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The Commonwealth's
economic recovery appears
to be underway, according to
the Massachusetts
Benchmarks Current and
Leading Economic Indexes
for October.

The Massachusetts
Benchmarks Current
Economic Index for October
was 126.5, up 1.5 percent
from September (at annual
rates), and up 0.2 percent
from October of last year.

The Massachusetts
Benchmarks Leading Economic Index for October was 3.0 percent, and the three-month
average for August through October was 3.4 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 3.0 percent over
the next six months (through April).

The Massachusetts economy is finally on the rebound,
growing slowly, and gaining momentum due to a
revival in technology spending. According to the
Current Index, real gross state product grew at a 0.7
percent annual rate in the third quarter. Although
this was much less than the 8.2 percent U.S. rate of
growth, it was the first quarter of positive growth in
the state since the fourth quarter of 2000.

National and international indicators of spending on
technology equipment are growing at annualized
rates comparable to those witnessed during the boom
years of the 1990's. In the first nine months of this
year, U.S. investment in information processing
equipment and software grew 12.1 percent.
Significantly, shipments of computers and electrical
equipment grew 15.9 percent and orders grew 24.3
percent, suggesting that the demand for technology
products will be sustained in the near term.

Most importantly, the labor market appears to be
improving. In October, initial unemployment claims (seasonally adjusted) in Massachusetts
dropped below the critical threshold of 40,000 — thought by many to be the dividing line
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between a worsening and improving job market. The state's unemployment rate declined
slightly in October, due to an increase in the household survey's estimate of the number of
residents employed, and a decrease in the number unemployed. Our own unofficial seasonal
adjustments of the payroll job count actually indicate that the Commonwealth gained 1,900
jobs in October.

The return of business spending has come at a critical moment for Massachusetts, just as
households' ability to support the economy through consumption spending appears to be
waning. Years of job losses and associated tepid earnings and income growth are
restraining consumer spending. As more jobs become available to supply the rising demand
for the state's technology products, consumer spending should revive to further strengthen
the state's expansion.

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 October, four
indicators contributed to a
forecast of above-trend
growth: consumer
confidence for New

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

For the three-month period August through October, five indicators contributed to a
forecast of above-trend growth: consumer confidence for New England, 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. Two
indicators contributed to below-trend growth: total nonagricultural employment and sales
taxes. Three indicators contributed to average-trend growth: withholding taxes, the
unemployment rate, and construction employment.

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.

11/25/03

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 October except the interest rate spread and the Bloomberg stock index,
which are through November 21st.

For a description of the methodology used to construct these indices, see: Alan Clayton-
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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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