Sonoma County Economic Development Board
Business Confidence Report
Spring 2003

Conducted during the conflict with Iraq, a survey of business confidence in Sonoma County showed dramatic
decreases this past quarter, missing expected targets from Winter 2003. Business executives also lowered current business
ratings in the county. Retail business volume decreased for 30% of respondents, compared to 17% from the previous
quarter. Yet, attitudes toward capital investment are gradually becoming more aggressive, with fewer business executives
being cautious or moderate. Facets of Sonoma County businesses are still expected to remain unchanged, including full-
time employees, exports, wage and salary rates, and net profits, congruent with opinions from Winter 2003. Business
executives are also more confident about the potential for growth and the stability of the national economy. Respondents
are expecting the stock market to rise, and the unemployment and interest rates to remain unchanged. The EDB’s Spring
2003 Report includes the following highlights:

4 The business confidence index has fallen a total of 19.2% between the Mid-year 2002 report and the
Spring 2003 report.

4 Respondents predict that business confidence will increase 7% to 5.31 in the next four months.
¢ Fewer businesses reported “excellent” performance, but 66% are still doing “good”.

4 Retail business volume has decreased rather than increased for more respondents, breaking a positive one-
year trend.

4 The manufacturing sector experienced the largest decline in business confidence, followed by technology.

4 The percentage of business executives being “aggressive” in their capital investments has doubled.

Seven local sectors were surveyed, including agriculture, manufacturing, professional/financial services, retail/distribution,
real estate/construction, technology, and tourism. A category for “other” was listed, and incorporated information from
various sectors including health, education, and the like.
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Businesses Good, But Not Excellent
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Current Status of Sonoma County Businesses An increasing number of respondents are downsizing their business
@ VeryBad rating from excellent to good, a trend that started in Fall 2002. Cur-
B Good rently, 66 % of businesses executives report their businesses are per-
B18% O Excellent forming well, up from the 58% cited last quarter. However, respon-

dents in the “excellent” category decreased from 20% to 15%. This
downward trend may be due to decreased business activity in the non-
manufacturing sector and the lack of growth in the manufacturing
sector reported nationally.! A bit of good news is the slight decrease in
percentage of businesses reported to be doing poorly, from 21% to
18%.
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Business Confidence by Sector in Sonoma County

While half of the industries surveyed experienced an increase in confidence from Winter 2003, the other half saw decreases
in confidence. Although executives in the retail industry are the most confident, the professional/financial services industry
experienced the largest confidence increase from 5.09 to 5.76. Manufacturing had the largest decrease in confidence, after
the technology sector. This may be explained by the small decline in national manufacturing output for the second
consecutive quarter in March; national output fell at an annual rate of 0.7 percent in the first quarter of 2003.
Subsequently, national widespread job losses continue in the manufacturing sector.?

GRAPH 4
Current Business Confidence by Industry in Sonoma County
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Reverse in Retail Trend GRAPHS

Retail Business Volume for Most Recent Quarter
For the past year, retail business volume has increased
for the majority of businesses in Sonoma County.
However, this quarter more respondents (30%) experi- 00
enced decreases than increases in volume (Graph 5).
Only 24% of business executives reported they had
increases in retail business volume, an 11% decrease
from Winter 2003. This is not surprising even though
the Commerce Department reported an increase of
2.1% in national retail sales in March 2003, because
much of the improvement was due to auto sales and
higher gas prices.® Moreover, a rebound is not ex-
pected, as the National Retail Federation recently cut
its annual growth forecast from 5.5% to 3.8%.* ' Increase Decrease Remgin Unchanged
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Business Executives More Aggressive in Capital Investments

GRAPH 6
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percent of respondents have “aggressive” attitudes, compared
31.58% to four percent from Winter 2003. However, sixty-one

ss17%  percentare still being “cautious”, down from sixty-three
percent. Most significant is the four percent decrease in the
number of business executives feeling “moderate” about
capital investments (Graph 6).
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Static Expectations

Although there is an increase in aggressiveness toward capital investments, respondents are planning to maintain the num-
ber of full time employees, amount of investments in location and equipment, and wage and salary rates. Executives also
expect exports and net profits to remain unchanged (Graph 7). Complementing this outlook is the 49% of respondents
feeling that the Iragi conflict will not have an affect on their businesses in the short-term, with 31% of business executives
reporting they believe that the conflict will decrease business. In the long-term however, respondents do not anticipate any
change in business in Sonoma County (Graph 8).
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The Big Picture:

Sonoma County and the National Economy

Business confidence in Sonoma County parallels national business confidence as the national index decreased dramatically
from 5.8 to 5.3 for the first quarter of 2003, dampening the rebound that occurred in the fourth quarter of 2002.°> The
increase in unemployment from March to April is suggestive of further declines in national business confidence; the unem-
ployment rate now stands at 6%, up from 5.8% in March, and at the highest level since December 2002.” On a bright
note, however, the Conference Board’s Consumer Confidence index, which had been on the decline for the past four
months, improved in April to 8.48 from 6.14 in March.®

More Confidence for Growth in National Economy

Respondents are placing more confidence in the national economy than in the Sonoma County economy for overall and
industry growth (Graph 8). Confidence levels for overall growth are at 5.39 for the national economy versus 5.31 for
Sonoma County; for industry growth, confidence levels have a larger gap with the index at 5.20 nationally versus 4.88
locally. Respondents are optimistic in their outlook on the stock market, which is expected to rise by 45% of executives.
The unemployment expectations teeter between remaining unchanged (35%) and rising (34%), while interest rates are
overwhelmingly expected to remain the same at 71% (Graph 9).

GRAPH 8

Future Confidence Levels in Overall and Industry Growth GRAPH 9
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Surveys were mailed to 308 business executives in 20 sectors on March 30, 2003, with a due date of April 30, 2003. Responses were received from 72 businesses, for a response rate of 24%. The Sonoma
County Business Confidence Index is the mean of all respondents’ projections on a scale of 1-10 of Sonoma County’s current and future potential for growth. Due to changes in methodology, some
percentages differ from those cited in earlier Sonoma County Business Confidence Reports. National Businesss Confidence figures are from The Conference Board’s Measure of Business Confidence created
by businesses’ expectations for the national economy in the next six months. Values have been converted from a scale of 100 to a scale of 10 in order to help create consistency between national and Sonoma
County Business Confidence values. Responses by Industry can be seen in Chart 1.

The Sonoma County Economic Development Board has conducted the Business Confidence survey since December 1999 and produces a quarterly report. This report reflects the information gathered
during a survey conducted in April 2003. Individual surveys are confidential. This report was prepared by Nikhila Raj.

For more information, please contact:
Ben Stone, Executive Director
Sonoma County Economic Development Board
401 College Ave 4 Santa Rosa, CA 95401 4 (707) 565-7170

edb@sonoma-county.org




