See
What's
New

Industrial
Production
Index

San Angelo

Quarterly Economic Review
The latest data, analyss outiook ... JANUARY 2023

Issue #2-01

21.8% 7.1% 9.7%

Q32022 145 Q32022 135 Q32022 113
Q32021 119 Q32021 126 Q32021 103

Economic Index Business Cycle Index Industrial Production Index

-30.1% d
Q32022 162 Q32022 148 Q3 2022 54,401
Q32021 232 Q32021 64 Q3 2021 54,564

Q32022 3.3% Q32022 57.3% . Q32022 $4.02M
Q32021 4.4% Q32021 58.3% Q32021 $3.92M

Unemployment Hotel Occupancy Retail Sales Tax

(Assessment: San Angelo’s economy is inching further in the right direction. The economy did not decelerate as fast as expected over the third quarter due\
to a couple of factors — stable consumer spending, corporate investment continuing, relatively stable jobs market, and expanded exports. Now we are waiting
to see what the fourth quarter brings us. A sag into negative territory? Carryover from third quarter growth? Weakening U.S. economic growth, inflation-
squeezed household budgets, and tightening financial markets raise recession risks. It will likely come down to the actions of the consumer as they determine
what kind of year the retailers will see. The dominant driver of a potential 2023 recession will be the status of inflation, as the primary drivers shift from supply
chain breakdown and the sharp hike in commodity costs, to wage hikes. As we move into 2023 employment growth will moderate, inflation will likely stay
elevated and interest rates will follow a similar path. Homes sales may slow and be lower than they have been in 2022. 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 support and provide spillover benefits for consumer services.
\Longer term, positive demographic changes (nhatural growth and below 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.

( RELATIVE COSTS ECONOMIC INDEX \
S el
S50 8956 [Base = 100; Jan 2017]
U.S. =100% Best=1, Worst=378
200 ‘
180 The third quarter INDEX ended at 182, and the quarter averaged out at 145. ‘ 182
180 The first three quarters of 2022 averaged an INDEX score of 132. The 3Q2022

INDEX score was driven by a significant surge in new resident permits in
September. The INDEX continues to be buoyed by relatively strong retail
160 sales tax peformance, hotel rates and hotel occupancy levels.
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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]

___ Third quarter BCI ended 7.3% up from 3Q2021. According to the Dallas Fed's Business Cycle Index, the Texas economy strengthened in

September, reporting half a percentage point growth over August. This again coincides with The Conference Board’s Coincident Economic Index
~— (CEl). The CEl for the U.S. increased by 0.2% in October 2022 to 109.3 (2016=100), after an increase of 0.1% in September. The CEl rose by 1.1%
___over the six-month period from April to October 2022, faster than its growth of 0.9% over the previous six-month period.

 The Texas Leading Economic Index ended its post-pandemic expansion, edging down for the fifth
— consecutive month - the dip is due to recession fears caused by rising rates and and mounting
___global economic uncertainty. The Conference Board's forward looking Leading Economic Index

(LEI) was pointing to a US economic downturn ahead. Remember, the LEl is a predictive variable _' 157

2014-2016
Oil Price Plunge

~ that anticipates (or “leads”) turning points in the business cycle by around 7 months.

==BC| Texas
2008

«==BCl| San Angelo
Financial Crisis

The U.S. LEl decreased by 0.8% in October 2022 to 114.9 (2016=100), following a
decline of 0.5% in September. The LEIl is now down 3.2% over the six-month period

between April and October 2022, a reversal from its 0.5% growth over the previous
six months.

Source:

Moody's Analytics,
Bureau of Economic
Analysis;

The Conference Board




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

Third quarter permits maintained pre-pandemic levels until September, which experienced a singular spike. The remainder of
the year is expected to see normal levels of monthly permits (averaging between 20-30 per month).

Home affordability continues to be a road block for many in 3Q2022 amid higher mortgage reates and still elevated home

prices. The rapid rise in mortgage interest rates continued to diminish home-purchasing potential. Rates averaged 5.62% in

3Q2022 (Q2 averaged 5.27% and Q1 averaged 3.82%). The amount of homes overvalued did take a nose dive in Q3 to 25%
since its steep 2.5-year climb, outpacing the state's drop in overvaluation. This has not been seen since 2018. Average and

median home prices finally began to taper off in Q3:

- Average Home Price = $278,959 (5.1% decrease from Q2)
- Median Home Price = $253,500 (0.8% decrease from Q2)
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HOUSING
SA Average Weekly Earnings (All Employees - Private) | SA Average Home Price (3m AVG)

Third quarter experienced the traditional fluctuation in home sales (trailing at the beginning and end of a calendar year, then 280,000

typically peaking in June); however, the 2022 summer peak was the lowest its been since 2017, reaching only 76% of 2021 summer
peak. Total listings increased 52.4% in Q3 from 2Q2022 and were up 54.5% from 3Q2021. Total listings have been in a steady climb
since March 2022 ending the quarter at 361, a level not seen since early 2019. Furthermore median days on the market is up 30% from
2Q2022 and up 18% from 3Q2021. Finally, months of inventory (MOI) continued to tick up ending 3Q2022 at 2.3 MOI, from the low $240,000
point of 0.8 MOI in March of this year. The last time San Angelo experienced 2.3 MOl was back in November of 2019. These trends

suggest a cooler housing maket with demand down, considering the low inventories in the past two years. $250,000

$270,000

San Angelo median and average home prices continue to rise, even with a more recent tapering off. Over $240,000
the last two years, the average home price has risen at a faster rate than the median home price; an

indication that there has been an increase in purchase of higher-priced homes. (Note: The average can $230,000
be adversely influenced by extreme values, unlike the median.) ’

220,000
Home prices have increaed 1.5 fimes faster than wages since 2017. Rapidl, mortgage rates have diminished purchasing power and sidelined many prospective ;
$210,000 ™=AVG Wkly Earnings
===Average Home Price
$200,000

$190,000
$180,000
$170,000

$160,000
Source: Federal Reserve Bank
of St. Louis - Economic
$150,000  Research Division; Texas A&M
RealEstate Research Center

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

San Angelo housing affordability still remains at a 20-year low despite a 22 point
improvement from July to September. Still-elevated home prices continue to
suppress purchase affordability. The rule of thumb is that the cost of your house
should equal roughly 2.6 years of income. If you are completely debt-free, you
could consider houses that are up to 5 times your total household income.

«=HAI (San Angelo)
e==HAl (Texas)

162

For households earning the median family income for San Angelo in 2022 ($53,683), the median sales price ($253,500)
for 3Q2022 was not affordable unless the home price-to-income multiplier reached 4.7. Households would have to
earn upwards of $97,500 annually to be able to afford the median sales price with a home price-to-income of 2.6;

4 119
which includes only 23.8% of local households per the current local income distribution.
Source:
Moody’s Analytics;
Texas A&M Real Estate
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LABOR MARKET
Labor Force (Base = 100; Jan 2017) | Unemployment Rate (%)

However, there is another BLS metric, called the U-4, that is more
For months, talk has focused on how the U.S. economy is not in an official recession because of the comp.rehens! f“"d revedlingdespite !hq'ln Bucielyjmenticnec
We will mention it here. The U-6 factors in discouraged workers,

strong job market and low unemployment. The BLS shows September's unemployment was 3.3% in th loyed who h ~ looking f 1ob inall

San Angelo, and 4.0% in Texas. This single statistic, when below 5%, is commonly cited to promote € unemploysd|wilo have giyet) Up lpoing Tor aJois (marginaty

a rosy financial picture. The official unemployment figure not only is over simplified, but it distorts CLEEIEE WL EH) G a3 Ui SHl s (S I

the true level of economic hardship. To rely exclusively on a flawed metric to measure the "healil Smbloymenb e Ui er o e AT st eforatnedlis

of the economy is misleading. The official BLS unemployment rate, called the U-3, is the total :en;is fo be ur;\;;d :‘O: ble‘:he olm;:l:alllljl.-i rate. Thf Q3 U-'6 ru"ef «=TX Labor Force

number of unemployed reported as a percent of the civilian labor force. To be counted they must pr fexas|wis f.37o imsan Angelptha ynempidymentratertor : «mSA Labor force

be currently available to work and must have looked for a job in the last four weeks. This number 3Q2022 looks more|like 6.5%.

doesnt accurately represent the reality of joblessness. =—SA Unemployment Rate
===TX Unemployment Rate

Source: Bureau of Labor and
Statistics (BLS); CNET

JOB OPENINGS
San Angelo | Texas
[Base = 100, January 2008]

San Angelo employment fell by 365 jobs in 3Q2022. There are currently about 4,200 jobs open, still the highest number of
openings in the last 14 years. This equates to a ratio of 46 unemployed workers on the market for every 100 jobs. Job
openings continue to be highest in Healthcare/ Social Assistance, Public Administration, Retail Trade, and Educational
Services. Manufacturing and Mining have seen the greatest increase in job openings posted in the last 21 months.

Unemployment is historically low, and inflation is the

highest it's been in 40 years. The lower workforce

participation rates and recent relatively strong earnings

likely mean that unemployment will continue to remain

historically low in 2023, even if there is a recession. Pay

will continue to rise through 2023 and beyond, especially

for blue-collar jobs and manual services due to the ——$A Job Openings
shrinking working-age population and low G

unemployment rates.
---- Linear (SA Job Openings)

Source: WorkinTexas.com,
The Conference Board; CCI
Consulting




MANUFACTURING JOBS

Our manufacturing sector labor force growth slowed slightly over Q3 but continues to outper-
form the state, adding 170 jobs over the 12 months. Remember, a rise in manufacturing work-
force is typically an indication in a rise in factory orders. On the chart below, you will notice the
addition of San Angelo “Goods Producing Jobs” growth. Goods producing jobs includes Agricul-
ture, Forestry, Fishing and Hunting (NAICS 11), Mining, Quarrying, and Oil and Gas Extraction
(NAICS 21), Construction (NAICS 23), and Manufacturing (NAICS 31-33). This frame of reference
helps provide perspective on the relative health and recovery of our manufacturing sector com-
pared to the overall local goods producing industry.

Manufacturing tax revenue continues its climb finally surpassing the stable 2018/2019 levels.
3Q2022 actuals totaled $520,805.20, the highest third quarter revenue in the last 5 years by
21.4%, short of the outlier 3Q2020 (spiking at $756,234.31). The spike was driven by an inventory
build to avoid the supply crisis that comprised much of business over the last two years. Thus far,
manufacturing tax revenue through Q3 has reached 90% of 2021 total manufacturing tax reve-
nue. Conservatively, even with a beginning of slight deceleration in growth we could expect to
see 4Q2022 bring in over $400K in quarterly tax revenue. Outlook: Manufacturers will see price
growth easing with wage growth remaining elevated. New orders may begin to fall as demand
for the finished product declines.

( MANUFACTURING \

Manufacturing Jobs (Base = 100) | Manufacturing Tax Revenue (12m AVG)
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( Year-to-Date Manufacturing Tax Revenue \
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INDUSTRIAL PRODUCTION INDEX (IPI)
NelaW\gle[=1[e]
[Base = 100]

San Angelo's economy has made significant progress in its recovery efforts, nearing its pre-COVID
performance. Though, it is important to note the manufacturer has been facing a whole battery of
increased costs - commodities have been surging, intermediate parts are up due to the collapsed
supply chain. The costs of regulation have escalated by the months and taxes are certainly not

113
going down. Logistics costs are as high as they have been in years and everything else has been
ratcheting up (marketing, sales development, etc.).
There is a major squeeze on profits and there is not a lot that can be done about it. Rising wages
will simply add to that burden and this becomes all the more frustrating when produc'lvlty ccm‘?
keep pace with wage hikes. 'II
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ECONOMIC INDEX
Retail Sales Tax Reveue | Hotel Occupancy (%)
$1,800,000
Retail activity is showing signs of decline through the first three quarters of 2022. The rates of increase between similar quarters from previous years
$1.700,000 hqve diminished to meager single digit growth (e.g. Q1-Q3 2021 = 38.75% increase in retail sales tax revenue over '20; Q1-Q3 2022 = 2.29%
$1,600,000 increase in retail sales tax revenue over '21).

SRS This is an indication consumer's appetite for big purchases diminished and that they are spendlng nore on

$1,400,000 food and other essentials with worsening economic conditions. Retail outlook is on more unsfable ting;

$1,300,000 expect activity to slow in the coming months and sales to increase only marginally.

$1,200,000

$1,100,000

$1,000,000
$900,000

mm 7 Hotel Occupancy

S800.000 60% ==Retail Sales Tax
$700,000

$600,000

$500,000
$400,000 Wage growth was not near enough to offset inflation, leading to real wage
: slides over the last quarter. With less discretionary spending, average Hotel Direct travel spending in San Angelo for 2021
$300,000 Occupancy rates decreased 1.6% compared to 3Q2021, and remained flat was $289.8M, a 16.9% increase over 2020.
$200,000 at 57.?3% from 2Q2022. YVe can expect the normal dgclmf.- in occupancy_ T e e e el e s i e
rates in Q4. Average Daily Rates have begun to decline slightly, but remain Anaeloliecovaredlivsiovenye e tor201sliavels

$100,000 above '21 and '20 numbers. 9 ! ° : DMO; Travel Texas Stats;

) Texas.gov; Texas A&M

Real Estate Research

Center.
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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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