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Overview

 Review of Recent Conditions
• Construction 
• Visitor Industry
• State Economy

 UHERO Q4 Forecast Update 
• External conditions—US and Japan forecasts
• Construction forecast—soft landing still expected
• Visitor sector at risk as mainland economy weakens
• Yet continued growth and higher prices on the horizon 
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Construction: Soft Landing in Progress

 Price squeeze affecting both developers and resident 
home buyer
• Construction cost inflation continues.
• Unaffordability contributes to flat home prices.
• Now availability and cost of capital a major issue.

 Permitting continues to slow 
 Contracting job growth slowing but stronger than 

expected
 Growth in contracting tax base slowing steadily
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Price Squeeze
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Price Squeeze
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Residential Permitting Slowing
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Job Growth Holds Up

Thou.
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Visitor Industry Peaked in 2005-06

 Revised visitor data for 2006 
• Arrivals & Census up close to 1%
• Visitor expenditure growth slowed to 4% (nominal).

 Year to November 2007
• Arrivals down 1.1%, Census down 1.9%, Expenditures up .7%.
• Both declines larger than expected.
• Real visitor expenditures are down at least 3-4% in 06 and 07. 

» Average room rate up almost 6.7% through October.
» But non-hotel retailers face rising costs and relatively flat (nominal) 

sales.
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Visitor Days and Expenditures Decline
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Expenditure Imbalance?
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Yet Moderate Job Growth Continues
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Contracting Leads in Real Income Growth  
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UHERO Quarterly Forecast Update

 UHERO 4th quarter forecasts 
• External conditions—US and Japan forecasts

• Construction forecast—soft landing expected to continue

• Visitor sector at greatest risk as mainland economy weakens

• Yet growth still likely despite continued inflation  
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External Economies Pose Threat

 U.S. has been struggling to stay afloat all year
• Housing market downturn and sub-prime mess
• Persistent high oil prices

 Recent news is not encouraging
• Holiday sales were very weak.
• Only 18,000 jobs added in December, private employment fell.

 Japan’s economy also weakened throughout 2007
• Real GDP declined in Q2 with only modest growth in Q3
• Price deflation still a problem
• Business confidence declined significantly in Q4
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External GDP Growth Rates
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External Employment Growth Rates
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State Forecast Update

 Despite turmoil in US housing market
• Hawaii construction sector still adding jobs
• But real estate and rental sector in decline

 Negative wealth effect, high energy costs, and weak US 
employment growth pose significant risk to tourism.

 Job growth slows to 1.6% in 2008

 Real personal income growth near 2% in 08 as inflation 
moderates
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Construction Forecast: Oahu Home Prices
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Today vs Past Cycles: Home Price Growth
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Soft Landing in Residential Building
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And in Non-Residential Building
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at best for the next several quarters. Hopeful signs of
progress ending Japan’s long period of price deflation
have petered out this year, with consumer prices shrink-
ing 0.2% year-on-year in September. Deflation has ex-
erted a pronounced negative impact on both business
and consumer optimism by shrinking profit and income
expectations.

Compared with other major currencies, the yen has
shown only limited appreciation against the dollar. The
yen’s average value in September of 119 yen/dollar was
actually 2% lower than in December of last year. It
appreciated to 108 yen/dollar in recent weeks, before
falling back to about 112 yen/dollar. A stronger yen
would retard export growth and could create another
roadblock to price stabilization by reducing prices of
imported goods.

Overall, we expect a continuation of growth for the
Japanese economy, but at unspectacular rates. Real
GDP growth will be just under 2% this year, down
slightly from last year’s 2.2% pace. Growth of 1.7%
is expected in 2008. Because of projected declines
in the labor force as population aging intensifies, out-
put growth will drop below 1.5% by 2010. (See the
box, “Last Hurrah for Japanese Growth,” in our Annual
Hawai‘i Forecast Report, released in January, 2007.)

Hawai‘i’s Prospects

The weakening U.S. economy and the persistence
of high energy prices lead us to mark down a bit our
Hawai‘i growth estimates for the end of this year and
2008. However, we do not yet see an end to the cur-
rent long economic expansion. Moderate job growth
will continue next year, and real income will recover
to nearly 2% growth. The visitor industry, which saw
modest declines in visitor arrivals and sluggish spend-
ing this year, will be essentially flat in 2008 before
strengthening U.S. and Japanese economies begins to
resuscitate travel in 2009. As we noted in our recent
global outlook report, risks to the world economy have
risen, and this also leaves Hawai‘i more exposed should
a broad mainland downturn occur.

This year’s visitor numbers are coming in a little
bit better than anticipated last quarter, but we still ex-
pect a 1.1% decline in arrivals and a 2% drop in visitor
days for the year as a whole. The Japanese market has
been a little weaker than expected and the U.S. market
slightly less weak than expected. Because of the strug-
gling U.S. economy, we have lowered our U.S. visitor
forecast for 2008 slightly to a two-tenths of a percent
decline over this year’s numbers. The Japan market
will also be anemic, with some modest improvement
over this year.
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Visitor Forecast: U.S. Arrivals Decline
Thou.
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at best for the next several quarters. Hopeful signs of
progress ending Japan’s long period of price deflation
have petered out this year, with consumer prices shrink-
ing 0.2% year-on-year in September. Deflation has ex-
erted a pronounced negative impact on both business
and consumer optimism by shrinking profit and income
expectations.

Compared with other major currencies, the yen has
shown only limited appreciation against the dollar. The
yen’s average value in September of 119 yen/dollar was
actually 2% lower than in December of last year. It
appreciated to 108 yen/dollar in recent weeks, before
falling back to about 112 yen/dollar. A stronger yen
would retard export growth and could create another
roadblock to price stabilization by reducing prices of
imported goods.

Overall, we expect a continuation of growth for the
Japanese economy, but at unspectacular rates. Real
GDP growth will be just under 2% this year, down
slightly from last year’s 2.2% pace. Growth of 1.7%
is expected in 2008. Because of projected declines
in the labor force as population aging intensifies, out-
put growth will drop below 1.5% by 2010. (See the
box, “Last Hurrah for Japanese Growth,” in our Annual
Hawai‘i Forecast Report, released in January, 2007.)

Hawai‘i’s Prospects

The weakening U.S. economy and the persistence
of high energy prices lead us to mark down a bit our
Hawai‘i growth estimates for the end of this year and
2008. However, we do not yet see an end to the cur-
rent long economic expansion. Moderate job growth
will continue next year, and real income will recover
to nearly 2% growth. The visitor industry, which saw
modest declines in visitor arrivals and sluggish spend-
ing this year, will be essentially flat in 2008 before
strengthening U.S. and Japanese economies begins to
resuscitate travel in 2009. As we noted in our recent
global outlook report, risks to the world economy have
risen, and this also leaves Hawai‘i more exposed should
a broad mainland downturn occur.

This year’s visitor numbers are coming in a little
bit better than anticipated last quarter, but we still ex-
pect a 1.1% decline in arrivals and a 2% drop in visitor
days for the year as a whole. The Japanese market has
been a little weaker than expected and the U.S. market
slightly less weak than expected. Because of the strug-
gling U.S. economy, we have lowered our U.S. visitor
forecast for 2008 slightly to a two-tenths of a percent
decline over this year’s numbers. The Japan market
will also be anemic, with some modest improvement
over this year.
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Japanese Arrivals at Recent Lows
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We expect total arrivals to rise just three-tenths of
a percent next year, and visitor days by a similar 0.2%.
The switch to positive growth will come from markets
other than the U.S. and Japan, with a strong yen, and
particularly a strong Canadian dollar, driving more than
4% growth for these markets.

The occupancy rate, which declined from an 80%
average last year to 75% this year, will remain between
75% and 76% for the next several years.

We expect nominal visitor expenditures to finish
the year just 0.2% higher than in 2006. After 4.0%
growth in 2006, this year’s total visitor spending has
been very anemic, particularly if one takes into account
the increases we have seen in hotel room rates (up 6.6%
through the third quarter) and local consumer prices (up
5% in the year’s first half). Nominal spending will pick
up at bit to 2.8% growth in 2008, but this will still rep-
resent a decline in real terms. A return to very modest
real spending growth will occur by 2009.

The labor market continues to be the strongest fea-
ture of the local economy, undergoing a gradual de-
celeration from the greater than 3% job growth rates
seen in 2005. For 2007 as whole, non-farm payroll job
growth will average 2.1%, slowing to 1.6% in 2008 and
1.2% in 2009. Job growth near 1% per year is likely
the sustainable rate of job growth for Hawai‘i over the

200920072005200320011999

660

640

620

600

580

560

540

520

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

Payroll Jobs (Thou.)

Yr-Yr % Chg (right scale)

Hawai‘i Non-Farm Payroll Job Forecast

long run. The annual unemployment rate bottomed out
at 2.4% last year and will ease to 3.0% by 2009.

The general outlook for the local construction in-
dustry continues to be rather sanguine, despite the sub-
prime concerns and related financial market problems.
(See the box, U.S. Subprime Mortgage Meltdown.)
Growth in real contracting income was quite strong in
the first half of the year, but we expect slowing to low
single-digit real income growth in 2008 and a slight real
income decline for the sector in 2009. Real contracting
receipts will turn negative next year as nominal receipts
flatten out and construction costs continue to rise. Ho-
tel renovation and industrial and commercial construc-
tion are serving as a stabilizing influence in the face
of a steadily weakening residential sector, providing a
much more optimistic outlook for Hawai‘i’s construc-
tion industry than for the U.S. as whole. Of course, any
further worsening in the availability or cost of credit
will adversely impact this forecast. (The UHERO Con-
struction Forecast, released in the third quarter, pro-
vides detailed forecasts for this sector.)
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Visitor Expenditure Growth Unimpressive 
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Today vs Past Cycles: Visitors
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We expect total arrivals to rise just three-tenths of
a percent next year, and visitor days by a similar 0.2%.
The switch to positive growth will come from markets
other than the U.S. and Japan, with a strong yen, and
particularly a strong Canadian dollar, driving more than
4% growth for these markets.

The occupancy rate, which declined from an 80%
average last year to 75% this year, will remain between
75% and 76% for the next several years.

We expect nominal visitor expenditures to finish
the year just 0.2% higher than in 2006. After 4.0%
growth in 2006, this year’s total visitor spending has
been very anemic, particularly if one takes into account
the increases we have seen in hotel room rates (up 6.6%
through the third quarter) and local consumer prices (up
5% in the year’s first half). Nominal spending will pick
up at bit to 2.8% growth in 2008, but this will still rep-
resent a decline in real terms. A return to very modest
real spending growth will occur by 2009.

The labor market continues to be the strongest fea-
ture of the local economy, undergoing a gradual de-
celeration from the greater than 3% job growth rates
seen in 2005. For 2007 as whole, non-farm payroll job
growth will average 2.1%, slowing to 1.6% in 2008 and
1.2% in 2009. Job growth near 1% per year is likely
the sustainable rate of job growth for Hawai‘i over the

200920072005200320011999

660

640

620

600

580

560

540

520

3.5

3.0

2.5

2.0

1.5

1.0

0.5

0.0

Payroll Jobs (Thou.)

Yr-Yr % Chg (right scale)

Hawai‘i Non-Farm Payroll Job Forecast

long run. The annual unemployment rate bottomed out
at 2.4% last year and will ease to 3.0% by 2009.

The general outlook for the local construction in-
dustry continues to be rather sanguine, despite the sub-
prime concerns and related financial market problems.
(See the box, U.S. Subprime Mortgage Meltdown.)
Growth in real contracting income was quite strong in
the first half of the year, but we expect slowing to low
single-digit real income growth in 2008 and a slight real
income decline for the sector in 2009. Real contracting
receipts will turn negative next year as nominal receipts
flatten out and construction costs continue to rise. Ho-
tel renovation and industrial and commercial construc-
tion are serving as a stabilizing influence in the face
of a steadily weakening residential sector, providing a
much more optimistic outlook for Hawai‘i’s construc-
tion industry than for the U.S. as whole. Of course, any
further worsening in the availability or cost of credit
will adversely impact this forecast. (The UHERO Con-
struction Forecast, released in the third quarter, pro-
vides detailed forecasts for this sector.)
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Hawaii Job Growth Continues to Slow
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Today vs Past Cycles: Job Growth
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There have been virtually no substantive changes to
our sectoral jobs forecasts since the third quarter. Con-
struction, while slowing, is still leading all sectors, and
will average 5.5% job growth this year, slowing to 2.1%
in 2008. Trade has been weak, but will benefit from
expansion in the retail sector with new entrants such as
Whole Foods and Target, and expansion of Ala Moana
Center, Hawai‘i ’s largest shopping center. State and
local government jobs are growing a bit faster this year
than anticipated, and will offset slower growth in Fed-
eral jobs.

Over the next three years, the strongest job growth
will be seen in health care and social assistance and in
the “other services” category, which includes business,
administrative, and professional services. Job growth
for the accommodation and food service sector will be
limited, and finance, insurance and real estate will also
slow. The Del Monte’s closing on O‘ahu and the end of
pineapple canning by Maui Land and Pine are reducing
agriculture jobs 6.7% this year. Agricultural jobs will
decline 1.6–1.9% for 2008–2009.

As we noted above, in the first half of the year in-
flation eased only a little from the near-6% level expe-
rienced in 2006. The surge in oil prices since then has
caused us to raise just a bit our inflation forecast for
2007 as a whole and for the 2008–2009 period. We now
expect the Honolulu CPI to rise by 5% this year (up
from our 4.8% estimate in the third quarter), gradually
cooling to 3.1% by 2009. It will take several years be-
fore the rate of consumer price increase in Hawai‘i re-
cedes to this moderate level because of energy prices
but more importantly because home price appreciation
of the 2000–2006 period continues to feed through into
consumer prices.

Nominal income barely kept pace with the infla-
tion surge last year, and real (inflation-adjusted) income
managed less than a 1% gain. In line with our some-
what higher inflation forecast, we have pulled down
our estimate of 2007 real income growth from 1.9%
to 1.6%. Real income growth will rebound to the 2%
range by 2009.
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A number of commentators have observed that the
current U.S. economic slowing will “feel like a re-
cession” to American consumers even if the economy
manages to stay in positive territory. Hawai‘i’s econ-
omy is healthier than the U.S. mainland, but even so
residents will increasingly feel the effects of local eco-
nomic slowing. Barring a sharp U.S. slump, local job
and income growth are not likely to turn down, but
the rate of growth has slowed significantly from a year
or two ago. Higher inflation is eating away at earn-
ings, both on the housing front and in higher energy
costs. The visitor industry, while still operating at a
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Real Income Recovers to Moderate Pace
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our sectoral jobs forecasts since the third quarter. Con-
struction, while slowing, is still leading all sectors, and
will average 5.5% job growth this year, slowing to 2.1%
in 2008. Trade has been weak, but will benefit from
expansion in the retail sector with new entrants such as
Whole Foods and Target, and expansion of Ala Moana
Center, Hawai‘i ’s largest shopping center. State and
local government jobs are growing a bit faster this year
than anticipated, and will offset slower growth in Fed-
eral jobs.

Over the next three years, the strongest job growth
will be seen in health care and social assistance and in
the “other services” category, which includes business,
administrative, and professional services. Job growth
for the accommodation and food service sector will be
limited, and finance, insurance and real estate will also
slow. The Del Monte’s closing on O‘ahu and the end of
pineapple canning by Maui Land and Pine are reducing
agriculture jobs 6.7% this year. Agricultural jobs will
decline 1.6–1.9% for 2008–2009.

As we noted above, in the first half of the year in-
flation eased only a little from the near-6% level expe-
rienced in 2006. The surge in oil prices since then has
caused us to raise just a bit our inflation forecast for
2007 as a whole and for the 2008–2009 period. We now
expect the Honolulu CPI to rise by 5% this year (up
from our 4.8% estimate in the third quarter), gradually
cooling to 3.1% by 2009. It will take several years be-
fore the rate of consumer price increase in Hawai‘i re-
cedes to this moderate level because of energy prices
but more importantly because home price appreciation
of the 2000–2006 period continues to feed through into
consumer prices.

Nominal income barely kept pace with the infla-
tion surge last year, and real (inflation-adjusted) income
managed less than a 1% gain. In line with our some-
what higher inflation forecast, we have pulled down
our estimate of 2007 real income growth from 1.9%
to 1.6%. Real income growth will rebound to the 2%
range by 2009.
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A number of commentators have observed that the
current U.S. economic slowing will “feel like a re-
cession” to American consumers even if the economy
manages to stay in positive territory. Hawai‘i’s econ-
omy is healthier than the U.S. mainland, but even so
residents will increasingly feel the effects of local eco-
nomic slowing. Barring a sharp U.S. slump, local job
and income growth are not likely to turn down, but
the rate of growth has slowed significantly from a year
or two ago. Higher inflation is eating away at earn-
ings, both on the housing front and in higher energy
costs. The visitor industry, while still operating at a
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Inflation will Subside, But Slowly
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State Forecast Update
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  Total Visitor Arrivals 7.3 0.6 -1.1 0.3 1.1

  U.S. Visitor Arrivals 8.5 3.3 -0.8 -0.2 0.8

  Japan Visitor Arrivals 2.4 -10.2 -3.4 -0.6 0.9

 Construction Jobs 13.6 7.4 5.1 1.1 -0.9

Contracting Tax Base (nominal) 18.9 20.0 13.7 4.5 0.1

Payroll Jobs 3.1 2.5 2.1 1.6 1.2

Real Personal Income 2.9 0.9 1.6 1.9 2.2

Inflation Rate, Honolulu MSA (%) 3.8 5.8 5.0 3.8 3.1
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Risks

 Financial and Housing Mkts vs the Fed
• Next rate cut depends on jobs vs inflation 
• US housing market downturn will continue into 2009-10

 Oil Price Shocks and Geopolitical Instability

 Downside risk to US growth is significant

 Visitor Market currently dominated by US visitor

 Upside risk—weaker dollar, new UH AD
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