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Total number of respondents: n = 17

Source: Federal Reserve Board (https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20161214.htm)
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Term structure of U.S. interest rates reversedTerm structure of U.S. interest rates reversed
in postin post--election,election, ““Trump Jump,Trump Jump,”” bondbond

sellsell--off, widening yield spreadsoff, widening yield spreads

Source: Federal Reserve Board (https://www.federalreserve.gov/releases/h15/); December 15, 2016 data
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Federal Open Market Committee December 2016Federal Open Market Committee December 2016
annual projections through 2019, longannual projections through 2019, long--runrun

Source: Federal Reserve Board (December 14, 2016) (https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20161214.htm)

percent 2013 2014 2015 2016 2017 2018 2019 Longer
run

Real U.S. GDP growth rate 2.7 2.5 1.9 1.91.9 2.12.1 2.02.0 1.91.9 1.8

U.S. unemployment rate 7.0 5.7 5.0 4.7 4.54.5 4.54.5 4.54.5 4.8

PCE deflator inflation rate 1.2 1.2 0.4 1.31.3 1.91.9 2.02.0 2.02.0 2.0

Fed funds rate 1.2 1.2 0.4 0.60.6 1.41.4 2.12.1 2.92.9 3.0
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Why has the longWhy has the long--run neutral interest raterun neutral interest rate
declined from 4 percent to 3 percent?declined from 4 percent to 3 percent?

Declining productivity growth ratesDeclining productivity growth rates

Annualized percent change 1949-2005 2006-2015 1996-2003

Output 3.6 1.6 3.9

Labor input (hours) 1.1 0.4 0.6

Productivity, comprising: 2.5 1.2 3.3
Labor composition 0.2 0.3 0.3
Capital deepening 0.9 0.6 1.3
Total factor productivityTotal factor productivity 1.31.3 0.30.3 1.7

Growth of output, hours, and productivity in the private business sector

Data from Table 2, Stanley Fischer (August 21, 2016), “Remarks on the U.S. Economy,” at the Aspen Institute, Aspen, Colorado
(http://www.federalreserve.gov/newsevents/speech/fischer20160821a.htm).  Data from Bureau of Labor Statistics and John Fernald (2012) “A
Quarterly, Utilization-Adjusted Series on Total Factor Productivity,” Working Paper Series 2012-19 (San Francisco:  Federal Reserve Bank of
San Francisco, revised April 2014) (www.frbsf.org/economic-research/files/wp12-19bk.pdf)
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Contributions to average annualized U.S.Contributions to average annualized U.S.
real GDP growth, through and after 2005,real GDP growth, through and after 2005,

along with 1996along with 1996--20032003 ““dot.comdot.com”” bubblebubble

Source: Table 2 from Stanley Fischer (August 21, 2016), “Remarks on the U.S. Economy,” at the Aspen Institute, Aspen, Colorado
(http://www.federalreserve.gov/newsevents/speech/fischer20160821a.htm)
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Real GDP, Oahu vs. N. Islands:  contrast currentReal GDP, Oahu vs. N. Islands:  contrast current
business cycle withbusiness cycle with bubbliciousbubblicious predecessorpredecessor

(data rebased to 2015 dollars)(data rebased to 2015 dollars)
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TourismTourism’’s challenge to ongoing expansions challenge to ongoing expansion
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Monthly, s.a. mil. 2015$
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Sources: “General fund revenue” published monthly by Hawaii DoTAX, Hawaii DBEDT, CPI from Bureau of Labor Statistics; seasonal adjustment,
deflation using core U.S. CPI-U by TZ Economics (excludes the impact of more volatile food and energy sources of consumer price inflation)
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Real expenditure per visitor (Real expenditure per visitor (s.as.a.) in thousand.) in thousand
constant 2015$ recovered by 2012 but hasconstant 2015$ recovered by 2012 but has

been eroding since early that yearbeen eroding since early that year
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Sources: Hawaii Tourism Authority, Hawaii DBEDT, Bureau of Labor Statistics; seasonal adjustment, deflation using core U.S. CPI-U by TZ Economics (excludes the
impact of more volatile food and energy sources of consumer price inflation) through November 2016
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Diverging:  quantitative easing (QE) depreciatedDiverging:  quantitative easing (QE) depreciated
Japanese yen and Euro while the Fed movedJapanese yen and Euro while the Fed moved

towards monetary policy normalizationtowards monetary policy normalization

Yen/dollar
(right scale)

Euro/dollar
(left scale)

Source: Federal Reserve Bank of St. Louis; data through January 13, 2016 (prior monthly averages) (http://research.stlouisfed.org/fred2/series/EXUSEU and
http://research.stlouisfed.org/fred2/series/EXJPUS); exchange rates noted are U.S. market close

[$1.0856/€]−1

118.23 ¥/$

ECB†

BoJ*

*Prime Minister Abe re-elected December 16, 2012, initiates “Abenomics,” endorsing Quantitative Easing.
† QE widely anticipated in financial markets; announced by ECB President Draghi January 22, 2015.

Value of
dollar in

Euro

Value of
dollar in
yen

0.6

0.8

1.0

1.2

60

80

100

120

140

2002 2004 2006 2008 2010 2012 2014 2016



1919

Slide copyright 2017

US$/bbl (log scale)
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Relationships:  real room rates rose fast withRelationships:  real room rates rose fast with
utilization (2010utilization (2010--2015); nominal Japanese2015); nominal Japanese

outlays fell with yenoutlays fell with yen’’s value (1996s value (1996--2016)2016)
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Stay lengths, airlines, and tight inventoryStay lengths, airlines, and tight inventory
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Evolving stay lengths:  sharp rise after cruiseEvolving stay lengths:  sharp rise after cruise
ship and Aloha Airlines withdrawal, sharpship and Aloha Airlines withdrawal, sharp

decline as Oahu real room rate jumpeddecline as Oahu real room rate jumped
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Days per visit
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Oahu

U.S. recession shaded

No Aloha

Sources: Hawaii Tourism Authority, Hawaii DBEDT, days implied by ratio of visitor days to visitor arrivals, seasonal adjustment, by TZ Economics; shares are percent
of total Oahu visitor days
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Monthly, million 2016$, s.a.
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Visitor arrivals on Oahu keep rising, but notVisitor arrivals on Oahu keep rising, but not
rooms:  shorter stay length, drop in valuesrooms:  shorter stay length, drop in values

of yen, Euro, CAN$ mean lower receiptsof yen, Euro, CAN$ mean lower receipts
Visitor arrivals
(right scale)
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(left scale)
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Sources: Hawaii Tourism Authority, Hawaii DBEDT, Bureau of Labor Statistics; monthly data, seasonal adjustment, deflation using core U.S. CPI-U by TZ Economics
(excludes the impact of more volatile food and energy sources of consumer price inflation), data through December 2016.
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Average length of stay of Neighbor IslandAverage length of stay of Neighbor Island
visitors has risen by about one day sincevisitors has risen by about one day since

the shutdown of Aloha Airlinesthe shutdown of Aloha Airlines
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On the Neighbor Islands room rates are higherOn the Neighbor Islands room rates are higher
but utilization remains 70but utilization remains 70--80%80%——room to growroom to grow

——and arrivals and receipts are in lockstepand arrivals and receipts are in lockstep

Visitor arrivals
(right scale)
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(left scale)
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Monthly, billion 2016$, s.a. (log scale)
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constrained by lodging capacity, eroded byconstrained by lodging capacity, eroded by

stronger dollar, reviving a bit in 2016stronger dollar, reviving a bit in 2016

Sources: “Total visitor expenditure” published by HTA, Hawaii DBEDT, Bureau of Labor Statistics; seasonal adjustment, deflation using core U.S.
CPI-U by TZ Economics (excludes the impact of more volatile food and energy sources of consumer price inflation)
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Yin, yangYin, yang——stay length, spending reductions;stay length, spending reductions;
Neighbor Island gain neutralized by OahuNeighbor Island gain neutralized by Oahu

 Oahu more internationally-oriented (43 percent):  25 percent drop
in average daily Japanese expenditure weighs heavily

 Oahu still majority mainland (57 percent):  lodging, higher room
rates binding constraint on average stay-length, reducing receipts

 Neighbor islands more mainland-oriented (86 percent):  room to
grow; some erosion in stay length may come from higher rates

 Small international exposure on Neighbor Islands (14 percent):
subdues impact of dollar appreciation—except for the Loonie

 Blended total:  Oahu’s loss of tourism export receipts offsetting
Neighbor Islands’ gains, in real terms, for the last four years
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Conclusion:  real Hawaii tourism receipts in 2016Conclusion:  real Hawaii tourism receipts in 2016
same as in 2005 and in 2000same as in 2005 and in 2000——export gainsexport gains

eroded by negative externalities (volume)eroded by negative externalities (volume)
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Sources: Hawaii Tourism Authority, Hawaii DBEDT, deflation of total  annual Hawaii visitor expenditure using Honolulu Consumer Price Index for All Urban
Consumers (CPI-U), rebasing to 2016, to express export revenue in terms of purchasing power of Honolulu residents over time by TZ Economics
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Appendix 1:  longAppendix 1:  long--run inflation differentials arerun inflation differentials are
nilnil——use any deflator, results nearly sameuse any deflator, results nearly same
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Source:  Bureau of Labor Statistics, US Department of Labor; H-P filter calculations by author                       *Skewness -0.530681, Kurtosis 4.496638

Differential between Hawaii and U.S. inflationDifferential between Hawaii and U.S. inflation
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mean 0.074262,mean 0.074262, s.ds.d. 1.317487*. 1.317487*

In a monetary union
(and especially an
economic union like the
United States) regional
inflation rates cannot
permanently deviate
from the national norm
because of arbitrage



3636

Slide copyright 2017

At annual frequencies, the differential betweenAt annual frequencies, the differential between
headline and core Honolulu inflation ratesheadline and core Honolulu inflation rates

(excluding food, energy) more volatile(excluding food, energy) more volatile
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Annual differentials between Honolulu coreAnnual differentials between Honolulu core
inflation (inflation (excludingexcluding food and energy) andfood and energy) and
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Appendix 2:  reacceleration last yearAppendix 2:  reacceleration last year
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may be disproportionately importantmay be disproportionately important

Sources: Hawaii Tourism Authority, Hawaii DBEDT, Bureau of Labor Statistics; monthly data, seasonal adjustment, deflation using core U.S. CPI-U by TZ Economics
(excludes the impact of more volatile food and energy sources of consumer price inflation), data through November 2016.
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One thing to look for:  as Neighbor IslandOne thing to look for:  as Neighbor Island
real room rates push upward, stayreal room rates push upward, stay

length may begin eroding fasterlength may begin eroding faster
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