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Executive Summary

Sonoma County is in a stronger position than it was six months ago. After the second and third
quarters of 2025 produced minimal net new jobs, the local labor market has clearly turned a
corner; and the county's employment gap relative to its pre-pandemic peak is meaningfully
narrowing for the first time since the recovery began. Healthcare continues to drive much of the
gains, but recent gains across other sectors suggest Sonoma County is finally on firmer footing.

National conditions remain the biggest wildcard. Underlying inflation had been easing toward
the Federal Reserve's target, but conflict in the Middle East has produced a fresh energy-price
shock and renewed inflationary pressures. The higher price of oil — and its impacts on travel
prices, food prices, and supply chains in general — could slow the pace of interest rate relief
and weigh on consumer spending, business investment, and the broader economic
environment in which Sonoma County operates.

Housing remains Sonoma County's clearest advantage within the Bay Area. While San
Francisco home prices and rents have surged on the strength of artificial intelligence-driven
demand, Sonoma County's prices have held roughly flat, and rents in Santa Rosa have actually
declined. The county continues to lead the region in housing permits per capita, though
construction has slowed from its post-wildfire peak. The key risk is no longer that Sonoma is
too expensive — it is that worsening affordability elsewhere pushes demand into the county
faster than supply can keep up.

Two workforce trends define the moment. Artificial intelligence (AI) is reshaping the Bay Area
economy, and related hiring is starting to appear in local data even though Sonoma County is
not itself an AI hub. At the same time, foreign immigration continues to sustain the county’s
population growth — meaning tighter federal enforcement could translate into increased
staffing risks for Sonoma County’s core industries.

Looking ahead, Sonoma County is positioned for continued employment gains, but growth is
likely to be incremental in nature as a new wave of geopolitical uncertainty impacts both
consumers and businesses. The county's affordability advantage is a genuine strength, but
risks from inflation, immigration policy, and a weakening national labor market remain. Overall,
Sonoma County is beginning to find its footing in a regional economy being reshaped by Al,
affordability pressures, and demographic change.
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Three key trends define Sonoma County’s current economic outlook:

1. The national backdrop is mixed and may shape local growth.

Sonoma County’s outlook is increasingly tied to macroeconomic trends. Core inflation has
eased to 2.6% year-over-year, within reach of the Federal Reserve's 2% target, but rising gas
prices have pushed headline inflation up to 3.3% year-over-year. While the Fed was widely
expected to deliver one to two additional rate cuts in 2026 — which would have provided a
tailwind for housing, construction, and small business activity — rate cuts appear less likely if
the Fed views the rise in oil prices as a long-term trend rather than a short-term shock.

National job growth has been highly volatile, with the U.S. economy losing 140,000 jobs in
January and 133,000 in February before rebounding by 160,000 in March. Consumer
sentiment has dropped to 53.97, its lowest reading on record, and gasoline prices surged
nearly 19% year-over-year as conflict in the Middle East pushed oil prices higher. For Sonoma
County, the practical implication is that local strengths in housing, healthcare, and cost
stability will matter more than ever as national consumer demand softens.

2. Job growth has quietly turned a corner.

The county added jobs in five of the last six months, including strong gains in January and
March 2026, and added roughly 2,400 jobs over the past year — the strongest stretch of
sustained growth since 2022. Healthcare is the clearest bright spot, with employment now
well above February 2020 levels, while administrative and support services have also
expanded. Still, the recovery remains uneven: manufacturing, retail, financial activities, and
wholesale trade remain meaningfully below pre-pandemic levels, leaving total county
employment 2.8% below February 2020.

3. Workforce trends will define the next phase.

Al-related demand is beginning to appear in local hiring data, with AI job postings up 40% over
the past year while postings for other roles were nearly flat. As the Bay Area continues to
capture a dominant share of national Al investment, Sonoma County may benefit as a
residential alternative and secondary hub for AI-adjacent roles in operations, sales, finance,
and applied research.

Sonoma County’s demographic constraints remain in clear view. The county added roughly
967 residents in 2025, with foreign immigration accounting for nearly all of that growth.
Combined with an aging population, working-age out-migration, and lower educational
attainment than nearby counties, tighter immigration enforcement could create direct labor-
supply risks for agriculture, hospitality, construction, healthcare, and administrative services.
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BY THE BAY AREA COUNCIL ECONOMIC INSTITUTE

Oil price pressures end inflation’s downward trend

Inflation had moved closer to the Federal Reserve's 2% target over the past two quarters,
though the latest data complicates the picture. As of March 2026, the core consumer price
index (CPI) — which excludes volatile food and energy prices to capture underlying inflation —
was 2.60% on a year-over-year basis, its lowest level since 2021. Headline CPI, which includes
all items, was higher at 3.29%, driven by a sharp jump in energy prices tied to the conflict in
Iran (Figure 1).

If the gap between core and headline CPI persists and oil prices retreat, that would reflect a
temporary shock rather than a broad rise in prices and the path for interest rate cuts would
remain open. However, if future core CPI readings begin to rise as oil price pressures permeate
more of the economy, the posture of the Federal Reserve may shift toward rate increases.

Figure 1. Energy-driven spike in headline CPI pushes past core, even as
underlying inflation continues to ease

Consumer Price Index (Headline CPl includes all items; Core CPl excludes food and energy), YoY
Change, January 2017 to March 2026
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Source: Bureau of Labor Statistics, CPL = Analysis: Bay Area Council Economic Institute,
Mote: Data are seasonally adjusted.
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The energy shock behind March's headline jump is most visible in gasoline prices. After surging
in 2021 and 2022 and then easing through 2023-2025, gasoline prices jumped nearly 19%
year-over-year as of March 2026, as renewed conflict in the Middle East pushed crude oil and
refined-product prices sharply higher (Figure 2).

Gasoline is among the most flexible prices in the economy, adjusting daily to global supply and
demand, while most components of core inflation (rent, wages, services) are stickier, changing
slowly and infrequently. Even though energy is excluded from core inflation, it ripples into
shipping costs, food prices, and household budgets quickly enough to move both headline
inflation and consumer sentiment.

Figure 2. After gasoline prices surged in 2021 and 2022, they eased before rising
sharply again in early 2026, as conflict in the Middle East pushed fuel prices
higher.

Consumer Price Index of Gasoline (all types), YoY Change, January 2017 to March 2026
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Source: Bureau of Labor Statistics, CPI. - Analysis: Bay Area Council Economic Institute.
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National job growth is stabilizing after a difficult winter

National employment data has been the single most volatile economic series of the past six
months. After the U.S. economy posted modest gains through most of 2025, the labor market
deteriorated sharply over the winter: employers shed roughly 140,000 jobs in January 2026
and 133,000 in February — the worst back-to-back monthly readings since the pandemic
recovery began (Figure 3). March then delivered a 160,000-job rebound, suggesting that some
of the winter weakness reflected one-off factors including weather, tariff-driven uncertainty,
and reductions in federally supported employment.

Even with the March bounce, the underlying pace of hiring is well below 2023 and 2024 norms.
The country has shifted into a “low-hire, low-fire” labor market in which both job creation and
layoffs are unusually muted. The “breakeven” pace of monthly job growth — the number of new
jobs needed to keep the unemployment rate stable — has fallen into a range of roughly 20,000
to 50,000 per month and could turn negative over the course of 2026 as net immigration
continues to slow.

Figure 3. In the United States, job growth rebounded in March 2026 after several

months of volatility
Employment growth, month-over-month in the United States, January 2022 - March 2026
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Source: Bureau of Labor Statistics - Data are seasonally adjusted and include nonfarm payroll jobs only.
Analysis: Bay Area Council Economic Institute
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After several years of running well below national and state averages, Sonoma County's
unemployment rate has converged with the U.S. figure and now sits at 4.4% — exactly in line
with the national rate, and a notable shift from the historic lows the county posted through
much of 2022 and 2023. California's unemployment rate, at 5.4%, remains the highest in the
nation and has continued to drift upward, leaving a full percentage point gap between the state
and Sonoma County.

The convergence reflects two forces moving in opposite directions. Nationally, the
unemployment rate has crept up as hiring slowed through 2025 and into early 2026, pushing
the U.S. figure from the mid-3% range it held in 2022-2023 toward the mid-4s today. Locally,
Sonoma's jobless rate has risen from a post-pandemic low near 3% to its current 4.4% — still
well within the range of a healthy labor market, but a clear indication that local labor demand
has softened alongside national conditions.

Figure 4. In Sonoma County, unemployment has risen from historic lows and
is now in line with the national rate

Unemployment rate in Sonoma County, California, and the United States, Jan 2018 - Feb 2026
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Source: Bureau of Labor Statistics, Local Area Unemployment Statistics. - Analysis: Bay Area Council Economic
Institute.

Note: Data are seasonally adjusted for the United States and California. For Sonoma County, where seasonally
adjusted data are unavailable, the series is smoothed using a five-month rolling average.
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Consumer sentiment has fallen to lowest point in four years

Consumer sentiment has weakened sharply, returning to levels last seen during the 2022
inflation surge. The University of Michigan’s Consumer Sentiment Index, which tracks
household views on personal finances, business conditions, and the broader economy, has
fallen to 53.97 (Figure 5). That places sentiment near its lowest levels in more than a decade
and below the readings recorded during the 2008 financial crisis and the COVID-era downturn.
Small business optimism, by contrast, is holding up at 98.43, suggesting that owners and
operators remain more confident than households about near-term conditions.

The divergence matters for consumer-facing industries. Retail, entertainment, restaurants, and
tourism could face additional pressure if anxious households begin pulling back more
meaningfully. So far, however, actual spending has held up better than sentiment alone would
suggest. That points to a household sector that is cautious but not in retreat, with the risk of
gradual softening rather than a sudden contraction.

This mixed picture helps explain why the outlook remains uncertain. Lower interest rates
would provide some relief for households and businesses, while resilient equity markets and
Al-related investment continue to support higher-income consumers and parts of the Bay Area
economy. But weak consumer sentiment remains a warning sign: households are feeling the
strain of elevated costs, and that anxiety could eventually show up more clearly in local
spending, hiring, and business activity.

Figure 5. Consumer sentiment has returned to levels last seen during 2022
inflation surge
The index of consumer sentiment and small business optimism, Jul 2008-Mar 2026
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Source: University of Michigan Consumer Sentiment and the NFIB Small Business Optimism Index. « Analysis: Bay Area

Council Economic Institute,
Note: Consumer sentiment is indexed to 1996=100, small business optimism is indexed to 1986=100

Sonoma County Economic Outlook




SONOMA COUNTY ECONOMIC OUTLOOK - MAY 2026

Sonoma County’s labor market recovery catching up to rest of region

Local labor market data tells a more optimistic story than the national headlines. Total
nonfarm employment in Sonoma County is now approximately 2.8% below its February 2020
level, an improvement from the 3.2% gap reported in the previous outlook (Figure 6). The Rest
of the Bay Area is at -2.3%, California has fully recovered and is up 2.8% from February 2020,
and the U.S. as a whole is up 4.2%. The county still trails the region, but the gap has narrowed.

Figure 6. Employment in Sonoma and the rest of the Bay Area has not fully

recovered from the pandemic shock
Percent change in employment from February 2020 to March 2026
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Data are seasonally adjusted and include nonfarm payroll jobs anly. Rest of Bay Area includes Alameda, Contra Costa, Mapa, Marin, San

Francisco, San Mateo, Santa Clara, and Solano counties.
Analysis: Bay Area Council Economic Institute
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More importantly, monthly data over the past year shows real momentum. Sonoma County
added jobs in five of the last six months, with notable gains in October 2025 (+300), November
(+400), December (+400), January 2026 (+1,000), and March 2026 (+700) (Figure 7). The
lone exception was a -700 reading in February 2026, which appears largely to reflect the same
national slowdown that produced a decline of 133,000 jobs in February. The cumulative 12-
month net gain of roughly 2,400 jobs represents the strongest stretch of growth the county has
posted in years.

Figure 7. Sonoma added jobs in 5 of the last six months, for a 12-month net gain of
2,400 jobs

Employment growth, month-over-month in Sonoma County, last 12 months (April 2025 - March 2026)
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Source: Bureau of Labor Statistics « Data are seasonally adjusted and include nonfarm payroll jobs only.
Analysis: Bay Area Council Economic Institute
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Healthcare leads gains, while Manufacturing and Retail continue to drag

The composition of the recovery has become more pronounced over the past six months.
Healthcare is now 2,800 jobs above its February 2020 baseline and is the only major sector
with a clearly positive trajectory (Figure 8). Administrative and support services have added
1,200 jobs. The Information sector is essentially flat. Every other major sector remains below
pre-pandemic levels, with the deepest losses concentrated in Manufacturing (-3,400 jobs,
reflecting ongoing pressure on the wine industry), Retail Trade (-2,200), Wholesale Trade
(-1,700), Financial Activities (-1,700), Professional, Scientific, and Technical Services (-1,100),
Construction (-1,100), Accommodation and Food Services (-900), and Government (-800).

This pattern reinforces a structural reality: Sonoma’s labor market recovery has been carried
almost entirely by local-serving sectors that respond to demographic demand — healthcare for
an aging population, administrative services supporting a complex small-business economy.
Sectors that depend on regional or national demand, particularly manufacturing and retail,
have not recovered. That structure has implications for resilience: the county is less exposed
to a tech-led downturn than San Francisco or San Jose, but it is also less leveraged to the AI-
driven upswing than its southern neighbors.

Figure 8. Since the start of the pandemic, local-serving industries lead job recovery
in Sonoma County. Government, retail, finance, and manufacturing (includes

wineries) drag
Net change in jobs by industry in Sonoma County (February 2020 to March 2026)
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Source: Bureau of Labor Statistics « Industry level data are not seasonally adjusted.
Analysis: Bay Area Council Economic Institute
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Artificial Intelligence (Al) Snapshot

Bay Area dominance in Al funding: The Bay Area captured roughly 80% of all U.S.
venture capital flowing into AI and machine-learning companies in 2025, and
approximately 60% of total U.S. venture capital across all sectors.

Funding concentration: AI funding is increasingly concentrated in a small number of
very large rounds. Major 2025 raises by companies including OpenAI and Anthropic
helped push total dollars to record highs even as deal counts remained relatively low.
Corporate concentration: Fifteen of the 50 largest U.S. companies by market
capitalization are headquartered in the Bay Area, including five of the top ten.

Scale of unicorns: More than half of all U.S. venture-backed companies valued above
$5 billion are headquartered in the Bay Area.

Hiring is spreading outward: Al-related postings — roles requiring Al skills — rose
73% across the Bay Area and 40% in Sonoma County, far outpacing the 2% increase
for all other roles in Sonoma County (Figure 9).

Al is less a standalone industry than a skillset across sectors, from agriculture to
healthcare. While Sonoma is unlikely to become a major AI startup or infrastructure hub, it
is well-positioned to capture secondary demand through AI-adjacent jobs, in-migration
from higher-cost Bay Area markets, and Al-related services tied to its core industries.

Figure 9. Sonoma County job postings for artificial intelligence-related roles

increased 40% in the last 12 months
Change in job postings for Al roles and all other roles, May 2025-Apr 2026 compared to May 2024-Apr 2025
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Source: Lightcast, Analysis: Bay Area Council Economic Institute
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Tourism and Hospitality industry faces headwinds

Tourism in Sonoma County is improving, but the hotel market remains well below its pre-
pandemic benchmark. In March 2026, Sonoma County RevPAR — revenue per available room,
which reflects both occupancy and room rates — reached $94.45. That was up 7.7% from
March 2025, but still 23.7% below March 2019 (Figure 10). The gap is being driven almost
entirely by lower occupancy: Sonoma County’s March 2026 occupancy rate was 54.4%,
compared with 72.7% in March 2019, while the average daily rate was slightly above its pre-
pandemic level. This suggests that Sonoma’s hotel market is not primarily facing a pricing
problem, but a demand problem. Hotels are charging roughly what they did before the
pandemic, but fewer rooms are being filled.

Sonoma’s slower recovery contrasts with some of the Bay Area’s urban hotel markets, where
conventions, business travel, and major events are beginning to lift performance. San
Francisco’s 2025 convention calendar was expected to generate nearly 667,000 Moscone
Center room nights, a nearly 70% increase from 2024, while statewide room revenue is
forecast to grow 3.5% in 2026. For Sonoma County, recovery depends more heavily on leisure
travel, regional drive-in visitors, and wine-country demand. That leisure orientation has helped
sustain some demand, but it also leaves the market more exposed to softer household
spending, higher travel costs, competition from short-term rentals, and hospitality workforce
constraints.

Figure 10. In terms of hotel performance, Sonoma County's revenue available per

room improved from last year but remains nearly 24% below 2019 levels
Change in RevPAR (revenue per available hotel room) March 2019 vs March 2025 vs March 2026. RevPAR = average daily
rate (ADR) x occupancy rate.
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Transit and air travel continue to recover unevenly across the region. SMART remains a North
Bay standout: in March 2026, average weekday ridership was 97% above March 2019 levels
and up 29% year-over-year, reflecting expanded service and shifting travel patterns. Larger
commuter systems continue to lag: BART remained only 46% recovered as of March 2026,
while Caltrain, aided by electrification and expanded service, reached 65% of 2019 levels.

Air travel shows a similar split. SFO passenger volumes were up 2.3% year-over-year in
February 2026 but remained 3.2% below February 2019, with domestic travel still weaker
than international travel. By contrast, Charles M. Schulz—Sonoma County Airport continues to
outperform its pre-pandemic baseline despite recent softening: February 2026 volumes were
down 4.2% year-over-year but still 86.9% above February 2019.

Sonoma County remains one of region's most affordable markets

The Bay Area’s housing market continues to show sharp geographic divides — and over the
past six months, those divides have widened dramatically. The clearest near-term signal is in
the rental market, where AI-driven demand appears to be reshaping the southern half of the
region. San Francisco rents are up 15% year-over-year, with Redwood City at 7%, Daly City,
Santa Clara, and Sunnyvale at 6%, and Mountain View, Berkeley, and San Jose at 4%. Santa
Rosa, by contrast, is down 4% — alongside Napa at -4%, Hayward and Concord at -2%, and
Rohnert Park at -1% (Figure 11).
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Home price data shows a similar, though more uneven, pattern. In San Francisco, the median
single-family home price has reached approximately $2,150,000, with year-over-year gains of
24% in February 2026, 18% in March, 15% in January, and double-digit increases in most of
the preceding months. By contrast, Sonoma County’s median home price has held essentially
flat at approximately $862,500, with year-over-year changes oscillating in a narrow range
between -5% and +3% over the past twelve months. Napa’s prices have moved more
dramatically, with deep negative readings of -18% and -15% in early 2026 after spikes earlier
in 2025. The Bay Area aggregate has been similarly subdued, with most months posting
changes between -4% and +3% (Figure 12).

Sonoma County now offers what is arguably the Bay Area’s most attractive risk-adjusted
housing position: prices and rents that are stable or modestly declining while incomes are
gradually rising and AI-driven housing demand is increasingly concentrated in San Francisco,
the Peninsula, and the South Bay.

Figure 11. Over the last 12 months, year-over-year home prices have remained stable
in Sonoma, compared to San Francisco where prices have increased an average of 14%
over the last 6 months.

Median Price (existing single-family detached homes only), YoY change, last 12 months (April 2025 - March 2026)
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Sonoma County continues to lead the Bay Area in housing permits issued on a per-capita
basis. The most recent data shows the county at approximately 347 permits per 100,000
residents, compared with 209 across the rest of the Bay Area (Figure 13). This is a step down
from Sonoma’s post-wildfire peak of 657 in 2018 and from the 540 and 485 readings recorded
in the early 2020s, but it remains structurally higher than what the rest of the region is
producing.

Across the region, total annual housing permits remain depressed relative to historical norms,
reflecting the continued bite of high construction costs, regulatory friction, NIMBYism, and
limited buildable land. Sonoma’s relative outperformance on permits is one of the principal
reasons local prices and rents have been able to stabilize even as Bay Area demand has
rotated north. Sustaining permit activity will be essential. If Sonoma’s permit pipeline weakens
at the same time AI-driven demand pushes outward from the urban core, the county’s
affordability advantage could erode quickly.

Figure 13. Average annual housing permits per capita in Sonoma have been
consistently higher than the rest of the Bay Area ever since post-wildfire
rebuilding efforts began in 2018

Average annual housing permits per 100,000 residents, (2000 to 2025)
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Foreign immigration continues to drive population growth, though
arrivals have slowed

After several years of decline, Sonoma County added 2,051 residents in 2024 and 967
residents in 2025, the county’s first two meaningful year-over-year population gains since
2016 (Figure 14). Foreign immigration drove nearly all of this growth, contributing 974 new
residents in 2025. Domestic migration moved into positive territory for the first time in years,
adding 210 residents, while natural increase turned negative as deaths exceeded births by
217. Without foreign immigration, the county's net change would have been essentially flat at
-7 residents.

That source of growth is now weakening, both locally and nationally. Even as immigrants
remained the largest contributor to population growth, net new arrivals to Sonoma County fell
by more than half from 2024 to 2025. Nationally, the foreign-born population fell by more than
one million people between January and June 2025 — its first recorded decline since the
1960s — while the immigrant labor force declined by roughly 1.2 million workers through July.
If federal policies continue to restrict both legal immigration pathways and undocumented
migration, the effects in Sonoma County could extend well beyond population growth —
affecting the size of the labor force, school enrollments, the local tax base, and the ability of
key sectors to find workers.
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A look ahead

Sonoma County’s local fundamentals have shifted in a more constructive direction since the
previous outlook, but the external risks have grown as well. While the risk of a prolonged
conflict in the Middle East having long-term impacts on oil prices is real, markets are pricing in
continued stability in consumer spending and higher business profits. Stock indices continue
to hit record highs nearly daily, and bond markets have generally held steady as investors are
not predicting long-term inflation risks.

On the following page, scenarios for base, upside, and downside cases for Sonoma County are
presented. Five indicators will tell the story of which scenario is unfolding.

1.The first is the Federal Reserve’s policy path: the base case now shows interest rate
stability through the end of the year. Any shift in Federal Reserve bias toward upward or
downward movements would only come via material changes to the economic and
inflationary outlooks.

2.The second is monthly Sonoma County job data: a continuation of the recent five-of-six-
months pattern would be consistent with sustained recovery.

3.The third is permit issuance: any significant decline below current levels would signal that
the county’s structural housing production advantage is eroding.

4.The fourth is foreign immigration data: even modest reductions to the recent +967 number
would mean a near-term pivot back to overall population decline.

5.The fifth is regional rent and home-price data: meaningful upward movement in Sonoma
County rents and prices would signal population increases, which could mean that demand
is beginning to spill northward, a development that is broadly positive for incomes and the
tax base but that demands an active housing-supply response.
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Base Case: Uneven, slow improvement

Under the most likely scenario, Sonoma County continues to add jobs at a slow pace through
the end of 2026. The unemployment rate drifts in a narrow band between 4.5% and 5.0% —
broadly in line with the national projection of 4.6% in 2026. Slow growth in wages and
improved labor market stability nationwide provide some comfort to a beleaguered U.S.
consumer, which will benefit the Sonoma County tourism sector.

Oil price shocks begin to wane in the final quarter of 2026, and inflation eases. However, the
Federal Reserve will hold its ground on interest rates through the remainder of the year.
Without rate cuts, there is no economic stimulus coming via monetary policy, but consumer
sentiment recovers slowly from its current record lows, labor market data will stabilize, and
gasoline prices will ease, as the U.S. economy again shows resilience in the face of headwinds.

Upside Scenario: Al spillover accelerates

In a more favorable scenario for Sonoma County, the AI-driven boom in the southern Bay Area
produces a stronger and earlier wave of in-migration to Sonoma County. Remote-friendly AI-
adjacent roles bring higher-earning households north. Local services, restaurants, and tourism
benefit from the increased population and spending. Sonoma County’s housing permit pipeline
absorbs the additional demand without producing a runaway price spike, and the county
becomes the model for how the broader Bay Area can grow without sacrificing affordability.
Under this scenario, employment recovers more quickly and the county sees meaningful
population increases into 2027.

Downside Scenario: External shocks compound

In the most unfavorable scenario, three risks stand out. First, energy prices remain stubbornly
elevated due to continued geopolitical instability, keeping headline inflation sticky and forcing
the Federal Reserve to consider rate increases. Second, immigration numbers continue to be
challenged by federal policy. Brookings researchers have already estimated that breakeven
monthly employment growth could turn negative in 2026 if current immigration trends persist.
In Sonoma County, where foreign immigration is now the main source of net population
growth, the translation from national projection to local impact is direct. Third, prolonged
inflationary pressures, dwindling savings, and higher credit card usage eventually turn poor
consumer sentiment into poor consumer spending patterns. This trend would be particularly
detrimental for the kinds of consumer-facing manufacturing and wine-industry products
Sonoma County exports across the country and globe. Under this combination, local
employment growth stalls or contracts, the unemployment rate drifts upward, and
construction activity slows.
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About the Bay Area Council Economic Institute

BAY AREA COUNCIL

ECONOMIC The Bay Area Council Economic Institute is the leading
INSTITUTE think tank focused on the most critical economic and
policy issues facing the nine-county Bay Area region.

Since 1990, the Bay Area Council Economic Institute has been the leading think tank focused
on the economic and policy issues facing the San Francisco/Silicon Valley Bay Area, one of the
most dynamic regions in the United States and the world’s leading center for technology and
innovation. A valued forum for stakeholder engagement and a respected source of information
and fact-based analysis, the Institute is a trusted partner and advisor to both business leaders
and government officials.

Through its economic and policy research and its many partnerships, the Institute addresses
major factors impacting the competitiveness, economic development and quality of life of the
region and the state, including infrastructure, globalization, science and technology, and health
policy. It is guided by a Board of Advisors drawn from influential leaders in the corporate,
academic, non-profit, and government sectors. The Institute is housed at and supported by the
Bay Area Council, a public policy organization that includes hundreds of the region’s largest
employers and is committed to keeping the Bay Area the world’s most competitive economy
and best place to live. The Institute also supports and manages the Bay Area Science and
Innovation Consortium (BASIC), a partnership of Northern California’s leading scientific
research laboratories and thinkers.
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	Executive Summary
	Sonoma County is in a stronger position than it was six months ago. After the second and third quarters of 2025 produced minimal net new jobs, the local labor market has clearly turned a corner; and the county's employment gap relative to its pre-pandemic peak is meaningfully narrowing for the first time since the recovery began. Healthcare continues to drive much of the gains, but recent gains across other sectors suggest Sonoma County is finally on firmer footing.
	National conditions remain the biggest wildcard. Underlying inflation had been easing toward the Federal Reserve's target, but conflict in the Middle East has produced a fresh energy-price shock and renewed inflationary pressures. The higher price of oil — and its impacts on travel prices, food prices, and supply chains in general — could slow the pace of interest rate relief and weigh on consumer spending, business investment, and the broader economic environment in which Sonoma County operates.
	Housing remains Sonoma County's clearest advantage within the Bay Area. While San Francisco home prices and rents have surged on the strength of artificial intelligence-driven demand, Sonoma County's prices have held roughly flat, and rents in Santa Rosa have actually declined. The county continues to lead the region in housing permits per capita, though construction has slowed from its post-wildfire peak. The key risk is no longer that Sonoma is too expensive — it is that worsening affordability elsewhere pushes demand into the county faster than supply can keep up.
	Two workforce trends define the moment. Artificial intelligence (AI) is reshaping the Bay Area economy, and related hiring is starting to appear in local data even though Sonoma County is not itself an AI hub. At the same time, foreign immigration continues to sustain the county’s population growth — meaning tighter federal enforcement could translate into increased staffing risks for Sonoma County’s core industries.
	Looking ahead, Sonoma County is positioned for continued employment gains, but growth is likely to be incremental in nature as a new wave of geopolitical uncertainty impacts both consumers and businesses. The county's affordability advantage is a genuine strength, but risks from inflation, immigration policy, and a weakening national labor market remain. Overall, Sonoma County is beginning to find its footing in a regional economy being reshaped by AI, affordability pressures, and demographic change.
	Oil price pressures end inflation’s downward trend
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	The energy shock behind March's headline jump is most visible in gasoline prices. After surging in 2021 and 2022 and then easing through 2023–2025, gasoline prices jumped nearly 19% year-over-year as of March 2026, as renewed conflict in the Middle East pushed crude oil and refined-product prices sharply higher (Figure 2).
	Gasoline is among the most flexible prices in the economy, adjusting daily to global supply and demand, while most components of core inflation (rent, wages, services) are stickier, changing slowly and infrequently. Even though energy is excluded from core inflation, it ripples into shipping costs, food prices, and household budgets quickly enough to move both headline inflation and consumer sentiment.
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	National employment data has been the single most volatile economic series of the past six months. After the U.S. economy posted modest gains through most of 2025, the labor market deteriorated sharply over the winter: employers shed roughly 140,000 jobs in January 2026 and 133,000 in February — the worst back-to-back monthly readings since the pandemic recovery began (Figure 3). March then delivered a 160,000-job rebound, suggesting that some of the winter weakness reflected one-off factors including weather, tariff-driven uncertainty, and reductions in federally supported employment.
	Even with the March bounce, the underlying pace of hiring is well below 2023 and 2024 norms. The country has shifted into a “low-hire, low-fire” labor market in which both job creation and layoffs are unusually muted. The “breakeven” pace of monthly job growth — the number of new jobs needed to keep the unemployment rate stable — has fallen into a range of roughly 20,000 to 50,000 per month and could turn negative over the course of 2026 as net immigration continues to slow.


	National job growth is stabilizing after a difficult winter
	After several years of running well below national and state averages, Sonoma County's unemployment rate has converged with the U.S. figure and now sits at 4.4% — exactly in line with the national rate, and a notable shift from the historic lows the county posted through much of 2022 and 2023. California's unemployment rate, at 5.4%, remains the highest in the nation and has continued to drift upward, leaving a full percentage point gap between the state and Sonoma County.
	The convergence reflects two forces moving in opposite directions. Nationally, the unemployment rate has crept up as hiring slowed through 2025 and into early 2026, pushing the U.S. figure from the mid-3% range it held in 2022–2023 toward the mid-4s today. Locally, Sonoma's jobless rate has risen from a post-pandemic low near 3% to its current 4.4% — still well within the range of a healthy labor market, but a clear indication that local labor demand has softened alongside national conditions.
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	Consumer sentiment has fallen to lowest point in four years
	Sonoma County’s labor market recovery catching up to rest of region
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	More importantly, monthly data over the past year shows real momentum. Sonoma County added jobs in five of the last six months, with notable gains in October 2025 (+300), November (+400), December (+400), January 2026 (+1,000), and March 2026 (+700) (Figure 7). The lone exception was a -700 reading in February 2026, which appears largely to reflect the same national slowdown that produced a decline of 133,000 jobs in February. The cumulative 12-month net gain of roughly 2,400 jobs represents the strongest stretch of growth the county has posted in years.
	Healthcare leads gains, while Manufacturing and Retail continue to drag
	Bay Area dominance in AI funding: The Bay Area captured roughly 80% of all U.S. venture capital flowing into AI and machine-learning companies in 2025, and approximately 60% of total U.S. venture capital across all sectors.
	Funding concentration: AI funding is increasingly concentrated in a small number of very large rounds. Major 2025 raises by companies including OpenAI and Anthropic helped push total dollars to record highs even as deal counts remained relatively low.
	Corporate concentration: Fifteen of the 50 largest U.S. companies by market capitalization are headquartered in the Bay Area, including five of the top ten.
	Scale of unicorns: More than half of all U.S. venture-backed companies valued above $5 billion are headquartered in the Bay Area.
	Hiring is spreading outward: AI-related postings – roles requiring AI skills – rose 73% across the Bay Area and 40% in Sonoma County, far outpacing the 2% increase for all other roles in Sonoma County (Figure 9).
	AI is less a standalone industry than a skillset across sectors, from agriculture to healthcare. While Sonoma is unlikely to become a major AI startup or infrastructure hub, it is well-positioned to capture secondary demand through AI-adjacent jobs, in-migration from higher-cost Bay Area markets, and AI-related services tied to its core industries.
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	Artificial Intelligence (AI) Snapshot
	Tourism and Hospitality industry faces headwinds
	Tourism in Sonoma County is improving, but the hotel market remains well below its pre-pandemic benchmark. In March 2026, Sonoma County RevPAR – revenue per available room, which reflects both occupancy and room rates – reached $94.45. That was up 7.7% from March 2025, but still 23.7% below March 2019 (Figure 10). The gap is being driven almost entirely by lower occupancy: Sonoma County’s March 2026 occupancy rate was 54.4%, compared with 72.7% in March 2019, while the average daily rate was slightly above its pre-pandemic level. This suggests that Sonoma’s hotel market is not primarily facing a pricing problem, but a demand problem. Hotels are charging roughly what they did before the pandemic, but fewer rooms are being filled.
	Sonoma’s slower recovery contrasts with some of the Bay Area’s urban hotel markets, where conventions, business travel, and major events are beginning to lift performance. San Francisco’s 2025 convention calendar was expected to generate nearly 667,000 Moscone Center room nights, a nearly 70% increase from 2024, while statewide room revenue is forecast to grow 3.5% in 2026.  For Sonoma County, recovery depends more heavily on leisure travel, regional drive-in visitors, and wine-country demand. That leisure orientation has helped sustain some demand, but it also leaves the market more exposed to softer household spending, higher travel costs, competition from short-term rentals, and hospitality workforce constraints.
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	Sonoma County remains one of region's most affordable markets
	The Bay Area’s housing market continues to show sharp geographic divides – and over the past six months, those divides have widened dramatically. The clearest near-term signal is in the rental market, where AI-driven demand appears to be reshaping the southern half of the region. San Francisco rents are up 15% year-over-year, with Redwood City at 7%, Daly City, Santa Clara, and Sunnyvale at 6%, and Mountain View, Berkeley, and San Jose at 4%. Santa Rosa, by contrast, is down 4% – alongside Napa at -4%, Hayward and Concord at -2%, and Rohnert Park at -1% (Figure 11).
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	Transit and air travel continue to recover unevenly across the region. SMART remains a North Bay standout: in March 2026, average weekday ridership was 97% above March 2019 levels and up 29% year-over-year, reflecting expanded service and shifting travel patterns. Larger commuter systems continue to lag: BART remained only 46% recovered as of March 2026, while Caltrain, aided by electrification and expanded service, reached 65% of 2019 levels.
	Air travel shows a similar split. SFO passenger volumes were up 2.3% year-over-year in February 2026 but remained 3.2% below February 2019, with domestic travel still weaker than international travel. By contrast, Charles M. Schulz–Sonoma County Airport continues to outperform its pre-pandemic baseline despite recent softening: February 2026 volumes were down 4.2% year-over-year but still 86.9% above February 2019.
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	Home price data shows a similar, though more uneven, pattern. In San Francisco, the median single-family home price has reached approximately $2,150,000, with year-over-year gains of 24% in February 2026, 18% in March, 15% in January, and double-digit increases in most of the preceding months. By contrast, Sonoma County’s median home price has held essentially flat at approximately $862,500, with year-over-year changes oscillating in a narrow range between -5% and +3% over the past twelve months. Napa’s prices have moved more dramatically, with deep negative readings of -18% and -15% in early 2026 after spikes earlier in 2025. The Bay Area aggregate has been similarly subdued, with most months posting changes between -4% and +3% (Figure 12).
	Sonoma County now offers what is arguably the Bay Area’s most attractive risk-adjusted housing position: prices and rents that are stable or modestly declining while incomes are gradually rising and AI-driven housing demand is increasingly concentrated in San Francisco, the Peninsula, and the South Bay.
	Sonoma County continues to lead the Bay Area in housing permits issued on a per-capita basis. The most recent data shows the county at approximately 347 permits per 100,000 residents, compared with 209 across the rest of the Bay Area (Figure 13). This is a step down from Sonoma’s post-wildfire peak of 657 in 2018 and from the 540 and 485 readings recorded in the early 2020s, but it remains structurally higher than what the rest of the region is producing.
	Across the region, total annual housing permits remain depressed relative to historical norms, reflecting the continued bite of high construction costs, regulatory friction, NIMBYism, and limited buildable land. Sonoma’s relative outperformance on permits is one of the principal reasons local prices and rents have been able to stabilize even as Bay Area demand has rotated north. Sustaining permit activity will be essential. If Sonoma’s permit pipeline weakens at the same time AI-driven demand pushes outward from the urban core, the county’s affordability advantage could erode quickly.
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