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Executive
Summary

Sonoma County, California

Recent Performance:

Sonoma County's information technology
sector remains a crucial contributor to the
local economy, accounting for 6% of total
output despite representing just 2% of total
employment. The industry has faced
headwinds from high interest rates, causing
payrolls to slightly decline since 2021.
However, output growth remains strong,
with IT consulting services gaining
prominence in the region.

Macro-Economy:

The broader U.S. economy is performing
well, with GDP growth closing close to 3% in
2024, driven by robust labor force gains and
consumer spending. Despite slowing job
growth, unemployment remains stable at
4%, signaling a balanced labor market. The
Federal Reserve has maintained interest
rates, with expected cuts in late 2025 amid
policy uncertainties tied to the Trump
administration's economic strategies,
including tariffs and immigration changes.

Near-Term Outlook:

In the IT sector, venture capital funding is
showing signs of recovery, with modest growth
through 2024, supporting tech investments.
The CHIPS and Science Act has spurred
significant semiconductor production,
attracting $200 billion in private investment and
creating over 40,000 jobs nationwide. This
resurgence is expected to benefit related IT
industries, including cloud computing, Al, and
5G advancements both locally and nationwide.

Looking Ahead:

Sonoma County's long-term IT outlook is
cautiously optimistic, supported by
digitalization trends and proximity to the Bay
Area. However, challenges such as declining
population growth and housing affordability
remain concerns. While automation limits job
growth, increased productivity ensures steady
output expansion. The county's high quality of
life and skilled workforce position it well for
sustained IT sector growth despite economic
uncertainties.
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Recent Performance. Sonoma
County’s information technology pay-
rolls have struggled under the weight
of high interest rates, falling slightly
since their post-pandemic high in
2021. Still, output growth remains on
a strong footing. Information tech-
nology remains a small but critical
part of the local economy; IT payrolls
account for just 2% of total jobs but
more than 6% of the county’s output,
which ranks comfortably in the top
half of metro areas nationally.

Telecommunications, computer
systems design, and technical con-
sulting services make up most of
the IT industry jobs in the county.

IT consulting services have become
a larger share of the IT industry in
recent years. Proximity to the rapidly
growing Bay Area tech powerhouse
allowed Sonoma County to siphon
some growth given its slightly lower
costs and agglomeration effects. On
the downside, this has led to some
weakness in the past few years as
tech malaise in San Francisco and
Silicon Valley extended to Sonoma
County. High interest rates are
weighing on tech broadly, and cost-
cutting measures are pushing firms
to expand in lower-cost areas in the
Mountain West. Meanwhile, venture
capital funding appears to be turn-
ing a corner as the retreat in interest
rates has begun. While still far below
its peak from a few years ago, venture
capital funding is up slightly through
the third quarter of 2024 compared
with the year before.

Macro drivers. The U.S. economy’s
performance is about as good as it
gets. Growth is strong. Real GDP is on
track to grow nearly 3% annualized in
the fourth quarter of 2024 and almost
that for the entire year. This is well
above the economy’s estimated long-
term growth potential, which is closer
to 2%. Indeed, because of
extraordinary labor force gains fueled
by foreign immigration and a revival
in productivity growth, the economy’s
potential growth last year was closer
to 4%. That is not sustainable, as im-
migration and labor force growth are
already slowing. Still, the pickup in

the economy’s potential came at an
opportune time, helping to cool the
job market and inflation.

The job market arguably could
not be better. Job growth has slowly
throttled back, and abstracting from
the vagaries of the data, payrolls are
increasing by approximately 150,000
per month. Hiring is down, but layoffs
are too. The pace of job growth is
sufficient to generate enough income
to fuel sturdy consumer spending, the
principal driver of overall eco- nomic
growth. However, it is not so strong
that it would cause the tight labor
market to tighten further, un-
desirably pumping up wages and
inflation. Unemployment remains
remarkably stable at nearly 4%—the
Moody’s Analytics estimate of full
employment—across all demographic
groups and from coast to coast.

The Federal Reserve has thus
effectively achieved its dual man-
date of full employment and low and
stable inflation. It was, therefore, a
surprise to global investors when
the Fed made clear that its latest
rate cut in December would likely be
the last one for a while. Behind the
Fed’s reluctance to cut rates further
is uncertainty regarding the equi-
librium rate—the federal funds rate
that neither supports nor restrains
economic growth.

Also motivating the Fed to sit on
its hands is the extraordinary uncer-
tainty regarding President Trump’s
economic policies. The reasonable
worry is that, just as inflation is com-
ing back to target, higher tariffs and
mass deportations will reignite it.
Our baseline outlook has the Fed
holding monetary policy unchanged
until rate cuts slowly resume in
September. By that time, officials
should have a reasonably good fix on
Trump’s policies and their economic
fallout. Tariffs and deportations will
add to inflation but will also diminish
growth and be more or less a wash for
monetary policy. With the equi-
librium rate trending lower, the Fed
will cut rates once a quarter until the
fed funds rate returns to 3%—our
estimate of the equilibrium rate in
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the longer run. This is consistent with
global investors’ expectations for the
Fed’s path.

Industry drivers. The year ahead
will be characterized by considerable
uncertainty, especially regarding eco-
nomic policy, tariffs, and immigration.
All told, we expect a slightly lower
growth environment than the previ-
ous year—and with interest rates
expected to be higher for longer, a
slower recovery in tech than ex-
pected. Still, the economy will prove
resilient, and consumers will remain a
critical firewall for keeping the
economy ticking. Despite the signifi-
cant uncertainty, the outlook for in-
formation technology is bright. There
will be some lingering near-term pain
as tech firms bear the brunt of high
interest rates, but a confluence of
tailwinds will keep the IT industry
chugging along.

The CHIPS and Science Act is driving
aresurgence in semiconductor
production within the U.S. Since the
enactment of this legislation, more
than 40 new semiconductor projects
have been announced across the
country, including the construction of
new fabrication plants, expansions of
existing facilities, and the
development of new sites supplying
materials and equipment for chip
manufacturing. These initiatives
represent approximately $200 billion
in private investment and are
anticipated to generate more than
40,000 direct jobs in the semi-
conductor industry nationwide.

The effort to reshore semiconduc-
tor manufacturing is expected to stim-
ulate further growth in the production
of related IT goods. As global demand
for semiconductors continues to rise,
driven by the increasing connectivity of
products to the internet, the smart-
home and cloud-computing markets
are experiencing exponential growth.
Additionally, future catalysts such as
the implementation of 5G technology,
advancements in artificial intelligence,
and the development of autonomous
driving will sustain the demand for
more advanced chips. Rising smart-
phone penetration globally—as well
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as the incorporation of additional
computer and electronic components
into automobiles, airplanes, and other
transport vehicles—will amplify sales of
top employer Keysight’s next-
generation signal analyzers and oscil-
loscopes. While these trends bode well
for the industry generally, automation
will limit the need for new labor, hold-
ing back employment growth com-
pared with the pre-pandemic years.
Productivity enhancements ensure that
output growth will keep climbing
despite the lack of meaningful
employment gains.

Long-term outlook. The long-term
outlook for Sonoma County’s informa-
tion technology industry is cautiously
optimistic. Technological advance-
ments, the push to digitalization and
the cloud, and the surge in remote
work since the onset of the pandemic
offer favorable tailwinds once the U.S.
and global economy regain momen-
tum, but challenges remain. Chief
among these challenges is rising
housing affordability concerns that
have severely hampered population
growth. The working-age population is
already down around 8% compared
with its high-water mark in 2010. With
the runup in house prices during the
past few years, affordability has de-
teriorated further. While house prices
will cool and the housing market will
begin to rebalance in the com-ing
years, demographic trends will remain
a headwind, as the population has
been contracting for some time.
According to Equifax data, the net
outflow of residents is slowing, but the
county is still losing residents on net. A
shrinking population will weigh on
labor force growth, making it more

difficult for the county to attract new
business investment and possibly
pushing existing firms to expand in
faster-growing areas.

Greater automation and a general
push toward labor-saving technologies
will slow the pace of job additions even
as the county’s producers grow their
operations. Thus, information technol-
ogy’s contribution to countywide job
and income growth will be contingent
on entrepreneurs’ abilities to innovate
across product lines and pioneer new
product segments.

A high quality of life and proximity to
the tech powerhouses in the Bay Area
confer significant structural
advantages and give Sonoma County a
leg up. Despite the challenges tech
faced in the past year, the Bay Area
remains the preeminent destination for
tech firms and employs the largest
share of tech workers nationally by a
comfortable margin. Because of
Sonoma County’s proximity, these
agglomeration and spillover effects will
reap benefits and provide ample
growth opportunities for the county’s
new and established infor- mation
technology firms.

Global demand for information
technology’s software and hard-
ware solutions is expected to grow
rapidly during the next decade, and
the county’s IT cluster is forecast to
grow at a slightly above-average rate
in the long term. While demographic
trends will apply restraint, a highly
skilled workforce, high quality of life,
and proximity to the Bay Area will be
lasting advantages for the county and
prove enough to outmuscle these labor
supply challenges.

Upside risks. While the balance of
risks is tilted to the downside, there is
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a chance that we are underestimating
the resilience of the unsatiable U.S.
consumer. Inflation has cooled some-
what for now, but real wage gains

will keep consumer spending ticking
along. The labor market is loosening
but remains tight, keeping job and
income growth elevated. We expect
demand to soften and job and income
growth to pull back, but businesses
have been loath to cut staff given

the labor supply issues they faced in
the aftermath of the pandemic. As

a result, household income growth
could rise faster than expected, and
more flush consumers would lead to
a faster-growing economy. All told,
this would benefit Sonoma County’s
IT industry with consumer spend-

ing on IT goods rising and more
business investment.

Downside risks. A full-blown trade
war remains a key downside risk.
While the tariffs on Canada and Mex-
ico have been avoided for a month,
tariffs remain clearly in the Trump
administration’s plans. The adminis-
tration announced big tariff increases
on imported goods from Canada,
China and Mexico. If these tariff hikes
on nearly 40% of all U.S. goods im-
ports are fully implemented soon and
remain in place for more than a few
months, they will do meaningful eco-
nomic damage. Canada has already
responded with significant retaliatory
measures, and China and Mexico
are likely to follow. This developing
trade war will result in higher inflation
and interest rates, and diminished
economic growth.

Colin Seitz
February 2025
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Employment in Sonoma County’s information
technology industry has stalled and is a fraction of
its size during the dot-com boom. After some up-
ward momentum following the pandemic-induced
recession, aggressive interest rate hikes and finan-
cial market uncertainty have led to a slight pullback
in net hiring since early 2022. Industry tailwinds
will help support growth, but a push for more labor-
saving technologies will ensure payrolls improve
only modestly in the coming quarters.

Venture capital funding is finally turning the
corner. Both deal volume and dollar volume are on
the mend after dropping precipitously in recent
years. Interest rates are finally pulling back, and
although they remain elevated, this has enticed
more VC firms to invest. Even modest improve-
ments in VC funding bode well for California’s tech
industry and will allow for some growth in Sonoma
County’s cluster of IT consulting and IT goods-
producing industries.

Donald Trump’s reelection as president should
result in some fiscal policies that are favorable
for business investment and the IT industry more
broadly. The expectation is that the new adminis-
tration will lower the corporate tax rate from 21% to
15%. This will boost corporate cash flow, which is
already elevated as measured by the ratio of after-
tax profits to GDP. In general, internal cash flow is
a highly significant driver of investment spending.
The IT industry is capital-intensive, and increased
investment bodes well for growth prospects.

Intellectual property product investment has
kept business investment spending elevated in
recent years. The headwinds of high interest rates
and tighter bank lending standards are finally
abating and will help unlock investment spending.
Spending on software has been especially resilient
and has driven the bulk of business investment
spending. This will accelerate slightly in the coming
years, which will help support further growth in the
IT industry.




About Moody’s Analytics

In anincreasingly interconnected and complex operating environment, organizations face
challenges decoding the intricacies of the global economy. Moody’s Analytics Economics

team delivers timely and in-depth data, forecasts and analysis of the global economy’s latest
developments and trends—empowering organizations and policymakers to identify and manage
risks, seize new growth opportunities, respond to geopolitical threats, and thrive in an ever-
evolving landscape.

The Economics team has more than 35 years of dedicated experience in economic forecasting

and research. Leveraging our team’s global coverage and local expertise, our economists provide
unrivalled insight on pivotal economic topics, including labor markets, housing and consumer
spending, among others, across the Americas, Europe, the Middle East, and APAC. We also
provide real-time monitoring of economic indicators, scenario analysis, and thought leadership
on critical themes such as monetary and fi scal policy and sovereign risk—all of which support
decision makers and policymakers in strategic planning, product and sales forecasting, stress
testing, credit risk management, and investment decisions.

By combining economic modeling, expansive data resources, and innovative technology solutions,

we equip business leaders with critical insights to navigate the complexities of an ever-changing
economic landscape. Recognized for our industry-leading solutions and commitment to quality,
client service, and integrity, more than 1,000 organizations worldwide—including multinational
corporations, governments, fi nancial institutions, real estate fi rms, and professional investors—
trust us to help them turn today’s risks into tomorrow’s opportunities.

Learn how Moody’s Analytics can help drive your success at www.economy.com

DISCLAIMER:
Please attribute information in this document to Moody’s Analytics, which is a division within
Moody’s that is separate from Moody’s Ratings. Accordingly, the viewpoints expressed herein do
not refl ect those of Moody’s Ratings.
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