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The Massachusetts economy
may finally be turning the
corner, although relief for the
unemployed may not arrive
until late this year or early
next. According to the
Massachusetts Benchmarks
Current Economic Index the
decline in real gross state
product slowed to a halt in
the second quarter of this
year, after nine successive
quarters of negative growth.
The leading index has been
positive for six consecutive
months.

The Massachusetts Current
Economic Index for August was 126.1, up 1.2 percent from July (at annual rates), and
down 0.1 percent from August of last year.

The Massachusetts Leading Economic Index for
August was 3.4 percent, and the three-month
average for June through August was 3.1 percent.
The leading index is a forecast of the growth in the
current index over the next six months, expressed at
an annual rate. Thus, it indicates that the economy
is expected to grow at an annualized rate of 3.4
percent over the next six months (through
February).

While the robust growth predicted by Massachusetts
Benchmarks Leading Economic Index is largely
predicated on expectational and policy indicators
such as stock prices and expansionary monetary
policy, other "real" indicators, such as withholding
taxes and initial unemployment claims, are beginning
to improve indicating that the end of the recession in
Massachusetts is at hand.

"Most importantly, the turnaround in demand for
high tech equipment, which began at the end of last
year, is continuing, with growing orders and sales, low and declining inventories, and
increasing levels of unfilled orders" noted Massachusetts Benchmarks Co-Editor Alan
Clayton-Matthews. "Given the state's great reliance on high technology intensive industries,
improvements in these national production indicators are expected to lead to a turnaround
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in production followed by an improving employment picture in Massachusetts" he added.

What remains unclear is how quickly the labor market will turn around. Firms, aided by
productivity growth and motivated by minimizing costs, have thus far been reluctant to hire
until they see the turnaround gain traction. The sharply positive trends in production and
inventories are expected to shift the balance towards hiring as firms become convinced that
the turnaround is real and find it necessary to hire in order
to keep up with new orders.

The 10 indicators that
comprise the leading
index usually do not all
move in tandem.
Typically, some may
indicate an expectation of
faster than average
growth, while at the same
time others may indicate
an expectation of slower
than average growth. The
following table accounts
for the contributions of
each towards faster or
slower growth than the
long-term trend of 2.6%.
The index value is their
sum. In August, five
indicators contributed to a

forecast of above-trend growth: withholding taxes, the interest rate spread between 10-
year and 3-month U.S. Treasury securities, the Bloomberg stock index for Massachusetts,
initial unemployment claims, and motor vehicle sales taxes. Four indicators contributed to
below-trend growth: total nonagricultural employment, sales taxes, the unemployment rate,
and construction employment. One indicator, consumer confidence for New England,
contributed to average-trend growth.

For the three-month period June through August, three indicators contributed to a forecast
of above-trend growth: the interest rate spread between 10-year and 3-month U.S.
Treasury securities, the Bloomberg stock index for Massachusetts, and motor vehicle sales
taxes. Four indicators contributed to below-trend growth: total nonagricultural employment,
sales taxes, the unemployment rate, and construction employment. Three indicators
contributed to average-trend growth: withholding taxes, consumer confidence for New
England, and initial unemployment claims.

Several recent months of the indices are revised each release. These revisions are a result
of the statistical method used to create the index, as well as revisions in the underlying
indicators.

09/29/03

All of the indicators except interest rates and consumer confidence refer to Massachusetts.
The current index is composed of four indicators: nonagricultural employment, withholding
taxes, sales taxes, and the unemployment rate. The leading index includes these four
current indicators plus the other six (leading) indicators in the contributions table. All of the
indicators are as of August except the interest rate spread and the Bloomberg stock index,
which are through September 22nd.

For a description of the methodology used to construct these indices, see: Alan Clayton-
Matthews and James H. Stock, "An application of the Stock/Watson index methodology to
the Massachusetts economy", Journal of Economic and Social Measurement, vol. 25
(1998/1999), pp. 183-233.
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