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ECONOMIC PROJECTIONS FOR THE U.S. & MAINE ECONOMIES

With this issue, the Colby
Economic Outlook celebrates
its 7th year of providing
short-term projections for the
U.S. macroeconomy and the
state of Maine.  Each year,
students in the senior seminar
in economic forecasting study
methods for data analysis and
forecasting using the Colby
Quarterly Econometric
Model of the U.S. economy
under the direction of
Michael Donihue, Associate
Professor of Economics.

In this issue of the CEO we
examine a national economy
that seems to defy both
gravity and the conventional
wisdom that for every
expansion there must be a
recession, as growth continues
despite tight fiscal policies
and seemingly unsustainable
levels of employment and
consumer debt.

The Maine economy, on the
other hand, from recent data
appears to be teetering on the
brink of another recession
despite anecdotal evidence
that everything is, as folks
from Maine like to say: “The
way life should be.”

If Sir Isaac Newton had
been an economist, one
wonders what he would have
thought of the performance of
the U.S. economy during the
current business cycle.  Like
the Energizer® Bunny,
the economy keeps
growing and growing
as this month marks
the 69th month of the
current expansion--
nearly 2 years longer
than the previous
post-WWII average.

Week after week
throughout the
Presidential
campaign of 1996
the economy
continued to post
numbers that an

incumbent President could
only dream of.  When voters
went to the polls in
November, the misery index
(sum of the inflation and
unemployment rates) stood at
its lowest level in 20 years,
leaving Republicans green
with envy and the door to the
White House firmly locked in
Clinton's grasp.

Precisely what lies ahead is
anyone’s guess.  This
newsletter is our take on the
current state of the economy
and what we foresee for the
next 2 years.

Newtonian Economics ?
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Real GDP keeps on  growing while the Misery
Index (smoothed in the chart) keeps falling.
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The Ride Isn’t
Over Yet
Economic growth over the

past 8 quarters, adjusted for
inflation, has see-sawed
between annual rates of less
than 1% to nearly 5%. 

Preliminary estimates put
real GDP growth for the third
quarter of 1996 at 2%, down
considerably from the 4.7%
growth recorded in the second
quarter of the year.  Our
assumption is that the Fed
will ‘stay the course,’ enabling
economic growth to pick up
in 1997 to an average of
2.6%, from an estimated
2.3% for 1996.  Real GDP
growth should then settle in at
roughly 2.5% in 1998
according to our forecast.

Looking at the composition
of output growth (see table),
we predict that growth in
household consumption of
durable goods will drop off
significantly to just 1.7% in
1997 and 1998, from the
estimated 5.2% growth in
1996 -- most of which

occurred during the first half
of the year.

Residential Investment is
also forecast to grow at a
somewhat slower pace as
long-term interest rates drift
upward by about 50 basis
points over the forecast
horizon.  From an estimated

5.4% in 1996, real
residential investment is
forecast to grow by
3.5% in 1997 and by
another 2.2% in 1998.

  Real nonresidential
investment is forecast to
remain strong
throughout the forecast
horizon, increasing by
7.1% in 1997 and 6.1%
in 1998, as producers’
appetite for computers

and other durable equipment
remains strong.

We assume that the budget
projections described by the
OMB in the 1996 Mid-
Session Review will remain in
force during Fiscal ‘97, which
puts real government
expenditures on a downward
path over the forecast horizon.

According to our
projections, the civilian
unemployment rate will
stabilize at about 5.5% while
inflationary pressures will
remain modest, continuing a
remarkable string of good
years on the inflationary front
and confounding those who
fear that a sudden burst of
inflation is on the horizon.

For the trade deficit, we are
predicting an increase in the
deficit in 1997 with only
modest improvement in ‘98.
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Forecast Summary

Real GDP Growth 1996 1997 1998
Gross Domestic Product 2.3% 2.6% 2.5%
Consumption Expenditures 2.4% 2.5% 2.6%

Durable Goods 5.2% 1.7% 1.7%
Nondurable Goods 1.4% 2.3% 2.4%
Services 2.3% 2.8% 2.9%

Investment 4.8% 6.6% 4.9%
Fixed Investment 6.7% 6.1% 5.0%
Nonresidential 7.2% 7.1% 6.1%
Residential 5.4% 3.5% 2.2%

Inventory Investment* $16.9 $26.5 $27.2
Government Spending 0.8% -.6% -.3%
Net Exports* $-125 $-144 $-143

Exports 5.3% 4.4% 5.9%
Imports 6.6% 5.9% 4.9%

Annual Averages
Civilian Unemployment Rate 5.4% 5.5% 5.5%
Inflation: CPI-U 2.9% 2.5% 2.6%
Inflation: Nonfarm GDP Index 2.0% 2.3% 2.5%
3 Month T-Bill Rate 5.0% 5.3% 5.9%
Aaa Corporate Bond Rate 7.4% 7.5% 7.9%
Exchange Value of the Dollar 3.4% 0.5% -3.0%

* Billions of chained 1992 dollars, annual average
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Accuracy of Last
Year’s Forecast
Forecasting is an imprecise

science at best, and revisions
to historical data make
gauging the accuracy of your
forecasts a bit like trying to
hit a moving target.  Last
year’s edition of the CEO was
published on December 15,
1995.  Two weeks later the
Bureau of Economic Analysis
published it’s rebenchmarking
of the National Income &
Product Accounts.  The
rebenchmarking resulted in an
entirely new set of historical
data for GDP and its
components, including a
redefinition of the way in
which real GDP is calculated
(see the next section on the
Colby Model).  As a result, it
is not possible to calculate the
accuracy of the forecasts of
GDP or any of its components
from last year’s CEO.

Fortunately, some variables
remain the same (or nearly

so).  In the table below we see
that last year’s CEO
overpredicted the rate of CPI
inflation in all but the final
quarter (96Q3) which was
typical of many forecasters at
that time.  However, the
unemployment rateturned out
to be greater than predicted.

In general, last year’s CEO
underpredicted short-term
interest rates in all 4 quarters
and was too low on long-term
rates in the first 2 quarters, but
overpredicted long-term rates
in the final 2 quarters.

Last year’s CEO was also
overly pessimistic with
regard to consumer sentiment
in all but the final quarter.

Average hourly earnings
were slightly higher than
expected for the first 2
quarters, but then were lower
than predicted in the middle
of 1996.  The trade-weighted
dollar also turned out to be
lower than anticipated.

The Colby
Model:  It Just
Doesn’t Add Up
Last year’s quintennial

rebenchmarking of the
National Income & Product
Accounts brought with it the
usual updating of historical
values of real GDP and its
components.  Also included
for the first time, however,
was a redefinition of how
GDP is calculated, both
nominally and in real
(inflation-adjusted) terms.

Government spending at
both the federal and state and
local levels, is now broken
down into a consumption and
an investment component.
The way personal computers
are treated in the national
accounts also changed.

Perhaps the most significant
change, however, was the
introduction of the Fisher
indexing of real GDP.

Prior to 1996, the BEA
featured a calculation of real
GDP using fixed-price
weights based on a particular
year, e.g., 1987.  Every five
years the BEA rebenchmarks
its calculation of the
components of real GDP,
updating the price-weights in
the process.  Real GDP is now
based in 1992 dollars.

In general, measures of
constant-dollar GDP
calculated using prices from a
more recent base year will
increase less than calculations

Forecast Errors
For the December 1995 Colby Economic Outlook

95Q4 96Q1 96Q2 96Q3
(Actual - Predicted Percentage Points)

Civilian Unemployment Rate 0.0 0.0 0.2 0.4
CPI Inflation (Annual rog) -0.3 -1.0 -1.5 0.1
Federal Funds Rate 0.0 0.3 0.3 0.2
3 Month Treasury Bill Rate 0.0 0.4 0.3 0.2
30 Year Treasury Bond Rate 0.1 0.0 -0.6 -0.7
Aaa Corporate Bond Rate 0.1 0.0 -0.7 -0.7

(Actual - Predicted Percentage Errors)

Average Hourly Earnings 0.0% 0.1% -0.3% -0.5%
Total Employment 0.1% -0.1% -0.4% -0.5%
Index of Consumer Sentiment 0.4% 0.7% 0.9% -2.0%
Exchange Value of the Dollar 0.3% -1.8% -3.0% -1.2%
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based on prices from an
earlier year.   This occurs
because output grows most
rapidly for those products
which have the smallest
increases in prices.

When real GDP is
calculated using recent prices,
goods and services with strong
output growth will receive
less weight than they would if
those goods and services were
valued using prices from an
earlier time period.  Real
growth in aggregate output
will thus be lower than it
would be if earlier prices
were used.

Economists have always
known that this presented a
problem for comparisons of
GDP over time.  However,
the difference in the effect of
using one set of prices over an
earlier set were generally
considered to be so small as
to be unimportant.  Two
factors caused the BEA to
rethink its approach for
calculating real GDP.

First, the energy price
shocks of the 1970’s, and
more recent fluctuations in
food prices, were sufficiently
large so that the choice of
price weights had a significant
impact on the measurement of
real GDP growth.

Second, since the mid-
1980’s, dramatic reductions
in computer prices have
resulted in a difference of 0.3
percent annually in the rate of
growth of real GDP when
calculated using 1987 price
weights, versus prices based in
1982.  With the 1995

rebenchmarking, the BEA
began featuring a new measure
of real GDP which more
accurately reflects output
growth in an environment of
rapidly changing prices.  This
measure is known as chain-
weighted real GDP.

Technically, chain-
weighting the components of
GDP represents an approached
introduced by the famous
economist Irving Fisher in
1922.  The underlying idea is
to allow for changes over time
in the relative price structure
of GDP, thus correcting for
the bias which occurs when
prices are held constant at one
particular base year.  In the
base year (1992) both the
fixed-weight and the chain-
weighted estimates of real
GDP should be the same.  As
you move further and further
from the base period,
however, the two measures
will diverge (see chart).
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The biggest problem
presented by the new
definition for modelers like
ourselves is that, unlike the
fixed-weighted components,
the level of ‘chain-weighted’
real GDP is not equal to the
sum of chain-weighted

consumption, investment,
government spending, and net
exports.

Essentially this means that
all of the aggregating
formulas in our model for the
components of real GDP now
involve very complicated
algebraic expressions.  Even
then, the results will not
match the data from the BEA
exactly because our model
does not disaggregate GDP
to as fine a level of detail--
the BEA disaggregates GDP
across hundreds of
components.  Thus any
forecast of real GDP (by any
modeler) now contains an
aggregation error in the
historical definition.  Our job
is to get as close as is
reasonably possible and we
worked hard this semester to
ensure that we have.

The model we use to
produce our forecasts, the
Colby Quarterly
Econometric Model of the
U.S. Economy, is a
simplified statistical model
of real GDP and its major
components.  We rebuilt the
entire model this semester.
Several new equations were
added, particularly in
modelling the foreign sector
of the economy, bringing the
total to 64 behavioral
relationships and 33
identities.  Complete
documentation for the
CQEM will be available at
our Internet address.

Of the nearly 100 variables
in the model, only 20 are
exogenously determined.
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Are Consumers In
Over Their
Heads?
American households have

grown increasingly dependent
on their credit cards.  People
today are paying with plastic
for everything from
dishwashers to diapers.  We
are as close to a ‘cash-less’
society as we’ve ever been and
with the advent of electronic
banking and shopping, the
trend shows little sign of
slowing.  Over the past 5
years consumer debt has risen
by nearly 40%.  If there’s a
lynch pin to our forecast, it’s
how long consumers can
sustain this level of debt
accumulation.  The American
Bankers Association reports
that the delinquency rate for
credit card bills this year was
3.6%, the highest it has ever
been since they began tracking
the rate in 1974.  After
posting strong growth in the
first 2 quarters of 1996,
preliminary estimates report
that purchases of consumer
durables (adjusted for
inflation) declined at an
annual rate of 2% in the third
quarter of 1996.  Our
estimate is that personal
consumption of durable goods
will rise by 5.2% in real
terms this year.  However, it
is our belief that consumers
will back off from the rapid
rate of debt accumulation of
late, resulting in a rate of
growth for durable goods
expenditures of just 1.7% in
1997 and 1998.

Housing:  At The
End of the Cycle
During the first 9 months

of 1996, housing starts were
nearly 10% higher than in
1995.  For the second quarter
of 1996, real residential
investment reached an all-
time high.  But in September
the residential construction
sector of the economy
changed dramatically as
housing starts fell by 6%,
followed by another 5%
decline in October.

Our forecast is that strong
growth in the first-half of
1996 will enable total
residential investment to
grow by 5.4% in real terms.
Growth in 1997 is forecast to
slow to 3.5%, and 2.2% in
1998, as long-term interest
rates drift upward.

New Housing Starts
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New housing starts are
forecast to increase by 7.4%
this year, but fall by 6.5% in
1997 and another 4.3% in
1998 as the recent expansion
comes to an abrupt end.  Part
of the decline is attributable
to a predicted 50 basis point
increase in mortgage interest
rates over the forecast horizon.

Deficit Reduction
& Government
Investment
In 1992 President-elect

Clinton promised the
American people that he
would cut the federal deficit
in half.  During his first term
in office, he exceeded most
expectations in this regard.
Indeed, one week before the
election, the Office of
Management and Budget
(OMB) declared that the
federal budget deficit would
close fiscal 1996 at $107.3
billion, more than equalling
Clinton’s campaign pledge to
cut the deficit in half.  As a
percentage of GDP, the OMB
estimate represented the
lowest deficit figure since
1974.

The Administration and the
newly-elected Congress
appear to be in agreement
over balancing the budget by
2002.  Clearly some form of
balanced-budget plan will be
enacted during the coming
year.  In our forecast we
worked from the 1996 Mid-
Session Review of the Budget
published by the OMB and
translated by the BEA onto a
national income basis.  Using
revenue projections from the
CQEM, we estimate that the
federal deficit will fall by
5.6% in fiscal year 1997 and
another 10% in fiscal 1998.

The recent revision of the
national income and product
accounts (NIPA) has lead to
new discussion on government
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expenditures. Previously,
consumption and investment
were joined together under the
heading of total government
expenditures.  Now the new
NIPA data includes separate
entries for government
consumption and investment.
Government investment
includes expenditures for
structures and equipment (such
as highways, schools, motor
vehicles, and computers).
Since such expenditures were
previously counted as “gross
government consumption,”
government saving was
understated.  The BEA
estimates that this new
treatment will raise both the
share of GDP accounted for
by gross investment and the
national saving rate by about 3
percentage points.

The chart above of total
federal government
investment, adjusted for
inflation, reveals some
interesting trends across
different administrations.
The lowest recorded
investment was $27 billion,
which occurred during the
Nixon Administration.

President Reagan promoted
huge investments in military
spending during his
administration.  The $86
billion peak reached in the
third quarter of 1987 was well
above the historical average of
$51 billion (chained ‘92 $s).

During President Bush’s
term in office, real federal
investment remained roughly
constant, although significant
reductions in military
spending were enacted, but
not yet implemented, at the
end of his term.

President Clinton followed
through on these initiatives,
and added some of his own,
and as a result real federal
investment spending has fallen
by 22% since January 1993---
primarily as a result of

defense department
downsizing.

We are predicting a 9.1%
decline in current-dollar
defense investment in 1997,
followed by a 1.1% decline
in 1998.  Nondefense
investment is predicted to
remain roughly constant
throughout the forecast
horizon.

The Twin
Deficit Puzzle
During past two decades

one of the biggest
macroeconomic problems in
the U.S. has been that of the
“twin deficits”-- the federal
budget and current account
deficits.

Many economists believe
that the two phenomena are
inherently related.  An
increase in government
spending or a decrease in
taxes, causing an increase in
expenditures over revenue (a
deficit), will stimulate
income and output in the
economy and have two effects:
(i) it will increase import
demand and thus reduce the
volume of net exports; and
(ii) it will put upward
pressure on interest rates
resulting in an inflow of
capital from abroad.  The
resulting increase in demand
for U.S. dollars will put
upward pressure on exchange
rates which in turn increases
import demand and reduces
demand for our exports---
fiscal deficits result in trade
deficits.

The macroeconomic data
for the U.S., prior to about
1992 seemed to bear out this
conventional wisdom as huge
fiscal deficits in the 1980’s
resulted in large capital
inflows and a significant trade
deficit.

More recent data on the
volume of trade, however, has
cast some doubt on this
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conventional wisdom and as a
result the twin deficits have
become more of a puzzle than
a problem for policy makers
and macroeconomists.

While the federal budget
deficit (negative surplus in the
chart above)  has declined
dramatically since 1992, net
exports have become more
negative,  i.e., the trade
deficit has worsened.

Part of the puzzle can be
explained by the recovery
from the 1990-91 recession.
The early part of the current
expansion brought about an
increase in demand for
imports at a time when the
U.S. dollar was relatively
strong.  Both factors caused
the trade deficit to increase.
Indeed, throughout this
expansion U.S. demand for
foreign goods has remained
strong.

More recently, the Clinton
Administration embarked on
a campaign of fiscal austerity
through a combination of tax
increases and continued
reductions in fiscal spending.
As a result, the federal fiscal

deficit has narrowed
considerably.

In searching for explanations
to the puzzle, some analysts
argue that the relationship

between interest rates, capital
inflows, and exchange rates
has become more
complicated given the recent
globalization of financial
markets.

We predict that the
exchange value of the dollar,
on a trade-weighted basis,
will continue its recent
appreciation into the new
year, rising by 3.4% in 1996
and 0.5% in 1997.  1998
should show a drop off of
about 3% in the value of the
dollar according to our
projections.

In real terms, exports are
forecast to grow by 5.3% in
1996, 4.4% in 1997, and
5.9% in 1998.  Fueled by the
appreciation in the dollar,
import growth will outpace
export growth in both 1996
and 1997 according to our
projections, causing net
exports to continue to be a
drag on overall GDP growth.

The Greenspan
Effect
On December 5, 1996,

Alan Greenspan uttered two
words that sent the world
asset markets into disarray.
The Chairman of the Federal
Reserve characterized current
behavior in both the stock and
bond markets as “irrational
exuberance,” causing a frenzy
of selling in the United
States, Asia, and Europe.
When financial markets
opened on December 6th,
investors were jittery because
Chairman Greenspan had
hinted that he believed that
stock prices had risen to
unrealistic levels.  Following
Greenspan’s remarks, the
market has shown restrained
trading and high volatility.
During the week ending
December 13, the Standard
and Poor’s 500 exhibited net
changes which ranged from a
high of 10.16 points to a low
of -11.40 points.

Greenspan noted that
“irrational exuberance” among
traders has contributed to
market crashes in the past.  It
also makes it much more
difficult for monetary policy
to be effective.  Many believe
that Greenspan sent a thinly
veiled warning that the Fed is
prepared to raise interest rates
to pop any speculative bubble
in the stock market, because if
the market continues to rise, it
becomes more vulnerable to a
heavy correction.  We concur
with the belief that Chairman
Greenspan merely intended to
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knock off some of the excesses
in today’s market.  Clearly,
many stock prices have been
driven above what they are
worth based on corporate
earnings.  It’s also likely that
Chairman Greenspan is paving
the way for possible action of
either tightening or easing the
economy in the future.

Historians willsurely note
that Greenspan’s ‘Fed speak’
proved to be an effective
monetary policy tool in
getting the financial markets
to react without actually
changing interest rates.

The chart above compares
yield curves at the end of the
past 4 administrations, and
our forecast for the end of
1998.  Clinton inherited a
relatively steep yield curve
from the Bush Administration
and ends his first term
enjoying a relatively flat term
structure relationship.  The
fact that the current yield
curve is significantly below
the average, and those of the
Reagan Administrations
partially reflectsthe lower

deficit premium placed on
long-term yields today.

We are predicting almost
no change in the slope of the
yield curve over the forecast
horizon as we assumed that the
Fed does nothing in the way
of explicit tightening over the
forecast horizon.  The
discount rate is forecast to
remain at 5% while the fed
funds rate, which in our model
is set according to a Fed
reaction function, drifts up
slightly during 1997, and then
returns to current levels by the
end of 1998.

Inflation &
Productivity:
Cookbook
Economics
To predict the future, we

must have a good sense of the
past as well as what is
happening right now.  In the
case of prices, economists in
general agree that current and
past rates of inflation drive
expectations for the future,

and thus wages.  Add in the
unemployment rate and
productivity, and we have a
recipe for future inflation that
would make Betty Crocker
envious.  However, Betty
would be the first to tell you
that if your ingredients are
spoiled, the final product will
taste bad.  This is most likely
the current problem that
economists and forecasters are
experiencing when using
estimations of the Phillips
curve (A.W. Phillips’
historical relationship
between wage inflation and
the unemployment rate in the
United Kingdom during the
1950’s) to model and forecast
inflation in the U.S.

Unit labor costs increased at
an annual rate of 3.7% during
the third quarter of 1996,
accompanied by a 0.4%
decrease in productivity (non-
farm output per hour).  As
productivity slows, labor
costs increase, and prices
should increase accordingly.
However, non-farm GDP
prices increased by just 1.7%
in the third quarter.

This sort of puzzle has been
bothering economists
throughout much of the current
expansion.  In the current
technological age, we would
expect that more mechanized
methods of production have
allowed for higher
productivity.  This has clearly
been the case in the
manufacturing sector, where
productivity increased by
6.5% last quarter.  Given the
technological advances in the
non-manufacturing sectors,
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many economists are puzzled
as to why the data on overall
productivity growth seems at
odds with anecdotal evidence.

Some suggest that the
problem lies in the service
sector of our economy, more
precisely among financial
services, where measuring
productivity is particularly
difficult.

If in fact measured
productivity is understated,
we can interpret the current
measurements of unit labor
costs to be overstated.  In
turn, the gap between inflation
and labor costs has narrowed,
meaning that we ought not
fear any serious jumps in
inflation in the near future.

The Colby Model now
includes a Phillips Curve to
forecast inflation, as measured
by the nonfarm GDP price
index.  From this we can
derive an estimate of the
Non-Accelerating Inflation
Rate of Unemployment
(NAIRU) --- an important
benchmark for policy makers
in Washington.  We calculate
that the NAIRU is roughly
5.7% as of 1996Q3.  Attach
to this point estimate a
confidence interval of ± 0.5
percentage points, and the
current data on inflation and
unemployment would appear
to indicate that the nation’s
economy is presently
operating somewhere very
near it’s potential level of
output.

This year  has been
somewhat of a puzzle for the
Maine economy.  For much of
the year the construction
industry in central and
southern Maine by all
appearances has been in very
good shape and anecdotal
reports on retail sales and
income throughout the year
indicate that the economy is

on the upswing.  Yet the
official data on employment
paints a very different picture.

Total nonagricultural
employment in the state
declined in 5 of the first 7
months of the year, with
employment in July lower
than it had been in over a year.
The last time employment
declined for two consecutive
quarters was in the early days
of the recovery from the
1990-91 recession.

Employment in the third
quarter increased at an annual
rate of 0.7% and we are

forecasting modest
employment growth of 0.4%
for 1996.  Total employment
is forecast to grow by less
than 1% throughout the
forecast horizon as Maine
continues to face a loss of
manufacturing jobs.

The unemployment rate in
the state is forecast to remain
roughly constant throughout
the forecast horizon at about

5.1%.

Personal income is forecast
to grow by 4.3% this year,
4.9% in 1997, and 5.3% in
1998.  In real terms, this
translates into income growth
of 2.2% for 1996, 2.4% for
1997 and 2.6% in 1998 given
our forecasts of consumer
prices.

Consumer retail sales are
forecast to grow by 5.1% this
year, but slow noticeably in
1997 to 3.5% primarily as a
result of the sluggish growth
in employment.
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Lodging sales, a new feature
of the Maine model this year,
are forecast to grow by 4.5%
in 1996, and jump by 7.9%
next year, despite a predicted
increase in the Canadian/U.S.
dollar exchange rate.  Much of
the uptick in growth next year
is forecast to occur because of
strong disposable income
growth nation-wide in 1996.

Commercial electricity
sales, also new to the Maine
model, are forecast to rise by
2.3% in 1996, 1.8% in 1997,
and 1.4% in 1998.  This
variable provides an
alternative measure of the
health of the commercial
sector of the Maine economy.

Finally, total undedicated
revenue in the state is forecast
to end Fiscal 1997 at $1.87
billion.  Fiscal 1998 should
see revenues increase to $1.99
billion according to our
projections.  Given the $1.81
billion in appropriations for
FY ‘97, and Governor King’s
proposed budget for FY ‘98
of $1.82 billion, Maine
would should realize a small
budget surplus in both periods
according to our projections.

A Coincident
Indicator of the
Maine Economy
This issue of the CEO

introduces the Colby
Coincident Indicator of the
Maine Economy (CCI) which
began as a research project of
the seminar two years ago.
The CCI provides both a

historical benchmark of
business activity in this state
along with a projected
forecast into 1998.

The CCI was constructed
using methods similar to

those developed by the
National Bureau of Economic
Research for calculating
coincident indicators of the
national economy.  The CCI
consists of four components:
new housing permits in the
previous period; commercial
electricity sales; personal
income; and nonmanufacturing
employment.  The CCI thus
provides an aggregate index
for business conditions in
Maine.  The individual
components were chosen on
the basis of their ability to
track economic activity in a
consistent fashion.

The CCI differs from other
published coincident
indicators for the Maine
economy in that it has less of
a time lag for which it can be
calculated (all components
are available at roughly the

same time); and, using the
Colby Economic Outlook for
the Maine Economy, it can be
projected into the future.  The
index is based in 1987,
meaning all values deviating

from the base-year value of
100 are relative to 1987.

From the chart above it’s
clear that according to the
CCI, Maine took much
longer than the nation as a
whole to recover from the
1990-91 recession.  In fact, it
wasn’t until 1993 that the
recovery really took hold in
the state.  Since that time, the
economy has remained well
below the 1987 base period
for the index.

Looking ahead, the CCI
indicates little or no change
for Maine’s economy, on
average, throughout the
forecast horizon.

98

99

100

101

102

76 78 80 82 84 86 88 90 92 94 96 98

Colby Coin cid en t Ind icator
O f the M aine Econ om y

The conclusions expressed in the
Colby Economic Outlook represent
the views of the authors and do not
necessarily represent the opinions
or recommendations of the faculty
and staff at Colby College.
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7.71
-2.4%

4.3%
7.6%

A
aa C

orporate B
ond R

ate
(%

)
7.59

7.29
7.33

7.49
7.57

7.67
7.77

7.84
7.91

7.97
-2.7%

1.8%
4.7%

C
onventional H

om
e M

ortgage R
ate

(%
)

8.16
7.72

7.71
7.89

7.99
8.10

8.22
8.30

8.38
8.45

-1.9%
1.5%

5.2%
M

oney Supply (M
2)

(B
illion $s)

3753.9
3778.9

3803.6
3828.0

3852.1
3876.1

3900.3
3924.3

3948.3
3972.2

4.5%
2.7%

2.5%
Stock Price Index:  S&

P 500
(1941-3=10)

660.5
727.8

737.9
732.6

739.4
744.8

752.0
770.1

788.6
807.5

24%
10%

6%
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A

ctual
Forecast

P
ercent C

hange
P

roductivity &
 Labor

U
nits

96:Q
3

96:Q
4

97:Q
1

97:Q
2

97:Q
3

97:Q
4

98:Q
1

98:Q
2

98:Q
3

98:Q
4

95-96
96-97

97-98
C

ivilian U
nem

ploym
ent R

ate
(%

)
5.23

5.43
5.59

5.52
5.45

5.41
5.45

5.51
5.57

5.63
-2.9%

1.1%
0.9%

Fem
ale Labor Force Participation

(%
)

59.3
59.5

59.6
59.8

59.9
60.1

60.2
60.4

60.5
60.6

0.5%
1.1%

1.0%
H

ealth Services E
m

ploym
ent

(M
illions)

9.6
9.7

9.7
9.8

9.9
10.0

10.1
10.2

10.2
10.3

3.4%
3.0%

3.6%
T

otal E
m

ploym
ent

(M
illions)

127.1
127.7

128.0
128.6

129.1
129.6

130.1
130.6

131.1
131.6

1.5%
1.7%

1.6%
C

ivilian Labor Force
(M

illions)
134.1

135.0
135.6

136.1
136.6

137.0
137.6

138.2
138.8

139.5
1.3%

1.7%
1.6%

Index of H
elp W

anted A
dvertising

(1987=100)
82.67

83.82
81.16

81.54
82.38

83.18
83.36

83.33
83.17

82.99
-1.6%

-1.3%
1.4%

Productivity: N
onfarm

 O
utput/H

r
(1992=100)

101.60
101.87

102.27
102.75

103.20
103.59

103.97
104.36

104.69
104.97

0.7%
1.3%

1.5%
A

verage H
ourly E

arnings
($/hour)

11.86
11.95

12.02
12.10

12.17
12.25

12.32
12.40

12.48
12.55

3.2%
2.8%

2.5%
U

nit Labor C
osts

(1992=100)
110.40

112.42
113.05

113.66
114.27

114.91
115.56

116.20
116.88

117.58
3.3%

3.4%
2.3%

Service Sector A
vg H

ourly E
arnings

($/hour)
11.72

11.81
11.89

11.97
12.04

12.12
12.20

12.28
12.36

12.44
3.1%

2.3%
2.6%

Service Sector A
vg W

eekly H
ours

(1982=100)
148.93

150.06
151.07

152.00
152.87

153.73
154.56

155.39
156.22

157.05
2.8%

2.9%
2.2%

Foreign Sector
Inflation: E

xport Price D
eflator

(%
,A

.R
.)

-1.89
-0.54

0.32
0.88

0.32
0.43

0.39
0.25

0.38
0.42

-0.4%
-0.1%

0.4%
Inflation: Im

port Price D
eflator

(%
,A

.R
.)

-2.53
-0.99

-0.56
-0.05

0.47
0.91

-0.64
-0.90

1.00
1.39

-0.8%
-0.5%

0.1%
Inflation: N

onoil Im
port Price Index

(%
,A

.R
.)

-3.15
-1.30

-0.45
0.03

0.89
1.25

1.38
1.43

1.45
1.48

-2.1%
-0.8%

1.2%
T

rade-W
eighted $ E

xchange R
ate

(3/73=100)
87.08

87.11
87.53

88.11
87.74

87.02
86.22

85.39
84.56

83.71
3.4%

0.5%
-3.0%

A
verage Foreign Interest R

ate
(%

)
3.82

3.71
3.62

3.62
3.64

3.66
3.68

3.69
3.71

3.73
-27%

-7.8%
1.8%

E
uro-D

ollar D
eposit R

ate
(%

)
5.46

5.42
5.50

5.76
5.88

5.98
6.10

6.20
6.32

6.42
-9.2%

7.3%
8.3%

E
xports

(B
illion $s)

844.1
850.9

861.5
876.5

890.0
904.0

918.0
931.8

946.0
960.4

4.8%
4.4%

6.3%
 - Im

ports
965.6

974.9
985.5

997.6
1011.2

1025.8
1036.6

1046.5
1061.5

1077.5
5.7%

5.4%
5.0%

 + R
eceipts from

 Foreigners
1064.8

1071.2
1077.9

1085.2
1093.5

1102.3
1111.4

1120.8
1130.4

1140.2
5.1%

2.1%
3.3%

 - Paym
ents to Foreigners

1064.8
1083.7

1097.0
1119.9

1142.4
1166.4

1190.0
1213.9

1237.8
1261.8

5.4%
5.7%

8.3%
 - G

ovt. T
ransfer Paym

ents to Foreigners
11.5

23.7
13.2

13.1
13.9

13.0
13.0

13.0
13.0

13.0
43.5%

-19%
-2.3%

 - G
ovt. Interest Paym

ents to Foreigners
73.6

77.1
80.6

84.1
87.7

91.2
94.8

98.3
101.9

105.5
15.3%

21.5%
16.5%

 = C
urrent A

ccount B
alance

-206.6
-237.3

-236.9
-253.1

-271.6
-290.2

-304.9
-319.2

-337.8
-357.2

18.3%
32.8%

25.4%
Fiscal Y

ear
T

he Federal B
udget

95-96
96-97

97-98
Federal G

overnm
ent C

onsum
ption

(B
illion $s)

461.6
451.0

444.0
446.5

450.0
445.0

443.0
442.0

441.0
440.0

0.6%
-2.1%

-1.1%
 + Federal G

overnm
ent T

ransfer Paym
ents

762.6
774.2

786.0
797.9

810.0
822.3

834.7
847.2

860.0
872.9

5.5%
5.3%

6.2%
 + N

et Interest Paid
233.7

236.3
239.0

241.8
244.7

247.7
250.8

253.9
257.1

260.5
3.5%

3.6%
4.9%

 + G
rants-in-A

id to State &
 Local G

ovts.
214.5

236.0
236.0

236.0
236.0

236.0
236.0

236.0
236.0

236.0
3.3%

11.8%
0.0%

 + Subsidies less Less C
urrent Surplus

30.3
30.1

30.2
30.8

31.3
31.5

32.0
32.0

32.0
32.0

-9.3%
0.8%

4.2%
 + W

age A
ccruals less D

isbursem
ents

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

 -  Federal G
overnm

ent R
eceipts

1582.3
1604.9

1616.4
1635.4

1653.0
1670.6

1688.5
1706.8

1725.5
1744.7

5.8%
5.4%

4.3%
=  Federal G

overnm
ent B

udget Surplus
-124.4

-143.4
-147.3

-149.1
-148.3

-155.7
-160.1

-163.6
-167.4

-171.4
-18%

5.6%
10.0%
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      Input A
ssum

ptions: Forecast Paths for the Exogenous V
ariables in the C

olby M
odel

A
ctual

Forecast
P

ercent C
hange

V
ariable

U
nits

96:Q
3

96:Q
4

97:Q
1

97:Q
2

97:Q
3

97:Q
4

98:Q
1

98:Q
2

98:Q
3

98:Q
4

95-96
96-97

97-98
D

iscount R
ate

(%
)

5.0
5.0

5.0
5.0

5.0
5.0

5.0
5.0

5.0
5.0

-3.6%
-0.4%

0.0%
Industrial Production: C

anada
(1987=100)

116.3
116.7

117.2
117.6

118.0
118.5

118.9
119.4

119.8
120.3

1.3%
2.2%

1.5%
C

PI: G
erm

any
('82-4=100)

133.1
133.8

134.4
135.1

135.8
136.4

137.1
137.8

138.5
139.2

1.6%
1.9%

2.0%
Industrial Prod.: U

S M
anufacturing

(1987=100)
129.2

129.0
129.3

129.4
130.0

131.0
132.0

133.0
134.0

135.0
3.0%

1.7%
2.8%

Industrial Prod.: O
E

C
D

, E
urope

(1987=100)
115.0

115.6
116.1

116.7
117.3

117.9
118.5

119.1
119.6

120.2
0.4%

1.8%
2.0%

C
apacity U

tilization: T
otal Industry

(%
)

83.4
83.4

83.0
83.2

83.3
83.4

83.4
83.4

83.4
83.4

-0.7%
0.0%

0.2%
M

anufacturing C
apacity U

tilization
(%

)
82.4

82.4
82.2

82.3
82.3

82.3
82.3

82.3
82.3

82.3
-1.0%

0.1%
0.0%

A
vg. R

efiners' Price of C
rude O

il
($'s/B

arrel)
20.3

20.4
20.3

20.3
20.1

20.0
19.0

18.0
18.0

18.0
15.4%

1.3%
-9.5%

R
est of W

orld C
PI

(Index)
143.2

143.8
144.3

144.9
145.4

145.9
146.5

147.0
147.6

148.1
1.3%

1.5%
1.5%

Potential G
D

P
(B

ill '92 $s)
6906.0

6942.0
6978.1

7014.2
7050.5

7086.7
7123.1

7159.5
7195.9

7232.5
2.1%

2.1%
2.1%

H
ousehold N

et W
orth

(B
illion $s)

28261
28739

29225
29719

30221
30731

31249
31776

32311
32855

8.4%
6.9%

6.9%
Federal G

overnm
ent C

onsum
ption

(B
illion $s)

461.6
451.0

444.0
446.5

450.0
445.0

443.0
442.0

441.0
440.0

0.8%
-2.4%

-1.1%
Federal D

efense Investm
ent

44.0
45.0

42.0
41.0

41.0
40.0

40.0
40.0

40.0
40.0

4.3%
-9.1%

-2.4%
Federal N

ondefense Investm
ent

19.7
19.7

19.7
19.7

19.7
19.7

19.7
19.7

19.7
19.7

1.0%
-0.1%

0.0%
G

rants-in-A
id to State &

 Local G
ovts.

214.5
236.0

236.0
236.0

236.0
236.0

236.0
236.0

236.0
236.0

6.5%
7.6%

0.0%
Subsidies less Less C

urrent Surplus
30.3

30.1
30.2

30.8
31.3

31.5
32.0

32.0
32.0

32.0
-3.0%

1.8%
3.4%

W
age A

ccruals less D
isbursem

ents
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
0.0

0.0
Federal G

overnm
ent T

ransfer Paym
ents

762.6
774.2

786.0
797.9

810.0
822.3

834.7
847.2

860.0
872.9

5.9%
5.4%

6.2%
G

ovt. T
ransfer Paym

ents to Foreigners
11.5

23.7
13.2

13.1
13.9

13.0
13.0

13.0
13.0

13.0
43.5%

-19%
-2.3%

State &
 Local G

overnm
ent Spending

890.6
903.3

916.2
929.3

942.5
955.9

969.4
983.2

997.1
1011.2

5.1%
5.8%

5.8%

      Endogenous V
ariables w

ith N
onzero Intercept A

djustm
ents

D
om

estic A
utom

obile Sales
(a)

-0.5
0.5

0
0

0
0

0
0

0
C

onsum
ption: D

urable G
oods

(B
ill '92 $'s)

-5
1

1
1

1
1

1
1

1
Index of C

onsum
er Sentim

ent
(2/66=100)

5
2

1
1

1
1

1
1

1
C

onventional H
om

e M
ortgage R

ate
(%

)
0.1

0.1
0.1

0.1
0.1

0.1
0.1

0.1
0.1

E
uro-D

ollar D
eposit R

ate
(b)

0.15
0

0
0

0
0

0
0

0
N

onresidential Fixed Investm
ent

(B
ill '92 $s)

-10
0

0
0

0
0

0
0

0
3 M

onth T
reasury B

ill R
ate

(%
)

-0.2
-0.2

-0.2
-0.2

-0.2
-0.2

-0.2
-0.2

-0.2
T

rade-W
eighted $ E

xchange R
ate

(b)
1

1
1

0
0

0
0

0
0

N
ew

 H
ousing U

nits Started
(thousands)

-90
0

0
0

0
0

0
0

0
Index of H

elp W
anted A

dvertising
(1987=100)

2
0

0
0

0
0

0
0

0
C

ivilian U
nem

ploym
ent R

ate
(%

)
0.3

0.2
0

0
0

0.1
0.1

0.1
0.1

Stock Price Index:  S&
P 500

'41-'43=10
54

50
30

21
10

0
0

0
0

E
xports of G

oods &
 Services

(B
ill '92 $s)

-12
-5

-3
-3

-3
-3

-3
-3

-3
(a) E

quation estim
ated in term

s of natural logs.
(b) E

quation estim
ated in term

s of first differences.
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