
 
News and Notes: 
The Federal Sequester and San Diego’s Job Market 
 

Congressional across-the-board sequestration is negatively impacting the San Diego economy 
especially among industries dependent on federal funds.  A closer look reveals there has been 
downward pressure on employment in several sectors in the immediate aftermath of key events in 
the sequestration saga. 

According to a national analysis by the New York Times, the five economic sectors most reliant on 
federal defense spending are facilities support services, ship and boat building; aerospace product 
and parts manufacturing; scientific research and development services; and electronic instruments 
manufacturing (which includes companies making navigational instruments, for example).i  These 
sectors are especially prominent in San Diego, accounting for 8.2 percent of all private sector payroll 
jobs. 

Chart 1  

 
The proceeding chart measures changes in employment since the beginning of 2011.  In contrast to 
the rest of the San Diego economy showing job growth, employment among defense dependent 
industries has been relatively stagnant.  Moreover, employment within these sectors fell after federal 
spending and cutbacks were determined.  In the summer of 2011 there was an intense political 
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stand-off around raising the federal debt ceiling.  Thereafter, employment among San Diego defense 
dependent sectors declined, and continued to decrease through the rest of the year.  A similar 
pattern was seen following deliberations and the decisions made over the “fiscal cliff” and 
sequestration cuts determined by August 2012.   

Notably, the actual sequestration itself has not yet shown that much of an impact on the defense-
dependent sectors.  Since the beginning of the year employment has increased by 500 jobs.  With the 
release of more data later in the year we will have a better gauge on whether the federal cut backs 
are going to lead to more job losses or simply employment stagnation. 

Sequestration’s impacts can be seen in the public sector as well.  Over the past four months, the 
federal government laid off 40,000 workers across the country.  Locally, federal government 
employment stood at 46,100 as of May 2013, a decrease of 800 jobs since December 2012.  It is 
important to note that this doesn’t reflect the full extent of the impacts, as federal agencies have 
also instituted furloughs.  According to the U-T San Diego, more than one-half of federal employees 
in San Diego are now being furloughed one day a week until the end of the fiscal year.ii  This 
represents a significant reduction of payroll spending in the region that will be absorbed by other 
local businesses as well. 

This stagnating job growth will have a ripple effect on the rest of the economy.  Defense industry 
sectors have a fairly strong multiplier effect on jobs since they derive spending from outside of the 
region. For every one job among the five defense-dependent sectors, another 2.4 jobs in the area 
rely upon their spending.  What this means is for every local defense-industry job lost, another 2.4 
jobs in other San Diego industry sectors will also be lost. Federal (non-military) workers have a 
significant multiplier effect of 0.7 jobs for every one federal job in San Diego as well.   

Slowing the rate of growth of federal spending, we believe, will have positive long-term effects on 
the U.S. economy as it will make our economy more competitive and lessen the impacts of the 
almost mandatory changes coming to the U.S. tax code and entitlement spending.  That said, the 
negative impacts of sequestration locally should serve as a reminder for just how closely tied San 
Diego’s economy remains to government spending and the continuing need for economic 
development strategies that diversify our economy and reduce dependence on federal purse strings.  
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