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The Conversation: Job-loss numbers obscure total employment picture
The Conversation: Micro business provides one answer to problem of underemployment
The Conversation: Employment debate focuses on creaky wheels of industry
Join the conversation: Is California's government chasing jobs from the state?
Are California's policies chasing jobs elsewhere?
• California's unemployment rate is currently 11.6 percent.

• California loses an estimated 11,000 jobs a year due to firms leaving the state - less than
one-tenth of 1 percent of the state's 18 million jobs.

• California entrepreneurs get 50 percent of all venture capital funding in the United States.

• Between 1997 and 2008, the value of California's manufacturing output nearly doubled,
increasing at a rate three times faster than the national average.

• Households in the poorest one-fifth of the income distribution are more than twice as likely to
leave California as households in the richest fifth, and the very richest are the least likely to move
of all.

• The poor are more likely than the rich to move from Californian to states with no income taxes.
Sources: Public Policy Institute of California; Center for the Continuing Study of the California
Economy; Beacon Economics
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Learn more about California economy

• The Milken Institute's report on California manufacturing

• The Public Policy Institute of California's study on business flight from California

• Businesses fleeing California, the Center for the Continuing Study of the California Economy

• The Employment Development Department's data page
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On its face, California  manufacturing appears to be in dire straits. Employment in the sector is currently
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65 percent of its 1990 level. Outside of a significant upsurge during the dot-com bubble, employment
levels have declined most years since the 1970s. At the same time, the nominal contribution of
manufacturing to the state economy has fallen from 13 percent to below 10 percent from 1997 to 2008.

But before we blame these issues on California's  poor business climate or high tax rates, we need to
consider them in context, relative to trends that are occurring more broadly in the United States.

Between 1997 and 2008, manufacturing output in the United States increased by 30 percent in real
terms, according to the U.S. Bureau of Economic Analysis. Over the same period, manufacturing output
increased by 90 percent in California  – three times the national average. Some of this increase was
driven by the unprecedented productivity gains  in information technology.  But even without information
technology, manufacturing output in California  has outperformed the nation as a whole.

As for jobs, manufacturing employment in California  fell by 15 percent from 1994 to 2008, compared to
21 percent in the United States overall, according to the Bureau of Labor Statistics. And manufacturing
employment in the current economic downturn has held up much better in California  than in the nation
overall. Year over year, California  has lost 8.5 percent of its manufacturing jobs,  while the nation overall
has lost 11.5 percent.

The Milken Institute  recently released a report, "Manufacturing 2.0: A More Prosperous California, "
which paints, at best, a grim picture of California's  manufacturing business environment. To quote,
"California  is losing a battle to attract manufacturing jobs,  a critical economic growth engine."

Unfortunately, the report does not accurately reflect the state of manufacturing in California.  Instead, the
methods used to prepare the analysis provide an incomplete and unbalanced snapshot of industry
trends. Government, like the economy overall, must use its scarce resources effectively. This means
we must set policy priorities based on real issues, not those driven by skewed research. This is
particularly true in these trying times.

The fact is that employment in manufacturing in California,  as in the rest of the country, has been in
rapid decline, even though real output has been increasing. There are a variety of explanations for this,
with the most popular being the offshoring of jobs to other countries. But this doesn't follow, because
the Bureau of Economic Analysis measures the output of an industry by measuring the value of what
goes into making the final product. Something else is going on.

That "something else" may be that the post-1990 period has been one of significant productivity
improvements in the sector. The decline in information technology prices has allowed companies to
expand output using capital investments rather than by hiring more labor. Twenty years ago, a brick
factory would use many unskilled workers and a few basic machines. Today, that same factory is run
with a few skilled workers running robotic machines and computers. This also explains the decline in
manufacturing's dollar contribution to the U.S. economy: Unlike health care, education or other services
we consume, prices for manufactured goods have been falling in the United States.

Furthermore, these trends are not unique to manufacturing. Another industry that has experienced
significant declines in employment and revenues while growing in terms of its real economic output is
agriculture. In 1948, agriculture was 8.6 percent of the U.S. economy. Today it is only 1 percent. Yet we
are supporting twice as many people, and given American's expanding waistlines, possibly feeding
them more than they need.

Ultimately, productivity improvements are good for the economy. They result in cheaper products –
potato chips or microchips – and free up resources for production in other sectors of the economy.
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Over the last several decades, there have been enormous changes in the manufacturing sector,  both in
California  and more broadly. Change is often difficult and disruptive, but is not always bad.
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Christopher Thornberg  and Jon Haveman  are economists and the founding principals of Beacon
Economics, an independent economic research and consulting firm.
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