
MassBenchmarks

http://www.massbenchmarks.org/indices/archive/0510.htm[12/17/2010 11:07:26 AM]

Text Only  |  Site Map  |  The UMass Donahue Institute      

Home                                 

About                                 

Publications                      

Indices                            

» The State of the
State Economy    

Regions                           

State Data Center               

Contact                        

« Back

The Current and Leading Indices - October 2005

Select a Report

Massachusetts Economy Loses Steam in October 
Energy prices expected to limit consumer spending this holiday season

The MassBenchmarks Current
Economic Index for October
was 155.5, up 2.6 percent
from September (at annual
rates) and up 2.6 percent
from October of last year.
 The Current Index is
normalized to 100 in July
1987 and is calibrated to
grow at the same rate as
Massachusetts real gross
state product over the 1978–
2003 period.   

The MassBenchmarks
Leading Economic Index for
October was 1.1 percent and

the three-month average for August through October was 1.5 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 1.1 percent over the next six months (through April).

The Massachusetts economy is decelerating. After strong growth in 2004, real gross state
product growth, as estimated from the Current Economic Index, has slowed from an annual
rate of 4.3 percent in the second quarter of 2004 to 2.2 percent in the third quarter of this
year.  In contrast, U.S. real gross domestic grew at a 3.8 percent annual rate in the third
quarter.  Moreover, the Leading Index is forecasting a continued deceleration through the
rest of this year and into the first quarter of 2006.

“A sharp spike in energy costs and rising interest rates
are weighing down the state’s economy,” noted UMass
Boston Professor and MassBenchmarks co-editor Alan
Clayton-Matthews. Employment growth has been
positive but slow.  Payroll earnings have been rising,
but no faster than inflation.  “The high tech sector has
been doing well, but the pace of growth in national
and worldwide demand has been too slow for the tech
sector to pull the economy up the way it did in the
1980s and 1990s expansions,” Clayton-Matthews
added.

Consumer confidence in the New England region
declined by a record amount in September, and the
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October reading remained low.  High energy costs are
expected to reduce gross state product growth by
between one-half and three-quarters of a percentage
point over the next year. Higher energy bills will force
many consumers to cut back on other purchases and
this may bode poorly for the coming holiday shopping

season.

There is some evidence that energy costs have already begun to limit consumer
expenditures. State sales taxes on automobile purchases fell by over $14 million between
August and October (on a seasonally adjusted basis), the largest two-month decline in the
history of the motor vehicles sales tax.  The housing market is also cooling down. 
Expected housing price declines may further slow the economy as households will feel less
financially confident and more reluctant to make discretionary purchases.

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 3.7%.
The index value is their
sum.

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

For the three-month period August through October, no indicators contributed to a forecast
of above-trend growth. Six indicators contributed to below-trend growth: total
nonagricultural employment, sales taxes, the unemployment rate, consumer confidence for
New England, the interest rate spread between 10-year and 3-month U.S. Treasury
securities, and motor vehicle sales taxes. Four indicators contributed to average-trend
growth: withholding taxes, the Bloomberg stock index for Massachusetts, initial
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unemployment claims, 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.

Alan Clayton-Matthews 11/20/05

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 June except the interest rate spread and the Bloomberg stock index,
which are through November 18.

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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