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Pillars of expansion have cracks

> Housing market has cooled significantly
> Vigitor industry has plateaued
> Inflation shock ended four years of real income growth

> Capacity constraints restrain growth
o Extremely low unemployment
« Warehouse, office, rental market tight
* High hotel occupancy

> Slowdown proceeds,
but no outright end to expansion in sight
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Housing construction Is past peak

> Home prices peaked in mid 2006
* They have doubled or trebled since late 1990s

> Residentia construction now cooling
> A surge in non-residential activity is sustaining the
construction cycle

> Public infrastructure investment lacking, but transit
looms?
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Home prices done rising
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Non-residential permits surge
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Employment and receipts will remain high
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Visitor industry has paused

> Arrivals and census roughly flat for 2006
* U.S. market slowed in line with expectations
 Japanese market was a disaster

> Vigitor expenditures declined in real terms
> Weaker-than-expected demand so far this year

> Capacity constraints could limit growth for few years

* A mini-boom in visitor construction will add about 5,000
rooms by 2010
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Japan plays a much smaller role
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External Economies Leaving Slow Patch?

> Sub-par growth for U.S.
* End of housing boom will continue to be adrag
« Some renewed strength in 4 quarter
* Recent weakness in business investment a concern

> We expect 2.7% growth strengthening to 3%

> Japan’s economy rebounded in 4 quarter
« Stronger consumer sector promising

> We expect growth near 2%, falling thereafter
* Business optimism near peak; investment will remain robust.
» Fiscal policy drag will continue
« Slowing by 2009 as the population and labor force begin to shrink.
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Limited near-term U.S. market growth

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
- |J.S, visitor arrivals (Thou.)
mmmm Y'r-Yr % Chg (right scale)

April 20, 2007 http://www.uhero.hawaii.edu



Not much expected from Japan
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Last hurrah for Japanese ec. growth
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Hawaii inflation will stick around

> Hawali inflation spiked to 5.8% last year
e Highest since 1991
* Morethan half dueto rising CPI shelter component
» Experience suggests thiswill be with us for awhile

> Inflation surprise undermined real income growth
« Will gradually abate as inflation gets built into wages
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Housing costs dominate inflation

Contributions to Honolulu Inflation
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Inflation will stick around
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Jobs growth will continue to slow
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But labor market will remain tight
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Real income recovers to moderate pace
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Summary Indicators

2005 2006 2007 2008 2009

Total Visitor Arrivals 7.3 0.0 -0.2 1.5 1.5
U.S. Visitor Arrivals 8.5 2.3 0.4 1.5 1.4
Japan Visitor Arrivals 2.4 -9.3 -3.0 1.1 0.6

Payroll Jobs 3.1 2.5 1.7 1.2 1.1

Employment 2.9 2.3 1.9 1.2 1.0

Unemployment Rate 2.7 2.4 2.6 2.9 3.1

Inflation Rate, Honolulu MSA (%) 3.8 5.8 4.7 3.6 3.3

Real Personal Income 2.9 0.4 1.6 2.1 2.0
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MAJOR ECONOMIC INDICATOR SUMMARY

2005/9 2005/10 2005/11 2005/12 2006/1 2006/2 e a[;ﬂrtg
Non-Farm Jobs (Thou.) 503 609.3 615.6 620.4 605.4 614.9 6102
% Change 3.2 33 37 3.1 35 37 36
Visitors (Thou.) 559 591.5 562.2 650.5 5958 573.4 1,169.2
% Change 7.1 5.1 6.5 5.5 0.7 0.0 03
Japanese Visitors 132.9 129.2 1176 1376 122 1 1071 2292

% Change 0.4 49 24 19 73 126 G B
U.S. Visitors 350.1 377.7 368.7 4157 379.8 389.1 768.9
% Change 8.2 7.0 9.4 4.1 6.4 33 48
Avg. Daily Visitor Census { Thou.) 168 4 165.5 162 4 2077 197 1 1923 1947
% Change 6.0 6.2 49 6.8 04 14 0.5
Visitor Days ( Thou.) 47518 5,130.7 48712 6,437.7 6,110 5,383.1 11,493.0
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