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Massachusetts ends the year on a higher note
Slow growth predicted through June

The MassBenchmarks Current
Economic Index for
December was 156.7, up 4.2
percent from November (at
annual rates), and up 2.6
percent from December of
last year. Thanks to a strong
December, the Current Index
estimates that the
Massachusetts economy grew
at an annual rate of 2.5
percent in the fourth quarter,
surpassing the fourth quarter
pace of U.S. GDP growth of
1.1 percent. Massachusetts
real gross state product in

the third quarter is now estimated to have grown at a 2.1 percent annual rate, up from the
estimate of 1.6 percent a month ago. Going forward, the outlook through the first half of
this year has also improved somewhat. But even with the better economic performance in
December and improved outlook over the next several months, the state's economy is still
growing only slowly.

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 Massachusetts Leading Economic Index for December was 1.5 percent, and the three-
month average for October through December was also 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 1.5 percent over the next six months (through June).

State tax reve nues surged in December, particularly withholding taxes. Stock markets also
recorded strong gains of late. Because the statistical method used to calculate the indices
revises recent history in light of the current performance of the payroll employment,
unemployment rate, withholding tax, and sales tax indicators, the strong December reve
nues and small, but positive, payroll employment growth raised estimated growth in the
third quarter as well.

“Businesses are doing well, but that that hasn’t
translated into significant job gains,” noted UMass
Boston professor and MassBenchmarks editor, Alan
Clayton-Matthews. “Revenues and profits are strong,
and large bonuses may be the cause of the surge in
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December withholding taxes,” added Clayton-
Matthews. Output growth, however, appears to be
much slower than the very strong year of 2004.
Merchandise exports from the state in the 12-month
period ending in November were only running 2
percent higher than the prior 12-month period.
Payroll employment in December, moreover, was
only 0.4 percent above the prior year and averaged
less in the fourth quarter than in the third.

The mix of both positive and negative signals makes
the future difficult to predict. On the positive side,
technology companies are reporting strong results.
The winter has been warm, helping households to
weather higher energy prices. On the negative side,
higher interest rates for mortgages, particularly adjustable-rate mortgages, could weigh
down the housing market, consumer confidence and consumer spending. Automobile sales
have been particularly weak and have remained lower, despite improving gasoline prices.

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 percent. The index value is their sum.

In December, three
indicators contributed to a
forecast of above-trend
growth: withholding
taxes, sales taxes, and
the Bloomberg stock index
for Massachusetts. Six
indicators contributed to
below-trend growth: total
nonagricultural
employment, the
unemployment rate, the
interest rate spread
between 10-year and
three-month U.S.
Treasury securities, initial
unemployment claims,
construction employment,
and motor vehicle sales

taxes. One indicator, consumer confidence for New England, contributed to average-trend
growth.

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

Alan Clayton-Matthews 2/17/06

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 December except the interest rate spread and the Bloomberg stock
index, which are through January 31.

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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