Economic Outlook and Forecast

Background

The Consensus Economic Forecasting Commission was originally established by Executive Order on
May 25, 1992, in order to provide the Governor, the Legislature and the Revenue Forecasting
Committee with analyses, findings and recommendations for state economic assumptions to be used
in developing state revenue forecasts. Creation of the commission was in response to a
recommendation of the Special Commission on Government Restructuring in 1991 to establish an
independent, consensus process for state economic and revenue forecasting. Public Law 1995,
chapter 368 enacted in statute the Consensus Economic Forecasting Commission, maintaining both
the structure and intent of the original Executive Order.

The commission consists of five members having professional credentials and demonstrated
expertise in economic forecasting. Members of the commission are appointed as follows: two
members appointed by the Governor; one member recommended for appointment to the Governor by
the President of the Senate; one member recommended for appointment to the Governor by the
Speaker of the House of Representatives; and one member appointed by the other members of the
commission. One member of the commission must be selected by a majority vote of the other
commission members to serve as the chair of the commission.

The commission is required to develop two year and four year economic forecasts for the State of
Maine. In performing this duty, the commission is required by statute to meet twice each fiscal year.
No later than April 1st and November 1st of each odd-numbered year and no later than February 1st
and November 1st of each even-numbered year the commission shall submit to the Governor, the
Legislative Council, the Revenue Forecasting Committee and the joint standing committee of the
Legislature having jurisdiction over appropriations and financial affairs a report that presents the
commission's findings and recommendations for adjustments to the economic assumptions for the
current fiscal biennium. In each report the commission shall fully describe the methodology
employed in reaching its recommendations. The Revenue Forecasting Committee is required to use
the economic assumptions and forecast of the commission in developing its four-year revenue
projections.






Findings

The Maine Consensus Economic Forecasting Commission (CEFC) convened on October 25, 2012, and
followed up briefly on October 29, 2012, to review and revise the February 2012 forecast.

National and state economic indicators suggest little improvement in economic conditions since the CEFC met
in February 2012. Maine’s coincident economic activity index was unchanged in the three months ending in
August and remains below pre-recession levels. About half the states saw growth over the three months ending
in August. Nationwide, consumer sentiment and small business optimism are up over year-ago levels. Personal
income in Maine grew 3.0% year-over-year in the first half of 2012, while wage and salary income grew 1.3%
over the same period. The Consumer Price Index was 2.0% higher in September 2012 than it was in September
2011.

The price of crude oil (West Texas Intermediate) remained fairly steady in the third quarter of 2012 around $92
per barrel. Home sales in Maine increased in six of the seven months since January 2012. Month-over-month,
housing permits in Maine grew 33% in August. The median home price in the Portland Metropolitan Statistical
Area (York, Cumberland, and Sagadahoc Counties) increased 3.1% year-over-year in the second quarter of
2012. Mortgage delinquency rates remain well above pre-recession levels but below peak crisis levels. The
foreclosure rate in Maine increased in the second quarter of 2012 and remains well above pre-recession levels.

Uncertainty stemming from the “fiscal cliff” has continued to restrain economic growth in recent months. The
“fiscal cliff” is a major fiscal tightening that includes the expiry of the Bush tax cuts, the payroll tax cut,
emergency unemployment insurance benefits, and depreciation incentives as well as the sequester spending
cuts, for a cliff estimated to be worth 3.0% of GDP nationally. The CEFC assumes that there will be a
constructive solution reached by the new Congress and president preventing any extensive deterioration of
economic conditions. Given the severe impact to the economy if a solution is not successfully reached, the
CEFC will reevaluate their forecast in the first quarter of calendar year 2013 in response to actual policy
decisions at the federal level.

Wage and salary employment growth was revised upwards slightly for 2012 and slightly downwards for 2013-
2015 to reflect more robust current-year employment growth and longer-term structural workforce challenges,
respectively. Personal income growth was revised upwards for 2012 in part to reflect the stronger employment
growth and in 2013 to reflect increased dividends, interest and rent income, while 2014 and 2015 were revised
downwards. Inflation, as measured by the Consumer Price Index (CPI), was revised upwards for 2012 and
downwards for 2013-2015.

The table below provides the forecast’s major indicators. A more detailed list of economic assumptions, which
are incorporated into the revenue forecasting models used by the Revenue Forecasting Committee, are on the
following page.

Calendar Years 2011 2012 2013 2014 2015 2016 2017
Wage & Salary Employment (Annual Percentage Change)

CEFC Forecast 02/2012 0.1 0.1 08 13 14

CEFC Forecast 11/2012 0.0 0.3 07 10 10 1.0 0.8
Personal Income (Annual Percentage Change)

CEFC Forecast 02/2012 3.8 3.0 30 47 438

CEFC Forecast 11/2012 4.6 3.5 32 41 39 42 38
CPI (Annual Percentage Change)

CEFC Forecast 02/2012 3.1 1.3 19 23 21

CEFC Forecast 11/2012 3.1 2.0 13 18 17 19 19




Maine Consensus Economic Forecasting Commission

November 2012 Forecast

CPI-U* (Annual Change)

CPI for Energy Prices** (Annual Change)
Average Price of a New Vehicle** (Annual Change)
New Vehicle Registrations** (Annual Change)

Personal Savings Rate**

Maine Unemployment Rate**
3-Month Treasury Bill Rate**
10-Year Treasury Note Rate**

Before-Tax Corporate Profits* (Annual Change)

Maine Wage & Salary Employment* (thousands)

Natural Resources
Construction

Manufacturing
Trade/Trans./Public Utils.
Information

Financial Activities

Prof. & Business Services
Education & Health Services
Leisure & Hospitality Services
Other Services

Government

Agricultural Employment

Maine Wage & Salary Employment* (Annual Change)

Natural Resources
Construction

Manufacturing
Trade/Trans./Public Utils.
Information

Financial Activities

Prof. & Business Services
Education & Health Services
Leisure & Hospitality Services
Other Services

Government

Agricultural Employment

Personal Income* ($ million)
Wage & Salary Disbursements*
Supplements to Wages & Salaries*
Non-Farm Proprietors' Income*
Farm Proprietors' Income
Dividends, Interest, & Rent*

Dividends

Interest

Rent
Transfer Payments*
Less: Contributions to Social Ins.
Residence Adjustment

Personal Income* (Annual Change)
Wage & Salary Disbursements*
Supplements to Wages & Salaries*
Non-Farm Proprietors' Income*
Farm Proprietors’ Income
Dividends, Interest, & Rent*
Dividends
Interest
Rent
Transfer Payments*
Less: Contributions to Social Ins.
Residence Adjustment
*CEFC Forecast

**From Global Insight - October 2012
Remaining lines derived from CEFC forecast by CEFC staff and review ed by CEFC

History | Forecast

2011 2012 2013 2014 2015 2016 2017
3.1% 2.0% 1.3% 1.8% 1.7% 1.9% 1.9%
15.2% 0.3% -5.1% 1.1% -0.9% 2.0% 2.2%
3.3% 0.8% 0.3% 2.0% 2.9% 2.2% 2.5%
2.8% 11.9% 2.9% 3.5% 2.0% 2.3% 1.2%
4.3% 3.8% 3.7% 4.1% 4.5% 4.8% 4.8%
7.6% 7.4% 7.2% 6.8% 6.3% 5.8% 5.6%
0.05% 0.09% 0.12% 0.12% 0.73% 2.66% 3.72%
2.79% 1.80% 2.05% 2.74% 3.47% 4.32% 4.86%
2.1% 14.4% 8.1% -1.2% -3.2% -4.7% -4.4%
593.0 594.8 599.0 604.9 610.9 617.0 621.8
2.6 2.6 2.6 2.7 2.7 2.7 2.7
24.8 25.2 25.5 26.1 26.9 27.8 28.1
50.4 50.2 49.5 49.5 49.2 48.9 48.6
117.5 1175 118.3 119.1 120.1 121.3 1225
8.2 7.8 7.8 7.9 8.0 8.0 8.1
31.6 315 31.8 32.0 32.2 32.3 324
56.9 57.8 58.8 60.4 62.2 63.6 64.6
120.2 121.8 123.4 125.0 126.9 128.9 130.8
59.5 60.0 61.0 61.8 62.4 63.0 63.6
20.1 19.5 19.8 19.9 19.9 19.9 19.9
101.3 100.9 100.6 100.6 100.6 100.6 100.6
14.0 14.0 14.0 14.0 14.0 14.0 14.0
0.0% 0.3% 0.7% 1.0% 1.0% 1.0% 0.8%
-0.7% 0.7% 0.4% 3.1% 0.7% 0.5% -1.2%
1.5% 1.8% 1.2% 2.3% 3.0% 3.5% 1.2%
-1.0% -0.3% -1.3% -0.1% -0.6% -0.6% -0.7%
0.5% 0.0% 0.6% 0.7% 0.9% 1.0% 1.0%
-9.9% -5.3% 0.0% 0.8% 1.7% 0.6% 0.3%
1.2% -0.4% 0.7% 0.7% 0.7% 0.4% 0.4%
2.2% 1.6% 1.7% 2.8% 2.9% 2.3% 1.6%
1.0% 1.4% 1.3% 1.3% 1.5% 1.6% 1.5%
-0.7% 0.8% 1.6% 1.4% 1.0% 1.0% 0.8%
1.6% -2.9% 1.5% 0.5% 0.1% 0.1% 0.1%
-2.0% -0.4% -0.3% 0.0% 0.0% 0.0% 0.0%
-16.2% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

2011 2012 2013 2014 2015 2016 2017
50,869 52,647 54,314 56,552 58,763 61,212 63,531
23,954 24,576 25,340 26,247 27,166 28,144 29,181
6,201 6,285 6,504 6,793 7,120 7,475 7,820
3,913 4,112 4,276 4,534 4,806 5,006 5,170
108 154 132 110 94 88 89
7,646 7,993 8,378 8,741 9,198 9,722 10,216
2,469 2,669 2,878 2,982 3,078 3,093 2,970
3,682 3,637 3,653 3,845 4,244 4,830 5,493
1,495 1,686 1,847 1,914 1,876 1,799 1,753
11,701 12,223 12,590 13,246 13,873 14,571 15,177
3,572 3,638 3,870 4,113 4,517 4,847 5,206
917 941 964 993 1,023 1,054 1,085
4.6% 3.5% 3.2% 4.1% 3.9% 4.2% 3.8%
2.2% 2.6% 3.1% 3.6% 3.5% 3.6% 3.7%
2.4% 1.4% 3.5% 4.5% 4.8% 5.0% 4.6%
2.7% 5.1% 4.0% 6.0% 6.0% 4.2% 3.3%
0.2% 42.4% -14.2% -16.8% -14.4% -6.4% 0.4%
7.6% 4.5% 4.8% 4.3% 5.2% 5.7% 5.1%
27.3% 8.1% 7.8% 3.6% 3.2% 0.5% -4.0%
-0.8% -1.2% 0.4% 5.2% 10.4% 13.8% 13.7%
2.7% 12.8% 9.5% 3.6% -1.9% -4.1% -2.5%
5.3% 4.5% 3.0% 5.2% 4.7% 5.0% 4.2%
-8.0% 1.9% 6.4% 6.3% 9.8% 7.3% 7.4%
7.1% 2.6% 2.4% 3.0% 3.1% 2.9% 2.9%
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