San Angelo
Quarterly Economic Review

The latest data, analysis, outlook AP R". 2023
“Without data you're just another person with an opinion” -w. Edwards Deming
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Assessment: With the fourth quarter numbers in, we saw carryover from third quarter growth coupled with potential signs of slowing in the first half of 2023.
That said, San Angelo’s economy is resilient. Manufacturing maintained economic expansion throughout 2022, and the goods-producing sector employment
grew by 200 jobs. Near-record output from the Permian Basin has led to incremental gains in natural resources/mining support headcounts while federal
government payrolls increased to the highest level since 2019. Any pickup in defense spending will bolster Goodfellow Air Force Base, a key pillar of our
economy. San Angelo experienced stable consumer spending and a relatively healthy jobs market. Whether one believes in the predictions of a deep
recession in 2023 characterized by a slowdown in industrial preduction to slumping retail, or expects nothing more than a minor downturn that dissipates by
third quarter, the reality is that we are likely somewhere in the middle. The first half of 2023 may seem sluggish, but economic improvement is expected to
take place toward the second half of 2023. Inflation will be the metric to watch. In the 2023 housing market, even if price growth moderates, higher mortgage
rates and higher asking prices will likely continue to slow sales. As the Fed continues policy of tightening many will find that stagflation will persist, and
employment growth will moderate. It remains that San Angelo’s economy will fall in the middle of the pack among regional peers. The energy industry and
public sector will be pillars of suppert and provide spillover benefits for consumer services. Longer term, positive demographic changes (natural growth and
Qelow average median age) will ensure San Angelo’s position as a national outperformer.




ECONOMIC INDEX

The San Angelo Economic Index considers seven key economic indicators to provide insight
about the state of the San Angelo economy. Three data sets are leading indicators and point to
future changes in the economy - useful for short-term predictions of economic developments.
The remaining data are lagging or coincident indicators; coming after the economy changes,
helping to confirm specific patterns, yet still providing valuable information about the current
state of the economy. The index is intended to help decision makers, and our community, evalu-
ate the economic vitality of San Angelo.
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December 2022 index ended at 125, down 3.8% from the previous December. 4Q2022 averaged a score
180 of 124, down 1.6% from 4Q2021. Overall, the 2022 average index score was 130, up 4.0% from 2021.

buoyed by relatively strong retail sales tax perfformance, and low unemployment rates.
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The 2022 index was characterized by less volatility month over month compared to 2021 and 2020, aside

from the September spike characterized by a surge in new residence permits. The index continues to be ‘
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1. New Residence Permits (LEADING Indicator): Building permits tell you what will happen with new home construction
twelve months from now.

2. Retail Sales Tax Revenue (LEADING Indicator): Decreases can raise fear of recession and increases often precede
higher Consumer Price Index (CPI) numbers (a measure of cost-of-living changes, indicator of inflation).

Labor Force: Measure of the number of residents that make up workforce.

4. Manufacturing Jobs (LEADING Indicator): Indicates manufacturer's confidence level. When factory orders rise, com-
panies need more workers.

5. Unemployment Rate: Measure of the underutilization of the labor supply. It reflects the inability of an economy to gen-
erate desired employment.

6. Average Daily Hotel Room Rate: The average daily rate (ADR) indicates average revenue earned for an occupied
room on a given day. A rising ADR suggests that a hotel is increasing the money it's making from renting out rooms.

7. % Hotel Room Occupancy: Occupancy rates predict cash flow, and a way to compare financial attractiveness and per-
formance of real estate.
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BUSINESS CYCLE INDEX
San Angelo | Texas
[Base = 100; Jan 2002]

~ Fourth quarter BCI ended 7.8% up from 4Q2021. December was up 7.1% compared fo last year, and San Angelo's annual average BCI was up 6.1% from

— 2021. According to the Dallas Fed's Business Cycle Index, the Texas economy confinued strengthening throughout the fourth quarter as well, up 9.4% in

_ December 2022 from December 2021, and up 12.1% on an annual average when comared to 2021. The Conference Board's Coincident Economic Index
(CEl) for the U.S. increased by 0.3% throughjout Q42022 to 109.6 (2016=100). The CEl rose by 1.4% over the six-month period from June to December 2022,

— faster than its growth of 0.4% over the previous six-month period. The CEl's component indicaters—payroll employment, personal income less transfer

_ payments, manufacturing trade and sales, and industrial production—are included among the data used to determine recessions in the US. Only the
industrial production index contributed negatively to the CEl in December—the same as in November.

~ The Conference Board's forward looking Leading Economic Index (LEl) continues to signal recession for
__the US economy in the near term. Overall economic activity is likely to turn negative in the coming
quarters before picking up again in the final quarter of 2023. The LEl is a predictive variable that
~ anticipates (or “leads”) turning points in the business cycle by around 7 months. :
| ===BCl| Texas
==BCl| San Angelo

~ The U.S. LEl decreased by 2.8% in Q42022 to 110.5 (2016=100). The LEl is now down 4.2% over
the six-month period between June and December 2022, a much steeper rate of decline than

Soure
Moody’s Analytics,
Bureau of Economic
Analysis;

The Conference Board




NEW RESIDENCE PERMITS
New Residence Permits (12m Avg) | % Homes Overvalued

Housing permits, which help us understand what the months ahead will bring, saw normal levels of monthly permits for the
fourth quarter as expected, averaging 28 permits-per-month. Total permits for the year were 324, down 12.2% from 2021,
but up 14.5% from both 2020 and 2019, up 23.6% from 2018, and up 57.3% from 2017.

Home affordability continues to be an issue amid rising mortgage rates and still elevated home prices. The affordable
home market was hit first by rising interest rates in the first half of the year, then the pricier homes followed in the second ‘
Housing demand dropped as annual housing sales fell 12.4%, but 2022 was on par with 2019 sales volume. The number of “I

homes overvalued began a decline in both San Angelo and Texas from July to November since a steep climb began in

half of the year as interest rates became more aggressive. The 2022 Average 30-Year Rate was 5.34%; in 2021 it was 2.96%.
1Q2020, but December witnessed a slight uptick in overvaluation.

Average and median home prices declined in Q4, resembling those at the end of 2021:
- Average Home Price = $244,924 (12.2% decrease from Q3)
- Median Home Price = $230,000 (9.3% decrease from Q3) ‘ ”
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HOUSING
SA Average Weekly Earnings (All Employees - Private) | SA Average Home Price (3m AVG)

Total home sales for 2022 reached 367,142. Sales volume dropped 11.4% from the previous year, yet is up 3.1% from 2019.
With sales activity slowing, homes begin to sit on the market longer. Median days on the market is up 53.8% from 3Q2022
and up 46.3% from 4Q2021, ending the year at 68 days - still well under the 90-day mark of being considered "stale”
property. The cllimb in total listings since March began fo level out ending in December at 364. Average month-over-
month percent increase was 6.4% in 2022, compared to an average increase of 0.14% month-over-month in 2021. Finally,
months of inventory (MOI) continued to tick up ending 4Q2022 at 2.5 MOI, up 13.6% from 3Q2022 and up 92.3% from
4Q2021. San Angelo median and average home prices peaked over the summer, but despite the correction in the latter
half of the year, median and average prices rose 3.5% and 4.5% respectively compared to a year ago.

The inflation rate is the worst since the 1980's, and every month wages dont exceed inflation,
households run the risk of falling further behind using credit cards, cashing in retirement funds, selling
assets, etc. Wages are a price, the price (or cost) of labor. Prices go up because of inflation, because
the money supply is expanded. To claim prices are going up because wages are increasing is like
saying prices are going up becase of prices. Be careful not to get caught in the "wage-price spiral”
argument frap.

HOUSING AFFORDABILITY INDEX (HAI)
San Angelo | Texas
[Base = 100]

San Angelo housing affordability continues to be at a 20-year low;
however, the index still sits above 100, indicating the typical middle-
income family is able to afford the mortgage payments on a typical home,
and that family still has surplus income after that mortgage payment.

For 2022, housing was one of the primary contributors to inflation. As the Fed responded and began raising
interest rates, the pandemic-induced housing frenzy ended. When its more expensive to borrow money,
inflation cools, but it still decreases buying power. In 2023, even if price growth moderates, higher
mortgage rates and higher asking prices will likely continue to slow sales. Elevated inflation is expected to
persist, and therefore impacting Texas real estate as higher interest rates will push buyers out of the market.
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LABOR MARKET

Labor Force (Base = 100; Jan 2017) | Unemployment Rate U-3 (%) 109
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The BLS U-6 unemployment rate factors in discouraged workers, the

A new mood has been developing, where on average it has become relatively unemployed who have given up looking for a job (marginally 14%
easier to hire than in previous months - more people are being drawn out of the attached workers) and workers who settled for part-time °
discouraged worker category back into employment. The BLS shows employment but would rather work full-time.
December's unemployment was 3.0% in San Angelo (16.6% reduction from
December 2021), and 3.9% in Texas (18.7% reduction from December 2021). The U-6 tends to be around double the official U-3 rate. The annual

average U- rate for Texas in 2022 is 7.1%, down from 10.0% in 2021. 10% ==TX Labor Force
For San Angelo that looks more like 5.9% down from 8.5% in 2021. —=3A Labor force
===SA Unemployment Rate
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The overall labor force participation rate hovers at 64.4%, outperforming the
State of Texas at 63.4% and the U.S. at 62.5%. But our “Prime-Age” (25-54) Labor
8%

Force Participation Rate hangs high at 82.9%. TX U I t Rart
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JOB OPENINGS
San Angelo | Texas
[Base = 100, January 2008]

San Angelo employment jumped 442 jobs in 4Q2022 after a fall of 365 jobs in 3Q2022. There are currently about 4,000 jobs
open. This equates to a ratio of 42 unemployed workers on the market for every 100 jobs open. Job openings continue to be
highest in Healthcare/ Social Assistance, Public Administration, Retail Trade, and Educational Services.

In general, the continued labor crisis is in terms of skills, with a
shortage of people with the education and training required by
modern business. I's a matter of finding and keeping the skilled and
educated people - there are not enough and training takes time.
194
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MANUFACTURING
Manufacturing Jobs (Base = 100) | Manufacturing Tax Revenue (12m AVG)
$200,000

$190,000
$180,000
$170,000
$140,000
$150,000

$140,000 ™™ Mfg Sales Tax (12m Avg)
===SA Manufacturing Jobs
$130,000 ~==TX Manufacturing Jobs

~——$A Goods Producing Jobs
$120,000

$110,000
$100,000
$90,000

$80,000
Source: COSATX, BLS,
Armada Executive
Intelligence Brief

Annual Manufacturing Tax Revenue

$1,906,134.66 $1,931,489.20 $1,932,016.10

$1,695,591.57
$1,474,484.80 I $1,574,214.63
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INDUSTRIAL PRODUCTION IND

San Angelo
[Base = 100]

San Angelo's Industrial Production Index in 2022 nearly recovered to pre-pandemic

levels, just an average of 4 points off from complete recovery. Whether one believes in

the predictions of a deep recession in 2023 characterized by a slowdown in industrial

production to slumping retail, or one expects nothing more than a minor downturn that

dissipates by Q3, the reality is that we are likely somewhere in the middle. The Index

shows a peak in 2022 - a holdover from the rapid growth seen in 2021. In Q4 that started

to gradually decrease, and is expected to continue its ebb this year before picking back

up in the fourth quarter. Its important to note that recessions are sectoral. They do not

affect all sectors of the economy the same - some industries thrive due to changing

patterns of consumption and behavior. But, no recession is the same, and there is no

creature on earth less predictable than a human being.
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RETAIL & TOURISM
Retail Sales Tax Reveue | Hotel Occupancy (%)

$2,500,000  Totql annual retail sales tax revenue surpassed 2021 by a modest 1.8%. However, the average year-over-year (YoY) percent increase in revenue over the last 5 years is
7.5%. This is important to note as that rate of increase has outpaced our local CPI average YoY percent increase of 3.8% for that same period. A Consumer Price Index
52,250,000 (CPI) is used to measure inflation by tracking the changes over time in the prices paid by consumers for a basket of goods and services. Forecasts currently indicate that
San Angelo could experience another 2.4% increase in retail activity in 2023. Generally speaking, consumers are focused on, and concerned about, inflation - not their
jobs. As long as they believe they will not have difficulty finding a different job if they lose their current one, consumers will continue spending.

PRk San Angelo hotels experienced the expected decline in occupancy rates in Q4. Occupancy
rates over the last three years have yet to return to 2019 levels, averaging 55.9% over that time

$1.750,000  frame. This is a 12.9% deficit. The annual Average Daily Rate in 2022 outperformed 2021 by
6.9%. In fact, the average YoY increase in ADR over the last 5 years is 4.8%, again

$1,500,000 outperforming local CPI average YoY increase of 3.8%.
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Providing the certainty, simplicity, and speed
necessary to build a strong business climate.

The San Angelo Chamber of Commerce Economic Development Department (EDD) works closely
with our main economic development partner, the City of San Angelo Development Corporation
(COSADC). This team approach is a “force-multiplier” for the recruitment of new industry and the
expansion of existing industrial enterprises.

The San Angelo Chamber EDD also works with the Tom Green County Judge and Commissioners,
Downtown San Angelo, Inc., Angelo State University Small Business Development Center, Howard
College, San Angelo Independent School District, and the Angelo State University David L. Hirsch-
feld Department of Engineering.

It is through private community investments that allow the Chamber EDD team to leverage our
marketing efforts, recruit new industrial corporations, facilitate business/industrial training and lob-
by at all levels of government, especially for Goodfellow Air Force Base.

The Economic Development Department is guided by two committees: the Economic Develop-
ment Advisory Committee (EDAC), which counsels staff on initiatives, methods, policies, and
goals; and the San Angelo Regional Manufacturers Alliance (SARMA), which advises staff on initia-
tives and goals to support the San Angelo manufacturing, fabrication, energy services, technology,
and agricultural sectors in the Concho Valley.

TEXAS
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Check out the new features on our website!

LOCAL ADVANTAGES

QUALITY OF LIFE LOGISTICS
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Cornerstone funds are private investments the Chamber
of Commerce uses to leverage our marketing efforts,
recruit new industrial corporations and lobby at all levels
of government, especially for Goodfellow Air Force Base.

/ INVESTMENT LEVELS \
Platinum $10,000 & Above
Diamond $5,000 — $9,999
Silver $2,000 — $4,999
Bronze $1,000 — $1,999

\ Concho Pearl $500 — $999 /

Learn more here

https://www.sanangelo.org/cornerstone-investors/
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