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United States Outlook
Stepping on the Gas and the Brake at the Same Time
Despite all the political tumult of 2017, the U.S. economy was
a smooth-running machine. The nation’s economy grew at
a solid, steady pace throughout the year with overall output
expanding by a reasonable 2.3% over 2016 levels. Industrial
production started growing again, and by the end of last year
U.S. manufacturing output reached a record high level. The
labor market continued its steady improvement with over
2 million jobs added even as the U.S. unemployment rates
dropped to nearly record lows. Wage growth and labor force
participation rates both increased. The financial markets also
improved with the stock market continuing its steady upward
rise, marked by little volatility. Long-term interest rates
remained low, as did inflation. In short, if economists were to
dream up the perfect economic year—2017 might well be a
close reflection.
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Despite the strong momentum, the start of 2018 has been far less sanguine. Volatility returned to the financial
markets with a bang and the market has made little headway since the start of the year. The first panic came
from a number of reports suggesting signs of inflation, which in turn have caused long-term interest rates to
drift up. Consumer spending—a big driver of growth last year—has softened, with both auto sales and retail
spending disappointing after a strong holiday season. Not all the indicators are negative however—the U.S.
jobs report for February was quite strong. But, in sum, growth for the first quarter of 2018 is looking to come
in below 2% when the first estimates are released by the U.S. Bureau of Economic Analysis (BEA).
Beacon Economics still expects 2018 to end up being a robust year for growth—perhaps even better than
2017. But the top line numbers will not hide what will likely be a turbulent year, with any number of imbalances
starting to form in the system. This unsteadiness is being driven by conflicting forces—some pushing hard
to make the economy grow faster while others try to slow it down. The tension is like being in a moving
vehicle and pressing hard on the brake and gas simultaneously. While the vehicle’s speed may not change
much, the ride will become fairly turbulent, and the chance of skidding off the road and crashing will become
increasingly likely as opposing pressures build up in the overall system.
Hitting the Gas: On the acceleration side, the new Federal budget is front and center. The tax cuts that were
put in place for this year under the Tax Cuts and Jobs Act were supposed to be balanced by reductions in
various tax offsets such as State and Local tax deductions and interest deductions for corporations. While
Republican leaders initially claimed the plan would pay for itself, the best-case scenario suggested it would
add at least $1.5 trillion to the national deficit over the next decade.
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Federal Deficit a % of GDP

The changes in the tax code by itself would
have generated more in the way of economic
growth, but the tax cuts were followed by a
sharp increase in Federal spending on both
defense and non-defense line items—and
any chance of revenue neutrality was lost.
These latest revenue and spending plans
are estimated to add well over $2 trillion in
debt to an already dismal fiscal outlook. The
Federal budget deficit has widened to 3.6%
of GDP over the last twelve months, up from
3.1% of GDP the previous year.
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employment economy clearly diminishes
some of the potential power of the growth—
but it will nevertheless goose the economy for this year and likely in 2019 as well. It is worth noting that
debt-driven spending was also responsible for the sharp increase in the trade deficit at the end of 2017.
Another major accelerant will come from business investment—particularly spending on equipment and
software, which will be driven by a number of changes. First are the recent tax cuts. There is a clear, if modest,
relationship between corporate tax rates and levels of business investment in the economy. Secondly, the
tax plan carried with it changes to the rules surrounding depreciation for corporations. For those who may
have missed it, the new tax code allows companies to accelerate depreciation on various sorts of capital
expenditures—which is likely to stimulate spending.

2

REGIONAL INTELIGENCE REPORT

Lastly is the growing labor shortage in the United States. With the nation’s unemployment rate below what
economists refer to as ‘full employment’ and job openings still near an all-time high, businesses will have to
figure out how to expand output without being able to fill all their available positions. This will lead companies
to invest in labor saving technologies (e.g. invest in capital).
Hitting the Brakes: On the other side of the equation are economic brakes. The clearest one comes from
rising interest rates on both the long and short end of the yield curve. The short end is being driven by Federal
Reserve increases in the Federal Funds interest rate. There have been five rate hikes since the end of 2016,
and the Fed has not been shy about indicating that there may be more to come. The long end jumped recently
after a number of reports were released on inflation and anticipation of a sharp increase in treasury sales
intensified.
One “non-brake” is inflation. For all the recent turmoil, realistically, inflation risk is still very low. It is true that
the CPI has jumped in recent months, but this is only offsetting a number of very weak months for inflation
last year. The core PCE index (the BEA’s CPI) suggests prices are only 1.5% above last year, well below the Fed’s
modest inflation target of 2%. Add to this slowing M2 growth and weak bank lending and deflation would
appear to be more of a risk at this point. And while wages are rising, wage-led inflation is typically seen in a
higher inflation environment such as the one that existed in the 1970s and early 1980s—not in a low inflation
regime such as today.
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Still, the Fed is signaling plans to further tighten
this year. Why is unclear. Perhaps the Fed
believes that inflation is a risk despite these
other indicators. Perhaps they are worried
about a new financial bubble forming, or the
economy overheating. Regardless of their
motivation, tightening will cause borrowing
costs to rise, will flatten the yield curve, and
ultimately will dampen growth. The effects
will be felt more strongly if inflation slows in
the coming months, as expected.
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Another brake on the economy is the
consumer savings rates. Consumers were
a steadying influence through the minislowdown that occurred in 2015-16. But
their consistent pace of spending increases
was not matched by income growth—in
other words consumers were saving less.
The savings rate dropped below 3% in
the 4th quarter of 2017—the lowest since
the mortgage debt fueled spending spree
of 2006 and 2007. While the ‘bad debt’
situation of a decade ago isn’t in place
today, nevertheless, consumers have little
slack to play with this year.

10.0

8.0

6.0

4.0

2.0
Jan-00

Jan-03

Jan-06

Jan-09

Jan-12

Jan-15

Jan-18

U.S. TREASURY YIELD
2000 - Present

Source: U.S. Bureau of Economic Analysis

4.0

Personal Saving Rate (%)

Lastly, braking action may come from foreign
trade. The recent announcement placing
tariffs on imports of steel and aluminum
captured headlines around the world.
This event, on its own, is un-newsworthy.
Imports of these products represent less
than 30% of U.S. consumption, and those
products are less than 2% of total imports.
The tariffs will impact only a few thousand
workers—a margin of error on a monthly
job gains report. But a tit-for-tat exchange
of competing punitive tariffs could quickly
devolve into a trade war—something that
no one side ever wins. Where this goes
from here is still unclear, but the threat by
itself may well give pause to companies that
are considering making major investment
decisions in any sort of trade related
industry.

3.0

2.0

1.0

0.0

-1.0
Jan-00

Jan-03

Jan-06

Jan-09

Jan-12

Jan-15

Jan-18

PERSONAL SAVINGS RATE
2000 - Present

Source:Federal Reserve Bank of St. Louis

Add it all up and 2018 will be a good year overall for the economy. But the turmoil generated by these
competing forces is likely to begin creating imbalances in the system. While Beacon Economics still sees no
recession in the works for the next 24 months, we may well look back at 2018 as the year in which the cause
of the next downturn took hold in the U.S. economy. Be happy, but beware.
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California Forecast
by Robert Kleinhenz, PhD
Beacon Economics

California Outlook
Long-Run Challenges in Times of Economic Gain

The U.S. economy has experienced steady growth in recent years, and
later this year, the current economic expansion will become the second
longest on record. Throughout much of this expansion, California has
outpaced the nation and many states in terms of economic growth
and job gains, and improvements in its unemployment rate, fueled by
strength in many of its key industries. California will continue to lead
the United States in 2018, making this year an opportune time to take
on both current and long-term challenges.
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California began 2018 on a high note with January employment numbers showing the largest yearly job gain
in 18 months. Growing at a 2.4% year-to-year rate, the state added 400,000 jobs, with the Health Care, Natural
Resources and Construction, and Leisure and Hospitality sectors accounting for over half of this increase.
In percentage terms, the state was led by Natural Resources and Construction, Logistics, and Health Care, a
pattern that has prevailed over much of the past year.
Industry

Jan-18 (000s)

Total Nonfarm

YTY Change (000s)

YTY % Change

17,038

400

2.4%

2,312

76

3.4%

870

76

9.6%

Leisure and Hospitality

1,986

58

3.0%

Government

2,580

39

1.5%

Prof Sci Tech

1,240

26

2.2%

640

22

3.6%

1,708

20

1.2%

374

19

5.4%

1,111

19

1.8%

Information

534

12

2.3%

Other Services

568

8

1.4%

Wholesale Trade

727

8

1.1%

Financial Activities

837

8

0.9%

1,319

5

0.4%

234

3

1.2%

Health Care
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Logistics
Retail Trade
Education
Admin Support

Manufacturing
Management
CALIFORNIA JOB CHANGES BY INDUSTRY
January 2018

Source: California Employment Development Department
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January’s gains come on the heels of six consecutive years during which California outpaced the nation in
percentage job gains. Moreover, updated job numbers released in March revealed that California’s job gains
were better than initially reported, up from an initial estimate of 1.8% growth to 2.0%, because of substantial
upward revisions in important industries such as Health Care, as well as Professional, Scientific, and Technical
Services, and Logistics.
The broader state economy displayed continued momentum, with Gross State Product rising by 2.3% yearto-year in the third quarter of 2017 and taxable sales showing a 4.1% increase over the same period. Fueling these advances, personal income increased by 3.8%, the third highest growth rate among the 50 states.
Meanwhile, per capita personal income in California stood at $58,500/year in the third quarter of 2017, 16%
higher than in the United States as a whole. But while California saw a 3.1% increase in personal income, far
outpacing the 1.9% gain nationally, gains in purchasing power have been tempered by inflation running at
nearly three percent in the state compared to just two percent nationally.
With California hitting its lowest unemployment rate since 1976, wage gains in the state have accelerated in
recent years. Average weekly wages in California increased by 4.3% in 2017, the largest increase in the last
10 years. With limited increases in the labor force expected this year, workers are almost guaranteed to see
wages rise again. And it is too soon to gauge the effects of the hike in the statewide minimum wage as pay
hikes are currently being driven by the scarcity of labor more than anything else.
Steady job growth and limited increases in
the labor force will keep the unemployment
rate low and push up wages for nearly all
workers. With these gains in financial and
economic well-being, households in California will fuel growth in their local economies
by buying homes, appliances, and cars, and
causing expansion in local-serving industries
such as retail stores, restaurants, and personal services. Meanwhile, the state’s Logistics, Technology, and other external-facing
industries will benefit from growth domestically and among our trading partners. All in
all, California’s economic outlook for 2018 is
good, in fact, somewhat better than was previously expected, making this an ideal time to
devote serious attention to the state’s long
run concerns.
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Long-Term Challenges... Short-Term Opportunities
In looking at California’s long-term challenges, the housing problem must be near the top of the list because
of its significance for so many of the state’s residents and its economy. While Californians clearly understand
that high home prices limit affordability, the obvious solution seems less clear: High prices reflect scarcity that
can only be addressed through increases in supply.
California’s median home price was $464,000 in the fourth quarter of 2017, nearly double that of the United
States, where the median price stood at just over $250,000. Since 1990, California’s median home price has
routinely been significantly higher than that of the nation.
Home prices in inland California are closer
to the U.S. norm: $252,000 in Fresno,
$340,000 in the Inland Empire, and $380,000
in Sacramento. However, the situation is
quite extreme in coastal areas, with the
median price in San Francisco at $1.3
million, $605,000 in Los Angeles County,
and $596,000 in San Diego County.
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Renters are also challenged by the high
cost of housing. The number and share of
renting households in the state of California
grew in the years following the Great
Recession. With a limited response on the
supply side, average rents rose steadily in
many areas of the state.
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The magnitude of California’s housing shortage is well documented. At present, the state is estimated to need
about 200,000 new housing units built per year, yet it has barely seen more than 100,000 units come on line in
each of the last few years. As implied above, the state needs a mix of both single family and multifamily housing
as well as a mix of for-sale and rental housing. To be sure, the state and its regions periodically estimate
housing needs and set housing goals. In fact, state law requires that metro areas and their jurisdictions
develop multi-year housing goals known as the Regional Housing Needs Allocation or RHNA. However, few
jurisdictions come close to meeting the RHNA-based housing goals because there is little incentive to do so.
In the calculus of local government finance, a new housing unit will impose new burdens on government
services, yet yield only a modest increase in property tax that is mostly controlled by state government. Local
governments are far more inclined to prefer retail development, which has the potential to generate new
taxable sales that go straight into the general fund.
Recognizing that the state has a chronic housing shortage and understanding that inadequate housing has
the potential to impede economic growth, state legislators have succeeded in passing legislation that has the
potential to make a difference. Laws such as SB 35 put teeth behind the RHNA goals, stipulating that a given
project that complies with local land use regulations may receive ministerial approval if the jurisdiction in
which it is located has not met its housing goals.
SB 35 has lent new urgency to a problem that has festered for many years, and very likely will force local
jurisdictions to rethink their housing strategy. In response, local jurisdictions must first acknowledge that
population growth is an inevitable part of their future. They must take steps to understand what that growth
will look like, plan adequately, and, finally, execute on those plans. This effort must address the concerns of
both current and future residents: renters as well as homeowners, apartment dwellers as well as occupants
of single-family homes. Doing so will go a long way toward addressing the state’s housing needs while also
ensuring its long-run economic dynamism and vitality.
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San Bernardino Outlook
Overview
Much like California as a whole, the San Bernardino County economy has enjoyed several years of expansion.
Indeed, at the national level, the current expansion will soon become the second longest on record. The effect
on the County economy has been pronounced, with record high levels of wage and salary employment, an
unemployment rate that is at its lowest in years, along with sizable gains in its key industries and substantial
improvement in the housing market. With the U.S. economy expected to stay on track through this year and
into the next, the County economy will extend its gains throughout 2018 and into 2019.
The main sources of County-level gains are tied to its steady population gains, especially young households
that are lured to the County by its attractive housing and amenities. Increases in the population have fueled
growth in local population-serving industries, and rapid expansion in the County’s logistics sector. These
driving forces have triggered employment growth at a faster rate than the state and nearby counties and
have contributed to strong appreciation in home prices. Increased investment in commercial and residential
permitting is supplying the growing demand which will offer new space for companies moving in and expanding
as well as housing for hired workers. At the same time, new and exciting programs for young students such as
‘kids that code’ and ‘Medical and Health Science Technology Academy’ have been set in place to help prepare
San Bernardino for future growth and position the county well for changing markets1.

Employment
San Bernardino County’s economy continues to advance along the same lines as California and the Inland
Empire. Total private employment in the County grew by 3.8% to 610,000 jobs from the third quarter of 2016
to the third quarter of 2017, the latest time period for which industry employment is available. The county’s
job growth outpaced that of the state (2.1%) and matched the Inland Empire’s growth (3.8%). Paired with job
growth, the unemployment rate in San Bernardino in January 2018 was 4.3%, down 1.1 percentage points and
the lowest January rate in over twenty years. This is a far cry from the recession’s January 2010 unemployment
rate of 13.7%. The San Bernardino population is also increasing at a faster rate, up 1.0% from 2016 to 2017,
compared to 0.6% in California.

9

180

(Index, Feb.1998 = 100)

The largest employment sector is Health
Care, which employs over 17% of private
employees. Health Care added 3,700
jobs (3.7%) from the third quarter of
2016 to the third quarter of 2017. Wages
were essentially unchanged, falling
fractionally to $48,033. However, the
number of establishments ballooned,
up 10.5% to 26,417, likely in response
the ever-greater health care needs of
the region’s growing population. Health
care jobs have been growing rapidly in
many parts of the country and southern
California is no exception. Health care
employment in Los Angeles County
increased by 4.3% over the same period,
rose by 6.5% in Riverside County, and
grew by 5.6% in Orange County. As the
San Bernardino County’s population
continues to increase and as residents
enjoy longer lifespans, Health care
will face increased demand which will
expand the industry, driving increases in
employment and wages.
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San Bernardino County experiences strong economic growth. (2018, March 27). https://www.fontanaheraldnews.com/business/san-bernardino-county-experiences-strong-economic-growth/article_27740f1e-31d5-11e8-8a2d-631756c8c84f.html
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A signature sector for the County is
Transportation and Warehousing. With
a staggering increase of 18.0% from
the third quarter of 2016 to the third
quarter of 2017, Transportation and
Warehousing added 11,400 jobs, the
largest gain of any sector, accounting
for half of the County’s total private job
gain over that period. The sector now
accounts for 12.3% of all employment,
much higher than in other southern
California counties: Riverside (7.1%),
Los Angeles (4.8%), and Orange (1.9%).
However, wages in the industry declined
by 13.5% over the same period, reflective
of the influx of entry level and part-time
workers entering the industry. With
recent deals such as UPS announcing it
has started operating five cargo flights a
week out of San Bernardino International
Airport2 and Ontario3 International
Airport allowing service from Frontier
and international carrier China Airlines4,
as well as bringing back JetBlue, the
Transportation and Warehouse sector
will experience continued future growth.
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Employment (000s)
1 Yr Chg (Abs)
1 Yr Chg

Wage ($000s)
Q3-17
1 Yr Chg

Establishments (000s)
Q3-17
1 Yr Chg

Industry

Q3-17

Total Private

609,938

22,233

3.8%

42,538

-2.0%

57,393

5.2%

Health Care

103,923

3,715

3.7%

48,033

-0.1%

26,417

10.5%

Retail Trade

87,111

1,492

1.7%

31,805

-0.4%

4,670

1.3%

Transportation & Warehouse

75,033

11,425

18.0%

43,585

-13.5%

1,725

9.1%

Leisure and Hospitality

73,676

2,632

3.7%

19,213

1.9%

3,725

5.0%

Manufacturing

55,094

-857

-1.5%

53,816

-0.6%

1,875

-0.5%

Administrative Support

53,235

1,589

3.1%

33,273

5.6%

1,806

4.7%

Wholesale Trade

39,185

681

1.8%

55,144

-2.1%

2,511

0.6%

Nat. Resources/Construction

38,081

2,119

5.9%

58,904

1.6%

3,331

4.6%

Prof., Sci., & Tech. Svcs. & Mgmt.

25,521

-334

-1.3%

65,686

2.5%

2,860

3.2%

Other Services

22,825

-81

-0.4%

35,439

2.1%

4,839

-8.7%

Fin. Svcs. & Real Estate

22,146

-709

-3.1%

53,266

-9.0%

2,976

1.9%

Education

9,008

649

7.8%

46,793

-5.9%

330

2.2%

Information

5,101

-88

-1.7%

53,102

-2.9%

328

7.5%

SAN BERNARDINO COUNTY EMPLOYMENT STATISTICS
Source: QCEW

Whitehead, B. (2018, March 28). What a UPS-San Bernardino International Airport partnership means for online shoppers across the country. https://www.
sbsun.com/2018/03/27/what-a-ups-san-bernardino-international-airport-partnership-means-for-online-shoppers-across-the-country/
3
Martin, H. (2018, April 25). JetBlue returns to Ontario airport as the airline battle for Southern California heats up. Retrieved from http://www.latimes.com/
business/la-fi-jetblue-west-coast-20180425-story.html
4
San Bernardino County Job Growth Strong, Reported at 2018 State of the County. (2018, March 19). https://inlandempire.us/san-bernardino-county-jobgrowth-strong-reported-at-2018-state-of-the-county/
2
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A handful of industries lost jobs from the third quarter of 2016 to the third quarter of 2017, although combined
losses across these industries amounted to 2,100 jobs, a relatively modest number when compared with
the county total of over 600,000 jobs. Overall average wages edged down by 2.0% from the third quarter of
2016 to the third quarter of 2017, in part because Transportation and Warehouse added a large number of
entry level and part-time employees, bringing down the average. Nearby counties experienced average wages
increase due to an increase in high skill labor employment; Riverside had wages increase by 2.6%, Los Angeles
by 2.8%, and Orange by 1.1%. As open jobs in San Bernardino fill and the labor market continues to tighten,
wages will start to rise.

Local Spending
San Bernardino County has had strong taxable sales (sales of taxable goods and services) growth since the
recession low in the second quarter of 2009. In the fourth quarter of 2017, taxable sales were $9.7 billion, up
6.5% from the fourth quarter of 2016. For the year as a whole, taxable sales rose 2.2% in 2017. Compared
to nearby counties, San Bernardino is well above Los Angeles and Orange in terms of growth and just under
Riverside, largely because the Inland Empire counties are experiencing more rapid population growth than
the coastal counties.

Building and Construction had the
second largest taxable receipts increase,
up 9.1%. As San Bernardino’s economy
grows and expands, the demand for
construction increases in tandem. From
the third quarter of 2016 to the third
quarter of 2017, natural resource and
construction increased employment
by 3.7%, wages increased by 1.9% and
establishments grew by 5.0%. Low land
prices and available permitting make
San Bernardino ripe with potential for
real estate investors, and has spurred
residential and commercial permits to
increase significantly from 2016 to 2017.
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Taxable receipts (sales tax received
from the spending on taxable goods
and services) increased by a total of
5.1% from the third quarter of 2016 to
the third quarter of 2017. Every industry
registered an increase, but fuel and
service stations stood out, increasing
by 10.9% due to increasing gas prices.
The recently passed state gas tax as of
November 2017, while price fluctuations
may occur within any given year as
refineries switch between summer and
winter blends of gas.
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Category

Q3-17 (Millions $)

1 Yr Chg

3 Yr Chg

Total

97.2

5.1%

16.6%

Business and Industry

20.0

0.1%

30.7%

General Consumer Goods

18.9

3.1%

9.2%

Autos and Transportation

16.5

3.1%

26.7%

Restaurants and Hotels

9.3

6.2%

25.5%

Fuel and Service Stations

9.2

10.9%

-19.1%

Building and Construction

7.7

9.1%

23.1%

Food and Drugs

3.8

1.3%

5.5%

TAXABLE RECEIPTS
San Bernardino County
Source: HDL
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Residental Real Estate
Like the rest of California, home prices are on the rise in San Bernardino. From the fourth quarter of 2016
to the fourth quarter of 2017 the county median home price appreciated by 7.2% to $300,000, the highest
reading since the end of the recession but still shy of the pre-recession peak of $363,000 in the fourth quarter
of 2006. Home sales increased by 3.6% and housing inventory decreased slightly from 3.7 months to 3.5
months (time for currently available homes to sell at market’s pace). There were 24.5% fewer foreclosures in
the fourth quarter of 2017 than a year prior, leading to a much more stable housing market

In line with the housing market, apartment rents are rising in San Bernardino County and the Inland Empire as a
whole, albeit at a slower pace. Across the
Inland Empire as a whole, average rent
increases by 2.7% from the fourth quarter of 2016 to $1,299 in the fourth quarter of 2017. Average rents varied widely
across individual submarkets within San
Bernardino County. The highest average
rent was in Rancho Cucamonga where
average rent was $1,627 per month,
up 2.9% from a year earlier, and the vacancy rate stood at 2.4% in the fourth
quarter of 2017. The submarket with the
lowest average rent was San Bernardino
City at $980 per month, with a year-toyear increase of 2.6% and a vacancy rate
of 2.8%.
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The California Apartment of Realtors has
released its affordability index stating
that in the fourth quarter of 2017, 50%
of San Bernardino households could afford the median home price, down from
54% a year earlier. Despite the decline
in affordability over the year, affordability in San Bernardino County is much
higher than in Riverside County (38%),
Los Angeles County (25%), and Orange
County (21%). Home prices in all of those
counties have been increasing rapidly,
up 9.7% in Riverside to $370,000, 8.2% in
Los Angeles to $605,000, and $757,000
to 6.4% in Orange. In a nutshell, with a
median price that is well below those of
neighboring counties and booming permitting activity, housing options will improve over the foreseeable future in San
Bernardino County .

Q4-16

Home Sales

EXISTING SINGLE-FAMILY HOME PRICES & SALES
San Bernardino County Q4-02 to Q4-17

Source: DataQuick

Submarket

1-Yr Chg

Vacancy Rate (%)

1-Yr Chg

1,299

2.7%

3.3

0.8%

San Bernardino City

980

2.6%

2.8

1.4%

Rancho Cucamonga

1,627

2.9%

2.4

0.8%

South Ontario/Chino

1,573

1.9%

4.4

-0.7%

North Ontario

1,430

3.0%

3.7

0.3%

Colton/Loma Linda

1,372

4.0%

3.2

0.7%

Upland

1,274

-0.6%

2.3

0.4%

Fontana/Rialto

1,136

1.7%

2.0

-0.2%

998

4.5%

2.6

-0.3%

Inland Empire

Victorville

Rent ($)

APARTMENT REAL ESTATE SAN BERNARDINO COUNTY SUBMARKET
Q4-16 to Q4-17
Source: REIS
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Every submarket experienced rent increases except for Upland which had rents decrease slightly, but has had
rents increase every year prior since 2010. Even with most rents increasing, the 2016 San Bernardino County
rent burden (median rent as a percentage of income) was the lowest it has been since 2007, 34.3%.
Now, as in previous decades, San Bernardino housing is a bargain when compared to other nearby counties
such as Riverside, Los Angeles, and Orange. Low prices are once again drawing people to buy houses and rent
apartments in San Bernardino and commute to nearby areas. In 2015, only 47.6% of San Bernardino County
residents worked in San Bernardino. Almost a quarter commuted to work in Los Angeles County, a little over
10% commuted to Riverside County, and just under 10% commuted to Orange County. Workers living in San
Bernardino and driving to work in other areas for higher wages indirectly pumps San Bernardino’s economy
as workers spend most of their pay in the areas where they live, but the downside is the bane of Southern
Californians: freeway congestion and delays.
8,000
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Units

Developers see promise in San Bernardino
and have been pulling increasing
numbers of residential permits since a
lull in 2011 and 2012. There were 68.1%
more permits issued in 2017 than in 2016.
Multifamily permits more than doubled,
up 236.3% and single-family permits
rose by 43.6%. This huge influx of permit
activity will eventually mean more for-sale
housing stock and rental units, which will
slow, but not halt, prevailing increases in
home prices and rents. Unlike much of
Southern California where there is not
enough space for new developments,
San Bernardino has land available for
residential development to house the
county’s growing population.
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RESIDENTIAL HOUSING CONSTRUCTION
San Bernardino County, 2007 to 2017
Source: CIRB

Commercial Real Estate
Commercial markets are also tightening in San Bernardino County. Warehouse, Flex, Office, and Retail all
have experienced rent increases from the fourth quarter of 2016 to the fourth quarter of 2017. Growth in
commercial real estate has been fueled by Warehouse and Distribution property. Since logistics is such a
prominent sector, increases in employment and operations have a direct effect on needed operational space.

Submarket

Q4-17

1-Yr Chg

San Bernardino/Redlands/Yucaipa

0.42

Ontario

Vacancy Rate (%)

Q4-17

1-Yr Chg

7.8%

5.9

-0.3%

0.46

7.4%

4.3

-1.5%

Montclair

0.46

7.0%

5.1

-0.3%

Victorville

0.37

5.4%

11.6

-1.2%

WAREHOUSE AND DISTRIBUTION PROPERTIES
San Bernardino County Submarkets
Source: REIS
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Ontario, a logistics hub, had the highest San Bernardino submarket monthly rent in the fourth quarter of
2017, $0.46 per sq. ft. after a year over year increase of 7.4%. There were strong increases in other areas
such as Montclair (7.0%) and Victorville (5.4%). Ontario and Montclair had low vacancy rates of 4.3% and 5.1%
respectively. Victorville has the lowest rent ($0.37 sq. ft.) and highest vacancy rates (11.6%) but rent there
has been steadily increasing and vacancy rates decreasing for more than 15 years. With the logistic sector’s
continued success and growth, the Warehouse Distribution property market will continue to tighten.
Flex properties, a hybrid between warehouse and office spaces, have experienced increase in rents and
decreasing vacancy rates across San Bernardino. Ontario in particular has seen the most demand for flex
spaces, having the highest monthly rents, up 6.2% to $0.06 per sq. ft., and the lowest vacancy rates, down half
a percentage point to 3.1%.
Rancho Cucamonga has the highest monthly office rents and growth, up 2.8% to $0.16 per sq. ft. Vacancy
rates range from 16.2% to 23.2% depending on the submarket, but all areas are experiencing tighter markets
and will continue to do so. Retail had the strongest rent increase in Colton, up 6.0% to $0.14 per sq. ft.,
and had rents increase in every submarket. Vacancy rates were split with small year over year increases or
decrease, and rates ranging from 8.3% to 10.4%.
Commercial permit values have increased dramatically from 2016 to 2017. Hotel permit value increased
almost tenfold, office permits increased by 68.1%, and industrial permits by 36.0%. Retail remained steady,
only increasing by 0.5%, and alterations declined by 5.8% which shows that businesses are opting for new
infrastructure over making alterations to existing. In absolute terms, construction of new industrial space
grew the most, up $139,000 in value. The widespread growth in permit values indicate strong investment in
commercial sectors and San Bernardino County as a whole.
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