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This year-end report on the Maine economy was prepared by the Economics Division of the State Planning
Office. It reviews the current performance and status of the Maine economy; it reports our short-term and longerterm economic outlooks for the State; and it highlights some of the issues that may be important to Maine's
economic development during the next several years.
Among the conclusions in this report are:
1990 brought to a close Maine's extraordinary period of economic growth. Buffeted by continued softening of real estate markets, declining consumer confidence, and finally by the Persion Gulf crisis-inspired
national slowdown (recession), Maine's economy declined by 2.6%, as measured
the Economic
Growth Index.
Maine should return to a slow growth path by the middle of 1991, sparked by lower oil prices, declining
interest rates and housing costs, and a resumption of national economic expansion stimulated by new
trade opportunities in Europe.
Over the longer term, the State's economic growth will more closely track national trends. While many of
the forces that drove Maine's economic renaissance have run their course, a more diversified economic
base has left the State in a position to participate fully in the economic opportunities presented in the
coming decade.
We hope that you will find this report useful. Please feel free to call me or members of the Economics Division at
the Planning Office with your comments or questions.
Richard H. Silkman, Director
Maine State Planning Office
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two and one-half years, conthere was a recession.

Thisperiod might be called "the recession that wasn't."
But by the last quarter of 1990 - two and one-half years
later, it finally was.

In October, however, Maine's rate reached 5.1 % against
a 5.4% national rate, and the November figure for Maine
is expected to show further deterioration.
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RETAIL SALES DOWN
Maine taxable consumer retail sales for 1990 will likely be
about 3% below 1989 totals, while national retail sales will
probably be
about 4% forthe year. Since retail inflation
will average about 4% for 1990,
real (mflatlon. adjusted) retail sales
be flat while Maine real sales Will be
down
7%. These figures are based on sales
trends through the first three quarters of the 1990 calendar year.

WEAK IN 1990

The official employment figures present somewhat of a
Resident employment in the State,
computed primarily from a survey of households, rose
4,700 (0.8%) between September 1989 and September
1990. Yet, wage
salary employment, a count of
people on payrolls estimated from a sample of business
establishments, declined 17,600 (-3.2%) over the same
period. Because the wage and salary survey involves a
sample which is a great deal larger (as a percentage of
total employment), it is generally considered the more accurate gauge of actual employment conditions.

Clearly, Maine consumers have been
co~cerned
with interest rates and their debt loads in 1990 since the
weakest retail sectors have been those most sensitive to
interest rates. Through the first three quarters of the year,
all of Maine's losses are attributable to the building supply
and auto transportation store groups. For that period,
compared with the same period one ye~r ago, State
building supply sales were off 13.5%, while auto sales
(including used cars and parts) were down 9.8%. Each of
the other four store-type groups in the State Planning
Office tracking system enjoyed sales gains over the previous year; 'other retail' was up 6.3%, food stores up
5.8%, restaurant/lodging gained 4.2%, and the general
merchandise group rose 1.2%.

Since State unemployment rates are computed from the
questionable household survey mentioned above, they
also may tend to understate jobless rates. Maine jobless
rates were consistently below national averages for the
past ten years, but were reaching the national average. by
late 1990. Through the first ten months of 1990, Maine
jobless rates averaged 4.7% versus 5.4% for the nation.

(continued on page 8)
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The Ten Most Significant Economic Events in Maine in 1990
At the end of each year, various listings appear of the "ten
most-", "ten best<'etc, The following list consists, in no
particular order, of our
ofthe ten most significant
economic events
occured in Maine in 1990, events
which we believe indicate
trends in the econamy,

require a 15% cut in State budgets over the remaining 6
months oOhis fiscal year. In addition, it appears that it will
be necessary to
the reduced
of funding
through the 1992-93 biennium budget. Between 1000
and 2000 State
are
to be eliminated as a result of the
slowdown and the
reduction in tax revenues,

NATIONAL ECONOMY HEADS SOUTH
The

BANKS TIGHTEN NOOSE ON REGIONAL ECONOMY
The
with serious
large New
down on
engendered a credit
response in many or most
it more difficult for
Maine banks
the year,
Maine businesses to access their traditional sources of
credit.

recession
an eight year
the second
in the
period, The longest
expansion of this era, eight years and ten
stretched
from
1961 to December 1969. The consensus
conflict is
toll on the

BUMPER CROPS
Both Aroostook and
Counties benefited in
1990 from a banner year for their
In Aroostook
favorable
holl'lol"l to fuel a steady
in
sales which have
1.8% over the
nine months of 1
to a loss of 2,8"/" for the state as a whole over

invasion of
hit
economy. The threat of war
combined with increased energy costs
led to further reductions in
consumer confidence.
duetothe
invasion
the
energy cost to Maine households has been
estimated at
more than 00
from
December of 1990.

REAL ESTATE
The
estate
started in 1989, hit
with
full force in 1990. Both
home sales and
ho,'mrtc for new
units have
in response to both continrates and an
of available

NEVER ON SUNDAY?
on the ballot this
election
One of the hot
day was whether or not large stores would be allowed to
open for
business on Sundays, year- round. The
voters gave
nod of
a
of 52% to
48%, leaving North Dakota as
state in the nation
with a Sunday-sales ban still in effect.
this
controversial issue to
Maine voters as a ballot question contributed heavily toward the 57% voter tu rn-out on
election day, which was the highest turn-out for any state
in the nation. It is anticipated that Sunday sales will bring
more shoppers to Maine retailers from neighboring Canada, while also stemming the flow of Maine's consumer
dollars to New Hampshire.

a 17% decline in
since
This decline is expected to
albeit at a slower rate,
the
half of

rnn,n\l.rnQnT

1991

STATE REVENUES: VICTIM OF ECONOMIC SLUMP
Another consequence of the deepening recession was a
shortfall in tax revenues. Already declining retail sales,
personal income, and corporate profitability have been
exacerbated by both the rise in oil prices and the national
recession. Governor McKernan has announced that
State revenues for FY 1991 are expected to fall $110
million short of projections. Resolution of this deficit will

7

(TOP

one-half year decline
the economy was
Then came the news
Novemberthat the national economy
into recesin the fourth
whether the Maine
sion
economy was
since almost
could not continue to grow in the
face of a national recession.
in
it is that Mainers have
this otherwise
been very
their debt loads are
loweron

PENTAGON RETREATS
Defense cuts made
the easing of East-West
tensions, and necessitated
the U.S. budget
have begun to
Maine. A number of
have already
National SemiConductor and
Bath Iron Works and
Portsmouth
have both announced that
they will soon
to reduce their workforce in the
coming months due to
orders. Governor McKernan has appointed a Defense Realignment Task Force
to investigate ways of mitigating potential disruptions to
the state economy, but, as a recent report issued by the
Maine Peace Coalition points out, much of the economic
impact will depend ultimately on federal budget priorities.
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U.S. Slips into Recession

New England Faces Hard Road to Recovery

The second longest period of peacetime U.S. economic expansion apparently came to an end in the final
quarter of 1990. And, as in seven ofthe last eight recessions, this one was immediately preceded by an oil price
shock (see Fig.1 on
1
Between mid-July and midSeptember, the
invasion of Kuwait catapulted oil
prices
85%. One result was to wreak havoc with
national economic forecasts.

For New England, the effects of the Persian Gulf crisis
and the national slowdown
followed were especially difficult. New England
growth had begun to slow
in the middle of 1988. By 1989,
began to
shrink, led by the collapse of construction and the associated decline in the financial and trade sectors (see Fig.
4 on pg. 1
As noted in a recent Bank of Boston analysis, the
collapse of New England's construction activity was inevitable. 1 Rapidly rising incomes and investment capital
fueled a level of residential and commercial development
that could not be sustained the underlying economy. In
fact, housing starts grew at a pace more than double the
household formation rate in New

Through the fall of 1990, forecasts of national economic growth seemed to change as rapidly as the weather
on a Maine afternoon. As shown in Fig 2 on page 10, the
consensus among U.S. forecasters changed dramatically between
and November. Forecasted growth
rates fell from 1.5%
growth to less than 0.5% for the
first three quarters of 1991. The forecasters remain more
of 1991 ,
and
optimistic about the
most are
for
growth in 1992.

While a broad
national decline became evident
at the end of 1
New
and in particular
Southern New
has been
to the effects
of unsustainable
for nearly two years. Consethe region is poised to return to a very modest
growth pattern by the middle of 1991 when the U.S.
economy is expected to begin its recovery. However,
reversal of
losses in New England is expected to lag
the U.S. recovery one ortwo quarters (see Fig. 5 on pg.
10). Existing homes sales had already begun to show
some signs of bottoming in October, according to the
"Grey Book" analysis presented by the First District
Federal Reserve Bank, as sellers brought prices to more
reasonable levels. New housing starts, which have
dropped by more than 50% since 1987, are expected to
return to slight growth by the second hall of 1991 and
strengthen through 1993.

The Persian Gulf crisis explains much of this uncertainty. The steep rise in oil prices following the invasion
of
apparently pushed the American
economy into recession. Uncertainty about the future
caused consumers across the U.S. to pull in the reigns on
spending. At the same
a larger share of disposable
income was
to higher-priced gasoline and oil.
Between
and October, consumer confidence nationally witnessed its sharpest decline on record and retail
sales slumped further. U.S. manufacturers have begun to
follow suit. In response to real and anticipated consumer
spending patterns, producers have initiated significant
downsizing with accompanying layoffs.
At this writing, most forecasts of national economic
growth predict at least two quarters of declining real GNP.
A consensus is emerging that the U.S. economy drifted
into recession in the fourth quarter of 1990 and will
emerge with very modest growth in the second or third
quarter of 1991-a short and shallow recession by historic standards (see Fig. 3 on pg. 10).

1. For an insightful assessment of Ihe dynamics affecling the New
England economy, see .:t:ll!~..J::iSiIAll:J.ILI=~.!!,ll>lil.ll.!....UJ:~lW£1:..>U..ll.lSO<
Region's Economy, by Wayne M. Ayers,
Boslon.
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As discussed earlier, during 1990 Maine began to feel the
effects of the deteriorating southern New England economy and slumping real estate markets, and the contracof consumer
associated with
consumer confidence,
the financial drain caused
crisis and the

Unlike
years,
future economic
performance will more closely mirror national trends, As
the
outlook calls for a
short and shallow
Maine economic indicators should indicate the
of a recovery the middle of 1991 , However,
economy will
the effects of a weaker New
As a result,
a
on Maine
ex[)ectea in Maine until 1992 and
1993,
After
flattening for several
is
to return to a modest
the third
of 1991 , The tenuous rebou nd will be led
retail
and service
in response to the return of
Maine consumers to the market place, While not
demand for new
prevent
further losses in construction
the
losses in the first half of 1991, and the weak gains in the
in 1991
second
will hold average annual
below 1990 levels,
1992 and 1
will be
mn,,,",,,<:Y but
established.

Continued reductions in national defense spending should
push employment levels in defense-sensitive firms down
as well. Some Maine
and machinery firms
have
shed much of their
But, Bath Iron
is
to reduce its work force
workers over the next few years,

and participate in the
demand for
goods.
Fundamental

Will

the Maine

outlook for the Maine economy remains
Over the last
Maine has
low-income
and vigorous one,
economy to a more
Despite cyclical
new Maine economy seems
to be
a new measure of
Growth in real wages
the
may be
Maine is a
migration of
age
1989 to 27th among the
more affluent economy,
up from 42nd in 1979.
states in per capita
Maine is
to see a
share of the
that
over the next decade,
occurs in the Northeastern
Maine
both in manufacturing and nonmanuhave become
over the
decade,
larger
East and West coasts
continue to be favored locanumber of Americans,
and
make it an
the nineties.

Structural

for Maine

run
for new construction will be
more subdued, placing long-term
downward pressure on Maine's lumber and wood products sector.

As 1990 draws the curtain on a
of
and change, Maine
can be confident that
980's ITlc.rlirv'
their State will not merely return to
While many of the forces that drove Maine's economic
have left the
renaissance have run their course,
to
State in a
opportunities presented in
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Below, we outline six issues which we believe will play
in Maine's economic fortunes in the future.

economists will be asked are "How long?" and "How
deep?". Economist-respondents to the Blue Chip Ec?nomic Indicators survey in early November were heaVily
biased toward short and
responses. Threefourths were expecting the recession to last no more than
two or three
over 80% pred icted a
downturn for the Maine economy.

ENVIRONMENT AL
= THE BATTLE
in the wake of
economic
the balance
between economic and environmental conditions is once
again being called into
Two new indu~try
groups have formed to review the extent to which M~I~e
environmental
may be
mhlblteconomic
The Maine Coalition for a Sound
Economy and the Environmental and Economic Council
of Maine, are both
to make attempts to force legislators to reconsider environmental
that may
be
business

THE PRICE OF PEACE:
Maine will face
effects of
defense
the 1990's. Both Bath Iron Works and
Portsmouth Naval Ship Yard have announced reductions
3900 jobs over the next few years. Governor
McKernan has established a Task Force on Defense
Realignment and the Maine
to gauge Maine's
defense depend ency and to
a comprehen~ive
strategy for Maine businesses, workers and commUnities
to address the challanges and
presented
changing defense
In addition local
groups are forming to
their own local initiatives.

come
oil use.

THE
LONG AND
DEEP?
Most
are
that the national economy
tumbled into recession
the fourth quarter. Overthe
next few months, then, the most frequent questions

BATTLES MAINE
The most visible consequence of the economic slowdown
has been no
in State tax revenues, leading some
to call for tax increases and others to call for dramatic
spending reductions.
the expansionary period of
the 1980's, State government grew by 185%,
because personal income growth was so robust,. State tax
revenues increased from 6% of total personal Income to
only 7.5%. At issue, with personal income growth ~,Iowed
significantly by the slowdown in the economy, IS h?w
much State government can grow without overburdening
Maine's tax base, already one of the most heavily burdened in the country.
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