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S&P500: - 20%, Oct 2007 to Sep 2008 “Bear Market”
S&P500: - 40%, mid-Sep (“Pre-Lehman”) to Thanksgiving
Flight to quality from risky asset classes to liquid assets
Simultaneous investor and consumer capitulation

“Increased liquidity preference” induces massive monetary
policy response to avoid 1930s-style contraction

Job loss through January-August 2008: S = 500,000
Job loss September-December 2008: 500,000 per month

The wheels came off in September 2008

No mo da kine
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Aug. 7, 2007 discount rate cut to
.84 Sep. 12, 2008 “Pre-Lehman”

70 percent
annualized
volatility!

Source: Threshold ARCH(1,1) conditional daily S&P 500 closing value calculations by author through January 21 4
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First quarter of calendar 2008: no worse than 2007
Early post-Aloha/ATA forecast thought “too negative”
Post-2008Q3: cascade downward in expectations
COR forecasts Jul® Oct 2008; January 2009

July: close views around “normal” central tendency
October: greater dispersion among members’ forecasts

January: “tighter” consensus, but negative skew
Increased forecast dispersion, rapid downward revisions

higher than normal uncertainty
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Raw data published not seasonally-adjusted (beware!)
Year-over-year growth can mislead (last year “normal?”)
Appropriately transformed data highlights trends, shocks
Also necessary: deflation of nominal data!

Basic economic principles
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Adverse wealth, income effects reduced travel demand
Lift reductions, cruise ship withdrawals reduced supply
Petroleum price declines reverse earlier adverse effects
Forecast: some positive “substitution” offset

Prices matter, material to recovery (personal view)

This time: deeper for longer (shared by colleagues)
Room rates causally affect occupancy with long lags

Here’s a news flash (I'll show you the economics):
Hawaii visitor arrivals already may have
stabilized (found low point) in U.S. recession
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Lag is about 5 quarters

/ Response of the first-difference in seasonally-adjusted

" monthly hotel occupancy to a one standard deviation
change in the natural logarithm of real average daily
hotel room rates (in constant, 2007 dollars) from a
vector autoregression model of the two, 1978-2008
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Response of the first difference of seasonally-adjusted
monthly hotel occupancy to a one standard deviation
change in the natural logarithm of real average daily
hotel room rates (in constant, 2007 dollars) from a
vector error-correction model of the two, 1978-2009
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Supply shocks (shifts in the supply curve):
Commodity price bubble (oil)—first raising air fares, then lowering
Aloha Airlines, ATA shutdowns
Generalized lift capacity reductions
Cruise ship withdrawals

Demand shocks (shifts in the demand curve):
Adverse wealth effects of falling house and stock prices
Reduction in “expected income” from rising probability of unemployment
Credit crunchy-contraction in consumer lending
Reversal of earlier “tax increase” induced by petroleum prices
Increased purchasing power from “quantitative easing” and refinancing
As yet to be manifested aspects of incipient fiscal policy stimuli

Reductions in destination cost via cross-elasticity of demand (e.g. hotel
room rates and other price complements)
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Historical lag between home prices in California and “impulse
responses” in Hawaii implies arbitrage: “sell HI, buy CA”
Current recession: greater synchronicity (appendix)

Another lag: lower room rates take a year to boost utilization
Hysteresis (see Wikipedia): behavior can be sticky

2008Q2 lift reduction was “supply” shock consistent with
higher fares, high oil prices

2008Q3-0Q4 tourism stagnation was “demand” shock
consistent with generalized consumption decline and lower
fares, low oll prices

2009—year of tourism’s “discontent;” recovery in second half
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Customary lag between Hawaii and California home prices
may have shortened: 1990s are not a good benchmark

Historical lags may be shorter—Hawaii more “in synch”

Greater synchronicity evident in other indicators, 2 examples:

Residential investment (production) was out-of-phase in the last real
estate cycle—Japan Bubble and S&L crisis—to in-phase during the
more recent Sub-prime Bubble [sic]

Unemployment rate movements between Hawaii and U.S. more highly
correlated since 2002; 1990s departure of trajectories uniquely reflects
the impact of post-Cold War military downsizing in Hawaii, Asian Crisis

In a world with Internet, why would Hawaii be lagging?
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Vector-autoregression
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