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Massachusetts Economy Continues to Contract in First Quarter
Pace of decline appears to be slowing — Commonwealth less worse off than U.S.

Economic activity in
Massachusetts is estimated
to have declined at a 4.2
percent annualized rate in
the first quarter of 2009,
according to the
MassBenchmarks Current
Economic Index. The U.S.
Bureau of Economic Analysis
reported today that the
national economy declined at
an estimated annual rate of
6.1 percent during the same
period.

The MassBenchmarks Current
Economic Index for March was 164.8, down 3.4 percent from February (at annual rates),
and down 2.8 percent from March 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 March was minus 2.8 percent, and the
three-month average for January through March was minus 3.0 percent. The leading index
is a forecast of 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 2.8 percent over the next six months (through September, 2009).

The Massachusetts economy is still in a state of relentless decline, although the rate of
decline appears to be slowing. Real state gross domestic product is estimated to have
declined at a 4.2 percent annualized rate in the first quarter, this compares to a decline of
6.1 percent for U.S. real gross domestic product. In the fourth quarter of 2008, the state’s
economy is estimated to have declined at a 4.4 percent annualized rate, while the U.S.
economy declined at a 6.3 percent annualized rate.

Real Massachusetts gross state product is projected to decline at a 3.1 percent annualized
rate in the second quarter of this year, and at a 2.8 percent annualized rate in the third
quarter. These projections assume a monthly pace of decline at an annualized rate of 2.8
percent in the April through September period, as forecast by the MassBenchmarks Leading
Economic Index.

“The job market continues to be devastated by layoffs as businesses are still adjusting to
lower demand and overstocked inventories,” noted Alan Clayton-Matthews,
MassBenchmarks co-editor and UMass Boston professor. “The pace of job loss in

http://www.massbenchmarks.org/index.htm
http://www.massbenchmarks.org/text/text.htm
http://www.massbenchmarks.org/sitemap.htm
http://www.donahue.umassp.edu/
http://www.massbenchmarks.org/index.htm
http://www.massbenchmarks.org/about/about.htm
http://www.massbenchmarks.org/publications/publications.htm
http://www.massbenchmarks.org/indices/explanation.htm
http://www.massbenchmarks.org/indices/explanation.htm
http://www.massbenchmarks.org/regions/regions.htm
http://www.massbenchmarks.org/statedata/statedata.htm
http://www.massbenchmarks.org/contact.htm
javascript:history.back()


MassBenchmarks

http://www.massbenchmarks.org/indices/archive/march09.htm[12/17/2010 11:12:26 AM]

Massachusetts in the first quarter was 5.2 percent (at annual rates), even faster than the
prior quarter’s rate of job loss of 4.3 percent,” Clayton-Matthews added.

Measures of unemployment are still getting worse. The overall, official rate in
Massachusetts was 7.8 percent in March, and the “U-6” measure, which includes those
employed part time for economic reasons, and those who looked for work recently, but not
in the last four weeks, was 13.1 percent in March (on a seasonally-adjusted basis). Initial
weekly unemployment claims in recent weeks have been even higher than they were in the
state’s severe 1989-1991 recession. Perhaps the only comfort is that conditions in the rest
of the country have been worse, on average, with a cumulative nationwide job loss of 3.7
percent, an official unemployment rate of 8.5 percent, and a U-6 unemployment rate of
15.6 percent (all as of March).

The technology sector is suffering too, in this broad-based national and worldwide
recession, as evidenced by declines in state, national, and worldwide measures of
production and sales. The following are annualized rates of decline for the most recent
three-month period of data available, relative to the prior three-month period (most recent
available period listed): Massachusetts merchandize exports, 20.7 percent (February), U.S.
investment in software and information processing equipment (in nominal dollars), 24.1
percent (4th quarter), U.S. shipments of computers and electronic products, 20.5 percent
(February), North American semiconductor equipment shippings, 80.4 percent (March), and
worldwide semiconductor billings, 69.0 percent (February). Massachusetts professional,
scientific, and technical services employment fell at an 11.0 percent annual rate in the first
quarter of this year.

There is very little good economic news in these indicators, but there is some. Employment
in education and health services in the state is still growing, at an annualized rate of 1.6
percent in the first quarter. Over the past several weeks, stock prices have rallied. The
Bloomberg stock price index for Massachusetts rose 26 percent between March 9th and
April 22nd. Massachusetts motor vehicle sales taxes increased at an 18.0 percent
annualized rate in the first quarter (on a seasonally-adjusted basis). Finally, the current and
leading indexes suggest that the rate of the state’s economic decline is slowing, and will
continue to slow through the summer. There will be a bottom, and perhaps it will be
reached by the end of this year or early next year.

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 3.2 percent. 

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

In the three-month period, January through March, no indicators contributed to a forecast
of above-trend growth. One indicator, the interest rate spread between 10 year and 3
month U.S. Treasury securities, contributed to average-trend growth. The remaining nine
indicators contributed to below-trend growth.

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
March, except for interest rates, and the Bloomberg stock index for Massachusetts, which
are through April 14th and 15th respectively. The MassInsight Consumer Confidence Index
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is released every third month. Intervening months are interpolated. The values for February
and March were extrapolated from the MassInsight release for January using the January to
February and February to March changes in the U.S. Consumer Confidence Index from the
Conference Board. Series measured in dollars, i.e., withholding taxes, sales taxes, the
Bloomberg stock index, and motor vehicle sales taxes, are deflated with the U.S. consumer
price index for all urban consumers, excluding food and energy.

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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