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Massachusetts Economy Slows Significantly in Third Quarter
State Appears Poised to Enter Recession

The growth of real gross domestic product
in Massachusetts slowed significantly in the
third quarter when it was estimated to
have grown at an annual rate of 1.0
percent according to the MassBenchmarks
Current Economic Index. Since the
beginning of the year the growth of the
state economy has slowed steadily. In the
first quarter the state is estimated to have
grown at a 2.1 percent annual rate followed
by a 1.4 percent rate of growth in the
second quarter.  

The MassBenchmarks Leading Economic
Index for September was -0.2 percent, and
the three-month average for July through

September was 0.0 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 contract
at an annualized rate of 0.2 percent over the next six months (through March).

The Leading Index projects the Massachusetts economy will slow sharply over the next two quarters. If
the economy declines at the annual rate of 0.2 percent over the next sixth months, as projected by the
leading index, then annualized growth in real Massachusetts gross domestic product will be a mere 0.1
percent in the fourth quarter, and negative 0.2 percent in the first quarter of 2009.

“It appears that the Massachusetts economy is poised to enter recession and may already be there” noted
Alan Clayton-Matthews, Co-Editor of MassBenchmarks. “Although the current index is still registering
positive growth in the third quarter, and the leading index is not projecting negative growth until the first
quarter of next year, revisions in payroll employment — due in February — will likely show that current
and recent economic performance was actually weaker than what these indexes are currently measuring”
Clayton-Matthews added.

Part of the reason for the declining economic prospects for the state is the weakening labor market.
Massachusetts payroll employment fell by 3,800 in September, and, on a quarterly basis, did not grow at
all in the third quarter. This survey-based measure usually over counts the number of jobs at turning
point peaks, and so it is likely that payroll jobs have actually been declining for several months already.
This is consistent with withholding tax revenues, which suggest that actual job growth has been weaker
than that suggested by the official monthly employment releases.
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Additionally, consumer spending has also been weak as reflected in sales tax revenues that were 7
percent below benchmark expectations in the third quarter, and that have been declining in real terms for
more than a year. There are also indications that the demand for the high technology goods produced by
some of the Commonwealth’s leading industries has begun to decline. As the world economy slows and
businesses cut back on expansion or replacement plans, the effects will be felt by slower or declining
sales by the state’s producers of these products. These conditions have shaken the confidence of the
business community. The AIM business confidence index has now been below 50 — the dividing line
between expectations of expansion and contraction — for five consecutive months (through September).

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

In the three-month period July through September, the pattern of positive and negative indicators was
the same as in September.

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.

---

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 September, except for interest rates, and the Bloomberg
stock index for Massachusetts, which are through October 16th and 17th respectively. The MassInsight
Consumer Confidence Index is released every third month. Intervening months are interpolated. The
values for August and September were extrapolated from the MassInsight release for July using the July
to August and August to September 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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