
Military/Defense and Aviation

Monthly San Diego 
Snapshot

In January 2016, the local economy began the year 
much as it finished 2015: with several indicators showing 
faltering activity. 

A peak of San Diego’s leading economic indicators (LEI) 
was reached last July. Since that time, the index fell 
4.7%. In January alone the index decreased 1.6%. The 
index has shown negative results for five out of the six 
previous months, indicating that the local economy is 
likely to show significant softness 6 to 9 months from 
now.

Most of the decline in the index is due to the decline 
of the San Diego Stock Index of 162 publicly-traded, 
locally-headquartered companies.  Since July, the stock 
index plunged more than 24%, and that softening is 
likely to have a negative effect on spending and local 
consumer confidence.

After ending 2015 with bit of a flourish of residential 
building, recording between 925 and 949 units 
approved in each of the last three months, January saw 
the number drop below 600 units. While the beginning 
of the year usually sees a significant drop of building 
permit applications, even after the seasonal adjustment 
the number of building permits fell by nearly 60 percent.

California’s LEI (one of the six component measures of 
San Diego’s index) has also shown faltering movement 
since July. A national index of consumer sentiments 
included in the San Diego index also shows expectations 
slipping over the past year.

Initial claims for unemployment insurance (UI) filed in 
San Diego had been falling, but leveled off during the 
year. This also indicates less improvement in the job 
market. In addition, while the Bureau of Labor Statistics 
“Job Opening and Labor Turnover Survey” (JOLTS) for 
western states remains positive, momentum slowed 
over the second half of the year as well.

On the positive side of the ledger, the unemployment 
rate, which is a coincident or lagging indicator of 
economic activity, continues to improve, reaching a 
seasonally adjusted 4.7% in January. This is the lowest 
unemployment rate reported for San Diego in more than 
eight years.

New business license certificates issued by the City of 
San Diego had been increasing, but reached a plateau 
during July as well, and has since started diminishing in 
number.

Taken altogether, these faltering indicators of San 
Diego’s economic activity suggest a much more cautious 
outlook is advisable for the region.
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Future defense revenues appear more uncertain than 
ever with the upcoming elections, ongoing political 
gridlock, budget caps imposed by the Budget Control 
Act (BCA), likelihood of a Continuing Resolution (CR), 
and possible return of sequestration. On the other hand, 
as the U.S. pivots focus to the Pacific Rim and Southeast 
Asian concerns, San Diego could see additional 
defense-related spending. Both local base operations 
and military/defense contracts would increase with 
greater emphasis directed to Pacific Ocean operations.  
In addition, San Diego’s niche in defense contracting 
(UAV, networking, cyber, C3I2 activities) should help the 
region weather most nation-wide decreases of defense 
expenditures.

The outlook for small businesses will be generally the 
status quo.  Another round of base closures is not on the 
horizon, and our defense contractors are well positioned 
moving forward.  A major expansion in spending is not 
foreseen, as budgetary pressures will impose a ceiling 
on expenditures.

The U.S. Office of Small Business Programs provides 
information on marketing to the DoD, government 
contracting basics, and subcontracting fundamentals. 
For more information on doing business with the DoD, 
see http://www.acq.osd.mil/osbp/sb/dod.shtml

San Diego Military/Defense Spending
Military and defense-related spending in San Diego 
generated an estimated $24.8 billion of direct spending 
during 2015. This equates to $7,700 for every County 
resident. In total, defense-related activities and spending 
make up more than 1/5th (21%) of all economic activity in 
San Diego County, and the direct and indirect impacts of 
this spending is responsible for more than 328,000 jobs.

San Diego accounts for the largest number of military 
personnel based anywhere in the nation, and the San Diego 
metropolitan area encompasses the nation’s largest military 
operations. Since peaking in 2012, San Diego’s military 
base spending has decreased, as well as the number of 
personnel based here. This reflects the winding down of 
U.S. presence in both Iraq and Afghanistan.  

In addition to active-duty military personnel, thousands of 
civilians work directly for the military or private companies 
that supply products and services to the military, as well as 
companies with Department of Defense (DoD) contracts. 
Many more local jobs are dependent upon the spending 
generated from this demographic. These jobs encompass a 
wide span of local businesses, including engineering, food 
services, retail sales, health care, education, real estate, 
aerospace, shipbuilding, and construction.

During 2015, $562.2 million in construction was performed 
for the military--about half conducted in North County 
areas. The 49 U.S. Navy ships homeported in San Diego 
directly generated $2.6 billion, equating to total economic 
impact of $5.7 billion in GDP. The two aircraft carriers based 
here alone bring in a combined $1.5 billion of spending 
annually. The two Navy hospitals in San Diego County 
employ nearly 8,300 workers, bringing another $1.25 billion 
of DoD spending directly to the region.  The Navy is poised 
to begin a major public-private capital project at the Navy 
Broadway Complex, which will support several hundred 
construction jobs over the course of its buildout.



Aviation
Air travel in San Diego has been growing since 
2011, with the number of air passengers and 
flights to the region exceeding pre-recession 
levels. 

According to U.S. Department of Transportation 
figures, in 2015 a record 19 million+ passengers 
arrived or departed through San Diego 
International Airport.

One of the most important trends has been the 
growth in international passengers. The San 
Diego Visitors bureau estimates that international 
travelers spend on average 43% more than all 
overnight visitors to the region. 

As noted in the figure below, the number of international travelers to San Diego has dramatically increased, reflecting a 
significant effort by the San Diego County Airport Authority to market to international carriers, and shifts in commercial 
aviation technology to make international flights in and out of Lindbergh more economically feasible.

Even with the downturn seen in 2015 (largely 
due to both the strong U.S. dollar versus other 
currencies and the downturn in the Chinese and 
European economies), the mid-term outlook is 
for the number of international travelers to San 
Diego to expand at a rate faster than domestic 
passengers. Growth in expendable incomes 
among the middle classes in Pacific Rim nations is 
still forecast to increase in absolute terms in the 
coming years, which should benefit San Diego.  

Small businesses which are able to leverage this 
greater increase in the number of international 
visitors to San Diego should especially benefit.

More broadly, most forecasts call for a modest 
uptick in the number of travelers flying in 2016 
and we see no reason why San Diego would not 
benefit from that trend as well.  

In respect to pricing, 2015 saw a modest decline 
(8%) in the cost of domestic travel. NUSIPR 
examined 4 independent forecasts on 2016 
forecasts, ranging from a low of 3% decline to a 
high forecast of a 9% increase.  

Given continued softness in the global oil market, 
we do not foresee the kind of price pressures that 
would result in significant cost pressures and thus 
feel confident in a forecast that airline ticket prices 
will remain flat. 



Upcoming Dates

Thank You to Our Partners

April 20 - Port and Energy

May 24 - Transportation and Fuel Costs

June 22 - Finance (Power of the Dollar) and Business Loans

July 27 - Education and Technology

August 24 - Food & Beverage and Hospitality

September 28 - Health and Social Services

October 26 - Defense and Manufacturing

November TBD - Retail and Taxes & Regulations


