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This Review and Outlook for the Maine economy was prepared by the Economics Staff of the State 
Planning Office to inform Maine citizens of recent trends in Maine's economy, provide a forecast of what 
may be expected over the next 2 years, and highlight some long term trends that will reshape Maine in 
the coming decade. 

Among"the observations made in this report are some key facts about the Maine economy: 

• 1987 was a very good year for Maine, with significant employment growth and historic lows in 
unemployment rates. Growth was not confined to anyone part of the state, but occurred in all counties. 

• In 1988 economic growth in Maine will continue, and will be faster than the nation, but it will not be 
as rapid as in the past two years as national trends slow down somewhat and Maine's already tight labor 
markets make it difficult to squeeze out much more job growth. 1989, however, will likely see a return 
to faster growth rates. 

• Maine's economy is continuing its transformation away from manufacturing and towards various types 
of trade and service industries, at least in terms of employment. Maine's economic success will create 
new challenges in increasing productivity and speeding growth in the labor force in order to remain com­
petitive. 

We hope you find the information useful, and invite your comments on the report. 

Richard H. Silkman 
Director 
S tate Planning Office 



1987 was a very good year for the Maine economy. For the 
eighth consecutive year, economic growth outperformed that 
of the nation, as measured by the Economic Growth Index.'" 
Maine's overall economic growth from the third quarter of 
1986 through the third quarter of 1987 was 5.2%, compared 
with national growth of2%. The last year in which national 
growth exceeded Maine's was 1979. 

Maine's superior economic performance during the past 
year, and in fact during the whole decade of the 1980's, can 
be seen in every important economic indicator. It can also be 
seen in virtually all parts of the state. While differences in 
growth continue to exist, in 1987 these differences clearly 
diminished as Maine's entire economy grew at a fast clip. 

During the past year, the record of job creation in Maine has 
been outstanding. From third quarter 1986 through third 
quarter 1987, over 36,000 new jobs were created in the Maine 
economy. a gain of 6.6%, compared to 2.7% in the United 
States as a whole. 

By late 1987, all of Maine's counties were creating new jobs 
faster than the nation. The slowest growing of Maine's 
counties through third quarter 1987, Piscatquis County, had 
a 3% growth rate. The fastest growing counties in terms of 
employment growth were in the midcoast region: Knox 
Coun ty (15.1 % ) and Lincoln County (13.2 %), indicating that 
growth is begining to expand into areas outside of southern 
Maine and the 1-95 corridor. 

Payroll employment through October increased by 18,500. 
This was something of a mixed figure, however. While 
110nmanufacturing payroll jobs increased 19,400, manufac­
turing jobs declined by 900. Retail trade and services were 
the fas test growing industries overall, adding 7,600 and 5,900 
jobs respectively. Together these two sectors accounted for 
three quarters of all the new jobs. 

Rapid employment growth, combined with slow labor force 
growth in Maine has pushed the unemployment rate to post 
war lows. The seasonally adjusted unemployment rate in 
October was 3.5%, compared to a national rate of 6%. 
Maine's unemployment rate has been cut in half in less than 
four years, and has now been below the national rate for 
nearly seven years. 

All regions have seen considerable improvement over the 
past few years. As of October, all of Maine's counties had 
jobless rates below the national average, except for Washing­
ton County. In September, all sixteen counties were below 
the national rate. 

Personal incomes have grown rapidly during the past year. 
Between second quarter 1986 and second quarter 1987 (the 
latest for which figures are available) per capita personal 
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income rose by 7.2%, compared to 5.2% nationally. Among 
the fifty states, Maine's ranking in per capital income im­
proved steadily from 44th in 1979 to 36th in 1986. Given the 
growth during the first half of 1987, it is likely that Maine's 
ranking will improve even further once final figures are in. 

What is interesting about the most recent trends in per capita 
income growth is that the Maine economy itself is now the 
driving force in income growth, rather than sources outside 
the state. Between 1984 and mid-1987, the fastest growing 
source of personal income was wages and salaries. In fact, 
wage and salary growth accounted for two-thirds of personal 
income growth during the 1986-87' period. This has not 
always been the case. In the 1970's and early 1980's 
unearned income (transfer payments and dividends, interest, 
and rent) grew faster than wages and salaries. 

Increasing personal income, combined with continued 
strength in Maine's tourism industry, pushed retail sales up 
nearly 14% during the first nine months of 1987 (compared 
to the same period in 1986). Nationally, the rate of retail sales 
growth was only 4.3 %. The largest increase in retail sales was 
in building supply stores (20.7%), with food stores second 
fastest (17.9%). 

The fact that building supply stores had the largest increase 
in retail sales should come as no surprise; construction has 
been booming in the state for several years. 1987 did mark 
a slight downturn (4%) from the previous year in housing 
construction (as measured by permits issued) in both Maine 
and the United States, although Maine's drop was only one 
third tha t of the country. The level of construc tionremains at 
a high level, however, especially com pared to the levels of the 
early 1980's. 

As the outlook sections following indicate, growth is not 
going to be sustained at 1987's rates. But 1987 will end with 
the Maine economy pushing at limits of employment and 
growth in a manner that the state has not seen in the lifetimes 
of most of its citizens. 

... The Economic Growth Index is a composite figure of resident 
employment, real consumer retail sales, production hours in manu­
facturing, and employment in services. All data area seasonally 
adjusted. 
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Index of Retail Sales 
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Every county also lowered its unemployment rate, with the Western Maine counties of Franklin, Oxford and Androscoggin showing 
the bi est dro and Cumberland and Aroostook showin the smallest. 
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The 10Most Significant Economic Events 
in Maine in 1987 
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The U.S. economy will be running neither a marathon nor a 
sprint over the next two years, but it will still be moving 
forward. Not spectacular, but not bad at all for the sixth and 
seventh years of an expansionary period. 

Output (real gross national product) growth will slow in early 
1988 and pick up laterin the year. Overall growth is forecast 
to be 1.7%, down from about 3% in 1987. 1989 should look 
a lot like 1987 with about a 3% growth rate. This will keep 
national unemployment around 6% for the next two years, 
essentially unchanged from 1987. These estimates by Data 
Resources are on the low side of most forecasts of 1988 GNP, 
so they should be viewed as somewhat conservative. 

Consumers and the federal budget deficit continue to be the 
workhorses of the economy. Consumers will be working at 
a slower rate, but the budget deficit will keep up or even 
quicken its pace. DRI is forecasting that consumption will go 
up 1.3% while real disposable (after tax) personal incomes 
rise 1.9%. This implies that people are fmally going to start 
saving part of their income. 

Consumers have been spending more than income (i.e.,going 
into debt) for the past several years, and this is forecast to 
change. The stock market crash is seen as a major reason for 
slowing growth in consumer spending. Households lost 
about 7% of their net worth in the stock market turmoil at the 
end of the year, and net worth has historically been a very 
good predictor of spending. 

However, a decrease in spending and an increase in saving is 
by no means a sure bet, even with the stock market crash. 
Economic models have been predicting a halt to continued 
growth in consumer indebtedness for some time, but the 
comsumers have not been paying any attention to the econo­
mists. Consumer spending growth could thus easily equal or 
exceed the 1.9% growth in personal income, raising overall 
growth in GNP to 2% or more. Watch for January reports on 
Christmas spending and December personal income; if there 
is going to be real change in consumer behavior, it will 
probably begin to show up there. 

The Federal deficit is likely to grow somewhat despite the 
recently concluded "budget summit". The reason is simple: 
slower economic growth means a decline in revenues. A real 
decline in the budget deficit will probably have to wait for 
1989 when the full reductions of the recent budget decisions 
go into effect and economic growth speeds up again. 

Other sectors of GNP, including exports and investment, will 
do little to spur things along. Exports will grow, perhaps 
dramatically, but imports will continue at high levels and the 
trade deficit will remain enormous. Housing starts are 
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forecast to fall in 1988 as high prices in growing areas such 
as New England, and troubled economies in other parts of the 
country, keep real estate markets soft. 

The Federal Reserve will be under intense cross pressures on 
interest rate policies. On the one hand, the Fed will want to 
avoid another disaster in the financial markets like Black 
Monday, which was preceeded by rising interest rates. This 
will put downward pressure on rates. Putting pressure in the 
upward direction will be the fear of inflation and the de­
clinding dollar. Foreign investors who now hold 1.3 trillion 
dollars in U.S. investments, much of it U.S. government and 
other bonds, will look for higher rates to offset the declining 
value of their assets. The balance of these pressures will 
probably produce stable rates, at least through most of 1988. 

There are inflationary forces out there, most notably the 
increaSe in import prices as the dollar continues its long 
descent from the heights of 1985. But the forecasts do not 
show any dramatic increases in inflation. From a rate just 
under 4% this year, consumer prices should rise by just over 
4% next year. 

The major reasons that inflation should remain in what is 
today considered a reasonable range is that nationally, wages 
will not increase faster than the consumer price index. 
Weaker demand and vigorous foreign competition in many 
sectors (such as autos) will keep wage growth from exceed­
ing inflation. Oil prices will, as always, be a wild card, but 
barring a major flare up of the Persian Gulf War, oil should 
not be a major cause of renewed inflation 

The next two years will be good for exporters and for import­
sensitive industries. The dollar will continue to fall relative 
to other currencies, though at a much slower pace. Exports 
will grow at nearly a 10% rate in 1987, and 8-9% in 1988-89, 
while imports will decline in 1988 and remain at that level in 
1989. 

These trends will make a dent in the country's merchandise 
trade balance, but the trade deficit will remain over $130 
million per year through 1989. 
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Inflation and Personal Income 
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Federal Government and International Trade Deficits 
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The big question for Maine is: can we stay on the roll that we 
have been on? The answer is yes, but, like the nation, we will 
not be rolling as fast in 1988, albeit for somewhat different 
reasons. 

Overall economic growth (as measured by the S tate Planning 
Office Economic Growth Index) is forecast to grow at 2.9% 
in 1988. This is a slowdown from 1987's estimated rate of 
5.3%, but it will keep alive Maine's five year old streak of 
consecutive quarters with faster-than-the-nation growth. 

Employment growth will continue, witfi about 5000 more 
jobs at the end of 1988 than at the end of 1987. This, too, 
represents a slow down in growth rates- a projected rate for 
1988 of 1.1 %, compared to 4.1 % in 1986 and 3.5% in 1987. 

This slower growth in Maine reflects in part the effects of a 
slowing national forecast, but, particularly in employment, it 
reflects the extraordinary strength of the Maine economy 
today. The state is at virtually full employment right now, 
with an annual average unemployment rate (seasonally ad­
justed) of 4.5%. 

This does not imply that all parts of the state will be at full 
employment, since these are statewide averages. But it does 
indicate that there is little in the way of idle capacity in the 
state, and that this will continue over the next year. 

In such a tight labor market the key to growth in employment 
is growth in the labor force- the number of people working or 
looking for work. The labor force is expected to expand at a 
rate of nearly 2.5%, or about 13,000 people in 1988. The 
growth will come primarily in response to higher wage and 
benefit packages being offered, such as the fast food restau­
rants in southern Maine now offering day care to attact new 
workers. 

Housing starts, another key indicator of growth, should stay 
at about the same level as 1987. This will occur despite a 
decline of about 8% in the housing starts figure nationwide, 
indicating that Maine's real estate development and growth 
pressures will not slacken in the next two years. 

During the past decade, virtually all the growth in Maine's 
employment has come in nonmanufacturing. Manufacturing 
jobs have been reduced in both absolute and relative propor­
tions, and the current forecast is for this trend to continue. 
Manufacturing employment is projected to decline overall 
1.7% or about 900 jobs. A projected increase of about 200 
jobs in durable goods will be offset by a decline in nondurable 
goods employment of about 5 % or 1100 jobs. 

Forecasts of changes in manufacturing employment have 
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become especially tricky in the last few years because sudden 
events can overwhelm the long term trends that economic 
models use to forecast changes. Strikes, such as those at 
Boise Cascade and International Paper, and plant closings, 
such as Health Tex, are good examples. These events pull 
the forecasts down somewhat, so these forecast declines may 
be a little pessimistic. A major expansion or new plant 
opening could tum things around, although stability in 
manufacturing employment is probably the best we can hope 
forin 1988-89. 

In nonmanufacturing, the Finance, Insurance, and Real Es­
tate sector is projected to be the fastest growing with nearly 
600 new jobs, nearly an 8% rate. The layoffs announced by 
UNUM may dampen this figure somewhat, but this should 
remain one of the Maine economy's real growth stars. 
Growth in trade and services should also be rapid, at over 6%, 
but how much of this forecast is accurate will depend greatly 
on how successful companies are in attracting new entrants 
into the labor force. 

One bright spot that is likely to get brighter is personal 
income, which should continue to grow at 8% or better, com­
pared with about 5 % nationwide. Maine is rapidly closing the 
gap in personal incomes that has historically separated us 
from the rest of New England and the nation. 

All the forecasts for 1988 are emphasizing great uncertainty 
about the economy. The stock market crash, October's new 
record trade deficit in the face of a plummeting dollar, and the 
continued uncertainties surrounding monetary and fiscal 
policy in Washington make all forecasters uneasy about the 
future. The sheer length of time of the current expansion 
makes everyone wonder when the next downturn will come. 

If the national economy were to slip into recession during the 
next two years, what would be the effect on Maine? Fortu­
nately, all indicators are that Maine would weather a national 
recession in good shape. In fact, all of New England would 
continue in relatively good condition. Maine could lose 
around 7000 jobs in a one-year long recession, bu t this would 
be only slightly more than the number of jobs we would add 
during the same period. Thus Maine should survive any 
recession of moderate duration and intensity at approxi­
mately the same levels of employment as 1987. Growth 
would stop, but there should be no serious decline in the 
state's economy. 

While the models are not showing a recession in 1988 or 
1989, the fragile balancing act on which the economy rests, 
and which was exposed vividly on "Black Monday", means 
a certain amount of caution is in order and that Maine cannot 
rest on its laurels. 
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Long: Term Outlook aDd Issues : .. ~ 

Long-term economic prospects for Maine appear generally 
positive, but the state's recent strong economic performance 
presents a new set of challenges. Historically, Maine has 
focused its attention on catching up with the rest of the 
country. Mter eight years of growth faster than the U.S., 
Maine must now find ways of holding on to what we have 
gained, spreading the economic growth more evenly, and 
building a basis for sustainable prosperity. Maine will have 
to meet these challenges while confronting some fundamen­
tal shifts in the state's economic structure, shifts which have 
been underway in Maine and the U.S. for some time, and 
which will likely accelerate in the coming decade. 

Maine's manufacturing industries have weathered several 
years of strong foreign competition, intensified by unfavor­
able dollar exchange rates. These industries are, for the most 
part, emerging from this period as more efficient, but smaller 
competitors. Manufacturing employment will decline 
somwhat at about 0.4 % annually, to 1996 although real 
output will continue to grow. 

Maine's mature manufacturing sector (primarily non­
durables) will continue to respond to slackening demand and 
low-cost competition by shifting to less labor-intensive tech­
nologies. In doing so, many of these industries will produce 
more product with fewer workers. Through enhanced pro­
ductivity some industries will regain some of the market 
share lost over the six years of high dollar exchange rates, 
thereby supporting relatively stable employment levels. In 
other cases, principally in the footwear, food processing, 
apparel and textile industries, firms will scale down both 
employment and output to serve special market niches, or 
close down altogether. 

Exceptions to generally sluggish job growth in manufactur­
ing are found primarily among industries associated with 
computers, office equipment and communications. Specifi­
cally, non-electric machinery, electronic components and 
equipment, and fabricated metal products are expected to 
return to strong growth over the next 10 years. Printing! 
publishing and plastics will also post job gains through 1996. 

The service-producing sector will continue to provide the 
vast majority of new jobs between now and 1996. An annual 
growth of 1.4% will be led by gradual population growth, 
continued strength in tourism, and strong demand for health, 
business and professional services. Maine's relative reliance 
on service sector industries will be greater in 1996 than it is 
today. 

In Maine, the trade and consumer service, health services and 
business and professional services will provide the bulk of 
new jobs over the next decade. Rising household incomes and 
tourism growth, will expand employment in wholesale and 
retail trade, restaurants, hotels, recreation and other con-
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sumer services. 

Industries providing medical services will see demand grow 
as a result of increases in the elderly popUlation and the 
growth of medical services provided outside of hospitals. 
Continued "out- sourcing" by manufacturing industries for 
legal, engineering, accounting, management, and other serv­
ices will make business and professional services the fastest 
growing industries in Maine and the United States. These are 
also the best paid of the service industries, which calls into 
question the stereotype of service industry jobs as low pay, no 
benefit jobs. 

Finally, technological innovation, especially in data analysis 
and communications, is creating new services and reshaping 
consumer demand. Financial services, in particular, have 
benefited from the scale economies and product innovations 
made possible by new technologies. 

The implications of the long-term shift from manufacturing 
to services occurring in the Maine and U.S. economies will 
pose challenges and opportunities that will stretch into the 
1990's and beyond. Improvements in the competitive posi­
tion of Maine manufacturing industries will not end the 
problem of displaced workers. As the structure of employ­
ment shifts from mature manufacturing to the service sector, 
questions of appropriate education and skill levels will per­
sist, especially for older workers. 

The growing employment share of the service sector and 
increasing retirement income in Maine are providing the 
State's economy a buffer to national business cycle vagaries. 
Moreover, the nature of many fast-growing industries­
moderate size, producing infonnation services or light prod­
ucts, and a focus on quality rather than quantity-is reducing 
the importance of geographic factors such as proximity to 
markets or raw materials in the location decisions of busi­
nesses and increasing the importance of quality oflifeconsid­
erations. 

Labor force growth will be a key to long term employment 
growth. With the state currently at what economists consider 
full employment, future jobs will have to be filled by attract­
ing new entrants to the workforce, such as women and the 
disabled, who have been unwilling or unable to seek employ­
ment in the past. Public and private efforts in areas such as 
day care or training will have more impact than ever, but the 
difficulties of providing such services in a low population­
density state such as Maine will also become more apparent. 

The tight labor markets will continue to encourage firms to 
provide a larger share of full-time jobs, increase wage rates 
and benefits, and introduce greater flexibility into the 
workplace. These steps will contribute to higher personal 
income levels and improve the quality of jobs in fast-growing 
sectors. 



Long Term OutloDk and Issues 

While becoming somewhat more insulated from sharp fluc­
tuations in national trends, the growth projected for the Maine 
economy relies on the future strength of the U.S. economy 
(See box). 

The assumptions of improvements in the U.S. foreign trade 
position are also critical to this forecast. These assumptions 
include renewed strength in the export of U.S. goods as well 
as a more competitive position in domestic U.S. markets. 
This should provide real opportunities for many Maine 
industreis to expand markets in ways that have been impos­
sible through most of the 1980's. 

Maine's economy has always confronted the disadvantages 
of the state's small population and relatively low income 
levels. Now it will have to confront the risks created by its 
own success. As labor markets tighten and wage rates rise, 
as land values increase, costs go up and Maine's companies 
become less competitive compared with other regions. 

Thus a new set of challenges for Maine have emerged to join 
the issues of regional disparities, maintenance of traditional 
industries, etc. It may be as difficult to maintain the success 
we have had as it has been to achieve it. 
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