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Hawaii’s economic outlook continues to be a story of two economies: a Maui economy that will 
only gradually recover from its post-wildfire downturn, and the other counties as a group, whose 
visitor industries will continue to operate at a high level, and whose macroeconomic conditions 
will remain broadly favorable. Hawaii's trend growth is now slower than in past decades. That will 
continue to be the case because of limited population and labor force growth in coming years. 

 • Global economic conditions remain broadly favorable, with considerable variation across 
countries. The US has remained strong longer than expected, and disinflation progress and 
softer labor markets now set the stage for the first Federal Reserve interest rate cut. The Bank 
of Canada has already gone down that road, after the economy slowed significantly. Japan 
also slowed sharply in 2023, but forward-looking indicators are more positive. The Australian 
economy continues to languish, with less progress reducing inflation. China continues to 
underperform, reflecting a weak property market, stagnant consumer spending, and falling 
prices. 

 • Statewide tourism figures are down slightly from last year, but Oahu experienced a summer 
boost. The US market, which has dominated in recent years, will see only incremental growth. 
The post-wildfire recovery on Maui has essentially stalled for now. And Maui hotels are seeing 
falling occupancy rates, as displaced residents are moved to other housing. After stabilizing in 
2025, statewide real visitor spending will be essentially flat through the end of the decade. 

 • After tracking our forecasts for several years, the Japanese visitor recovery has slowed, and 
their number remains at roughly half their pre-COVID level. The weak yen has weighed heavily 
on daily spending. The currency has regained some lost ground as the Bank of Japan has begun 
to raise interest rates. Further appreciation should help to boost this market, although it will 
not play as large a role in Hawaii as it has in the past. Visitors from other countries will add to 
growth. 

 • The aftermath of Maui’s wildfires continue to disrupt the local labor market. Coupled with the 
Valley Isle's ongoing housing crisis, this has driven some residents to leave. Unfortunately, data 
on out-migration is extremely limited. The county's labor force has fallen by 5%, implying a loss 
of approximately 4,200 workers. When activity picks up, labor shortages will be a problem. 

 • Labor conditions in the rest of the state were largely unaffected in the fires’ aftermath, but 
there has been some statewide slowing of job growth since the middle of last year. This has 
eased an unusually tight labor market, although some businesses still face hiring difficulties. 
Job growth for many industries was weak this year, but will strengthen a bit in 2025. 

 • Housing affordability is a challenge across the Islands, but nowhere worse than on Maui. Full 
Maui home rebuilding will take many years, and in the meantime rents have shot up. There 
remains uncertainty about the proposal to turn 7,000 short-term rental units into long-term 
housing. Condos across the state face a crisis in obtaining master policy insurance, prompting 
the State to intervene. Pending interest rate declines will give the home resale market a lift. 
Overall construction will continue at a high level, supported by Maui rebuilding, other housing 
development, and the huge federal military projects. 

 • While the 2024 elections remain six weeks down the road, we can already evaluate the 
potential economic effects of major policy proposals. In Hawaii, we also take a look at the 
effects of the recent substantial income tax cuts. 

 • Inflation has proven more persistent in Hawaii than on the mainland, because of a slower 
feedthrough of rents into the CPI. But pay raises have exceeded non-shelter inflation so that 
real purchasing power for many Hawaii residents has grown. Total real personal income will 
rise 1.4% this year, with a slightly stronger gain in 2025. 

EXECUTIVE SUMMARY
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 • Hawaii has long seen dismal growth in per capita income, hampering our ability to attract 
in-migration of new families or to provide opportunities that would prevent out-migration of 
Hawaii residents. As our society ages and young peoples’ preferences have shifted, the “natural” 
growth of our population from births being higher than deaths is ending. We will need net 
in-migration if we are to see significant future labor force growth sufficient to meet looming 
challenges. 

 • These long-term shifts make efforts like the recent Pre-K program expansion and childcare tax 
credits key to bolstering labor force participation. Even with such support, we see unfavorable 
demographics holding down long-term growth. Annual additions to the job base will drop 
toward 0.5%, and real income growth will decelerate to 1-1.5% over the next five years. Real 
gross domestic product will pick up to 2.8% in 2025, as the drag from soft overall tourism 
numbers eases and Maui rebuilding kicks into higher gear. Longer term, real per capita income 
growth will slow towards a trend of about 1% by 2029.  

 • Hawaii stands to benefit as the Fed cuts interest rates over the next few years. But there is a 
risk that the Fed has waited too long to begin cuts, and that slowing already in the pipeline—
and related financial fallout—might tip the US economy into a recession. That would be 
bad news for a Hawaii economy that is heavily reliant on tourism revenue and that needs 
companies to be able to undertake investment and expansion plans.

http://uhero.hawaii.edu
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Forecast Summary

MAJOR ECONOMIC INDICATORS

STATE OF HAWAII FORECAST

2023 2024 2025 2026 2027

STATE OF HAWAII

Nonfarm Payrolls (Thou) 632.7 636.8 642.0 646.3 650.5

% Change 2.4 0.7 0.8 0.7 0.7

Unemployment Rate (%) 3.0 3.0 2.7 2.7 2.6

Real Personal Income (Mil 2023$) 93,653.5 94,975.7 96,629.1 98,029.9 99,375.6

% Change 2.1 1.4 1.7 1.4 1.4

Real GDP (Mil 2023$) 108,022.8 109,100.9 112,149.9 114,732.9 116,937.5

% Change 3.6 1.0 2.8 2.3 1.9

Total Visitor Arrivals by Air (Thou) 9,644.5 9,731.1 10,118.9 10,286.7 10,448.8

% Change 4.5 0.9 4.0 1.7 1.6

Average Daily Census (Thou) 234.5 229.4 237.2 243.0 248.7

% Change 1.1 −2.2 3.4 2.4 2.3

Real Visitor Expenditures (Mil 2023$) 20,708.0 19,887.2 19,933.7 20,013.0 20,150.8

% Change 2.3 −4.0 0.2 0.4 0.7

HONOLULU COUNTY

Nonfarm Payrolls (Thou) 455.6 459.5 462.7 465.6 468.1

% Change 2.5 0.9 0.7 0.6 0.5

Unemployment Rate (%) 2.7 2.8 2.6 2.5 2.6

In�ation Rate, Honolulu MSA (%) 3.1 4.9 3.4 2.6 2.6

Real Personal Income (Mil 2023$) 68,013.5 69,180.5 70,373.1 71,361.1 72,255.3

% Change 2.0 1.7 1.7 1.4 1.2

Total Visitor Arrivals by Air (Thou) 5,615.0 5,894.7 5,962.7 5,956.4 6,044.1

% Change 15.6 5.0 1.1 −0.1 1.5

HAWAII COUNTY

Nonfarm Payrolls (Thou) 70.9 72.3 72.9 73.5 74.0

% Change 4.1 1.9 0.9 0.7 0.7

Unemployment Rate (%) 3.0 2.8 2.6 2.6 2.5

Real Personal Income (Mil 2023$) 10,851.3 11,039.5 11,237.1 11,421.1 11,599.0

% Change 3.1 1.7 1.8 1.6 1.6

Total Visitor Arrivals by Air (Thou) 1,766.7 1,751.3 1,872.6 1,898.2 1,922.5

% Change 5.9 −0.9 6.9 1.4 1.3

MAUI COUNTY

Nonfarm Payrolls (Thou) 74.4 72.9 74.1 74.9 75.8

% Change −0.3 −2.0 1.6 1.1 1.2

Unemployment Rate (%) 4.4 4.0 3.5 3.4 3.2

Real Personal Income (Mil 2023$) 10,378.9 10,317.9 10,505.9 10,657.7 10,857.0

% Change 1.4 −0.6 1.8 1.4 1.9

Total Visitor Arrivals by Air (Thou) 2,526.5 2,358.1 2,647.1 2,781.3 2,859.9

% Change −14.9 −6.7 12.3 5.1 2.8

KAUAI COUNTY

Nonfarm Payrolls (Thou) 31.7 32.0 32.2 32.4 32.6

% Change 3.2 0.8 0.5 0.7 0.8

Unemployment Rate (%) 2.6 2.6 2.7 2.6 2.5

Real Personal Income (Mil 2023$) 4,409.9 4,437.9 4,513.0 4,590.0 4,664.3

% Change 2.2 0.6 1.7 1.7 1.6

Total Visitor Arrivals by Air (Thou) 1,416.9 1,381.0 1,431.3 1,443.1 1,454.1

% Change 5.3 −2.5 3.6 0.8 0.8

Note: Source is UHERO. Nonfarm Payrolls for 2023 are UHERO estimates of the benchmark revision. Figures for county income for 2023 are UHERO

estimates. Figures for 2024-2027 are forecasts.

http://uhero.hawaii.edu


12024 Third Quarter — UHERO Hawaii Forecast | UHERO

The Hawaii economy has continued to show considerable resilience. One 
year after the devastating Maui wildfires, tourism and macro indicators for 
the Valley Isle lag well behind their pre-fire levels, with further recovery 
likely to take a number of years. But the rest of the state has seen relatively 
stable tourism numbers and a low unemployment rate. That near-term 
health should continue for the next few years at least, as Japanese visitors 
resume their very slow recovery. 

At the same time, the last four years have confirmed the challenges facing 
Hawaii over the long term. Hawaii is the standout laggard among states 
for job growth since the pandemic. Early on this reflected lagging tourism 
recovery; now it simply embodies Hawaii’s chronic underperformance, 
caused by high relative costs, reliance on low-productivity-growth services, 
and lack of diversification. Now that is compounded by stagnant or negative 
population growth. Because the local population will continue to age, trend 
growth in the labor force will be slow going forward, meaning a low rate of 
job and income growth will be the norm.

Global economic conditions remain broadly favorable, but there is 
considerable variation across key countries and regions. The US economy 
has remained strong for longer than expected, but disinflation progress and 
a gradual weakening of labor markets have set the stage for the first Federal 
Reserve interest rate cuts since the central bank began hiking rates in early 
2022. Japan has slowed sharply over the past year, while forward-looking 
indicators are more positive. In Europe, last year’s downturn is likely to have 
bottomed out, as rising wages and lower financing costs support consumer 
and investment spending. But weak exports have led to recent softening in 
Germany, the continent’s largest economy. 

In Asia, China has continued to underperform, reflecting a very weak 
property market, slowing consumer spending, and falling prices. A weak 
China has weighed on other Asian developing and emerging economies, 
although as a group they have recovered a bit more strongly than China. 

In the following sections, we will review conditions and prospects for 
countries that are of particular relevance to Hawaii. 

The United States has outperformed most other advanced economies during 
the post-COVID recovery. That has continued over the past year. After 
cooling at the start of the year, real gross domestic product expanded at a 
strong 3% annual rate in the second quarter. As has generally been the case, 
the quarter’s growth was driven mostly by consumer spending, but also by a 
promising uptick in business investment. 

THIRD QUARTER HAWAII FORECAST

A mostly
favorable global 

economy, but 
weakness in Asia

US labor market 
weakening sets 

the stage for 
interest rate cuts
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The resilience of the US consumer has allowed the post-COVID economic 
expansion to continue as long as it has. But, except for the support of home 
and equity wealth, the underpinnings of household spending have weakened. 
Most households have long since depleted saved income from pandemic-
era federal income supports, and spending has outstripped income growth 
recently. The tight labor market that provided easy access to new jobs has 
weakened. Even though layoffs are still limited, concerns about job security 
have increased and stories of painful job searches are everywhere.

Signs of economic weakening, together with progress on the inflation front, 
have prompted the Federal Reserve to announce a pivot toward supporting 
the labor market, rather than maintaining high interest rates to fight 
inflation. At the Fed’s annual Jackson Hole Symposium, Chair Jerome Powell 
announced, “The time has come for policy to adjust.” Fed policymakers are 
poised to cut rates when they meet September 17-18. How large that cut will 
be remains to be seen. Fed Chair Jerrome Powell continued the cautious 
language that has become his signature, but he made it clear that labor 
market risks will be a central part of future rate cut plans.

The pivot to rate cuts is possible because of the success of the Fed’s 
disinflation program. Higher rates have discouraged some spending, and the 
end of many pandemic-era and Ukraine war supply constraints have brought 
down production costs. On a year-over-year basis, the Fed’s preferred PCE 
measure of inflation has receded to 2.5%, only a half-percent above their 2% 
long-run target. Inflation has been even lower than that in recent months, as 
inflation of many service prices has declined. Housing costs have edged down 
more slowly, but inflation excluding shelter has been roughly at the target 
rate since December of last year. To be sure, lower inflation does not erase 
the cumulative effect on prices of high inflation since 2021, something that 
weighs on consumers and has become a hot button political issue.

REAL PERSONAL 
CONSUMPTION 

EXPENDITURE, YEAR-
OVER-YEAR GROWTH 
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The weakening of labor markets has been evident for many months. Growth 
in the number of people reporting that they are employed has dwindled, and 
monthly job growth has slowed. (A recent large benchmark revision indicates 
that job growth has slowed faster than previously thought.) Unemployment 
is running at 4.2%, although part of the recent rise was due to increased 
labor supply rather than a drop in business demand for workers. But there 
also remain signs of labor market strength, in particular there has been no 
increase yet in layoffs. 

Looming on the horizon are election risks. As we are writing, a Democratic 
party invigorated by the nomination of Kamala Harris is now competitive 
with Donald Trump in many key states where President Biden had been 
lagging badly. The race is likely to remain very close. That means the path 
ahead for policy is largely unknown, but it is likely that a divided government 
will continue to limit significant Congressional action. Both parties have 
made extravagant promises that may prove impracticable. And whether we 
are in for broad structural changes in the executive branch also hangs in the 
balance.  (See the box, Election 2024: Evaluating Major Policy Proposals.)

Almost regardless of the election outcome, we expect that the US economy 
will slow in the coming months but avoid a recession, that is, an outright 
contraction of economic activity. Because of recent strength, real GDP will 
expand by 2.5% this year, slowing to 1.4% in 2025. Barring any disastrous new 
federal policies, the economy will settle onto a growth path of about 1.7-1.8% 
per year. This is lower than in the past because of our aging population and 
its slower growth. The recent surge in the foreign-born labor force makes 
it clear that future immigration policy will be an important determinant of 
long-run growth prospects

SELECT US LABOR 
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The 2024 election is now just weeks away. Even without knowing the outcome, we can already consider the potential 
economic effects of some of the policy proposals of the two camps. A likely divided government next year, in which 
neither party holds both the House and the Senate, may make it very difficult to pass new legislation, especially if 
it includes new spending or taxes. But some policy proposals floated by the candidates could be advanced through 
executive order and other existing powers. Here we look at a few of the major proposals. This discussion focuses on 
what economics can tell us about likely impacts, not any associated political views. 

Taxes on tips

Both presidential candidates have announced plans to remove income taxes on tips. The Budget Lab at Yale estimates 
that tipped workers were about 2.5% of all employment nationally in 2023, and tipped workers are a larger share 
of employment in Hawaii. So, the removal of income taxes on tips could boost income for a limited share of the 
population. But the policy would also incentivize workers and employers to shift more of their remuneration to tips.

While the policy would give tax relief to tipped workers, who often—but not always—earn less than other workers, 
removing taxation of tips may not be a very effective way of targeting low income workers. The Budget Lab notes that 
in 2023 only 4% of workers earning less than $25 per hour worked in tipped occupations. Because more than a third 
of tipped workers do not currently pay any income tax, the tipped workers who benefit the most would be the higher 
earners, with no relief to the lowest-earners. Overall, the administrative cost of exempting particular occupations, 
setting income limits for the exemption, and the relatively poor targeting of tax relief suggests that other policies may 
be more effective at achieving policy goals.

Tips were not taxed prior to 1984, when the Reagan administration introduced an unemployment tax on tips and 
an income tax in 1988. Rhetoric at the time focussed on restaurant owners simplifying tips to a percentage service 
charge to reduce the administrative burden. But any reduction in the administrative burden would be limited since it 
is proposed that payroll taxes would still apply.

Price gouging

One of the biggest and most politically-charged concerns about inflation has been the rising price of food. While 
inflation of food prices eased substantially in 2023, prices today are still much higher than before the pandemic. Some 
have raised concerns that a lack of competition in some markets may be facilitating excessively high price setting and 
allowing high prices to persist.  

In principle, proposed investigations of price fixing and actions to ban price gouging could be implemented by the 
Federal Trade Commission and the Department of Justice. But without more detail, it is difficult to know the impacts 
of proposed policies. Prices are an important way that markets reveal where there are shortages and encourage 
businesses to increase production. This means that regulation of prices could trigger shortages or cause them to 
persist. 

And existing state-level price gouging laws are not really intended to address the kind of high prices we see now. 
Instead, their aim is to prevent businesses from exploiting a crisis and are triggered in emergencies, such as a 
hurricane or the COVID-19 pandemic. A national equivalent ban on price gouging could allow the federal government 
to pursue wider-spread opportunistic pricing in such cases, where state action might be difficult. But while the rhetoric 
around price-gouging laws has focussed on addressing inflation, such emergency-related laws are unlikely to prevent 
general price rises. 

More promising for consumer prices are proposals that address price fixing and enhance anti-trust laws. Policies 
that promote competition could help to address high prices by reducing excessive profit margins and strengthening 
incentives for more efficient firms to thrive. None are likely to bring prices back down to pre-pandemic levels.

Election 2024: Evaluating Major Policy Proposals

http://uhero.hawaii.edu
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Import tariffs

Proposed high tariffs would not bring prices down and would be unlikely to lead to large-scale reshoring of 
production. A substantial share of any tariff (tax on imports) is ultimately paid by American consumers in the form of 
higher prices. Even when goods are manufactured in the US, global supply chains mean that many components used 
by US manufacturers are imported from abroad. Reshoring that supply chain to the US would entail both substantial 
investment costs and the higher ongoing cost of producing domestically. In some cases it may be impossible, if 
needed components are only available abroad. The higher cost of US manufacturing would be passed along to US 
consumers and result in lost global export shares of US firms. If tariffs are disproportionately focused on China, 
companies would be less likely to reshore manufacturing to the US, opting instead to relocate those parts of their 
production process to another foreign locale. US tariffs would almost certainly be met with countervailing foreign 
tariffs, causing extensive losses for US exporters, and because tariffs tend to cause currency appreciation, this would 
further harm US export competitiveness. 

We have compelling evidence about the costs to American consumers from the last bout of tariffs on imports from 
China. The 2018 trade war is estimated to have cost US consumers $3 billion per month and $1.4 billion in deadweight 
income losses. The Peterson Institute for International Economics estimates that the tariffs on steel alone cost 
consumers $650,000 per steel-manufacturing job saved or created. They also found that the downstream jobs lost 
due to higher prices of steel likely exceeded the number of jobs saved in steel manufacturing by a large magnitude.

Although new tariffs could almost certainly be implemented without legislation, the discussion of tariffs has been 
paired with proposals for income tax cuts. But the revenue collected from tariffs is a relatively small share of overall 
government revenue and very unlikely to replace lost revenue from tax cuts even at higher tariff rates.

Housing policies

A $25,000 subsidy to new home buyers would help the lucky few who are eligible to purchase a home. The buyer 
subsidy would give first-time home buyers an edge over others. But, wherever supply is unable to respond to 
increased demand, it would also push up the general cost of housing.

Alongside this buyer subsidy, a companion proposal to support developers would potentially increase the number of 
new homes built. This would put downward pressure on the cost of both new and existing homes, even for buyers 
of homes not directly supported by either subsidy. On this basis, the proposal seems likely to be more effective than 
many existing affordable housing requirements. These typically act as a tax on developers by requiring a share of new 
developments to be affordably priced, reducing the overall supply of homes and potentially increasing market prices.
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The Canadian economy slowed sharply last year, virtually across the board. 
The consumer spending contribution to growth fell by more than half to 
1.2%, and fixed investment showed a sharper decline than in 2022. The only 
strong element was exports, which offset the drag from the other non-
consumption categories. For the year, Canada’s real GDP grew by just 1.2%, 
compared with 3.8% in 2022, but that actually hides a slight contraction in 
the second half of 2023. 

Growth picked up in the first quarter of this year, with consumption, exports, 
and fixed investment all playing a role. Still, overall weakness over the past 
three quarters and inflation progress led to the first three quarter-point 
interest rate cuts by the Bank of Canada beginning in June. Consumer 
spending will face stiff headwinds this year and next as home mortgages 
roll over from previously very low rates (Canada does not have long-term 
mortgages), and as the labor market weakens. The IMF forecasts just 1.3% for 
this year as a whole, before firming to 2.4% in 2025. 

The Japanese economy has been weak over the past year, with GDP growth 
decelerating on a year-over-year basis from about 2.5% in the first quarter 
of 2023 to roughly -1% in the first quarter of 2024. The biggest factor 
pulling the economy down has been consumer spending, held back by the 
adverse effects of inflation on the purchasing power of income. Government 
spending and capital formation also turned negative in the second half of last 
year.

This spring saw a sharp return to quarterly growth, which is not fully evident 
in year-over-year numbers. The second quarter upturn was driven by 
consumer spending. Spending on durable goods shifted from a nearly 2% 
annual rate of contraction in the first quarter to more than 1% annualized 
growth in the second quarter. Exports recovered from a first quarter decline, 
and non-residential investment also strengthened. 

Given the recent volatility of Japanese expenditure data, we do not want to 
read too much into this one-quarter turnaround, which after all still leaves 
year-over-year growth in negative territory. But there are reasons to be 
optimistic that this may represent the bottom of this contraction cycle. Of 

JAPAN CONTRIBUTIONS 
TO YEAR-OVER-YEAR 
REAL GDP GROWTH
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most importance are pending wage increases that will help to offset the 
heavy losses inflicted by inflation. The largest group of Japanese unions won 
salary increases above 5% for the coming year. At the same time, as in the 
US, pandemic-era savings have been exhausted, resulting in a decline in the 
household savings rate to roughly zero. So ongoing growth in real income 
will be necessary if a consumption rebound is to be sustained. 

Forward-looking indicators are generally positive. Consumer confidence 
has been on a mostly upward trend since late 2022. And leading indicators 
of business activity have shown improvement since the start of the year, 
although the apparent strength of improvement varies between sources. The 
Japanese Cabinet Office LEI has signaled net expansion since January; the 
Conference Board’s measure is still signaling contraction, but has become 
less negative recently. 

The Bank of Japan’s extensive Tankan survey of overall business conditions 
has been above the break-even point since the fourth quarter of 2022, 
and actual results have exceeded expectations. The business outlook has 
continued to rise for all but small businesses, and firms continue to report 
employment needs. At the same time, businesses’ outlook for profits has 
worsened. 

The big story of the past month or so has been a sharp appreciation of the 
yen, following a sustained period of value loss. The yen soared from 162 to 
145 yen/$ between June 11 and August 8, and it moved to 142 yen/dollar in 
early September. The apparent cause is the effect of BoJ interest rate hikes. 
This has led to an unwinding of some speculative currency investments tied 
to what is known as the “carry trade,” the practice of borrowing at super-low 
Japanese interest rates, then converting those funds to foreign currency in 
order to invest in higher-return assets abroad. 

It is likely that further BoJ hikes, together with cuts in policy interest rates 
in the US and other countries, will lead to a further unwinding of yen 
investment positions, and therefore further appreciation of the currency. 
Still, it is worth noting that even with the recent move, the yen remains 37% 
weaker in nominal terms than January 2021, and even more if you take into 
account relative changes in national inflation rates that affect the purchasing 
power of the yen abroad. 
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The potential economic impacts of yen appreciation are complex. On the 
negative side, a stronger yen may hamper exports—which have already 
been weak—by reducing price competitiveness abroad. But a strong yen 
also reduces the cost of the large volume of imported inputs to Japanese 
production. A stronger yen may also bring to an end the surge in inbound 
tourism. 

On the positive side, a stronger yen increases the purchasing power of 
Japanese residents abroad, reducing the cost of foreign travel and of 
imported consumer goods. These raise the welfare of Japanese citizens, even 
as they weigh on domestic demand. Perhaps most importantly, a stronger 
yen will help the BoJ in its inflation fight—which is not yet complete—by 
reducing import prices. We expect that there are at least several rate 
increases to come, and that these will bring the inflation rate down to 2.2% 
next year and 1.3% in 2026.

Japanese growth will continue to be constrained by relatively weak income 
growth and higher interest rates. Overall, we see the Japanese economy 
returning to roughly 1% annual real GDP growth next year, before growth 
begins to trend lower. It is important to remember that Japan’s population is 
now shrinking, so per-capita growth will be somewhat higher than this.

China’s economy suffered in 2023 from weak net exports, but real GDP 
growth had been held aloft by a pickup in consumer spending. That has 
since cooled, with the consumer’s contribution to growth falling from 5.4 
percentage points (year-over-year) in the second quarter of last year to just 
2.2 percentage points in the second quarter of this year. Consumer sentiment 
has not recovered from a 2022 plunge, and the S&P purchasing managers 
index for manufacturing dipped below the break-even point in July. 

Underpinning poor confidence is the ongoing housing crisis, where 
overbuilding has led to dropping prices and large housing wealth losses 
for homeowners. And with consumer spending weak and export growth 
tepid, businesses have cut back on hiring, further undercutting households’ 
outlook. Now China sees deepening deflation, with falling prices and wages 
threatening to delay spending and undercut profits. The government seems 
unable to provide the extent of support that would be needed to get things 
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back on track. While this year’s expected 5% GDP growth is turning out 
a bit stronger than earlier expected, it remains relatively weak by China’s 
standards, and the IMF predicts further slowing to 4.5% in 2024. At this 
point there is little reason to be optimistic about performance over the next 
several years. 

The Korean economy has struggled to get onto a satisfactory growth path, 
with real GDP falling into negative territory in the second quarter. In 2023, 
real GDP expanded just 1.4%, as high interest rates weighed on consumption 
and investment was hampered by a semiconductor downturn. The economy 
strengthened at the start of the year but contracted in the second quarter. 
The IMF’s 2.5% growth projection for this year may be optimistic. 

The Australian economy continued to languish in the first quarter, expanding 
at just a 0.5% annual rate. As has been the case, consumer spending 
remained moribund, rising at a 1% annual rate in the twelve months ending in 
September. Gross fixed capital formation contracted for the second quarter 
in a row, and a surge in imports further dragged down growth. Without a 
large upward swing in inventories, the economy would have contracted for 
the quarter.

Australia’s inflation remains elevated, at 4% year-over-year and for the past 
four months annualized. Because of the persistence of inflation, the Reserve 
Bank of Australia recently indicated that it will be “some time yet before 
inflation is sustainably in the target range,” keeping its policy rate unchanged 
at 4.35% at its August 6 meeting.

New Zealand’s economy moved sharply into positive territory in the first 
quarter, after two years bouncing around the zero growth level. Most 
promising was a return to positive consumption growth, and investment also 
moved higher. But the largest growth contribution came from a decline in 
imports, likely a lingering sign of economic weakness. 

The overall outlook for global growth is for more of what we saw over the 
past year. Total world real GDP will rise 3.2% this year according to the IMF, 
roughly the same as in 2023. Growth in the euro area will be stronger, but 
still subdued, we have seen that Japan has struggled to get back on track, 
and China faces particularly daunting challenges. Emerging and developing 
Asia aside from China will continue to see fairly healthy growth, as will low 
income countries. 

For Hawaii, the regional outlook is very much a mixed bag. Even with some 
slowing, continuing relative US strength will support Hawaii tourism, 
and anticipated interest rate cuts will also benefit local residents. But the 
Japanese economy’s tough slog will delay the stronger recovery that we have 
hoped for. 

Inflation has proven more persistent than expected for the world economy 
overall. As in the US, it is the service side of the economy where this has 
been most persistent. Across the countries that matter most to Hawaii, 
some are further along in the disinflation process than others, implying 
differing timing of pending policy changes. Canada has already cut interest 
rates three times, and Korea’s inflation looks well in hand. Australia is taking 
longer to disinflate. Japan has just begun hiking rates, while the Fed is ready 
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for a September rate cut. An important implication of differing interest rate 
policies is potential pressure on exchange rates. Most important in this 
regard is Japan, where higher rates have already caused yen appreciation, 
which if it continues, would be a help to this lagging visitor market. 

Statewide tourism figures are down slightly. But a closer look reveals that the 
industry’s fortunes vary significantly between islands, and the state excluding 
Maui looks to have experienced a summer boost centered on Oahu. The 
average daily census of visitors to Hawaii was about 7% lower in the second 
quarter compared with 2023, primarily due to Maui seeing just three-
quarters of last year’s visitor numbers.

The post-wildfire recovery that Maui saw late last year has essentially 
stalled. Now, Maui hotels are facing new challenges. In the aftermath of the 
wildfires, Maui occupancy rates were buoyed by the use of hotel rooms to 
house displaced residents and recovery workers. This meant that hotels 
were partially insulated from the economic effects of the drop in visitors that 
followed the wildfires. As displaced residents began to be moved into housing 
from hotel rooms, occupancy rates began to fall in May. This helps to explain 
in part why Maui room rates remain more than 5% lower than a year ago, 
while they changed little in all other parts of the state. To restore occupancy 
rates and restart the recovery of visitor numbers, visitor industry groups 
plan to launch promotions this fall.
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While average daily visitor numbers on Maui remain depressed, in the second 
quarter the rest of the state saw nearly as many visitors per day as during 
the same period last year. The increase was centered on Oahu, where the 
number of visitors per day rose more than 1%. The Big Island and Kauai saw 
2.5% and about 3.5% fewer visitors per day, respectively, than in the same 
quarter of 2023.

The early summer months continued this pattern. Visitor numbers to 
Honolulu County thrived during June and July, up more than 7% over last 
year. Hawaii Island hosted about 2.5% fewer visitors per day in June and July 
than in the same period of 2023, and Kauai saw a very slight dip in visitors. 

Maui has long attracted higher-spending travelers than the other islands, in 
part due to its larger proportion of expensive resorts. With Maui’s tourism 
sector still reeling from the wildfires, some of these high-spending visitors 
are now exploring other islands, which could contribute to the increased 
spending observed on Kauai and the Big Island, despite their relatively flat 
visitor numbers. Real visitor spending in the second quarter of 2024 was 
up more than 5% on Kauai and the Big Island. These gains were not large 
enough to fully offset the absence from the state of some high-spending 
Maui-bound visitors who avoided the state altogether. Furthermore, those 
visitors coming to Maui are spending less per day, perhgaps in part due to 
lower room rates. The state overall experienced a nearly 12% year-over-year 
decline in real spending in the second quarter.

The effect on total spending of absent Maui visitors is further compounded 
by a shortfall of international visitors from markets other than Japan and a 
decrease in their daily spending. The average daily census of these visitors 
declined by about 13% across all four counties in the second quarter 
compared with the same quarter last year. The loss was of course particularly 
pronounced on Maui, where they numbered just 70% of last year’s level. 
Statewide inflation-adjusted daily spending by this group of visitors was 
down more than 20%. 

One final thing holding down visitor revenue: the average length of stay has 
declined by more than 2% statewide relative to last year. This suggests that 
even were visitors to spend more per day, their shorter stays would result in 
lower overall spending during their Hawaii vacations. 

We noted above the challenges that Maui hotels now face, as their use for 
emergency housing ends. The state’s hotel industry overall is experiencing 
a mixed performance, with broad signs of stability but significant variation 
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across counties. The statewide occupancy rate was 1.5 percentage points 
lower in the second quarter than a year ago. Maui occupancy played the 
biggest role in the drop, 5 percentage points lower than in the same quarter 
of 2023. Hawaii Island and Kauai accommodations experienced declines 
of about 3.5 and 2 percentage points, respectively, while the Honolulu 
occupancy rate was flat. 

State tourism continues to suffer from the very slow pace of Japanese market 
recovery. The overall number of Japanese travelers to Hawaii currently sits 
at roughly half of what it was before the pandemic, and Japanese real per-
person real visitor spending is languishing, 5% lower than during the second 
quarter of last year, and fully 19% lower than in the second quarter of 2019.  

The delayed recovery of the Japanese  market is not unique to Hawaii, but we 
are among the hardest hit visitor destinations. South Korea, New Zealand, 
and Australia have seen a strong return of Japanese visitors, with numbers 
nearing pre-pandemic levels. Meanwhile, parts of Asia, Hawaii, and the US 
as a whole still struggle to attract Japanese tourists back in comparable 
numbers. 

Several factors likely contribute to this uneven recovery. One that has 
been suggested is a shift in Japanese travelers’ preferences toward closer 
destinations because travel is cheaper, less time-consuming, and perceived 
as safer in a post-COVID world. But Japanese visitor numbers to some closer 
destinations, such as in Taiwan and Thailand, also remain subdued. So the 
effect of geography remains unclear.

The most important factors appear to be costs, both those related to 
exchange rate shifts and to the effects of inflation. While the yen has held 
its value against the South Korean won, it has weakened precipitously 
against the US dollar over the past three years. Despite a limited recent rally, 
the yen remains significantly below its pre-pandemic level. Coupled with 
relatively higher inflation in the US than in some other tourist destinations, 
this means the cost in yen of a US vacation has increased considerably more 
for Japanese tourists than the cost of traveling, say, to Korea. And of course 
some Japanese visitors are simply deciding to stay home, pressed by a weak 
economy and higher consumer prices. 

Some relief may be coming. As we discussed above, the yen will likely rise 
further in value as the Bank of Japan raises interest rates and other central 
banks cut, helping to restore the currency’s purchasing power in the US.
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The recent nationwide hotel workers’ strike, which affected seven resorts in 
Waikiki and one on Kauai, could hamper local tourism. More than 5,000 hotel 
workers represented by UNITE HERE! Local 5 went on strike for three days 
starting in the middle of the busy Labor Day weekend. So far, these have been 
limited and targeted actions, but further strikes could be called at any time. 
Labor actions create service disruptions, reduce spending, and affect guest 
capacity. The potential economic impact of strike actions is of concern, given 
that Honolulu alone generates more than 40% of the state’s tourism revenue.

In addition to strikes at major hotels, flight attendants at United Airlines 
have also authorized strikes after working on a temporary contract for 
three years. With United flying to five airports in Hawaii, if a strike is called 
it would reduce seat capacity for visitors to all of the islands. The potential 
strikes would come at a particularly challenging time for the industry in 
the aftermath of the Maui wildfires and the still painfully slow post-COVID 
recovery of the Japanese market. 

The Maui wildfires continue to disrupt the Maui labor market, while labor 
conditions in the rest of the state appear to remain largely unaffected. Since 
the beginning of the year, payroll growth in Honolulu and Kauai Counties 
has increased by just over 1%, and year-to-date growth in Hawaii County has 
been nearly 3%. In contrast, total nonfarm jobs in Maui County, which fell off 
immediately after the wildfires, are on a slow, delayed path to recovery. From 
its lowest point in September, Maui County has regained almost 40% of the 
lost jobs, but the county remains more than 4,000 jobs below the pre-wildfire 
level. 

This year’s job growth outside of Maui reflects a weakening pace of expansion 
since the middle of last year. Over the past four quarters, Honolulu, Kauai, 
and Hawaii Counties have seen only limited job gains. Payrolls of Hawaii 
Island companies have grown by 2%, with Honolulu County a tad behind that 
pace. Growth in Kauai’s payrolls have been weaker, at less than 1% growth 
year-over-year. Data from the much smaller household survey are even 
weaker, with the number of people reporting that they are employed flat-to-
down in all counties. 
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Challenging labor market conditions on Maui, coupled with the Valley 
Isle’s ongoing housing crisis, have driven some residents to leave. The 
critical question is not whether Maui has lost residents, but how many. 
Unfortunately, data on out-migration is extremely limited, with no definitive 
source indicating exactly how many residents have left Maui or whether 
they plan to return. Even before the wildfires, the state as a whole was 
experiencing a steady population decline. According to the Census Bureau, 
Hawaii had 23,000 fewer residents in the second quarter of 2023 compared 
with the last quarter of 2018. Although this decline was primarily on Oahu, 
Maui County experienced a similar—albeit less pronounced—trend, losing a 
net 600 residents during the same period. The wildfires have exacerbated the 
decline.

Although we lack comprehensive data on out-migration, some information 
can be gleaned from changes in the county’s labor force. As of July 2023, 
prior to the wildfires, Hawaii’s labor force was already 13,000 workers 
below pre-pandemic levels. While the labor force in the rest of the state has 
remained stable since then, Maui County has seen a significant decline. Since 
the disaster hit, the county’s labor force has decreased by 5%, implying a 
loss of approximately 4,200 workers. Some of this reflects out-migration, but 
likely also includes workers who, despite remaining on the island, have exited 
the labor force due to various issues related to the disaster, such as mental 
and physical health challenges, job and housing instability, the time needed 
to deal with post-disaster relief and relocation, and so forth.

If and when visitors return to Maui at pre-fire levels, the demand for labor 
will rebound. But given the significant drop in the labor force, the county 
may struggle to find enough workers to fill these positions. Although the 
state-level labor shortage—where there were roughly 20,000 more jobs than 
available workers in 2022—has eased, conditions on Maui will become tighter 
in coming years. 

Statewide labor market conditions have become more balanced since the 
extreme job shortages that were evident during the early post-pandemic 
recovery. But some sectors continue to face challenges finding workers. 
The food service sector, in particular, has been grappling with a persistent 
labor shortage, contributing to rising wages. To attract new hires, firms have 
increasingly offered signing bonuses and higher starting wages. Between 
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January 2020 and July of this year, wages in the food service industry rose 
39%, outpacing average wage growth across all sectors by 15 percentage 
points. Even with higher pay, hiring has been slow. Job counts in the industry 
are 5% below their pre-COVID level. As of June, one-fifth of restaurants in 
Hawaii had job openings for chefs, while 75% were seeking cooks, according 
to the Hawaii Restaurant Association. These figures align with national trends 
reported by the National Restaurant Association. In 2023, 62% of restaurant 
operators nationwide reported insufficient staff to meet demand, and 80% 
faced difficulties filling open positions.

The construction industry is also facing a worker shortage, driven by 
exceptionally strong demand. Even before the Maui wildfires, construction 
payrolls in Hawaii were expected to grow due to the record surge in 
government contracts, largely related to expansive federal work at Pearl 
Harbor. Since the Maui wildfires, the construction sector has seen a 9% 
increase in payrolls, compared with just 1% growth across nonfarm jobs as a 
whole. This growth has been centered in Honolulu and Maui Counties. The 
construction industry is expected to remain strong in the coming years due 
to a combination of public sector projects, Maui’s rebuilding efforts, and 
ongoing home construction.

The accommodations industry has faced ongoing challenges replenishing 
its labor supply since the pandemic. While visitor arrivals have returned to 
pre-COVID levels, there are roughly 4,000 fewer filled accommodation jobs, 
9% fewer than before the pandemic. As we noted above, 5,000 members 
of UNITE HERE! Local 5 from seven Waikiki hotels and one Kauai property 
went on strike for three days during the Labor Day weekend citing staffing 
shortages as a main concern.

State and county agencies also report trouble finding qualified workers. For 
example, the Department of Human Resources Development reports the 
percentage of vacant positions increased from 18% in 2019 to 27% by the end 
of last year. But we note that the public sector routinely reports a shortage of 
available workers. 

Overall labor market tightness, as measured by job openings, has eased, 
making labor shortages outside of Maui less likely to constrain economic 
growth or place further upward pressure on business costs and prices in 
the near term. But going forward, the state’s declining and aging resident 
population points to persistent relatively tight labor market conditions for 
the years to come.
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The weak anticipated labor force growth will make it important to use all 
of Hawaii’s potential workforce more fully. Increased state support for 
childcare in the Islands could help parents of young children join or remain 
in the workforce. The new school year has seen the Executive Office on 
Early Learning Public Prekindergarten Program open 44 new public school 
classrooms for keiki aged 3 to 5, bringing the total to 92 classrooms at 74 
sites. While still quite small, the State is hoping to open 465 new classrooms 
for Pre-K children by 2032. 

The new pre-K program comes on the heels of a 2023 expansion of the child 
and dependent care tax credit and the State Department of Human Services’ 
Preschool Open Doors program that expanded at the start of this year. 
The expanded tax credit provides up to four times as large a benefit as the 
previous credit. The Preschool Open Doors program subsidizes childcare for 
low-to-middle-income households, although applications are assessed on 
a first come, first served basis until funds are exhausted. Increased early-
childhood education through the expansion of these programs will provide 
significant benefits to Hawaii’s keiki.

Beyond the benefits to the children supported by these programs, tax credits 
and subsidies for childcare costs increase household disposable income. 
Expanded access and reduced out-of-pocket childcare costs will also enable 
more parents to work, even part time, without such a significant share of 
their income being exhausted by childcare costs. These work incentives may 
be muted somewhat for two-parent families in Hawaii, because the credit is 
limited to the minimum earned income of the two spouses.

Since these initiatives are focused on childcare, they have different effects 
than standard child tax credits that reduce the tax burden on families 
regardless of childcare expenses and the parents’ employment status. For 
example, the now-expired enhanced federal child tax credit of the pandemic 
era substantially reduced child poverty nationwide. Current federal proposals 
to reinstate the higher tax credit would be expected to have a similar positive 
effect.
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The expansive State tax cuts signed into law in June will reduce State revenue 
but put more income into Hawaii residents’ pockets. Tax relief under the 
legislation will increase through the end of the decade. While the changes 
in tax rates begin in 2025, residents will see some benefits in the current tax 
year when the standard deduction doubles.

The tax relief will help residents deal with the rise in prices that has occurred 
over the past few years and reduce the effects of “bracket creep,” when pay 
raises push workers into higher tax brackets. By raising take-home pay, 
the tax cuts will also increase the incentive to work, which could increase 
labor force participation rates, although the magnitude of such effects may 
be limited. With the biggest tax rate reductions occurring in the lowest tax 
brackets and the standard deduction doubling, the new law will also make 
Hawaii’s tax system more progressive, reducing taxes as a share of income 
the most for those at the low end of the income distribution.  

Proponents of the cuts have argued that they are fully funded because the 
State’s revenue forecast shows more growth in revenue than will be needed 
to cover relatively flat projected spending. But if those assumptions are 
incorrect, the State could end up with a billion dollar hole to fill, putting 
the tax cut program in jeopardy. The State would then  have to find savings 
from reduced spending or extra revenue from other sources if it wanted to 
maintain the new lower income tax rates. 

Recent developments are not particularly favorable. The State Council on 
Revenues is already forecasting tax collections this year to be $125 million 
less than when the budget was adopted in April. The State Department of 
Taxation projects that the cuts will reduce tax collections by nearly $600 
million in the 2026 fiscal year. The last major State income tax cut in 1998 
was partly reversed during the Great Recession to reduce the size of required 
budget cuts. And if revenue needs were to deplete “rainy day” fund balances, 
the State would risk lower ratings and higher interest rates on future bond 
offerings.

While cutting income taxes can incentivize increased labor participation and 
earnings, creating additional tax revenue, such responses will only partially 
offset the revenue costs of the cuts. The large cost of the tax cuts could even 
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result in a negative net economic impact on the state’s economy. As in other 
states, Hawaii’s state government is required to balance its annual budget, 
meaning that spending must equal projected revenue. If tax cuts impose 
cuts in State spending, the drop in total demand for goods and services will 
reduce income growth and economic activity. And if some of this foregone 
State spending would have improved infrastructure or education, the 
adverse economic effect would be more pronounced and persistent, since 
residents would miss out on the productivity benefits that go along with such 
investments.

So there is clearly a potential tradeoff here between supporting low-income 
families and increasing tax system equity on the one hand, and potential 
adverse overall economic effects on the other. This does not admit an easy 
answer.

Housing affordability has always been a challenge in Hawaii, and now there 
are new impediments, including skyrocketing condominium insurance 
premiums, an acute housing shortage on Maui, and the potential for 
construction bottlenecks that could limit new home building. Several 
important policy proposals have been put forward by the counties and the 
State that aim to address these challenges.

One year ago, the Maui wildfires destroyed 4,000 housing units, eliminating 
nearly 6% of Maui’s housing stock. Simultaneously, the fires displaced 6,000 
households, generating new demand for existing homes. FEMA responded 
by providing rental payments to homeowners willing to rent to displaced 
residents. But there are concerns that the FEMA-run direct lease program 
has contributed to higher market rents. FEMA offered rents well above 
market prices to entice operators of vacation rentals to convert their units 
to house fire survivors. While the program was targeted at vacation rentals, 
non-vacation rental units were also eligible. A FEMA-commissioned report 
identified 370 units in the FEMA program that were already long-term 
rental units. In an already tight Maui housing market, this may have further 
restricted available supply and inflated prices. Rent estimates from Zillow 
show a clear increase in rents on Maui coinciding with the roll out of the 
FEMA program. Today, rents on Maui are 11% higher than a year ago, with 
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typical rents currently in the $4,000 range. Asking rents from Craigslist for 
Maui rentals are up 16%, significantly higher than in the other counties.

A Maui County proposal to convert 7,000 vacation rentals to long-term 
housing has been the focus of intense policy debate. The units were covered 
by the Minatoya List, which provided permission for units in apartment 
zoned areas to operate as short-term rentals. The proposed policy would 
rescind this permission. A recent UHERO blog post provides a discussion 
of how the policy would affect housing supply. 7,000 units would represent 
a 13% expansion in Maui’s overall supply of long-term housing units, 
representing a huge increase in supply. At the same time, the possibility 
that these units could lose their ability to operate as vacation rentals might 
encourage some owners to sell their units in anticipation of future losses or 
fail to maintain their properties adequately.  

In fact, new condo listings on Maui are up nearly 50% from a year ago, 
the number of days a property stays on the market has risen 55%, and the 
inventory of available condos has tripled to 715 units, compared with only 
231 a year ago.  Lest we read too much into this, condominium inventory has 
surged statewide. Of course high interest rates play a role, and likely also the 
current difficulty obtaining condo property insurance, which we will return 
to below. In any case, for Oahu and Maui, condo resales in the past twenty 
years were only lower than their current levels during crises: the aftermath 
of the Global Financial Crisis in 2009-2010 and in the spring of 2020 at the 
beginning of the COVID shutdowns. 

Insurance premiums for condominium buildings have been increasing across 
the US, as insurers react to large past losses from natural disasters and try to 
limit future liabilities. Hawaii may experience relatively acute effects because 
of the high number of condominium buildings here, potentially higher 
exposure to natural disasters, and a shallow local insurance market. The 
market recently saw a major provider exit altogether. Higher insurance rates 
could degrade affordability by forcing homeowner associations to raise fees. 
And failure to maintain 100% structure insurance can make it impossible for 
buyers to obtain a mortgage, which is already disrupting the condominium 
market. Developer concerns over the ability (or cost) of obtaining insurance 
could also cause new housing development plans to be delayed or abandoned 
altogether.

In response to sharply rising insurance premiums, the Governor issued an 
Emergency Proclamation that provides funding to two state agencies and 
enables them to provide condominium insurance directly. The move may 
help stabilize the insurance market, allowing buildings to obtain insurance 
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and potential buyers to qualify for mortgages. The agencies will face 
the same economic realities, which means they may still need to charge 
high rates for insurance, or they will end up offloading disaster risk from 
homeowners to the State. It is not clear when the agencies will begin issuing 
policies. The Hawaii Hurricane Relief Fund, one of the agencies empowered 
to issue policies, decided to delay action at a recent board meeting.  

Construction industry demand continues to be fueled by massive 
government infrastructure projects. The largest of these is a $8 billion 
NAVFAC commitment for harbor improvements in the Pacific. Roughly 40% 
of this spending will be directed to Pearl Harbor, with much of the remainder 
focused in Washington State. The NAVFAC contracts were announced in 
2021, but construction will span many years. The Navy also awarded a $1 
billion contract in 2022 for other state harbor upgrades and awarded a 
$2.8 billion contract in 2023 for upgrades to a Pearl Harbor dry dock. The 
largest non-military contract in recent years has been a $2.6 billion Hawaii 
County contract for road improvements. Cumulatively, government spending 
represents a huge source of economic activity in the state. But, as we have 
noted, high construction demand and a limited supply of workers—especially 
skilled laborers—may serve as a constraint on some projects. It will also 
contribute to high building costs across the state.
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Hawaii’s economic outlook continues to be a story of two economies: a Maui 
economy that will only gradually recover from its post-wildfire downturn, 
and the other counties as a group, whose visitor industries will continue to 
operate at a high level, and whose macroeconomic conditions will remain 
generally favorable. Statewide, growth is now expanding more slowly than 
in past decades, and that will continue to be the case because of limited 
population and labor force growth in coming years. Hawaii nonfarm payroll 
employment will expand by less than 1% for this year as a whole, in line 
with our May forecast. Real personal income will expand 1.4%. Growth will 
accelerate a bit next year before retreating to a more modest trend in the 
second half of the decade. 

A significant change from the time of our May forecast is an even more 
attenuated pace of Japanese visitor return. The recovery following the 
pandemic had tracked our forecasts well through the end of last year but has 
since flattened out. This reinforces our view that the number of Japanese 
visitors will remain well below pre-pandemic levels throughout the forecast 
horizon. 

Our outlook for Maui’s post-fire recovery has not changed significantly from 
our previous forecast. The return of visitors will take time, and housing 
and other barriers to work will mean a gradual return of jobs, as well. 
Construction has already picked up on Maui, and that sector will continue 
to provide support as rebuilding accelerates. As we noted above, the sharp 
decline in the county’s labor force—steeper than we had expected—may 
constrain employment recovery going forward. 

North American visitors continue to dominate the Hawaii tourism market, 
as they have since the pandemic. Visitors from the US represent more than 
three-quarters of all arrivals this year, far higher than their two-thirds 
market share in 2019. Even aside from the post-fire-related tourism slump 
on Maui, US visitor numbers for the rest of the state have softened this year, 
ranging from flat on Oahu to a more than 3% decline for Hawaii County. 
Statewide, the US market will see incremental growth next year, as a Maui 
visitor recovery edges forward. 
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Despite the disappointing Japanese market recovery path, the number of 
Japanese visitors will continue its gradual climb, providing lift for the tourism 
sector. After roughly 25% growth this year, 2025 will see growth slip below 
14%, and continue to slow thereafter. By 2027, the number of visitors from 
Japan will have climbed more than 430,000 from its 2023 level, but will still 
lag their pre-COVID numbers by more than a third. 

Visitors from other international markets will also be an important source 
of growth over the next several years, with arrivals growing at an average 
rate of just under 3% per year over the next three years. At the same time, 
we have noted the challenges that face many overseas economies, including 
a weak Canada, dangerously poor Chinese economic conditions, rising 
protectionism, and global security concerns. 

The beginning of dollar retreat, particularly but not solely against the yen, 
will help to raise foreign purchasing power here. A sharper yen appreciation 
is possible as US interest rates fall relative to those in Japan. This is a bit of 
a two-edged sword if it leads to a weaker domestic Japanese economy, but 
on net it would likely raise the number of Japanese residents traveling to 
the Islands above our current forecast. Still, because of population decline 
and an apparent shift toward other Asian and Oceanian destinations in the 
post-pandemic period, we do not expect Japanese arrivals to reclaim their 
previous peak. 

Statewide visitor arrivals will expand by 4% next year, following roughly 1% 
growth for 2024 as a whole. The average daily visitor census, which gives a 
more complete account of these visitors’ economic impact, will climb more 
than 3% next year, after this year’s roughly 2% contraction. (The visitor 
census has declined this year because of a falloff in the average length of stay, 
partly due to fewer longer-staying Maui visitors in the overall mix.) 

Across the counties, Oahu and the Big Island will benefit from the ongoing 
gradual return of Japanese visitors. After a relatively strong showing this 
year, growth of arrivals to Oahu will slow to just over 1% in 2025.  In contrast, 
total arrivals to the Big Island and Kauai will see growth in the 4-7% range 
next year, following a relatively weak 2024. Of course, the extent of US visitor 
recovery across the state will depend crucially on the continued resilience 
of the US economy. Visitor growth will taper off the following year in these 
three counties. 

Maui will continue to suffer from post-fire constraints to capacity and the 
reluctance of some would-be visitors to return. While a significant partial 
return of visitors had already occurred by late last year, in July 2024 the 
county had 60,000 fewer visitors than a year earlier, a deficit of 20%. As 
recovery continues, year-over-year visitor growth will surpass 12% in 2025, 
but this will still be insufficient to fully make up the deficit. The gradual 
anticipated recovery of the Maui visitor industry will result in an annualized 
arrivals shortfall of 182,000 in the first half of 2027, compared with the first 
half of last year. The average daily census for 2027 as a whole will be 2,600 
below the 2022 level. This projected recovery is conditional on the existing 
stock of short-term rentals. If the proposed ordinance to ban Minatoya List 
short-term rentals is adopted, we may well see a much lower Maui visitor 
industry path in future forecasts.
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The initial Maui visitor industry recovery has been constrained by the use of 
hotel rooms and short-term vacation rentals to house displaced residents 
as well as recovery and reconstruction workers. With almost all displaced 
residents moved to alternative housing, hoteliers now have many rooms 
to bring to market. But other factors will weigh on recovery, including 
highway congestion during rebuilding, potential resource bottlenecks, and 
the reluctance of some travelers to choose Maui as a travel destination until 
recovery is further along. 

Statewide real visitor spending rose in 2022 and early 2023 to levels last 
seen in the late nineteen-eighties, driven in part by the rapid rise in the cost 
of accommodation. Visitor outlays then receded in line with the softening 
average daily census, and of course they plummeted following the Maui 
wildfires. After a net decline this year, real visitor expenditures will stabilize 
in 2025. After that, real spending will be essentially flat through the end of 
the decade. This represents a slower pace of inflation-adjusted spending 
growth than the growth of visitors and is in line with average real spending 
growth in the three decades ending in 2019.

Looking further ahead, the composition of Hawaii tourism will be somewhat 
different than it was in the past. The pandemic and its aftermath shifted the 
visitor mix further toward the North American markets. While the Japanese 
visitor return will continue, we do not expect Japanese guests to garner as 
large a share of Hawaii tourism as they have in the past, primarily because of 
further population decline and an apparent shift toward other destinations. 
By the end of the decade, the Japanese market will account for less than 11% 
of all visitors to Hawaii, compared with 15% in 2019 and about 18% in 2010.

In late August, the US Bureau of Labor Statistics released a preliminary 
revision of job counts in the state through March. The downward adjustment 
of 1,000 jobs essentially matches UHERO’s internal estimates and suggests 
that the Hawaii labor market has grown less than a half percent during the 
twelve months ending in July. We now expect that statewide job growth will 
come in well below 1% this year, with further deceleration over the forecast 
period. 

This slowing trend reflects much more modest growth in the labor force than 
in past decades. The state’s labor force is now nearly 20,000 people below its 
level at the end of 2019 due to a combination of declining population and a 
slightly lower rate of labor force participation. The extent of this population 
and labor force downshift varies across counties, in part because of differing 
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The US economic recovery from the COVID-19 pandemic was one of the strongest among advanced economies, but 
Hawaii’s recovery lagged well behind the rest of the nation. Hawaii was hit harder than any other state. Then visitor 
restrictions, such as testing requirements and later vaccine exemptions, delayed the recovery of tourism in Hawaii 
compared with the recovery of other industries that play a larger role on the continent. But this slow recovery is likely 
to persist.

Pent-up travel demand in late 2020 through 2022—when visitors tried to make up for vacations they had been unable 
to take during the pandemic—enabled a record number of US tourists to come to Hawaii. However, because Hawaii 
usually sees more international visitors than other US destinations, this initial bounceback was still not enough for 
Hawaii’s overall economic recovery to catch up. But by mid 2023 the visitor census was at its pre-pandemic level and 
real tourism spending reached an all-time high. And still, jobs had not recovered. In 2024, Japanese tourists have still 
not returned to Hawaii in their former numbers, which particularly affects Oahu. And the wildfire disaster on Maui has 
again punctured tourism numbers.

So, Hawaii’s economic recovery continues to lag. Among the 50 states and Washington DC, only four have not 
regained their pre-pandemic levels of payroll jobs, and Hawaii is tied for last place with DC, where tightened federal 
spending and remote work has limited its recovery of jobs. GDP and income growth show similar trends, and a gap 
has now emerged in per capita terms, with Hawaii’s per-person GDP falling 5-10% behind the nation overall.

Hawaii’s weak post-COVID expansion a sign of things to come
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The tepid pace of Hawaii’s recovery is compounded by its declining population. Natural population growth—births 
minus deaths—has declined substantially in Hawaii over the past decade and now hovers close to zero in all counties 
except Honolulu. The combination of out-migration and a rapidly aging population means fewer people in the labor 
force. A more robust labor market recovery in Hawaii requires inward migration, the opposite of the recent trend.

This is not a short-term phenomenon. Hawaii’s job recovery in previous recessions was similarly lagging and reflects a 
long-run trend of slow growth. But notably, the lack of growth in personal income over at least the past decade and a 
decline in natural population growth recently make the job recovery this time slower than after previous recessions.

In the 1991 recession, Hawaii was hit harder than anywhere else in the nation, and three years later it was also in last 
place in its recovery of payroll jobs. Hawaii’s slow-growth 1990s can be attributed to several factors, including Japan’s 
lost decade, a post-Cold-War California slowdown, Hurricane Iniki, the end of plantation agriculture, and the Asian 
Financial Crisis. But the population never declined during this period. Hawaii had seen substantial economic growth 
in the 1970’s and 1980’s, experiencing per capita personal incomes that were about 16% higher than the US average 
during the 1991 recession. Higher incomes helped sustain inward migration and births still exceeded deaths by some 
margin.

In the 2001 recession that followed the dot-com bubble, Hawaii didn’t lose a significant number of payroll jobs but 
experienced a small, temporary, decline in its population. Incomes in Hawaii had fallen behind the US during the late 
1990’s leading to out-migration from 1995, though local birth rates sustained population growth until 1999, when the 
population declined for the first time in decades, even prior to the start of the recession.

In the 2008-2009 Great Recession, Hawaii was again one of the slowest to recover over the following 3-4 years. But per 
capita income growth had resumed by the early 2000s and was again ahead of the US by the time the Great Recession 
hit in 2008. Once again, higher incomes in Hawaii sustained the local population. 

The additional challenges in the recovery from the COVID-19 recession are that natural population growth has slowed 
to almost zero and a sustained income gap has emerged. Slower income growth in the decade since the Great 
Recession meant that average incomes in Hawaii fell behind the US by about 2012, slowing population growth. Net 
out-migration had already begun around 2015 and the population began to decline in 2019, before the pandemic hit. 
Natural population growth had declined enough that it was no longer sufficient to compensate for residents leaving. 
The income shortfall creates an incentive for Hawaii residents to seek higher incomes and job opportunities on the 
mainland, and it deters would-be migrants from relocating to Hawaii. So, a declining population and labor force even 
more severely limits the recovery of jobs compared with previous recessions.

The income gap makes it difficult for some residents to justify staying in Hawaii or for new hires to justify relocating 
here. And a lack of natural population growth means Hawaii needs to attract and retain its workforce to support a 
recovery of jobs. At its root, a lack of productivity growth limits the ability of employers to offer higher wages to attract 
jobs and workers back. Ultimately, the only way to address the job recovery is to find new sources of productivity 
growth to support wage growth and a relatively better standard of living.
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migration patterns. Oahu’s and Maui’s populations were declining even 
before the wildfires, and this has not been offset by gains on Kauai and the 
Big Island. 

Meager expansion of the labor force will constrain the state’s economy in the 
near term, and the sluggish trend in population growth will limit employment 
gains thereafter. (See the box, Hawaii’s weak post-COVID expansion a sign 
of things to come.) And the long-run decrease in population growth will 
be accompanied by an aging of the state’s population, which will impose 
additional costs in government services and shortages of skilled workers for 
Hawaii businesses. In the coming decades, all employers will need to become 
more efficient and more flexible in how they use labor, adapting to the needs 
of older workers to encourage their continued participation in the labor 
market.

Looking at sectors, nearly all Hawaii industries are experiencing smaller 
job gains this year than last. In part, this simply reflects a maturing of the 
post-pandemic recovery, but fallout from the Maui fires and somewhat softer 
macroeconomic conditions also play a role. Next year will see improvement 
in sectors linked to tourism, while some other industries will experience 
weaker job growth. 

Tourism-related industries are seeing significantly fewer job gains this year, 
and in some cases outright net losses. As we move into 2025, the direct 
negative employment effects of the Maui wildfires will be behind us. Job 
growth will turn positive, but it will still take several years to rebuild the 
jobs lost from the wildfires. Statewide, jobs in the accommodations and food 
services sector will expand by 1.3% after this year’s 0.7% growth. Trade jobs 
will turn from negative to positive, as will the transportation and utilities 
sector.  

Despite the pending Maui reconstruction buildup, construction job growth 
will slow a bit from this year’s nearly 5% pace. (We will have more to say 
about the construction outlook, below.) Federal, state, and local jobs will be 
flat after moderate payroll additions this year. Finance, insurance, and real 
estate and the small manufacturing industry will see moderate expansion. 

Over the next two years, we will begin to see the beginning of convergence 
to the slower trend growth path that we described above. Aggregate 
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nonfarm job growth will slow from 0.8% next year to a half-percent by 2028, 
and this slowing trend will be observed to varying degrees across most 
industries. Note in particular the flattening our of the public sector job 
base. This reflects in part the reduced need for some public services when 
the population is mostly constant, as well as the pressure we see on State 
finances because of the tax cut program. 

Looking at Maui County in particular, we have observed above that the 
island’s lost job base has seen only partial recovery so far. With the early 
rehiring period behind us, we expect job numbers to turn positive, rising by 
1.6% next year. Note that beginning with the upcoming fourth quarter, year-
over-year growth will appear to be substantially higher, because activity and 
the number of jobs will be compared to the suppressed levels that followed 
the August 2023 wildfires.

Population losses will also weigh on Maui’s recovery. We estimate that the 
county has already seen a loss of more than one thousand households, 
and it is unclear whether this will be a temporary or more permanent 
population loss. As rebuilding begins in earnest, construction activity will be 
an important source of jobs and income, but for many other sectors of the 
economy time to rebuild and construction-related disruptions will delay full 
recovery through the remainder of the decade. 

Maui’s annual unemployment rate will average 4% this year, receding slowly 
to 2.8% by 2029. This is a lower unemployment path than in our last forecast, 
reflecting both the unemployed workers who have left the labor force this 
spring and a more drawn out labor force recovery. At 2.8%, unemployment 
on the Valley Isle will still be much higher than the 1.9% recorded in January 
2020. To be sure, the unemployment rate is only one indicator of labor 
market performance in a county that has seen population and labor force 
losses. 

Over the past several years, a very large volume of government projects has 
entered the construction pipeline, on top of a relatively stable volume of 
private permits. As a result, total inflation-adjusted building authorizations 
have risen significantly above the pre-pandemic level and are on par with 
those seen before the mid-2000s Global Financial Crisis. The number of 
industry jobs has surged to a record high. Maui rebuilding and projects slated 
for construction across the state will push that total to 41,500 workers by 
late-2026, before this building cycle begins to wane. (Note that some of the 
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additional construction workers recorded in the Honolulu job counts are 
likely working on Maui.)

This building boom, coming at a time when the industry was already 
operating at a high level of activity, will impose significant strain on 
construction resources for the remainder of the decade. Increased demand 
for construction materials and skilled labor will drive up building costs; 
by 2027, they will be more than 20% higher than in 2022. And the pool of 
construction workers, already in short supply, will need to grow further. Maui 
alone is estimated to need an additional 2,000 construction workers just for 
the reconstruction of its 2,000 lost structures. Earlier this year, Governor 
Green signed a Project Labor Agreement designed to prioritize the local 
labor supply before recruiting workers from out of state. But certainly some 
of this need will have to be met by an influx of construction workers from the 
mainland, and this has likely already begun. Housing incoming construction 
workers will be a challenge, where shelter needs for laborers will compete 
with resident housing in an exceptionally tight market.

After a temporary lull, Honolulu inflation picked up to a 4.6% annualized 
pace in the first half of this year. The increase was driven almost entirely by 
a surge in shelter costs. The most recent data showed promising downward 
movements in some areas, but the feedthrough of rents into estimated 
shelter costs, which is occurring later here than in many mainland markets, 
will keep overall inflation above 4% through the beginning of next year, and 
inflation will not dip below 3% until late 2025. This is a significantly slower 
pace of disinflation than is occurring for the US as a whole. It is unusual 
for Honolulu prices to diverge to the upside while the Hawaii economy is 
underperforming the national economy so significantly. Inflation will settle at 
an annual pace of about 2.6% from 2026 onward, near its long-run average. 
Excess demand for goods and services associated with Maui rebuilding 
represent an upside risk.  

Prices of goods other than shelter have been relatively stable: a measure 
of inflation that excludes shelter rose at a 1.8% annualized rate for the 
twelve months ending in July. Consequently, while higher housing costs are 
reducing local purchasing power for renting households, the affordability of 
other goods and services has not deteriorated to the same extent. 

Pay raises in recent months have exceeded non-shelter price appreciation 
(although hourly earnings ticked down in July), so, despite persistent 
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inflation, there has been a rise in the overall real purchasing power of the 
average Hawaii resident. Inflation-adjusted real personal income growth will 
average 1.4% for this year as a whole, with a slightly stronger gain in 2025. As 
job growth begins to trend lower, real income growth will decelerate to just 
over 1% over the next five years. 

Real gross domestic product, our broadest measure of economic activity, 
is slowing sharply from 3.6% in 2023 to 1% this year. Growth will pick up to 
2.8% in 2025 as the drag from soft overall tourism numbers eases and Maui 
rebuilding kicks into higher gear. Longer term, real per capita GDP growth 
will slow towards a trend of about 1% by 2029.

If we look back a year, Hawaii has done somewhat better than many feared. 
The tragic Maui wildfires of last August of course dealt a heavy blow to the 
Valley Isle, and the recovery is proceeding slowly. But the state as a whole 
has weathered the economic disruption well, in part because some would-
be Maui visitors have chosen alternative Hawaii islands, but also because a 
booming construction industry has provided substantial growth support. 
Maui rebuilding and large scale public-sector projects mean that this support 
will continue.

Hawaii will benefit over the next few years as the Fed brings interest rates 
back in line with sustainable long-run levels. That will help restart the home 
resale market and reduce the high cost of financing credit card and other 
short-term household debt. It will also reduce capital costs for Hawaii 
businesses. But it is important to point out that—barring a recession—
interest rates will not return to the super-low levels we saw before and 
especially during the pandemic. For example, we expect rates on a thirty-
year fixed rate mortgage to settle at 5.6-5.8%, much higher than the 4% 
average over the 2015-2019 period. 

And the Fed’s transition to lower rates will be accompanied by significant 
macroeconomic risks. The Fed has waited long to begin reducing rates after 
pushing them to high levels in 2022-2023 in their battle against the post-
pandemic inflation surge. They may well have waited too long, given the 
weakening already evident in US labor markets and the pending slowdown 
in consumer spending. Lower interest rates will help to support growth, but 
that takes time, so there is a risk that slowing already in the pipeline—and 
related financial fallout— might tip the economy into a recession. That would 
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be bad news for a Hawaii economy that is heavily reliant on tourism revenue 
and that needs companies to be able to undertake investment and expansion 
plans. 

These are the short-term risks. But they occur against a longer-term 
backdrop that looks anything but promising for Hawaii. As we have discussed 
in this report, Hawaii has seen dismal growth in per capita income in recent 
years, and that has hampered our ability to attract in-migration of new 
families or to provide opportunities that would prevent out-migration of 
Hawaii residents. Hawaii’s underperformance since the pandemic recovery 
has as much or more to do with these longer-term constraints as it does with 
the lagging recovery of employment in some battered industries. 

Because of Hawaii’s high living costs, this is not a wholly new story, 
but, increasingly, unfavorable demographics will make it even harder to 
overcome. As our society ages and young peoples’ preferences have changed, 
the “natural” growth of our population from births being higher than 
deaths is ending. We will need net in-migration if we are to see significant 
future labor force growth. And despite our well-founded concerns about 
accommodating growth, a stagnant economy would make it very difficult 
to address our need for essential public services, to deal with looming 
challenges such as climate change, and to raise or maintain a satisfactory 
local standard of living.  
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Kūlia i Ka Nu’u (literally “Strive for the summit”) is the value of achievement, those who pursue personal 
excellence. This was the motto of Hawaii’s Queen Kapiolani. Supporters help UHERO to continually reach for 
excellence as the premier organization dedicated to rigorous, independent economic and policy research on 
issues that are both central to Hawai‘i and globally relevant. 

Over its more than twenty year history, UHERO research has informed decision making on some of the most 
important issues facing our community, including the ever-changing economic outlook, challenges to our 
environment, and policies affecting water, housing, energy, and many other areas.

Contributions from generous supporters like you make it possible for UHERO to fulfill this mission. Your financial 
commitment also allows us to distribute UHERO forecast reports to all Hawaii stakeholders.

UHERO THANKS THE FOLLOWING 
SUPPORTERS:

KUAHIWI - A HIGH HILL, MOUNTAIN
Alexander & Baldwin

Better Homes and Gardens Real Estate Advantage Realty
Castle & Cooke Hawaii
Chamber of Commerce

KA WĒKIU - THE TOPMOST SUMMIT
Bank of Hawaii

DGM Group
First Hawaiian Bank

Hawaii Business Roundtable
Hawaii Community Foundation

HMSA
Kamehameha Schools

Queen’s Health Systems

ADDITIONAL SUPPORTERS
Architects Hawaii, Ltd.

Charles Wathen Company (Pier Investments)
Chartwell Financial Advisory

Finance Factors
Hau’oli Mau Loa Foundation

The Hawaii Laborers & Employers Cooperation
and Education Trust Fund
Hawaii Tourism Authority

HC&D, LLC
The Natural Energy Laboratory of Hawaii Authority

Pacific Cost Engineering
The Pacific Resource Partnership

Trinity Investments

KILOHANA - A LOOKOUT, HIGH POINT
American Savings Bank 

Benjamin Godsey
Castle Foundation

Central Pacific Bank
D.R. Horton

First Insurance Company of Hawaii, Ltd.
Hawaii Pacific Health

Hawaiian Airlines
Hawaiian Electric Industries 

Matson
Tradewind Group

Halekulani Corporation
Hawaii Gas

Hawaii Hotel Alliance 
Hawaii State AFL-CIO

Hawaiian Dredging Construction Company
HGEA

Honolulu Board of Realtors
Honolulu Board of Water Supply

The Howard Hughes Corporation
HPM Building Supply

Kaiser Permanente Hawaii
Kyo-ya Hotels & Resots, LP 
Nordic PCL Construction

Servco Pacific, Inc. 
Stanford Carr Development


