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EXECUTIVE SUMMARY

Key Changes in This Forecast:
Our 2008 forecast for visitor arrivals growth has been reduced from –4.6% to –9%. Additional modest

arrivals losses are now expected in 2009, before recovery begins in 2010.
While there have been no significant changes to our estimates for 2008 aggregate economic performance, a

weaker tourism picture leads us to reduce our forecasts for 2009. We now expect a 0.8% decline in payroll jobs
next year, more than one-half percent weaker than we forecast in June. Real income will be flat through 2009,
before returning to growth in 2010.

Over the 2008–2009 period, we now expect larger net job losses in accommodation & food services and
wholesale & retail trade. We have also reduced somewhat our forecasts for construction, finance, insurance &
real estate, and state & local government. Transportation & utilities and agriculture continue to see the largest
percentage losses.

The U.S. downturn and record-high oil prices have taken a big bite out of the Hawai‘i tourism industry. Visitor
arrivals will tumble 9% this year, the biggest annual decline since 2001. Because of deteriorating conditions for
the U.S., Japanese and global economies, we now believe that a visitor industry recovery will not begin until 2010.
While economic statistics for the aggregate economy this year are coming in a bit better than expected, this will
not last. With the steep tourism downturn, ongoing slowing in construction, and a developing state fiscal crunch,
the Hawai‘i economy is in for a weak 2009.

• Prospects for growth in key external economies continue to worsen, with the American slowdown deepening
and weakness spreading to the global economy. Annual growth of U.S. real GDP will be 1.7% this year and
next, before recovering to 3.5% in 2010. U.S. employment will see a small net loss this year and will not
begin to recover appreciably until 2010.

• Both Europe and Japan are now showing lower measured activity than we are seeing in the U.S. Japan’s
real GDP expanded at a 3.2% rate in the first quarter, then dropped at a 3% annual rate in the three months
ending in June. As a group, the economies of the Euro Zone contracted in the second quarter for the first
time since the currency was first introduced in 1999.

• Summer tourism has suffered a bigger hit than we had expected earlier in the year. We now expect a 1.2%
decline in arrivals next year, on top of this year’s losses, with recovery delayed until 2010. By the time
that recovery begins, arrivals from the U.S. mainland will have dropped 14% from their recent 2006 peak.
Japanese arrivals will have fallen more than 25% since 2005.

• Markets other than the U.S. and Japan performed well in the first half of the year, with arrivals rising a bit
more than 8% in the second quarter. But these markets have also softened recently, with arrivals for the
June–July period up just 3.3%. We now expect the number of visitors from Canada, non-Japan Asia and
other markets to expand by 3.8% this year and about 4.9% in 2009.

• In view of the struggling tourism sector, we expect job losses in the transportation & utilities sector to
continue into next year, with a decline of nearly 12% from 2007. We expect the number of jobs in the
accommodations and food services sector to decline 1.3% this year and another 1.5% in 2009. Losses of
more than 2% are anticipated in the wholesale & retail trade sector next year as firms adjust employment in
response to the visitor demand shortfall.
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• Construction sector jobs, which expanded by nearly 7% last year, will post just 0.4% growth this year and
shed about 5% of its job base over the next two years. The construction adjustment is still expected to
remain mild by national standards.

• Total non-farm jobs in Hawai‘i will be about flat for this year as a whole, with a 0.8% decline in 2009.
Growth of less than 1% is expected in 2010, before strengthening back toward a steady-state path of 1–
1.6% annual growth. Real personal income will be flat through 2009 and will expand by 2% in 2010.

• Oil prices are coming down in line with our expectations, which will begin to take the heat off inflation.
We expect 4.8% inflation for 2008 as a whole. With softening oil prices and the end of rent appreciation,
inflation will come down markedly to 2.9% in 2009. This is a bit higher than the 2.2% we forecast in our
last report, reflecting a more moderate view of the pace of non-energy inflation cooling.

• We continue to see forecast risks in the same set of factors that we have described in past reports, with some
subtle changes. On the downside, our concerns about national credit markets have intensified, and there is
also a greater potential risk of a deep global downturn. On the upside, the retreat of oil prices to the $90
per barrel range increases the chance of a more substantial oil retreat, which would boost global growth
prospects.

For more information contact:

Carl S. Bonham Ph.D. (808) 956-7605

Byron Gangnes Ph.D. (808) 956-7285

Subscribe to the UHERO EIS

UHERO’s Economic Information Service provides complete analysis and detailed industry-level forecasts
for up to five years. The EIS is a research program of the University of Hawai‘i at Mānoa and depends on
financial support from report subscribers and program sponsors. The complete versions of this and other EIS
reports are also available for individual purchase. For more information, visit our EIS information page at
http://www.uhero.hawaii.edu/eis/eisdetails sub.html.
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Hawai‘i Economic Indicators, Year-Over-Year %Change

X 2006 2007 2008 2009 2010

Visitor Arrivals 1.5 -0.4 -9.1 -1.2 5.0
U.S. Visitor Arrivals 4.3 -0.5 -12.1 -1.4 5.9
Japan Visitor Arrivals -10.2 -4.9 -7.6 -5.8 0.4
Other Visitor Arrivals 5.8 6.3 3.8 4.9 5.7

Payroll Jobs 2.6 1.1 -0.1 -0.8 0.8
Employment 2.2 0.0 -0.5 -1.1 0.5
Unemployment Rate 2.5 2.7 3.7 4.4 4.4
Inflation Rate, Honolulu MSA (%) 5.8 4.9 4.8 2.9 2.2
Real Personal Income 1.0 1.3 0.1 0.1 2.0

Notes: Source is UHERO. Figures for 2008 – 2010 are forecasts.
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UHERO EIS Executive Sponsors

UHERO thanks the following Executive Sponsors of the Economic Information Service:

American Savings Bank

Central Pacific Bank

County of Kaua‘i Office of Economic Development

Hawaii Electric Light Company, Ltd.

Hawaiian Electric Company, Inc.

Kamehameha Schools

Matson Navigation Company

Maui Electric Company, Ltd.

UHERO’s Economic Information Service is a community-sponsored research program of the University of
Hawaii at Mānoa. The EIS provides the Hawaii community with information on economic, demographic, and
business trends in the State and the Asia-Pacific region. Summaries and analyses are disseminated through
forecast reports, public fora, and regular forecast updates. UHERO develops and maintains high-frequency
industry level statistical models of Hawaii, its four counties and key external economies to support rigorous
forecasting exercises.

All sponsors receive the full schedule of UHERO reports, as well as other benefits that vary with the level of
financial commitment.

For sponsorship information, browse to http://www.uhero.hawaii.edu.

Upcoming UHERO Forecast Reports

4th Quarter: The Global Outlook Report. Review of economic conditions in the world economy with particular
focus on Asia.

4rd Quarter: Next Hawai‘i Forecast Update.


