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EXECUTIVE SUMMARY

Key Changesin This Forecast.
We have downgraded our forecast for 2008 U.S. real GDP growth full percentage point to 1.2%. T}
U.S. economy is now in recession.
Our 2008 forecast for visitor arrivals growth has been reducom 0.3% to —1.9%, because of weaker U
economic conditions and the exit of the Pride of Aloha. Vdisdrrivals recovery will not begin until 2010.
We have reduced our forecast for 2008 real income growth fr@% to 0.3%. We now expect zero grow
for payroll jobs this year and a 0.4% contraction in emplogime
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The Hawai‘i economy that powered its way through much of tlésade slowed to a standstill in 2007. The
drag from a weakening visitor industry and an unwinding tautsion cycle spread to the broader economy. A

U.S. recession is now underway. The mainland slump, ndtanedit market problems, and soft local fun

da-

mentals mean there will be little growth in Hawai'‘i for thextéwo years. Some sectors will see net job losses.

Moderate growth is not expected to resume until 2010.

e The U.S. economy has slowed dramatically since the middlastfyear and is now in recession. Output
growth will be negative for the first part of the year before @d®st recovery begins. Real GDP will expand
by only 1.2% in 2008, before strengthening to 2.6% in 2009.pByment growth will be flat this year,
with very limited growth in 2009; this will cause the unemyhaent rate to rise to 5.5% by next year. This
forecast implies a relatively mild recession by historis@ndards, but with a similarly restrained pace of
economic recovery.

Japan’s economy has struggled to regain strength sincengdbsough a very slow period mid-year. We

expect a continuation of growth for the Japanese economytlbmspectacular rates. Real GDP will expand
by 1.9% in 2008 and 2009. Because of projected declines ilabwo force as population aging intensifies,
output growth will decelerate thereafter. The U.S. reaeseepresents a downside risk for Japan.

The Hawai‘i tourism industry turned down in 2007, with losse both U.S. and Japanese markets. We
expect an even weaker year in 2008. The departure of two eétNICL cruise ships by May 2008 will
cause a noticeable drop in visitor arrivals. Extremely weakditions in the U.S., particularly in California,
will contribute to further visitor losses. We do not expeatturn to positive visitor arrivals until 2010.
Visitor arrivals by air will fall 1.9% this year, visitor dayby a similar 2.1%. Arrivals are expected to be flat
in 2009 and return to moderate growth in 2010.

Overall visitor spending was flat in nominal terms last yead @own significantly in real (inflation-
adjusted) terms. Expenditure weakness will continue, m Ipacause of the decline in visitor days but
also because of high fuel costs, stagnant mainland jobsnaodie and reduced household wealth. Expen-
ditures are expected to expand by 0.2% in nominal terms #as wr —3.9% in constant dollars.

The Hawai‘i labor market softened considerably last yeaecdise of continuing construction slowing
and very weak external conditions, we expect job and empémgrgrowth to remain very anemic for the
next several years. Non-farm payroll job growth will be flaistyear and expand by 0.7% next year,
before recovering to the roughly 1% level consistent withnmal growth. Employment, which has already
contracted over the past year, will decline in 2008 and vatl see any significant growth until 2010. The
annual unemployment rate will rise to 3.5% this year and 3r92009.
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e Coming off the recent period of broad-based growth, som@eewill see small net job losses over the next
few years and most will see much slower growth than in recestbty. Trade, transportation & utilities,
finance, insurance & real estate, and the accommodationsd&dervice sectors will all lose jobs in 2008.
The only areas for which we expect moderate job growth oventxt three years are health care & social
assistance and the broad “other services” category.

e Compared with the national cycle, construction in Hawagisltemained relatively healthy and is likely to
experience a fairly soft landing over the next several yeaks expect construction jobs to top out this year
and experience only modest job losses over the next few.years

e The gradual retreat of Honolulu inflation from 5.8% in 20064t8% last year will continue. We expect
4.3% inflation in 2008 slowing to 2.5% in 2009. The housingt@mmponent will decline in importance
during this time period, allowing the rate of inflation tolfedward trend. This year, inflation will continue
to be relatively high because of the recent sharp spike ipraies and high food prices which will take
some time to recede.

e The recent inflation surge and the gradual slowing of nomir@me growth created an abrupt slowing of
real (inflation-adjusted) income. Real income managedtlems 1% growth in 2006, and we estimate that
real income growth for 2007 was 1.3%. Because of labor mavkakness, we expect only a minimal 0.3%
expansion of real income this year. The federal tax rebategal arrive in May will help keep 2008 real
income above the water line and support a modest recovemowftly in 2009.

e Heading into challenging economic times, Hawai‘i can tagfort in a healthier construction sector than
the U.S. as a whole, the stabilizing influence of a large anijfitand limited direct exposure to the sub-prime
mortgage crisis. On the down side, the visitor industry tsearely vulnerable to surging energy prices and
the possibility of a sharper drop in American travel spegdiutepending on the length and depth of the
mainland recession and credit crunch.

Hawai‘i Economic Indicators, Year-Over-Year %Change

2005 2006 2007 2008 2009

Visitor Arrivals 7.3 0.6 -1.3 -1.9 -0.1

U.S. Visitor Arrivals 8.5 3.3 -1.1 -2.2 -1.2

Japan Visitor Arrivals 2.4 -10.2 -3.5 -3.3 0.9
Payroll Jobs 3.1 2.6 1.1 0.1 0.7
Employment 2.6 2.2 0.0 -0.4 0.2
Unemployment Rate 2.7 2.5 2.7 3.5 3.9
Inflation Rate, Honolulu MSA (%) 3.8 5.8 4.9 4.3 2.5
Real Personal Income 4.0 0.9 1.3 0.3 0.9

Notes: Source is UHERO. Figures for 2008 — 2009 are foreckgiares for 2007 income are UHERO estimates.
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Subscribe to the UHERO EIS

UHERO’s Economic Information Service provides completalgsis and detailed industry-level forecasts
for up to five years. Thé&lSis a research program of the University of Hawai‘i at M anod depends on
financial support from report subscribers and program sgensThe complete versions of this and otEH
reports are also available for individual purchase. Foremaformation, visit ourElS information page at
http://www.uhero.hawaii.edu/eis/eisdetasigh.htm]
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UHERO EIS Executive Sponsors

UHERO thanks the following Executive Sponsors of the Ecoiednformation Service:

American Savings Bank

Central Pacific Bank
County of Kaua'i Office of Economic Development
Hawaii Electric Light Company, Ltd.
Hawaiian Electric Company, Inc.
Jupiter Holdings LLC
Kamehameha Schools
Matson Navigation Company

Maui Electric Company, Ltd.

UHERO’s Economic Information Service is a community-spoed research program of the University |of
Hawaii at M anoa. The EIS provides the Hawaii community wifbrmation on economic, demographic, and
business trends in the State and the Asia-Pacific region.nfuias and analyses are disseminated thrqugh
forecast reports, public fora, and regular forecast updatéHERO develops and maintains high-frequency
industry level statistical models of Hawaii, its four coestand key external economies to support rigorous
forecasting exercises.

All sponsors receive the full schedule of UHERO reports, el &s other benefits that vary with the level|of
financial commitment.

For sponsorship information, browsehtip://www.uhero.hawaii.edu

Upcoming UHERO Forecast Reports

2nd Quarter: County Economic Forecast. Review of econoomnditions and detailed three-year
forecasts for the four counties.

2nd Quarter: Next Hawai‘i Forecast Update.
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