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California’s economy is fragile but beginning to recover 
AP 6/20/12 – Associated Press (6/20/12, “Forecast: CA economy will pick up speed; US lags” http://www.mercurynews.com/news/ci_20899848/forecast-ca-economy-will-pick-up-speed-us)JCP
LOS ANGELES—California will make steady gains in employment and its jobless rate will dip below double digits next year as the housing market finally halts its plunge, UCLA forecasters said Wednesday.

The state added 34,000 new jobs in May but its unemployment rate will remain around 10.6 percent through 2012, according to the quarterly UCLA Anderson Forecast. That will drop to an average of 9.7 percent in 2013 and dip to 8.3 percent in 2014, forecasters said.

Those figures are far higher than the nation's unemployment rate, projected to be 8.2 percent this year and 7.9 percent in 2013. The U.S. economy will remain weak for years, the forecast said.

That will contrast to California's economy, which forecasters said will gain speed in the next two years.



It could take seven or eight years for the U.S. to recover all the jobs that it lost during the 2008-2009 recession, forecast Director Ed Leamer wrote.

America's educational system must do better if it wants to compete in a global market where many jobs have been automated or moved overseas, Leamer wrote.

"Good jobs in the United States in the 21st century will require humans to do things that are not suited to the capabilities of faraway foreigners, robots or microprocessors," he wrote. "We need a workforce that can think creatively and solve the new problems, not merely recall the solutions to old problems."

California's housing market remains a drag on the state economy but it may recover more quickly than the U.S. market as a whole, forecasters said.

The real estate market is either "still in the trough or still declining," forecast Senior Economist Jerry Nickelsburg said.

"While there is some data giving rise to optimism, there is no real indication that the housing market is on the cusp of a recovery," he said.

A diversion of panama trade to east coast ports risks destroying the fragile Californian recovery
The Economist 12 (Jan 28, 2012, “The fickle Asian container,” http://www.economist.com/node/21543551)JCP

INTO San Pedro Bay they pull, the huge ships from Asia, each with thousands of containers full of lawn chairs, toys or iPads. As they enter the bay they go left, to the Port of Los Angeles (America’s largest), or right, to the Port of Long Beach (the second-largest): geographically and logistically, the two are one harbour, even though rival cities operate them in competition. Gantry cranes then unload the containers onto trucks. About half go to consumers in the urban sprawl of southern California. But the other half are driven a few miles to a railway yard, where they are put on eastbound trains to the rest of America. That part of the business is now at risk, and with it tens of thousands of regional jobs.

The risk comes from the Panama Canal, which the Panamanians are digging wider and deeper. In an inexorable shipbuilding trend, each generation of freighters is larger than the previous one. So the canal today accommodates only ships that carry up to about 5,000 containers, whereas large freighters already carry 12,000, and the largest carry even more. This is why it is currently best to move a box from Guangdong Province to New York by floating it to Los Angeles or Long Beach, then putting it on a train. But the digging in Panama is about to change that calculation.

The Panamanians (who took control of the canal from the Americans in 1999) have been working at it since 2007 and are due to be ready for the big ships in 2014. Their speed and efficiency has taken rivals everywhere by surprise. And their business plan explicitly assumes that a lot of the trade between Asia and America’s east and Gulf coasts will be diverted from California’s ports to the canal. This is why America’s eastern ports—such as Miami, Savannah and Charleston—are dredging eagerly to welcome these ships.

By the same token, this boon to the eastern ports could be a bane to the western ones. The region still remembers the collapse, after the end of the cold war, of the aerospace industry that once supported blue-collar workers in the area. Today California has barely begun to recover from the twin busts in housing and world trade that started in 2007.

Wally Baker, the founder of the Jobs 1st Alliance, a coalition that hopes to make the ports more competitive (his campaign is called “Beat the Canal”), says that if ships are indeed diverted en masse, the remaining working-class folk of southern California will be in jeopardy. For although remarkably few human beings are visible in the harbour itself—modern technology has automated much of the process—the ports directly or indirectly support about half a million jobs, from longshoremen to truckers and warehouse workers and those who sell and rent to them.

Californian economic collapse destroys the global economy
Kernaghan 9 –Masters in Taxation from Arizona State, CPA, Owner of Austin Wealth Resources Accounting (Todd, July 8, 2009, “California Fiscal Crisis Has Worldwide Implications, According To Financial Advisor Todd Kernaghan,” http://www.prweb.com/releases/2009/07/prweb2613124.htm)JCP
Think General Motors, Chrysler and the banks were tough for President Obama?

California's looming financial meltdown may make that look like a walk in the park, Kernaghan writes on his financial services blog, http://www.toddkernaghan.com. The effect of the imminent financial collapse of the state - which is the seventh or eighth-largest economy in the world - will have global implications.

What are some of the potential ramifications?

"Seriously, can you imagine the economic impact should California default on their municipal bonds? How many millions of people hold California bonds either directly or indirectly? The number of workers at GM pales in comparison," Kernaghan writes.

And if California runs out of money and literally can't staff essential government positions, such as law enforcement and fire personnel, the results could be devastating.

"Think third world anarchy," writes Kernaghan.

Because of its size, the collapse of California's economy would not only affect the United States but would be felt worldwide.

The impact is global escalatory war
Harris and Burrows 9 (counselor in the National Intelligence Council (NIC), PhD in European History from Cambridge University) and Jennifer Harris (a member of the NIC’s Long Range Analysis Unit) April 2009 “Revisiting the Future: Geopolitical Effects of the Financial Crisis” http://www.twq.com/09april/docs/09apr_Burrows.pdf

Of course, the report encompasses more than economics and indeed believes the future is likely to be the result of a number of intersecting and interlocking forces. With so many possible permutations of outcomes, each with ample opportunity for unintended consequences, there is a growing sense of insecurity. Even so, history may be more instructive than ever. While we continue to believe that the Great Depression is not likely to be repeated, the lessons to be drawn from that period include the harmful effects on fledgling democracies and multiethnic societies (think Central Europe in 1920s and 1930s) and on the sustainability of multilateral institutions (think League of Nations in the same period). There is no reason to think that this would not be true in the twenty-first as much as in the twentieth century. For that reason, the ways in which the potential for greater conflict could grow would seem to be even more apt in a constantly volatile economic environment as they would be if change would be steadier. In surveying those risks, the report stressed the likelihood that terrorism and nonproliferation will remain priorities even as resource issues move up on the international agenda. Terrorism’s appeal will decline if economic growth continues in the Middle East and youth unemployment is reduced. For those terrorist groups that remain active in 2025, however, the diffusion of technologies and scientific knowledge will place some of the world’s most dangerous capabilities within their reach. Terrorist groups in 2025 will likely be a combination of descendants of long established groupsinheriting organizational structures, command and control processes, and training procedures necessary to conduct sophisticated attacksand newly emergent collections of the angry and disenfranchised that become self-radicalized, particularly in the absence of economic outlets that would become narrower in an economic downturn. The most dangerous casualty of any economically-induced drawdown of U.S. military presence would almost certainly be the Middle East. Although Iran’s acquisition of nuclear weapons is not inevitable, worries about a nuclear-armed Iran could lead states in the region to develop new security arrangements with external powers, acquire additional weapons, and consider pursuing their own nuclear ambitions. It is not clear that the type of stable deterrent relationship that existed between the great powers for most of the Cold War would emerge naturally in the Middle East with a nuclear Iran. Episodes of low intensity conflict and terrorism taking place under a nuclear umbrella could lead to an unintended escalation and broader conflict if clear red lines between those states involved are not well established. The close proximity of potential nuclear rivals combined with underdeveloped surveillance capabilities and mobile dual-capable Iranian missile systems also will produce inherent difficulties in achieving reliable indications and warning of an impending nuclear attack. The lack of strategic depth in neighboring states like Israel, short warning and missile flight times, and uncertainty of Iranian intentions may place more focus on preemption rather than defense, potentially leading to escalating crises Types of conflict that the world continues to experience, such as over resources, could reemerge, particularly if protectionism grows and there is a resort to neo-mercantilist practices. Perceptions of renewed energy scarcity will drive countries to take actions to assure their future access to energy supplies. In the worst case, this could result in interstate conflicts if government leaders deem assured access to energy resources, for example, to be essential for maintaining domestic stability and the survival of their regime. Even actions short of war, however, will have important geopolitical implications. Maritime security concerns are providing a rationale for naval buildups and modernization efforts, such as China’s and India’s development of blue water naval capabilities. If the fiscal stimulus focus for these countries indeed turns inward, one of the most obvious funding targets may be military. Buildup of regional naval capabilities could lead to increased tensions, rivalries, and counterbalancing moves, but it also will create opportunities for multinational cooperation in protecting critical sea lanes. With water also becoming scarcer in Asia and the Middle East, cooperation to manage changing water resources is likely to be increasingly difficult both within and between states in a more dog-eat-dog world. 

Uniqueness
California’s Economy is recovering now

LaTimes 6/16/12 (6/16/12, “California's jobs picture brightens,” http://articles.latimes.com/2012/jun/16/business/la-fi-california-jobs-20120616)JCP
California posted unexpectedly strong job growth in May, fueling hopes that the state's slow recovery will gain momentum as the summer tourism season kicks into gear.

Employers added 33,900 net jobs to payrolls last month, the largest monthly gain since February, according to data released Friday by the state Employment Development Department. In addition, April figures were revised upward to show a net gain of 1,300 positions instead of the 4,200 loss reported last month. That means California has gained jobs for 10 consecutive months.
May's performance helped push down the state unemployment rate to 10.8% from 10.9% in April.

The solid employment growth surprised many economists after a disappointing federal report earlier this month showed that the U.S. overall added only 69,000 jobs in May.

"Given what happened at the national level, this is a really impressive number for California," said Esmael Adibi, director of Chapman University's A. Gary Anderson Center for Economic Research. "California was underperforming the U.S. since the recession … [and] is now in catch-up mode. When you go down so deep, you come back stronger."
California’s economy is set for a recovery but it will be a slow struggle to get employment up – California is barely able to sustain itself now
ABC 6/20 (6/20/12, “Annual UCLA Anderson Forecast economic report: good and bad news,” http://abclocal.go.com/kabc/story?section=news/state&id=8708971)JCP
WESTWOOD, LOS ANGELES (KABC) -- There's both dismal and encouraging news about the state of California's economy. A new annual UCLA economic forecast says the state's jobless rate will go down, but it will take a while before that happens.

Unemployment in California is higher than the nation's unemployment rate and is expected to remain that way this year. That's the conclusion of the new UCLA Anderson Forecast. Residential construction will remain sluggish until 2013. The forecast finds it will take another two and a half years for California to get back to where it was in 2007.

"But that's not good enough because we have seven years since the start of the recession with increased population, increased needs for jobs, so we have to do even better than that and we will really not get back to full employment until a number of years later," said UCLA senior economist Dr. Jerry Nickelsburg.

More than 2,000 luxury homes and apartments are scheduled to be built at the new Baker Ranch development in south Orange County. But it doesn't answer a more immediate need for jobs.

California unemployment is currently at 10.8 percent. The UCLA forecast estimates the state unemployment rate will drop to 9.7 percent next year and 8.3 percent in 2014.

So it was mixed economic news delivered to economists at a UCLA meeting Wednesday. While indicators suggest a turnaround for the nation this year, the news is not as good for California since many of the unemployed are dependent on industries facing slow recoveries.

"We have a large number of workers here in California who are working in construction and manufacturing, and their jobs aren't coming back," said Nickelsburg. "So while they're skilled and they want to work, they don't have the skills that are being demanded."

The message from the UCLA economists is it's going to be a very slow recovery. People and businesses should plan and save accordingly.

California is looking forward to modest growth now but the economy is still weak
UCLA 6/20 (June 20, 2012, “Sluggish Economy Continues Despite Improvements in the Housing Market ,”http://uclaforecast.com/contents/archive/2012/media_62012_1.asp)JCP

The California Forecast 

In the California report, Senior Economist Jerry Nickelsburg looks closely at California’s housing market, specifically residential construction, which “first led the decline in employment and economic activity going into the recession and has been at the rear dragging down potential growth during the recovery.” In an essay titled, “California Housing Markets: Data, Mirages, and Recovery,” Nickelsburg writes that California’s unemployment rate rose faster than the nation’s due to 350,000 lost construction jobs. 

Is California’s housing market ready to turn? Nickelsburg’s analysis suggests that California real estate markets are “either still in the trough or still declining toward it. While there is some data giving rise to optimism, there is no real indication that the housing market is on the cusp of a recovery.” However, there is data that leads Nickelsburg to expect the California housing market to grow more rapidly than the nation’s in 2013 and 2014. “We expect a modest growth in housing starts for the balance of the year at approximately one quarter of the U.S. rate,” writes Nickelsburg. “This will be predominantly multi-family housing. In 2013, we forecast a 40% jump in permits, slightly above the U.S. rate and a dramatic rise to 130,000 permits in 2014, double the U.S. rate.” 

The current forecast is for continued slow steady gains in employment through 2012, with growth expected to rise 1.9%, 1.8% and 2.5% in 2012, 2013 and 2014, respectively. Payrolls will grow more slowly at 1.6%, 1.8% and 2.4% for the three forecast years. The unemployment rate will linger around 10.6% through 2012 and average 9.7% in 2013, about the same as was forecasted in the March report. The unemployment rate is expected to drop to 8.3% in 2014. 

Link – Panama Shift
Expanding East and Gulf Coast shipping from the panama expansion shifts trade away from South California, destroying the regional economy
LA Times 11 (December 28, 2011, “L.A./Long Beach ports struggle to meet Panama Canal challenge,” http://articles.latimes.com/2011/dec/28/business/la-fi-panama-canal-20111229)JCP
A major expansion of the Panama Canal is raising alarms in Southern California, where business, labor and public officials are warning that the project threatens to dent the region's role in international trade.
The $5.25-billion project will make the canal wider and deeper, allowing huge freighters from Asia to bypass West Coast ports and head straight to terminals on the Gulf Coast and East Coast. The neighboring ports of Los Angeles and Long Beach, which together handle about 40% of the nation's imported Asian goods, could lose as much as a quarter of their cargo business by some estimates after the Panama expansion is completed in 2014.

The ports, neighboring towns and railroads have launched improvement projects aimed at keeping them competitive. One proposed project, for instance, would speed the loading of cargo onto trains; others eliminate bottlenecks or increase capacity so that the ports remain alluring to importers. But a coalition of business, labor and government contends that these efforts are jeopardized by opposition from some residents, environmental groups and others.

Two members of the Long Beach City Council, for example, sought to block the construction of a new railroad freight complex near the ports, saying it would increase pollution and force small businesses to relocate.

The coalition, which calls itself the Jobs 1st Alliance, says the rail and other projects are crucial if Southern California hopes to keep its place as a center for international trade. Directly and indirectly, economists say, cargo movement employs more than 500,000 people in the region.
"To protect these jobs, we need to get these projects completed," said Wally Baker, president of the alliance and a former executive with the Los Angeles County Economic Development Corp., a jobs promotion group. "But every time it looks as though progress is being made, someone tries to move the finish line."

The coalition has launched a campaign called Beat the Canal, using Facebook and a website (BeatTheCanal.com), and plans to act as an advocate for specific projects, pushing for faster action and fighting against environmental and other reviews that become excessive, Baker said.

One of those on board is Maria Elena Durazo, executive secretary-treasurer of the Los Angeles County Federation of Labor.

"We're trying to put the point across that business and government and labor need to be on the same page," she said. "We need to work together and recognize the ports for their broader importance to the economy of Southern California."

Few places host a system as complex as the Southern California seaports and the vast regional network of truck routes, rail lines, bridges, freeways and warehouses that serve it. The ports of Los Angeles and Long Beach are the biggest U.S. port complex and the world's sixth-busiest harbor.

The Jobs 1st Alliance fears that the ports could lose as many as 100,000 jobs when the Panama Canal overhaul allows much larger ships to bypass California.

"Worst case, there could be a 25% diversion from Los Angeles-Long Beach," said Paul Bingham, the group's chief economist. "That's upwards of 3 million cargo containers. That's a lot of dockworkers who don't get work, truckers with less to haul and trains that don't run."

The biggest ships that can squeeze through the Panama Canal now carry 4,400 to 5,000 containers. But modern cargo vessels routinely hold three times as many of the big metal boxes.

So importers often use West Coast ports to land their products from Asia. Then the containers crammed with apparel, toys and other goods move from ships to trucks or trains and on to warehouses and retailer shelves throughout the U.S.

A wider Panama Canal would accommodate some of the biggest ships afloat — 12,600-container vessels — which will present a vastly improved "all water" cargo movement option for Asian goods bound for the southern and eastern U.S.

Jobs 1st Alliance is worried by the efficiency that Panamanian authorities have shown in keeping the project on schedule and their zeal in pursuing business with other ports, Baker said.

By contrast, U.S public and private efforts launched in response to the Panama project are being slowed by red tape and lawsuits, said Baker, who noted that he has lent Jobs 1st Alliance about $200,000 of his own money. The group does no lobbying and is registered with the Internal Revenue Service as a 501(c)(4) social welfare organization, Baker said.

A shift in Panama trade could destroy the goods movement industry in California but it is unlikely to happen in the status quo because California ports are still seen as more desirable

O’Connell 12 - American economist whose research focuses on logistical issues associated with international trade. He is the International Trade Adviser to Beacon Economics, a leading economic consulting firm. He is also a member of the California Economic Strategy Panel's Technical Advisory Group [1] and the Committee on Intergovernmental Relations in Aviation of the Transportation Research Board. He formerly served as the International Trade & Economics Adviser at the University of California Center Sacramento and as a staff consultant to the California Commission for Economic Development(Jan 29, 2012, “The Conversation: Is it sunset for state's seaports?,” http://www.sacbee.com/2012/01/29/4221037/is-it-sunset-for-states-seaportspanama.html)JCP
You'll likely be hearing a lot of talk about the Panama Canal over the next couple of years.

First opened on Aug. 15, 1914, the canal linking the Pacific with the Atlantic will mark its centennial in two years. Yet, for some Californians, the anniversary won't be an occasion for celebration.

That's because the canal's capacity is being doubled with the addition of a new set of locks designed to accommodate ships of a size never envisioned a century ago. And it's that $5.25 billion project, due for completion by the end of 2014, which is being portrayed not as a laudable engineering feat but rather as a threat to "hundreds of thousands" of California jobs.
At least that's the apocalyptic-sounding message of a "Beat the Canal" video recently produced by a Los Angeles-based coalition of maritime industry representatives, government officials and business leaders calling themselves the Jobs 1st Alliance.

The group's contention: that a bigger ditch in Panama will prompt a massive diversion of transpacific shipping from California's maritime gateways to seaports along the Gulf of Mexico and the Atlantic Seaboard, thereby endangering the "entire goods movement industry in California."

So how likely is it that an expanded canal will prompt shippers to divert a substantial volume of trade from California's seaports, perhaps reducing traffic by as much as 25 percent as one frequently cited worst-case scenario suggests?

Or is all the hollering just an effort to stampede lawmakers into expediting a number of infrastructure improvement projects currently mired in red tape or litigation?

A little background information might help provide a better appreciation of what's going on.

Until the mid-1980s, the majority of America's maritime trade went through its East Coast ports. But with the emergence of Japan followed by South Korea, Taiwan and ultimately China, as major trading partners, the balance shifted decisively to the West Coast.

Between 1990 and 2007, when U.S. maritime trade peaked as the recession took hold, there was a fourfold increase in containerized trade through the ports of Los Angeles and Long Beach. In the process, the two San Pedro Bay ports became the nation's busiest maritime gateway. Container traffic through the Port of Oakland, meanwhile, more than doubled.

Not surprisingly, the number of jobs directly and indirectly associated with port activities soared.

According to the Los Angeles Economic Development Corp., trade-related employment in its five-county region exceeds 500,000, while the Port of Oakland estimates that its operations support some 73,000 jobs in Northern California. Notwithstanding its imposing presence alongside the Bay Bridge, the Port of Oakland handles about one-sixth as many containers as pass through the San Pedro Bay ports.

These jobs also represent some of the more egalitarian employment opportunities available in an economy afflicted with a shrinking middle class. Indeed, for the 40 percent of Californians over the age of 25 whose résumés feature no more than a high school education, employment in the logistics sector remains one of the few avenues to a middle-class lifestyle.

Most of the merchandise imported through West Coast ports falls into the category of "discretionary cargo," shipments that are not destined for the region most directly served by a port.

Research conducted by UC Berkeley's Robert Leachman for the Southern California Association of Governments found that fewer than 20 percent of the goods imported through the ports of Los Angeles and Long Beach are actually destined for markets in Southern California. The rest are transported as expeditiously as possible by rail or truck to other areas of North America.

In theory, therefore, the vast majority of the cargo entering those two ports is up for grabs.

If conditions at these ports are not to shippers' liking, or if the charges for moving containers through the ports are deemed too high, shippers have the discretion of routing imported goods through other ports of entry, thereby imperiling jobs and reducing the revenue streams that finance port operations.

Frankly, it's not entirely clear.

That a more capacious canal will have some impact is indisputable. Opening a new channel through which goods can flow will certainly draw some business away from California's ports, especially when ports on the other side of the canal are aggressively seeking to bolster their cargo-handling capacities and when an increasingly large share of America's population and industry has been migrating into the states of the old Confederacy.

Ports K2 California Econ
Maintaining strong ports is absolutely essential to the California economy and the recovery – otherwise stabilization is impossible
Vu 11 – Policy Advocate for the California Chamber of Commerce (Thomas, January 2011, “California’s Ports Trade Volume Increases in a Slow, Delicate Recovery,” http://www.calchamber.com/governmentrelations/issuereports/documents/2011-reports/ports_2011.pdf)JCP
California is home to the nation’s premier international container ports, including the major ports of Long Beach, Los Angeles and Oakland. Serving as a major economic engine for the state, all operations at the ports are privately funded by the fees from those who do business there. Maintaining the economic health of the ports and of port-related business activities is vital to the stabilization and eventual improvement of California’s overall ﬁscal condition.

More than 40 percent of containerized imports enter the country through California ports and nearly 30 percent of the country’s exports depart through them. In 2008, California port facilities processed an estimated $500 billion of goods. The far-reaching economic contributions of California ports to the regional economy include:

• The ports of Los Angeles and Long Beach (jointly known as the San Pedro Bay ports) generate approximately $10 billion in state and local tax revenues a year.
• Businesses that receive imports or ship exports through the Port of Los Angeles generate about $12.1 billion and stimulate an additional $5.5 billion in local industry indirect sales.

• Employees for businesses that receive imports or ship exports through the Port of Los Angeles spend about $4.1 billion in the region.

• With more than $100 billion of cargo moving through the Port of Long Beach every year, foreign and domestic shippers, and steamship companies spend more than $5 billion in the region.

• More than $10 billion a year is spent on wholesale distribution services for goods imported through the Port of Long Beach; more than $32 million is spent nationwide.

• California port activities are responsible for employing more than a half-million people in the state. Nationwide, more than 3 million jobs are linked to California’s public ports. 

• The Port of Long Beach supports more than 316,000 jobs—about one in every 22 jobs—in Southern California. It provides about $14.3 billion in regional wages and salaries annually. 

• Port of Long Beach operations support about 371,000 jobs statewide, about 1.4 million jobs nationwide.



• The Port of Los Angeles generates 1.1 million jobs in California and 3.3 million jobs in the United States. Of those, more than 16,360 involve moving and handling maritime cargo, including trucking and warehousing jobs.

• The Port of Los Angeles generates $21.5 billion in federal tax revenue. 


Clearly, the ports and their associated trade activities are a critical piece of the state’s economy and vital to maintaining California’s ﬁscal health.

California K2 Us Econ
California’s economy impacts the overall US economy – consumer spending, GDP and tax returns

AP 09 (2009, “California's Ailing Economy Could Prolong US Recession” http://www.huffingtonpost.com/2009/06/29/californias-ailing-econom_n_222616.html)JCP

Beyond California's borders, why should anyone care that the home of Google and the Walt Disney Co. might stop paying its bills this week?

Virtually all states are suffering in the recession, some worse than California. But none has the economic horsepower of the world's eighth-largest economy, home to one in eight Americans.

California accounts for 12 percent of the nation's gross domestic product and the largest share of retail sales of any state. It also sends far more in tax revenue to the federal government than it receives _ giving a dollar for every 80 cents it gets back _ which means Californians are keeping social programs afloat across the country.

While the deficit only affects the state, California's deepening economic malaise could make it harder for the entire nation's economy to recover.

When the state stumbles, its sheer size _ 38.3 million people _ creates fallout for businesses from Texas to Michigan.


"California is the key catalyst for U.S. retail sales, and if California falls further you will see the U.S. economy suffer significantly," said retail consultant Burt P. Flickinger, managing director of Strategic Resource Group. He warned of more bankruptcies of national retail chains and brand suppliers.

Even if California lawmakers solve the deficit quickly, there will likely be more government furloughs and layoffs and tens of billions of dollars in spending cuts. That will ripple through the state economy, sowing fear of even more job losses.

California’s economy is huge and effects the entire national economy

Benjamin 3 - Economic Correspondent at Bloomberg News, Chief Economic Correspondent at U.S. News & World Report(Matthew, “The National Barometer For better or worse, California's economy can set the country's pace”, http://www.usnews.com/usnews/news/articles/031020/20econ.htm)JCP
As usual, the Oracle of Omaha was dead on. California's economy accounts for an eighth of the U.S. economy and is larger than the economies of all but four nations, ranking between Britain and France. Its technology, agriculture, and entertainment industries lead the nation. So when the Golden State sneezes, the national economy can easily catch a cold. And the state is ailing now. Unemployment stands at 6.4 percent, higher than the national average, and growth has slowed to a crawl since the 2001 recession.

Much of the economic carnage can be found in Silicon Valley. Desperate for skilled workers during the height of the tech boom, the industry lured them with lucrative stock options and bonuses. But then came the tech meltdown and the loss of 19 percent of its jobs, most tech-related. "What was good in the boom is bad in the bust," says Stephen Levy, director of the Center for Continuing Study of the California Economy, in Palo Alto.

California is key to the US economy – 14% GDP and thousands of jobs

Elving 9 - NPR News' Senior Washington Editor directing coverage of the nation's capital and national politics and providing on-air political analysis for many NPR programs (Ron, 2009, “Why Obama Has to Bail Out California, But Won't”, http://www.npr.org/blogs/watchingwashington/2009/06/why_obama_has_to_bail_out_cali.html)JCP
Yes, California is important to the health of the broader economy and body politic. Yes, California contributes 14 percent of the total national economy. If it were a separate country, its economy would be among the eight largest in the world.

And yes, the bankruptcy of its state government may well throw thousands of state and local government employees out of work, prompting more layoffs in the private sector. Staggered by such dislocation, California could slow or even abort the nation's nascent recovery from recession.

If that's not enough pressure on the president, consider the politics. All by itself, California supplies one-fifth of the Electoral College votes a candidate needs to become president, and in 2008 it cast its vote overwhelmingly for Barack Obama. Any strategy for his re-election begins here.

Moreover, the speaker of the House and the chairmen of a half-dozen major congressional committees all hail from California, which also happens to be by far the richest trove of campaign funds for all candidates for federal office.

And yet, and yet ... no.

No, the federal government is not about to bail out the state government of California. The cavalry is not riding to the rescue.

California economy key US economy – large GDP and key to retail sales

Williams 09- (Juliet, “ California's Ailing Economy Could Prolong US Recession,” Huffington Post, 6-29-09, http://www.huffingtonpost.com/2009/06/29/californias-ailing-econom_n_222616.html)

SACRAMENTO, Calif. — California faces a $24 billion budget shortfall, an eye-popping amount that dwarfs many states' entire annual spending plans. Beyond California's borders, why should anyone care that the home of Google and the Walt Disney Co. might stop paying its bills this week? Virtually all states are suffering in the recession, some worse than California. But none has the economic horsepower of the world's eighth-largest economy, home to one in eight Americans. California accounts for 12 percent of the nation's gross domestic product and the largest share of retail sales of any state. It also sends far more in tax revenue to the federal government than it receives _ giving a dollar for every 80 cents it gets back _ which means Californians are keeping social programs afloat across the country. While the deficit only affects the state, California's deepening economic malaise could make it harder for the entire nation's economy to recover. When the state stumbles, its sheer size _ 38.3 million people _ creates fallout for businesses from Texas to Michigan. "California is the key catalyst for U.S. retail sales, and if California falls further you will see the U.S. economy suffer significantly," said retail consultant Burt P. Flickinger, managing director of Strategic Resource Group. He warned of more bankruptcies of national retail chains and brand suppliers. Even if California lawmakers solve the deficit quickly, there will likely be more government furloughs and layoffs and tens of billions of dollars in spending cuts. That will ripple through the state economy, sowing fear of even more job losses. Californians have already been scaling back for months as the state's unemployment rate has climbed to a record 11.5 percent in May. Increases to the income, sales and vehicle license taxes approved by lawmakers and Gov. Arnold Schwarzenegger in February acted as a further drag on spending. Personal income declined in California in 2008 for the first time since the Great Depression, and income tax revenue fell by 34 percent during the first five months of this year. The decrease in spending is especially evident in automobiles. California is the nation's largest single auto market, and sales are down 40 percent from last year. Auto dealers see little hope of a quick turnaround, especially after a 1 percentage point increase in the state sales tax and hike of the vehicle license fee. State agencies also canceled contracts for hundreds of new vehicles, retroactive to March, said Brian Maas, director of government affairs for the California New Car Dealers Association. Because California's $1.7 trillion annual economy is so important, the state's treasurer has asked for federal help _ in the form of a guarantee that would allow California and other states to take out short-term loans at lower interest rates.

California K2 Global Econ
California growth is key to the world economy – it drives global innovation

Henton 2008— Project manager for the start-up of the Joint Venture: Silicon Valley Network, an innovative, results-oriented regional economic development alliance; consultant to the California Economic Strategy Panel, California’s first state economic strategy process linked to industry clusters and regions (Doug, “Global Economic Integration Monograph California Regional Economies Project”, California Economic Strategy Panel, October 2008, http://www.coecon.com/Reports/GLOBAL%20CONNECT/CAGlobalEcon.pdf) 

2 California: A Global Innovation Broker California is a central nexus in the global innovation network. Not only does the State’s multifaceted and innovative economy attract people, business and investment from around the world, through its innovation infrastructure, it connects widely diverse players and interests from around the world creating new value in the form of new ideas, new products, and new levels of collaboration. In the global innovation economy, ideas drive growth. The recipe for economic success continues to evolve as the economy evolves. Two centuries ago, success was about building the biggest, most efficient farm. One century ago, it was about building the most efficient factory. Today, economic success is about ideas. New ideas are born out of diversity and a flexible environment that facilitates new connections and the exchange of ideas. Regions that become the wellsprings of ideas drive innovation in the global marketplace.17 California’s role as a global innovation broker takes multiple forms. Three examples include the Bay Area Science & Innovation Consortium (BASIC), Global CONNECT, and California’s recent invitation to be the highlight of the 2009 CeBIT. • BASIC is dedicated to advancing the San Francisco Bay Area’s leadership in science, technology and innovation in the increasingly competitive national and international R&D environment. It is a collaboration of the region’s major research universities, national laboratories, independent research institutions, and R&D-driven business. It’s activities include developing regional and global innovation networks, supporting science-related projects, developing projects, connecting researchers and businesses, and educating the public. 18 • CONNECT San Diego was created two decades ago to bring together business and local leaders to transform the region from Navy town to high-tech center. The organization collaborates with local scientists, engineers, entrepreneurs and venture capitalists to commercialize technology and foster the growth of successful companies. Building on this success, Global CONNECT, associated with the University of California San Diego, was founded in 2003 to reach out around the world, linking innovative regions and supporting the development of their innovation systems.19 • CeBIT is the world’s largest technology trade show held annually in Hannover, Germany. Each year, a country is chosen as the official partner of CeBIT, and its information and communications technology businesses are highlighted. For the first time, a state will be the partner in 2009. California was chosen for its global leadership in technology and especially in environmental technology. 2.1 The Strength of California’s Global Connections and Flows As a central nexus in the global economy, California hosts huge volumes of traffic of people and goods from around the world. As a global innovation broker, the State (its regions, firms, institutions, etc.) brings these varied and vibrant pieces together in a way that produces new connections and forms and through which California creates and furthers a global innovation ecosystem. California’s ports handle 18% of total U.S. trade, and 12% of all U.S. exports originate in California. The state attracts talent from around the globe to work in its companies and study at its universities. The convergence of talent from around the world creates enduring connections between the State and other countries through individuals, companies, and universities. The discovery process is bringing growing numbers of researchers together from across borders as evidenced in co-patenting activity between Californians and non-U.S. residents. Foreign firms establish affiliates in California and the State’s firms open up shop abroad as well. Finally, venture capital investment flows both to and from California not only in the form of dollars but also expertise and networking. 2.1.1 California Industry Value Chains and Their Global Reach As part of the California Regional Economies Project, the California Economic Strategy Panel has produced a series of studies of key industry groupings across the State’s eight economic regions with the purpose of identifying areas of growth and opportunities for workforce development. These studies include Health Sciences & Services, The Food Chain, Manufacturing, Logistics and Infrastructure.20 (The studies were carried out separately at different points in time, so some overlap in employment numbers displayed does exist.) Over the recent period from 2001 to 2006, employment increased in Health Sciences & Services and dropped slightly in the manufacturing value chain. All industry value chains experienced growth in average annual earnings. These key California industry groups are globally connected, and it is a far more complex story than simply offshoring production to countries with low-cost labor. California’s firms have affiliates abroad, and foreign firms locate business affiliates in California. The United Kingdom is our strongest partner in this respect. By industry group the manufacturing value chain accounts by far for the largest number of both, California affiliates abroad and foreign-owned businesses in California. Making up the largest number of foreign affiliates in this group, 418 affiliates come from Japan. California’s firms in the manufacturing value chain have opened the most locations in China (367) followed by the United Kingdom (292), Canada (278), Germany (261), and Japan (226). In terms of global connectedness, Japan jumps out with 55 California locations in the Food Chain, Two thirds of German affiliates in California are in the manufacturing value chain. Other Industries consist primarily of accommodations, restaurants, finance, and insurance. California’s exports are growing. Exports are not just about making a product here and selling it to a consumer overseas. As a result of the global distribution of the production process, flows of intermediate goods such as materials and components as well as expertise crisscross the globe in container ships, cargo planes and first-class airline seats. California’s exports include complex production machinery, high-tech components to be assembled overseas into consumer products that will be sold around the world (e.g. the Ipod), and a very broad array of services including financial, legal, and business services. Service Exports Worldwide, service industries are growing relative to manufacturing. Compared to the U.S., California’s economy is more oriented to services than manufacturing. In terms of employment, service industries make up 81.2% in California and 80.7% in the U.S. In terms of total output, or gross domestic product (GDP), service industries make up 79.9% of the California economy and 75.9% of the U.S. economy (Figure 3). Relative to 1997, total output from services increased 44% in California and 36% in the U.S. (Figure 4). Export data for services is available only for the U.S. as a whole. State-level export data only exists for goods exports. Looking at trends in U.S. service exports can provide a rough approximation for California; however, given the fact that California’s economy is more service-intensive, this derivation very likely underestimates the State’s exports in services. Total U.S. exports valued $1.7 trillion in 2007, and the export of services represented 29%.21 Setting this percentage relative to U.S. GDP from service industries and multiplying by California GDP from service industries, produces an estimated value of $69.4 billion for California exports in services in 2007. Since 2002, the value of service exports have increased at a faster rate than goods exports in California, while the trends for each have been similar for the U.S. as a whole (Figure 5). Service exports consist of travel services, royalties and license fees, other transportation, and passenger fares and other private industry services. Including business, professional, and technical services, insurance services, and financial services, the segment of other private industry services has witnessed the strongest growth in export value since 2001 (Figure 6).

Californian economic collapse destroys the global economy
Kernaghan 9 –Masters in Taxation from Arizona State, CPA, Owner of Austin Wealth Resources Accounting (Todd, July 8, 2009, “California Fiscal Crisis Has Worldwide Implications, According To Financial Advisor Todd Kernaghan,” http://www.prweb.com/releases/2009/07/prweb2613124.htm)JCP
Think General Motors, Chrysler and the banks were tough for President Obama?

California's looming financial meltdown may make that look like a walk in the park, Kernaghan writes on his financial services blog, http://www.toddkernaghan.com. The effect of the imminent financial collapse of the state - which is the seventh or eighth-largest economy in the world - will have global implications.

What are some of the potential ramifications?

"Seriously, can you imagine the economic impact should California default on their municipal bonds? How many millions of people hold California bonds either directly or indirectly? The number of workers at GM pales in comparison," Kernaghan writes.

And if California runs out of money and literally can't staff essential government positions, such as law enforcement and fire personnel, the results could be devastating.

"Think third world anarchy," writes Kernaghan.

Because of its size, the collapse of California's economy would not only affect the United States but would be felt worldwide.

