment.  Future growth within 

these industries is expected to be twice that of the overall state economy. 

 

Section Summary  

 

In this section, information was provided on eight key economic and social trends impacting the U.S. 

and global economy.  A profile on Californians was detailed, as well as on education and workforce 

opportunities.  The state's implementation of WIOA is already beginning to trigger changes in the state's 

education and workforce activities. 
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The majority workers in the Next Economy will be younger and have faced the economic hardships of 

the recession.  Just as those that grew up in the Great Depression, these workers will be significantly 

molded by their experiences.  Policy makers will need to reexamine programs and assess new 

investments as to whether they will result in the outcomes appropriate to serve this group of workers and 

help them reach their potential. 

 

In the next section, an expanded discussion is provided on small businesses and the important role they 

play in California's current and future economy.  

 

A list of preliminary recommendations is provided in Section V of the report.  Descriptions of related 

legislation have been included in Appendix D and E.  Sources used in the preparation of this report are 

included in the Bibliography and key reports are summarized in Appendix G. 
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Section III  - California's Small Business Economy 
 

 

Small businesses form the core of California's $2.3 trillion economy.  Research shows that net new job 

creation is strongest among businesses with less than 20 employees, and that small businesses have 

historically led the state's local and regional economies out of recessions.      

 

Businesses with no employees make up the single largest component of businesses in California, 2.9 

million out of an estimated 3.6 million firms in 2012, representing over $149 billion in revenues with 

highest number of businesses in the professional, scientific, and technical services industry sector.  As 

these non-employer businesses grow, they continue to serve as an important component of California's 

dynamic economy.   

 

Excluding non-employer firms, businesses with less than 20 employees comprise nearly 90% of all 

businesses and employ approximately 18% of all workers.  Businesses with less than 100 employees 

represent 97% of all businesses and employ 36% of the workforce.  These non-employer and small 

employer firms create jobs, generate taxes, and revitalize communities.  

 

These smaller size businesses have historically played a distinctive role during challenging economic 

times.  From 1999 to 2003, microenterprises created 318,183 new jobs or 77% of all employment 

growth, while larger businesses with more than 50 employees lost over 444,000 jobs.  In the most recent 

recession this trend continued as the number of non-employer firms increased from 2.6 million reporting 

$137 billion in revenues for 2008 to 2.8 million reporting $138 billion in revenues for 2010, based on 

federal tax returns.  Since the recession, these businesses have become increasingly important because of 

their ability to be more flexible and suited to niche foreign and domestic market needs.   

 

However, their small size also results in certain market challenges, including having difficulty in 

meeting the procedural requirements of the state's complex regulatory structure and the traditional credit 

and collateral requirements of mainstream financial institutions.  Specialized technical assistance, access 

to credit enhancements, and collaborative marketing opportunities help many small businesses overcome 

or at least minimize these difficulties.   

 

The 2012 Survey of Business Owners 

 

In August 2015, the U.S. Department of Census published initial data from the 2012 Survey of Business 

Owners.  The last survey was made in 2007.  While the data significantly trails real-time, it is the most 

comprehensive source for tracking trends in entrepreneurship, including ownership by women and 

individuals of color.   

 

Chart 13, shows selected data from the 2012 Survey of Small Business Owners.  Among other findings, 

the data shows a 27.5% increase in women-owned businesses between 2007 and 2012, as compared to a 

7.9% increase in businesses owned by men and a -45.8% decrease in firms owned equally by men and 

women.   Women-owned businesses also experienced the greatest increase in the number of people they 

employed and wages paid. 
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Chart 13 - Gender Differences in U.S. Businesses 
 Percent Change 2007 to 

2012 Women-Owned 

Firms 

Percent of Change 2007 

to 2012 Man and 

Women-Owned Firms 

Percent Change 2007 to 

2012 Men-Owned 

Firms 

U.S. Firms 27.5% -45.8% 7.9% 

Receipts from all firms  

(employer and nonemployer) 
35.1% 6.7% 33.8% 

Employer Firms 15.7% -25.8% 5.3% 

Receipts from Employer Firms 35.4% 13.2% 34.9% 

Employment 19.4% -11.9% 11.5% 

Payroll 35.3% -0.9% 25.8% 
Source:  National Women's Business Council 

 

States with the highest percentage of women-owned firms included District of Columbia, Georgia, 

Maryland, New Mexico, and Florida.  Delaware, Alaska, North Dakota, Maine, and New Jersey were 

the states where women-owned firms collected the highest amount of receipts. 

 

Women entrepreneurs, according to the Ewing Marion Kauffman Foundation, have unique skill sets, 

which both set them apart from other business owners and make them successful entrepreneurs.  Among 

other things, the Kauffman Foundation states that women entrepreneurs have a more nuanced 

understanding of businesses risk/reward profile.  Women are more comfortable with financial risks, but 

more sensitive about risks that may seem foolhardy.  The Kauffman Foundation also believes that there 

is a correlation between a rise in women entrepreneurs and increased business returns and payout ratios. 

 

In California, business ownership by women was up 13.7%, 

which was the highest among states with the largest number 

of women-owned businesses.  In Texas, women-owned 

businesses were up 8.7%; Florida, 8.18%; New York, 7.3%; 

and Illinois, 4.23%.  California also had the highest number 

of Hispanic and Asian American women-owned firms.  For 

businesses owned by Black women, Georgia had the largest 

number of firms, California had the fifth largest number. 

 

Chart 14 shows additional information from the 2012 

Survey of Business Owners relative to race and ethnicity.  

The largest percentage changes in business ownership were 

by Hispanic women, where the number of firms grew by 

87.3% between 2007 and from 20012.  As a comparison, 

male Hispanic-owned firms grew by 39.3%. 

 

Using Entrepreneurship to Address Income Disparity 
 

In understanding how business ownership can shift the income disparity dynamic, it may be useful to 

consider a 2011 Congressional Budget Office (CBO) report on after-tax incomes of American 

households.   

 

The CBO found that between 1979 and 2007, income for households at the higher end of the income 

scale rose much more rapidly than income for households in the middle and at the lower end of the 

income scale.  Most significantly, by the end of the reporting period (2005-2007), the after-tax income 

Chart 14 - Comparison of Business 

Growth by Race, Ethnicity, and Veterans 
Business Ownership Percent Change 

2007 to 2012 

Number of all 

Firms  

Asian American Women 44.3% 

Asian American Men 25.7% 

Black Women 67.5% 

Black Men 18.8% 

Hispanic Women 87.3% 

Hispanic Men 39.3% 

White Women 10.1% 

Veteran Women 29.6% 

Veteran Men 7.7% 
Source: 2012 Survey of Business Owners 
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Small Business Survey Response 

 

"We suffer from the paradigm that 

it's always better to bring in a 

business from the outside to bring 

new jobs rather than investing 

locally to grow the economy." 
 

In Search of a Level Playing Field 

by Good Jobs First 

received by the top 20% exceeded the after-tax income of the remaining 80%.  Chart 15 illustrates the 

CBO's findings in more detail. 
 

Chart 15 - After -Tax Income Growth 1979 to 2007 
Income Bracket Income Earners Percentile Percentage Growth 

1 Top 1% 100th 275% 

2 Next 20% 81
st
 to 99

th
 65% 

3 Next 60% 20
th
 to 80

th
 40% 

4 Bottom 20% 1 to 19
th
 18% 

Source: ñTrends in the Distribution of House Income Between 1979 and 2007,ǌ Congressional Budget Office, 2011 
 

The two primary reasons for the increase in income disparities were (a) the uneven distribution in the 

sources of household income and (b) the differing economic circumstances of those sources.  

Households in the higher income brackets (1 & 2) received a majority of their income through capital 

gains and business income, which as a share of total income increased in value, while individuals in the 

bottom two brackets (3 & 4) received a majority of their income from labor income and capital income, 

which decreased in value.  With the recession, this income disparity has continued to increase, in part, 

because of the impact of long term unemployment on wages (a core component of labor income), and 

rental rates (a core component of capital income).   
 

The findings in the report also suggest that policies that inhibit access to self-employment serve to 

reinforce the income disparities trend and that policies which result in greater access, especially to 

historically underserved populations, could begin to break the trend. 

 

Small Business Views on Economic Growth 

 

Good Jobs First, financed through a grant from the Ewing Marion Kauffman Foundation, surveyed 41 

national small business organizations representing 24,0000 

member businesses in 25 states.  By significant margins the 

survey found the following: 

 

¶ 95% of responders believe that spending on economic 

development incentives is biased toward large businesses 

(69% strongly believe). 

 

¶ 85% of responders believe that the economic development 

incentives in their state do not effectively address the 

current needs of small business that are seeking to grow 

(36% strongly believe). 

 

¶ 75% of respondents do not believe that their state's current incentive policies are effective in 

promoting economic growth (23% strongly agree). 

 

Beyond traditional business incentives, a majority of respondents said that they favor broad community 

investments that benefit all businesses and help support the local consumer base.  The greatest 

investments, according to the small business survey, are workforce, transportation, and education 

investments.  One respondent is reported to have written, "Customers coming through the door is the 

single biggest thing that builds a business, not a tax breakéInfrastructure that gets foot traffic in the 

door is a better investment." 
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As the answers to this September 2015 survey indicate, small businesses are most interested in ensuring 

that they have a customer base able to access their business and purchase goods.  

 

Special Focus:  Cost of Regulations and Small Businesses 
 

There are two major sources of data on the cost of regulatory compliance on businesses -- the federal 

SBA and the state Office of the Small Business Advocate (OSBA).  For the last 10 years, the federal 

SBA has conducted a peer reviewed study that analyzes the cost of federal government regulations on 

different size businesses.  This research shows that small businesses continue to bear a disproportionate 

share of the federal regulatory burden.  On a per employee basis, it costs about $2,400, or 45%, more for 

small firms to comply with federal regulations than their larger counterparts.    

 

The first study on the impact of California regulations on small businesses was released by the OSBA in 

2009.  This first in-the-nation study found that the total cost of regulations to small businesses averaged 

about $134,000 per business in 2007.  Although the state study was peer reviewed, there were criticisms 

of the study including that it was based on only one regression model, rather than using several models 

to test whether different outcomes could be derived.  At a minimum, one economist suggested that the 

findings should have been tested for sensitivity of the assumptions.    

 

Further, the study did not address the issue of good regulations vs. bad regulations, (i.e., what level of 

regulatory cost are reasonable in order to protect society.)  In sum, the report, however, shows that 

regulations can be a significant cost to the everyday operations of California small businesses and 

clearly establishes a starting point for more meaningful discussions on the structure and process for 

developing and implementing regulations. 
 

In addition to the report, the Assembly Jobs Committee has held hearings and undertaken its own 

research that suggests that regulatory costs are driven by a number of factors including:  Multiple 

definitions of small business in state and federal law; the lack of e-commerce solutions to address 

outdated paperwork requirements; procurement requirements that favor larger size bidders; and 

inadequate technical assistance to alleviate obstacles that inhibit small business success/growth. 

 

Definition of Small Business 

 

One of the challenges public policy makers have in discussing small businesses is the variety of 

definitions of small business, which often vary by program and industry. Small businesses are in some 

cases defined by their number of employees and in other cases they are defined by gross receipts and/or 

other financial data.  Chart 16 shows data on the number and size of businesses in the U.S. and 

California. 
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Section Summary   

 

This section provided an expanded discussion on small businesses, including information from recently 

released 2012 Survey of Business Owners.  Among other findings, the survey showed how 

entrepreneurship encompasses a very diverse group of business owners. 

 

The section also included a "Special Focus" on the cost of regulations to small businesses and highlights 

from a recent survey of small business organizations.  According to the survey results, a majority of 

small businesses recommended broad community development investments in infrastructure, workforce, 

and quality of life of their potential customers over individual tax incentives that mostly likely go to 

larger size businesses. 

 

Chart 16 - 2011 Business Profile By Size (excludes non-employer firms) 

Area 

Description 

Employment 

Size 

Number 

of Firms 

Percent of 

Firms 
Employees 

Percent of 

Jobs 

Annual Payroll 

($1,000) 

United States Total 5,684,424  113,425,965  $5,164,897,905 

California Total 689,568 

12% of  

U.S. Firms 12,698,427 

11% of all  

U.S. Jobs $663,570,657 

 

United States 0-4 3,532,058 

62% of  

U.S. Firms 5,857,662 

5% of U.S. 

Jobs $230,422,086 

California 0-4 429,139 

62% of  

CA Firms 702,508 

5.5% of  

CA Jobs $35,472,447 

 

United States <20 5,104,014 

89.7% of 

U.S. Firms 20,250,874 

17.8% of  

U.S. Jobs $732,759,369 

California <20 614,538 

89.1% of 

CA Firms 2,386,296 

18.7% of  

CA Jobs $99,417,066 

 

United States 0-99 5,585,510 

98.2% of 

U.S. Firms 39,130,875 

34% of  

U.S. Jobs 1,478,844,420 

California 0-99 672,360 

97% of  

CA Firms 4,587,628 

36.1% of  

CA Jobs 194,611,832 

 

United States <500 5,666,753 

99.6% of 

U.S Firms 54,998,312 

48.4% of  

U.S. Jobs $2,169,353,973 

California <500 683,999 

99.1% of CA 

Firms 6,331,871 

49.8% of  

CA Jobs $280,857,823 

 

United States 500+ 17,671 

0.3% of 

U.S. Firms 58,427,653 

51.5% of  

U.S. Jobs $2,995,543,932 

California 500+ 5,569 

0.8% of 

CA Firms 6,366,556 

50.1% of  

CA Jobs $382,712,834 

Source:  U.S. Census http://www.census.gov/econ/susb/index.html 

http://www.census.gov/econ/susb/index.html
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A list of preliminary recommendations is provided in Section V of the report.  Descriptions of related 

legislation have been included in Appendix D and E.  Sources used in the preparation of this report are 

included in the Bibliography and key reports are summarized in Appendix G. 
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Investing in Lower 

Income Families 
 

Data suggests that the one 

of the most important 

economic development 

actions California can 

make is to invest in low-

income families. 

 

Section IV - State Programs:  Tools for Inclusion 
 

 

The California Budget Project recently published data on the long-term impacts of childhood poverty 

(September 2015).  They report that adults who had spent eight to 14 years 

living in poverty as a child were 45.3% more likely to live in poverty as an 

adult.  This compares to the 0.6% likelihood of living in poverty as an adult 

for those individuals who had spent no time in poverty as a child. 

 

One of the challenges in addressing poverty is that 68.5% of California 

families that live in poverty have employment.  It is just that the wages paid 

and/or the number of hours available to work are insufficient to provide for 

the basic needs of the household.  According the California Budget Project, 

wages (on an inflation-adjusted basis) are actually lower in 2014 than in the recession for all but the 

most highly paid hourly workers. 

 

Data suggests that the one of the most important economic development actions California can make is 

to invest in its low-income families.  Studies have repeatedly shown that children from low-income 

households benefit from better schools, safer neighborhoods, and more economic security.  In return, 

these children are less likely to require government assistance and are more likely to contribute to the 

economy. 

 

One 2015 study, which took a fresh look at the outcome data from Moving On Experiment (MOE), 

found that every year spent in a better neighborhood increased college attendance rates and earnings into 

adulthood.  Overall, the study concluded that "efforts to integrate disadvantages families into mixed-

income communities are likely to reduce the persistent of poverty across generations."   

 

Another study, Where is the land of Opportunity:  The Geography on Intergenerational Mobility in the 

U.S., identified key factors in supporting social mobility, including segregation, inequality, quality of 

education, social capital, and family structure.  The study also found that the same factors that erode the 

middle class also hamper intergenerational mobility in lower income individuals.   For public policy 

makers these factors can help shape the type of programs that address California's increasing rates of 

poverty and move forward on an equity-based growth model. 

 

This section includes information on a select group of economic development and social equity 

programs within the state's current budget and highlights several major initiatives the state is already 

implementing.  These initiatives could serve as immediate action points for moving toward a more 

inclusive economy and applying an equity-based growth strategy. 

 

The State Budget ï An Opportunity for Advancing an Equity -based Growth Agenda 

 

Each year, the Governor and the Legislature spend five to six months discussing the development and 

approval of the state budget.  Unlike the passage of legislation where comments of the Administration 

may first occur eight months after the bill has been introduced, budget discussions are more direct.  The 

Governor presents his budget to the Legislature in January and addresses a joint session of the two 

Houses to present his or her vision and priorities for the year.  By March, the Senate and Assembly 
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Budget Committees, with the assistance of the Legislative Analyst's Office, are well on their way to 

dissecting each line of the budget.  In turn, agencies are called to a formal hearing before budget 

subcommittees to discuss their proposed budget, provide background information, and address a range 

of policy issues that occur to the members of the subcommittee and leadership.  In the past several 

sessions, progress has been made on key equity issues.  Below is a summary of the 2015-16 budget.   

  

California state government's overall spending plan for 2015-16 proposes total state expenditures of 

$161 billion, which represents an increase of 1.3% from the prior year. General Fund revenues are 

expected to increase by 4% with $1.9 billion scheduled to be deposited into the Budget Stabilization 

Account (BSA) and another $1.9 billion being used for debt payments.  The state would end the year 

with $4.6 billion in estimated total reserves. 

 

One of the most significant features of the 2015-16 spending plan is the large increase in Proposition 98 

funding for schools and community colleges. Proposition 98 funding is expected to be up $7.6 billion 

from the June 2014 estimate of the 2014-15 guarantee.  The budget plan authorizes a one-time 

augmentation of $3.8 billion for paying down the K-14 mandates backlog and $992 million for K-14 

payment deferrals.  Additionally the budget increases funding for childcare and preschool programs 

by $423 million, funding for the University of California  by $241 million and funding for the 

California State University by $254 million. 

 

The Budget Package also includes a new $900 million competitive grant for career technical education 

in secondary schools $400 million available in 2015-16, $300 million in 2016-17, and $200 million in 

2017-18.  The grant program priorities, among other things, includes local applicants collaborating with 

postsecondary education, other local education agencies, and established career technology programs.  

Other education related augmentations over the basic budget include: 

 

¶ $500 million Adult Education Block; 

¶ $50 million for a second round of broadband internet infrastructure grants; 

¶ $10 million for foster youth; and  

¶ $67 million for Special Education Community Package.  

 

The spending plan also reflects the establishment of the California Earned Income Tax Credit, which 

is designed to reduce poverty among California's poor and very poor households.  The EITC is estimated 

to assist two million people with an average credit amount of $460 per tax return.  Total impact on the 

General Fund in 2015-16 is estimated at $380 million.  To ensure eligible households are aware of the 

new credit, the budget includes $22 million for the Franchise Tax Board to administer the program, 

including outreach. 

 

The 2015-16 Budget includes $1.8 billion for drought-related activities in addition to the $1.1 billion 

that was appropriated by AB 91 in March 2015. Portions of these funds will be expended in small rural 

communities which have been especially hard hit by the drought. 

 

The 2015-16 spending plan also includes second year funding for workforce programs for the formerly 

incarcerated ($1.5 million) and business development services through the state's network of small 

business assistance centers. 
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The spending plan also begins to restore the 7% reduction in In-Home Supportive Service hours with a 

$226 million augmentation from the General Fund and beginning in May 2016 the spending plan 

provides Medi-Cal coverage to undocumented immigrants under the age of 19 who are otherwise 

eligible for those benefits but for their immigration status. 

 

Additional information on the 2015-16 Budget is available through the Legislative Analyst's Office's 

website:  www.lao.ca.gov  

 

Special Focus:  Affordable Housing Challenges 

 

State law requires the California Department of Housing and Community Development to prepare a 

State Housing Plan.  To a large extent, the State Housing Plan is used to meet the federal requirements 

for a five-year consolidated housing plan, which is used to draw-down federal housing and community 

development funds including, but not limited to, the Community Development Block Grant funds for 

non-entitlement communities, the Neighborhood Stabilization Program, and the Home Investment 

Partnerships Program. 

 

The State Housing Plan includes an assessment of housing-related and non-housing community 

development needs, an analysis of obstacles, a strategy to address these needs.  In determining those 

needs and developing the plan, HCD encourages and facilitates input by other public agencies, private 

parties and individuals with similar interests and/or activities.  Ultimately, the State Housing Plan will 

have separate housing targets for: 

 

¶ Very low-income households (65% of area median income) 

¶ Low-income households (80% of area median income);  

¶ Moderate-income households (120% of area median income); and  

¶ Vulnerable populations including the homeless, Native Americans, rural, farmworkers, and veterans.   

 

The State Housing Plan will also assess housing conditions for all counties and regions and recommend 

actions for federal, state, and local governments and the private sector.  Given the high-cost of housing 

in California careful attention that policies and 

other recommendations in the State Housing 

Plan integrate econmic development, 

environment, transportation, education, health, 

and climate change.   The last State Housing 

Plan was published in 2000, 1997-2020 Raising 

the Roof.  HCD is in the process of preparing 

the next update, which is proposed to be final 

sometime before the end of 2015. 

 

Rising Housing Costs Disproportionately 

Impacts Lower Income Households  

 

In 2014, HCD issued an unscheduled update to 

the State Housing Plan.  While the economic 

recovery was encouraging, rising housing 

http://www.lao.ca.gov/
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prices in some areas and lack of jobs growth in others were beginning to place extreme stress on the 

California housing market.  Among other concerns, HCD's update highlighted the following: 

 

¶ Lower income households were disproportionately being impacted by the worsening trend in 

housing affordability.  As both employment gains and wages continued to lag, renters were facing 

higher rents and potential homebuyers had to contend with tightening lending standards; 
 

¶ Building starts continued to be sluggish, even as storages in housing supply continued to increase in 

coastal areas. 
 

¶ Tens of thousands of affordable housing units were at-risk of converting to market rents within the 

next five years; 
 

¶ Aging baby boomers and young millennials were shifting traditional housing demands to meet their 

different lifestyle choices; 
 

¶ The effects of the financial crisis continued to impact households, who never recovered losing their 

homes, loss of employment, lower credit scores due to old debt, and other pre-crisis lifestyle 

opportunities.    

 

The State Housing Plan Update noted that California renters were overpaying and becoming more 

overcrowded.  For prospective homeowners, prices were rising too 

quickly to rationally keep pace.  While the financial crisis resulted 

in significant foreclosures, HCD's report noted that these units were 

not adequate to meet the housing need based on type, tenure, and 

location.  In February 2014, the median sales price of a home was 

$404,250, which was over 21% higher than in February 2013. 

 

In its conclusion, the State Housing Plan Update states that the 

housing sector could not be successful alone.  The state needed an 

integrated approach to housing development that considered such things as education, health, access to 

economic opportunity, and transportation.  Further, that this interconnectivity was particularly important 

to vulnerable populations. 

 

In March 2015, the Legislative Analyst's Office also issued a report on the state's rising housing costs 

and impacts.  The report shows that only Hawaii has higher housing prices than California.  In fact, 

California housing costs are more than double that of the U.S average, $437,000 v. $179,000.  The 

report also notes that housing costs vary within California, with the highest being in the coastal areas.  

Increasing housing costs, however, are not limited to the coastal counties.  Obviously these rising costs 

are particularly challenging for lower income households who are being forced to spend a greater share 

of their income for shelter, living in crowded housing conditions, commuting further to work, and 

requiring a change of jobs.  Higher housing costs also impair the ability of renters to save to purchase a 

home.  California already has a homeownership level (55.3%) well below the national average of 64.9%. 

 

Among other reasons, the Legislative Analyst's report cites that there is simply too little housing being 

built in coastal areas, which is driving up the costs.  There are a lot of contributing factors including 

higher land and building costs.  While this analysis seems very straight forward supply and demand, 

Affordable Housing 
 

Stable housing is a foundation 

for family economic well-being 

and thriving communities. 
 

California Department of Housing and 
Community Development, Handout from 

State Housing Plan Update, 2014  
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report notes that it is unusual that the private market is not responding to this demand.  Similar to the 

discussion earlier in the hearing report, it appears that old economic models are not functioning as 

anticipated.  California is experiencing economic growth without the anticipated increase in jobs and 

wages.  Without job and income growth, home buying is stagnant.  As an example, the report notes that 

housing construction in Seattle was twice that of San Francisco and San Jose over the past two decades 

and that construction in California's coastal metro areas between 1980 and 2010 was low by both 

nationally and historical standards.  Of course, these dynamics encourage workers to relate to inland 

areas where there are lower housing costs, which then increases inland California housing costs. 

 

The report estimates that for California housing to have maintained the same pace of growth as the 

national average, the state would have had to add up to 100,000 additional units per year between 1980 

and 2010.  The units would have had to be predominantly in coastal areas, a higher percentage in inner 

cities, and be considerably denser.  The consequences of not producing more housing units is that shelter 

becomes a greater burden on household finances.  For low-income households, paying for housing costs 

require spending 67% of their income, which leaves very little left for food, health care, education, 

transportation, and emergencies.  As illustrated by Chart 9, addressing housing costs is foundational to 

providing an inclusive economy. 

 

In addition, the report notes other significant housing challenges that inordinately impact certain areas of 

the state and groups of people, including: (1) facilitating housing options for the stateôs homeless 

individuals and families; (2) mitigating adverse health effects related to living in substandard housing or 

housing near sources of pollution; and (3) removing noneconomic barriers to housing, such as race, 

ethnicity, gender, and disability status.   

 

Financing More Affordable Housing 

 

Funding for affordable housing comes from range of funding sources, including state bond moneys, 

revenue bonds, Low Income Housing Tax Credits, federal programs, and private for-profit and nonprofit 

sources.  Chart 17 show 2014 data on California affordable housing finance.  The State Housing Plan 

addresses three funding models:  operating subsidies for affordable rental housing, tenant rental 

assistance, and upfront capital subsidies to reduce the cost of producing rental and ownership housing.   
 

Chart 17 ï Affordable Housing Resources Administered Through the State 
  Total 

Authorized 

2014 Available 

Bond Acts 

Proposition 46  (2002) $2.1 billion $11 million 

Proposition 1C (2006) $2.8 billion $300 million 

California Veteran Bond Act 

(2008) 
$900 million $600 million 

Low Income Housing Tax 

Credits 

Federal Tax Credits $1.25 billion 

(annually) 

$1.25 billion  

State Tax Credits $104 million 

(annually) 

$104 million   

Federal Programs at HCD    $76 million 

Multifamily Housing 

Program at HCD 

   $100 million 

Community Development 

Financial Institution Tax 

Credit  

State Credits $10 million in 

credits (annually) 

$10 million 
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Cap and Trade Revenues 

(20%) 

 2013-14   $65 million 

Affordable Housing and 

Sustainable Communities 

2014-15 

$400 million per 

year 

$400 million 

 

Part of the complexity of financing affordable housing is that no single program or sponsor provides 

100% of the cost to build or rehabilitate the housing.  It is not uncommon for an affordable multifamily 

rental project to have five or more separate funding sources.  Each layer of funding not only adds 

complexity, but also additional costs.  Projects can be delayed because not all the funding is available in 

the time period necessary.   

 

For rural areas and housing programs that serve targeted populations, this means having the capacity to 

pull together these multi-layered projects and having other financial resources to make-up for funding 

lost to larger affordable housing developers in urban and suburban areas.  The elimination of the 

California Enterprise Zone in 2013, coupled with the earlier elimination of the California Community 

Redevelopment Program, left many poor communities with few tools to address poverty alleviation and 

economic growth.  For communities needing affordable housing, this was especially difficult because it 

meant the loss of the 20% set-aside of tax increment revenues for the production and maintenance of 

low- and moderate-income housing. 

 

This year, the Governor signed AB 2 (Alejo and Garcia), Chapter 319, Statutes of 2015, which 

established a new community development framework for accessing tax increment financing.  The 

purpose of the bill is to foster collaboration between cities and counties on local economic development 

efforts.  Implementation of the bill is anticipated to help provide a long-term source of funding for 

affordable housing, help eliminate blight, encourage business activity, clean-up contaminated 

brownfields, and create jobs.  

 

Building California's New Equity -Based Growth Model 

 

To succeed in the global economy, California needs a new-equity-based growth model.  Similar to the 

new funding authorizations in the 2015-16 Budget, California has already made many steps toward 

creating a more inclusive economy.  The following is a discussion of four currently funded state 

initiatives that would lend themselves to being part of California's new growth model including: 

 

¶ Climate-Related Strategies 

¶ Private Investment-Related Strategies 

¶ Social Innovation Financing Strategies 

¶ Environmental Justice-Related Strategies 

 

Appendix O includes background on infrastructure development and a discussion which issues to raise 

in a Special Session Infrastructure-Related Strategy. 

 

Climate-Related Strategies:  Disadvantaged communities in California are specifically targeted for 

investment of proceeds from the Stateôs cap-and-trade program. These investments are designed to meet 

all three sustainability criteria of providing environmental, social, and economic benefits.  In general, the 

proceeds are to be used to reduce greenhouse gas emissions (GHG), while improving public health, 
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enhancing standards, and providing for new economic opportunity for individuals in Californiaôs most 

burdened communities.  

 

Authorized by the California Global Warming Solutions Act of 2006 (AB 32), the cap-and-trade 

program is one of several strategies that California uses to reduce greenhouse gas emissions that cause 

climate change.  Funds received from the program are deposited into the Greenhouse Gas Reduction 

Fund and appropriated by the Legislature.  All moneys in these moneys are required to be used for 

programs and activities that reduce the emissions of GHGs. 

 

With the enactment of SB 535 (De León), Chapter 830, Statutes of 2012, a minimum of 10% of the 

funds in the Greenhouse Gas Reduction Fund are required to be used for projects located within 

disadvantaged communities.  The California Environmental Protection Agency uses the California 

Communities Environmental Health Screening Tool (CalEnviroScreen) for assessing and determining 

eligible communities.  Under the CalEnviroScreen model, California census tracts are evaluated on a 

range of environmental, public health, and income criteria as a means to identify the areas 

disproportionately burdened by and vulnerable to multiple sources of pollution.  There have been 

concerns that some of California's most impoverished areas don't score as high in the ranking and that 

further adjustments should be made. 

 

Another climate-related strategy is the Sustainable Communities and Climate Protection Act of 2008 

(SB 375 (Steinberg), Chapter 728, Statutes of 2008), which made major changes to the planning and 

priority of affordable housing.  As initially envisioned, the Air Resources Board sets regional targets for 

GHG emission reductions.  To reach these targets, the local community would work together through 

their metropolitan planning organizations (MPO) to coordinate land use, housing, and transportation 

planning.  The policies and activities necessary to reach the GHG emission target are complied with a 

newly created Sustainable Communities Strategy, which is now part of the Regional Transportation 

Plan. 

 

Under the Sustainable Communities Act, ARB 

is required to review the region's Sustainable 

Communities Strategy to confirm and accept 

the MPO's determination that if implemented, 

would meet the regional GHG targets.  If the 

ARB determines that the combination of 

measures in the Sustainable Communities 

Strategy would not meet the regional targets, 

the MPO must prepare a separate ñalternative 

planning strategy" (APS) to meet the targets.  

The APS is not a part of the Regional Transportation.    

 

As an example, the Sustainable Communities Strategy for the Southern California Association of 

Government's (SCAG's) is designed to serve approximately half the stateôs population, with the region 

projected to add 4 million residents and 1.7 million jobs by 2035.   The strategy sets the following 

policies: 

 

¶ Compact growth in areas accessible to transit; 

Affordable Housing Trade-Offs 
 

In order to achieve this model, the predominance of the 

housing element had to be removed.  Up until then, each 

city and county was mandated to not only plan for their 

regional share of housing, but to actually zone for the 

number low-income units.  This had the impact of creating 

a land use planning emphasis for affordable housing.  

Many environmentalists and transportation advocates felt 

this uneven playing field among community needs 

represented poor policy.  
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¶ Half of all new development on 3% of the regionôs land area; 

¶ More multi-family housing; jobs and housing closer to transit; 

¶ New housing and job growth focused in High Quality Transit Areas (HQTA); 

¶ Expanded HQTAs through transit infrastructure and service improvements; 

¶ Expanded passenger rail network and transit investment (20% of total Plan budget); 

¶ Invest in biking and walking infrastructure to improve transit access; and 

¶ Innovative finance mechanisms that incentivize reduction of vehicle miles traveled (VMT). 

 

In developing the strategy, SCAG worked with over 190 local governments to identify 

local development policies and growth projections, held multiple public hearings over a three-year 

period, and developed multiple scenarios and alternatives analysis.  SCAG also looked at the impact of 

the strategy on key inclusionary issues including environmental justice and health risks to impacted 

communities.  SCAG's performance metrics include: 

 

¶ Two thirds of new housing will be multi-family by 2035; 

¶ Over 60% of all jobs will be within HQTAs by 2035; 

¶ Over half of new homes and jobs will be within walking distance of transit; 

¶ Fewer drive-alone trips and more transit use, biking and walking, and HOV(high occupancy) trips; 

¶ Average auto trip length decreases through 2035; and 

¶ Per capita VMT decreases through 2035. 

 

When implemented, SCAG estimates that $5 billion will be saved by local governments on 

infrastructure, $1.5 billion will be saved per year in health costs; the plan will contribute to the creation 

of over 500,000 jobs per year; and there will be a 24% reduction in health incidences related to regional 

air pollutant emissions.  

 

The Sustainable Communities Act also authorized incentives to encourage local governments and 

developers to implement their Sustainable Communities Strategy and alternative planning strategy.  

Among other incentives, a developer may receive 

certain modifications to the state's environmental 

review requirements under the California 

Environmental Quality Act (CEQA). 

 

Private Sector-Related Strategies to Attract New 

Capital to Underserved Areas:  In 1996, 

California established the California Organized 

Investment Network (COIN) as part of a major 

legislative negotiation with the insurance industry.  

In exchange for not implementing a Community 

Reinvestment Act (CRA) mandate on insurers, the 

insurance industry agreed to include investments in 

low-income communities within their overall 

investment portfolio.  COIN helps to "guide 

insurers on making safe and sound investments" 

within the state's underserved communities.  The 

inclusion of a Community Development Financial 

Insurance Diversity Initiative  
 

The California Insurance Commissioner sponsors an 

initiative to address diversity issues within California's 

$257 billion insurance industry.  Guided by a 15-

member Insurance Diversity Task Force, the initiative 

is designed to encourage increased procurement from 

diverse suppliers and diversity of insurer governing 

boards.  
 

The initiative includes a range of collaborative outreach 

and education activities including a formal internship 

program within the department's Special Projects 

Division and host an annual Insurance Diversity 

Summit each December.  Initiative stakeholders 

include: community advocates, chambers of commerce, 

diverse businesses, certification agencies, insurers, 

trade associations, researchers, and interested 

individuals from the banking, energy, and legal 

industries. 
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Institution Tax Credit Program in 1999 added a new capital component to COIN, as well as bringing in 

additional mission-driven, yet highly sophisticated financial partners capable of packaging investment-

grade deals.  Current law authorizes an annual award of $10 million in tax credits, which supports $50 

million in community development investments. 

 

Investors, who receive the credits for making capital available to the CDFI for housing and economic 

development-related projects, apply the credits to offset their state personal income tax, corporation tax, 

or insurer premium tax.  During 2014, COIN awarded $13.79 million in CDFI Tax Credits for 67 

investments into 17 CDFIs to leverage $68.95 million in private investments. The investors included 

nine insurance companies that invested a total of $32.8 million.   

 

The $4.3 million in tax credits awarded in July 2015, resulted in more than $24 million in community 

investments.   Examples of these investments include the $7.8 million of investments by the California 

State Automobile Association Insurance Group as follows: 

 

¶ $4.8 million ($960,000 tax credit) into Enterprise Community Investment to be used to rehabilitate 

96 affordable rental housing developments in Morgan Hill, creating 16 permanent and 132 

temporary jobs for California workers. 

 

¶ A $3 million loan at 0 percent interest ($600,000 tax credit) to Nehemiah Community Reinvestment 

Fund to purchase, renovate, and sell single-family homes to low income buyers in 10 counties.  Over 

1,000 temporary jobs are expected to be created over its five-year term. 

 

Since its inception, the COIN CDFI Tax Credit Program has leveraged more than $239 million in COIN 

Certified investments throughout California.  Investments include green energy, affordable housing, 

clean water, healthy foods, and education projects.  CDFIs use these moneys to provide capital to low-

income and rural communities.  

 

For the past two year, 2014 and 2015, COIN hosted an impact investment summit, which was attended 

by insurers, CDFIs, community organizations, asset managers, government officials, trade associations, 

and other stakeholders. The summits feature panels on impact investments, the use of financial 

intermediaries to reach targeted markets, COIN investment opportunities, and ways to increase diversity 

among investment managers.    

 

COIN is also using its high profile position within the financial markets to encourage more investors to 

allocate portions of their funds toward impact investments.  In July of 2015, Cambridge Associates and 

the Global Impact Investing Network launched a first-of-its-kind Impact Investment Benchmark to 

provide a comprehensive analysis of the financial performance of impact investments comprised of 

market rate private equity and venture capital. 

 

Impact investments are investments made in businesses, organizations, and projects with the intention of 

generating social and environmental benefits, as well as the economic returns, as mandate by fiduciary 

responsibility standards.  At its launch, 51 private investment funds agreed to participate with 

investments from a range of industries and geographic areas including the U.S.  Investment vintage 

years are between 1998 and 2010.  The social impacts of these investments range from financial 

inclusion, employment, economic development, and sustainable living.  Financial inclusion includes the 
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provision of financial services to groups that would otherwise lack access including microfinance, small 

and median businesses, and community banking. 

 

Among other findings, the initial analysis determined that U.S.-focused impact investment funds under 

$100 million had a 13.1% internal rate of return (IRR) as compared to 3.6% for comparative U.S. funds 

under $100 million and 7.8% for comparative U.S. funds over $100.  Access to creditable data on risk 

and return of actual impact investments helps to remove one of the significant barriers to attracting more 

capital to this investment space.    

 

Social Innovation Financing- Related Strategies:  During the 2013-14 Session, Speaker Atkins 

proposed that the state adopt a Social Innovation Financing Model to address community an economic 

development challenges.    

 

Under the models, the government sets the task, timeline, and measurable objective, which a service 

provider (social entrepreneur) agrees to meet.  The initial funding for the cost of the program is provided 

by either the social entrepreneur or by a private sector investor, which may be a foundation or other 

socially responsible investor.  If the 

social entrepreneur is successful in 

achieving the measurable objective, 

the government pays the performance-

based contract, usually at a premium 

rate that includes a predetermined rate 

of return.  If the measurable outcome 

is not achieved, no government 

money is expended. Collectively, 

these types of models are often 

referred to as social innovation 

financing with the individual models 

being described as social impact 

bonds, pay for success contracts, and 

pay for performance contracts, a 

variety of interchangeable terms. 

 

Social Impact Financing and performance-based contracting is designed to ensure that contractors are 

given the freedom to determine how best to meet the government's performance objectives, while 

allowing a government to only pay for those services that meet the pre-determined quality and 

performance levels.  This is not a new concept, but it is growing in popularity as governments face 

tighter budgets and become more open to using private sector innovations to address social challenges 

where "one size" will not fit all. 

 

Massachusetts was one of the first states to utilize Social Impact Bonds to address two persistently 

challenging problems: chronic homelessness and high recidivism rates among juvenile offenders. 

Supporters of these initiatives described the use of social impact financing as directing "government 

funds toward smart initiatives that deliver real-world results."  More details on these two initiates are 

described below. 
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Environmental Justice Definition 
 

The fair treatment of people of all races, cultures, 

and incomes with respect to the development, 

adoption, implementation, and enforcement of 

environmental laws, regulations, and policies.   
 

Government Code section 65040.12 

¶ Chronic Homelessness ï Massachusetts will partner with social entrepreneurs to provide stable 

housing for several hundred chronically homeless individuals.  The goal of the initiative is to 

improve the well-being of the individuals while simultaneously reducing housing and Medicaid 

costs. 

 

¶ Juvenile Justice ï Massachusetts will partner with social entrepreneurs to support youth aging out of 

the juvenile corrections and probation systems and to help them make successful transitions to 

adulthood.  The juvenile justice contract will be designed with the specific goal of reducing 

recidivism and improving education and employment outcomes over a 6-year period for a significant 

segment of the more than 750 youth who exit the juvenile corrections and probation systems 

annually. 

 

Currently, several other states and local governments have already initiated or will be initiating projects 

that include performance-based contracting models including: 

 

¶ New York City, which is seeking to reduce recidivism among young adults; 

 

¶ The State of Minnesota, which wants better outcomes relative to workforce development and 

supportive housing; 

 

¶ New York State, which is addressing recidivism through employment opportunities for high-risk 

adult and juvenile ex-offenders re-entering society; and 

 

¶ The City of Fresno, in partnership with the California Endowment, which is seeking solutions to 

reduce incidents of asthma. 

 

Collectively these models and programs are designed to build stronger and more resilient communities 

by addressing needs, strengthening local assets, and providing money for priority investments.  The 

strategies support a range of community development activities including early childhood education; 

workforce training; development of public facilities, such as community centers and libraries; housing 

rehabilitation; public services; and microenterprise assistance.  At their core, these bills rely on private 

sector money and triple-bottom line strategies to solve complex social policy objectives. 

 

Environmental Justice Related Strategies 

 

California was one of the first states in the nation to codify "Environmental Justice" in statute. Beyond 

the fair treatment called for in law, leaders in the environmental justice movement work to include those 

individuals disproportionately impacted by pollution in decision making processes.  The aim is to lift the 

unfair burden of pollution from those most vulnerable 

to its effects. 

 

The California Environmental Protection Agency 

Environmental Justice (EJ) Program annually awards 

small grants on a competitive basis to eligible non-

profit community groups/organizations and federally 

recognized Tribal governments to address 
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environmental justice issues in areas disproportionately affected by environmental pollution and 

hazards.  Examples of prior awards include: 

 

¶ Calexico New River Committee, Inc., San Diego/Imperial, Calexico ($16,445) The Calexico New 

River Committee will conduct a cross border leadership summit to bring together community and 

government leaders from California, Imperial County, Mexicali and Baja California to craft 

implementation strategies for New River Improvement Project and Strategic Plan.  The Summit will 

benefit the residents of Calexico and other communities within Imperial County that are adversely 

affected by New River water pollution issues. 

 

¶ Center for  Community Action and Environmental Justice, Inland Empire, San Bernardino 

and Riverside Counties ($20,000) CCAEJ will assist community organizations in the Inland 

Empire region through training on strategic planning, messaging and media practices, and 

engagement with elected officials.  The program will result in more effective efforts by community 

groups to improve their social and natural environment negatively impacted by industrial and 

commercial enterprises in the area. 

 

Applications for the $1 million in 2016 funding is due by January 22, 2016 with awards announced in 

June 2016.  The maximum amount of a grant provided is $50,000, based on statute, and the work is to be 

completed within 12 months.  

 

2016 EJ grants will address one or more of the following goals, including Grant Program Goals: 

 

¶ Improve Access To Safe and Clean Water 

¶ Address Climate Change Impacts through Community Led Solutions 

¶ Reduce The Potential For Exposure To Pesticides And Toxic Chemicals 

¶ Promote Community Capacity Building -- Improve Communitiesô And Tribesô Understanding Of 

The Technical And Procedural Aspects Of Environmental Decision-Making 

¶ Promote The Development Of Community-Based Research That Protects And Enhances Public 

Health And The Environment 

¶ Address Cumulative Impacts Through Collaboration Between Community-Based Organizations And 

Local Government 

 

Appendix L includes summaries of projects, including outcomes, from 2015 EJ projects. 

 

Section Summary 

 

In this section, the report provided information on existing state resources that could be used to support a 

more inclusive economy.  With the adoption of the 2015-16 Budget, new money was provided for Adult 

Education, career technology programs at secondary schools, and lower income workers were provided 

an Earned Income Tax Credit. 

 

California's rising housing costs and the challenges of developing affordable housing was the feature of 

a "Special Focus."  Finally, the section included information on three key initiatives that already have 

related policy missions, including the state's work on climate change through programs like the 

California Environmental Screen and the Sustainable Communities and Climate Protection Act of 2014, 
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the private sector focused activities of COIN and other investors to being more private capital to 

historically underserved areas, environmental justice, and social innovation financing. 

 

A list of preliminary recommendations is provided in Section V of the report.  Descriptions of related 

legislation have been included in Appendix D and E.  Sources used in the preparation of this report are 

included in the Bibliography and key reports are summarized in Appendix G. 
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Section V - Recommendations for Further Actions 
 
 

The November 12, 2015, JEDE Committee hearing represents an important opportunity for Members of 

the Assembly to engage with witnesses and members of the public on how to create a more inclusive 

economy.  Key themes discussed in the hearing will  include enhancing the entrepreneurial business 

environment, stabilizing rural and other resource-limited communities, developing career ladders 

capable of providing wage growth and long-term household security, and supporting other actions that 

support greater economic mobility and social cohesion. 
 

A list of preliminary recommendations is provided below.  The content of the recommendations come 

for research and discussions of the JEDE Committee staff.  Sources used in the preparation of this 

section are included in the Bibliography and key reports are summarized in Appendix G. 
 

1. Set an Equity Standard for New State Investments:  Engage with Legislative leadership on the 

importance of addressing income inequality when making significant state investments.  

Historically, the equity component of sustainability has received minimal attention resulting in 

mismatched and sometimes ineffective allocations of resources.  Hold a joint hearing with the 

related Assembly Budget Subcommittees on how an equity-based growth model could be used when 

considering individual agency and department budgets.  Introduce legislation to require greater 

accountability for the impacts of state expenditure. 
 

2. Support Smaller Sized Businesses:  Establish and maintain an open dialogue with small and micro 

businesses.  Introduce legislation to encourage state agencies to partner with the existing network of 

federal technical assistance providers including the Small Business Development Centers, Women's 

Business Development Centers, and the Veterans Outreach Centers.  Among other issues, these 

centers can provide technical assistance on marketing, management, and finance.  Introduce 

legislation to provide the State Small Business Advocate with stronger tools for advocating on the 

behalf of small businesses before state rule making agencies.  Hold an oversight hearing on the 

state's use of federal small business finance funds ($168 million).  Introduce legislation to provide a 

new source of private capital for small businesses in lower income communities.  
 

3. Reframe Workforce Development:  Work in partnership with related Assembly policy and budget 

subcommittees on how to reframe the education, training, and workforce development systems.  

Introduce legislation to support the level of ongoing workforce preparation necessary for workers 

and businesses to successfully compete in the Next Economy.  Ensure that training and education 

opportunities are inclusive of the emerging, younger, and more diverse workforce of California's 

Next Economy.  Include education and workforce development as central features of the state's court 

ordered activities to reduce and maintain a lesser number of incarcerated individuals.  Leverage the 

implementation of the federal Workforce Innovation and Opportunity Act to deepen regional 

partnerships among business, education, and community stakeholders.       
 

4. Strengthen Long-Term Economic Security for Vulnerable Populations:  Enhance, better align, and 

reduce funding volatility of programs that serve as essential links to promoting economic security 

and social mobility, including early childhood education, affordable housing, college/career 

preparation, health care, workforce development, and small business services.  Hold an oversight 

hearing, in collaboration with related policy committees, on how the state can remove impediments 

to social mobility and provide an environment that supports all Californians, including individuals 

from lower income households. 
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Appendix A 

Hearing Agenda - Building an Inclusive Economy:  The State's Role in 

Closing California's Opportunity Gap  
 

 
California's record setting economic growth since the financial crisis and subsequent recession has been widely 

reported.  Unfortunately, the recovery has not yet reached all regions.  While state unemployment in September 

2015 was 5.5%, 14 of the state's 58 counties continued to report unemployment levels above 7%.  These inequities 

will only increase unless California sets an all-inclusive prosperity agenda.  In today's hearing, the Members of 

the Assembly Committee on Jobs, Economic Development, and the Economy (JEDE) will be briefed on strategies 

for supporting the entrepreneurial business environment, stabilizing communities, and developing career ladders 

that provide for wage growth and long-term household security.  This hearing is being held in collaboration with 

the 2015 California Economic Summit and is a follow-up to two JEDE oversight hearings on the California 

economy and related state programs (February and March of 2015).   
 

I.  Welcome, Introductions, and Opening Statements  
 

Chair Eduardo Garcia will open the hearing and recognize Ontario Mayor Paul Leon and Paul Granillo, 

California Econmic Summit Chair and Executive Director of the Inland Empire Economic Partnership, who 

will formally welcome the Assembly Committee on Jobs, Economic Development, and the Economy to the 

region.  The Chair and Members of the Committee will give opening statements and frame the key issues to be 

examined during the hearing. 
 

II.  Building an Inclusive Economy 
 

California's economic success is jeopardized by demographic shifts and economic stresses, from a disjointed 

education and workforce network, cities struggling with stalled industrial economies, and outdated and 

improperly maintained infrastructure to support community development.  These challenges contribute to an 

opportunity gap that, left unaddressed, will result in high unemployment and underemployment for many 

areas of the state.  Dr. Victor Rubin, Vice President for Research at PolicyLink, will provide a keynote 

address on achieving a prosperity agenda that takes strategic steps to support entrepreneurship, a better 

alignment among education and workforce training systems, and a modern infrastructure network that 

supports economic mobility and social cohesion. 
 

III.  Entrepreneurship Drives an Inclusive Prosperity Agenda  
 

Entrepreneurs are playing an increasingly crucial role in creating opportunity and growth in the U.S. and 

California economy, especially for individuals from historically underrepresented groups.  Dr. Yasuyuki 

Motoyama, Director of Research and Policy at the Ewing Marion Kauffman Foundation, will provide a 

keynote address that includes a profile on the modern face of entrepreneurship and discuss how it serves as 

an effective foundation for a more inclusive economy.       
 

IV.  Transformationa l Actions for Achieving a More Inclusive Economy 
 

¶ Ms. Alma Salazar, Vice President of Education and Workforce Development at the Los Angeles Area 

Chamber of Commerce  

¶ Ms. Helen Torres, Executive Director of HOPE 

¶ Ms. Melina Duarte, STEM Education Consultant 
 

Achieving a more inclusive economy requires greater collaboration between public and private entities.  

Participants in this panel have been asked to present examples of current initiatives that are transforming 

California business development and job creation.  Among other models, panelists will discuss real world 
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solutions for lowering barriers to workforce preparation, increasing individual and household financial 

stability, and supporting entrepreneurship.   
 

V.  Public Comment 
 

Anyone interested in addressing the Committee may sign up to speak during the public comment period.  A 

sign-up sheet is located at the back of the hearing room.  Written comments may also be submitted to the 

Committee Office. 
 

VI .  Closing Remarks  
 

Assemblymembers will make closing remarks and offer recommendations for further actions.     
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Appendix B 
A Roadmap to Shared Prosperity: The Right Steps toward Sustainable Growth
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