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EXECUTIVE SUMMARY

Key Changes in This Forecast.
Job losses over the next two years will be somewhat larger than previously forecast, dropping 2.9% this year

and 0.6% in 2010. Construction and tourism-related sectors will see the biggest losses.
Japanese travel will fall further, because of the H1N1 flu epidemic. Total arrivals will decline 6.8% this year.
State worker furloughs will cause labor income to fall by a larger margin. Overall real personal income will

decline 2.7% this year and 0.6% in 2010.

Two recent developments have caused us to mark down a bit our already weak outlook for the Hawai‘i economy.
The H1N1 flu epidemic has worsened prospects for Japanese tourism, which will lead to somewhat larger visitor
losses this year. But the bigger concern is fallout from the State fiscal crisis. Government actions to address the
growing revenue shortfall will further depress jobs and especially income this year and next, with the risk that
recovery could be further delayed.

• The US economy is approaching the business cycle trough, andmodest growth will resume in the second
half of the year. Japan’s downturn is severe, with real GDP contracting at a staggering 15.2% annual rate
in the first quarter. We expect Japanese output to stabilize in the current quarter, with a return to modest
growth in the year’s second half. The drop has been so dramatic that it will take quite a while for production
to make a significant recovery.

• The outlook for international visitors has worsened, because of the falloff in Japanese travel since the
discovery of H1N1 cases in Hawai‘i and Japan. We now expect Japanese visitor arrivals for 2009 to be
nearly 14% lower than their 2008 level. Arrivals from markets other than the US and Japan are also expected
to fall by about 14%. Prospects for the US market have not changed markedly. We still expect a bit more
than 3% decline in 2009 before modest growth recovery beginsin 2010.

• The situation for Hawai‘i hoteliers is bleak. We expect the occupancy rate to average 66% this year and to
remain below 70% until 2012. Aggressive discounting will continue, and the average daily room rate this
year will be nearly 12% lower than 2008. Total visitor expenditure will fall by about 10% in 2009 and will
not firm until 2011. The industry will see additional job losses.

• Job shedding in the construction industry has continued to accelerate in recent months. We now expect the
construction job count to drop by more than 14% in 2009, and anadditional 10% over the next two years.
Federal and State stimulus programs will provide significant support for the industry, especially as we get
into 2010.

• The overall job count will contract by 2.9% this year, about half a percent larger decline than we anticipated
in our last forecast. We expect more than half a percent decline in payroll jobs in 2010 before recovery
begins. The unemployment situation has deteriorated more rapidly than we had hoped, and the unemploy-
ment rate for the state as a whole will average 7.4% this year and 8.1% in 2010. Unemployment will only
gradually recede thereafter.

• The recently announced furloughs will slash State worker salaries nearly 14%, and they will lead to some
additional private sector job and income losses as State workers cut back on spending. By 2010, statewide
real labor income will be 1.6 percentage points lower than inour March forecast. Total real personal income,
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which includes non-labor income and government transfer payments, will decline 2.7% this year and 0.6%
in 2010, before a moderate recovery begins. Actual cuts to public sector jobs and income could well end up
being larger, which would further delay recovery of the overall state economy.

• There are now a few signs that the worst of the US and Japanese downturns may soon be behind us. It
is harder to find such “green shoots” here in Hawai‘i. The bestnews is that US arrivals appear to have
stabilized, albeit at a level far below the numbers we saw before the beginning of the current downturn.
There has not yet been any decisive bottoming out of local jobs. We continue to expect the Hawai‘i economy
to have stabilized by the end of the year. But it remains difficult to see where a robust recovery might come
from.

Subscribe to the UHERO EIS

UHERO’s Economic Information Service provides complete analysis and detailed industry-level forecasts
for up to five years. TheEIS 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 otherEIS
reports are also available for individual purchase. For more information, visit ourEIS information page at
http://www.uhero.hawaii.edu/eis/eisdetailssub.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 -10.6 -6.8 3.1
U.S. Visitor Arrivals 4.3 -0.5 -13.5 -3.2 1.7
Japan Visitor Arrivals -10.2 -4.9 -10.2 -13.8 5.7
Other Visitor Arrivals 5.8 6.3 3.1 -13.9 7.0

Payroll Jobs 2.6 1.3 -0.9 -2.9 -0.6
Employment 2.2 0.3 -0.1 -4.6 0.8
Unemployment Rate 2.5 2.6 4.0 7.4 8.1
Inflation Rate, Honolulu MSA (%) 5.8 4.9 4.3 0.5 0.3
Real Personal Income 1.4 1.0 -0.2 -2.7 -0.6

Notes: Source is UHERO. Figures for 2009 – 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

Dowling Company, Inc.

Hawaii Electric Light Company, Ltd.

Hawaiian Electric Company, Inc.

Kaiser Permanente Hawaii

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 tohttp://www.uhero.hawaii.edu.

Upcoming UHERO Forecast Reports

3rd Quarter: Annual Construction Forecast. Review of construction industry conditions and multi-year fore-
casts.

3rd Quarter: Next Hawai‘i Forecast Update.
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