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Massachusetts Economy Slowing
Third quarter growth revised downward to 3.0%, slower growth expected 
during first half of 2008

Evidence is accumulating
that the Massachusetts
economy is slowing
significantly. The
Massachusetts economy grew
at a revised annual rate of
3.0 percent in the third
quarter according to the
MassBenchmarks Current
Economic Index. This is lower
than the 3.6 percent growth
rate originally reported and
well below the 4.9 percent
rate for the U.S. gross
domestic product (GDP) in
the same period.

The MassBenchmarks Current Economic Index for the month of November was 168.8, up
2.5 percent from October (at annual rates), and up 3.3 percent from November 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 domestic product over the 1978–2003 period.

The MassBenchmarks Leading Economic Index for November was 2.2 percent, and the
three-month average for September through November was also 2.2 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 2.2 percent between November 2007 and May 2008.

State economic growth has slowed since the first
quarter of 2007, when it grew at a 4.0 percent rate.
The slowdown is directly related to the impact of the
declining housing market, the subprime mortgage
shakeout in the finance sector, and the high cost of
heating oil and gasoline. Credit tightening is
threatening to curtail business activity as well as the
solvency of investors and households involved in
subprime lending or borrowing. High energy prices
are reducing non-energy consumer spending. The
impact of the declining housing market has already
affected the state’s economy. Massachusetts is
experiencing declines in housing construction,
construction employment, and slower growth in
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consumer spending.

On a positive note, there is growing national and
worldwide demand for technology-based products
and knowledge-based services that Massachusetts
supplies. These include information processing
equipment and software, pharmaceuticals, biotechnology, scientific research and
development, consulting, engineering, and financial services. Should it continue, foreign
demand will help offset weaker domestic growth, aided by the weak dollar which makes
U.S. products more competitive in world markets.

So far, the indicators that comprise this index do not support the view that a recession is
imminent. However, since this index was calculated, the stock market — a relatively reliable
leading indicator — has fallen sharply, and the national employment report for December
points to a further weakening in the job market. Accordingly, conditions may be weaker
than they appear.

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 3.3%. The index value is their sum.

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

For the three-month
period September through
November, one indicator,
withholding taxes
contributed to a forecast
of above-trend growth.
Four indicators
contributed to below-
trend growth: total
nonagricultural
employment, sales taxes,
consumer confidence, and
motor vehicle sales taxes.
Five indicators contributed
to average-trend growth:
the unemployment rate,
the interest rate spread
between 10-year and 3-
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month U.S. Treasury
securities, the Bloomberg stock index for Massachusetts, initial 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 revision in the underlying
indicators.

All of the indicators except interest rates 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
November, except for the interest rates, and the Bloomberg stock index for Massachusetts,
which are through December. The MassInsight Consumer Confidence Index is released
every third month. Intervening months are interpolated. The value for November was
extrapolated from the MassInsight release for October using the October to November
change in the U.S. Consumer Confidence Index from the Conference Board.

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.

Alan Clayton-Matthews 
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