Economic Outlook and Forecast
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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 November 1st and February 1st annually the commission must develop its findings with regard to the economic assumptions or adjustments to the existing economic assumptions for the State of Maine.  The commission submits its findings 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.  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 Consensus Economic Forecasting Commission met in October, 2006 to prepare the economic assumptions that would become the basis for the Revenue Forecasting Committee’s revenue projections for fiscal years 2006-07 through 2010-11.

The CEFC concluded that Maine’s economy will experience slow and steady growth over the next five years.  Lower energy prices, lower inflation, and the continued expansion of Maine’s health care and service industries should increase economic activity.  The cooling housing market and the closure of Brunswick Naval Air Station will moderate growth in some years (2007 and 2009-2011 respectively), but not enough to create net job losses.  

The CEFC based its forecast on the most current data available as of its report deadline.  Employment grew approximately 0.5% in the first half of 2006, an improvement over 2005.  Maine’s unemployment rate has remained low.  In August, unemployment stood at 4.7%, equal to the national rate.  Looking forward, the commission projects employment to grow at 0.4%-0.8% through 2011.  Personal income increased by 5.2% in the first two quarters of 2006.  This caused the CEFC to increase its previous forecast for 2006 income growth (5.0%).  The commission expects inflation to finish 2006 at an annual rate of 3.5%.  While higher than previous years, the commission does not expect that level to continue past 2006.  Instead, it should return to recent historical levels in 2007-2011.
The major economic growth assumptions are summarized in Table A-1.  
[image: image1.emf]Calendar Years 2006 2007 2008 2009 2010 2011

Wage & Salary 

Employment 

(Annual % 

CEFC Forecast 2/2006 0.5 0.6 0.6 0.7

CEFC Forecast 11/2006 0.5 0.4 0.6 0.8 0.7 0.6

Personal Income 

(Annual % 

Change)

CEFC Forecast 2/2006 5 4.5 4.5 4.5

CEFC Forecast 11/2006 5.2 4.3 4.5 4.5 4.3 4.2

CPI 

(Annual % Change)

CEFC Forecast 2/2006 2.8 2.5 2.2 2.2

CEFC Forecast 11/2006 3.5 2.5 2.2 2.2 2.2 2.2



TABLE A-1

Major Underlying Growth Rate Assumptions


A more detailed list of economic assumptions, which are incorporated into the revenue forecasting models used by the Revenue Forecasting Committee, is reflected below.
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