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The Massachusetts Current
Economic Index for May was
125.9, down 0.2 percent
from April (at annual rates),
and down 0.4 percent from
May of last year. The current
index is normalized to 100 in
July 1987 and is calibrated to
grow at the same rate as the
Massachusetts real gross
state product over the 1978–
1997 period.
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The Massachusetts Leading
Economic Index for May was
2.4 percent, and the threemonth average for March through May was 1.9 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 2.4
percent over the next six months (through November). Because of monthly fluctuations in
the data on which the index is based, the three-month average of 1.9 percent may be a
more reliable indicator of near-term growth.
The ten indicators that comprise the leading index
are sharply divided between positive and negative
signals about the future course of the state's
economy. On the negative side are the employmentbased indicators, especially total payroll employment
and withholding taxes. The surprisingly good
Massachusetts employment reports for April and May
are misleading. A careful analysis of April and May
employment reports corrects for the seasonality
glitches in the official release. This analysis reveals
that employment is still seeing a decline that is
consistent with stagnant withholding revenues and
sales taxes, as well as high initial unemployment
claims.
On the plus side are the rebound in stock markets,
the strength in motor vehicle sales, and—to a lesser
extent—the rise in consumer confidence. These are
largely expectation-based indicators, as opposed to
"real" indicators such as employment and incomes.
At turning points, expectations tend to lead real indicators, though they can turn out to be
false expectations, as they were in spring 2002. There are good reasons, however, for
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these expectations to be fulfilled this time. Demand for technology products appears to be
rising, and the combination of low inventories, obsolescence of existing equipment, and
business tax incentives from Washington is likely to sustain this nascent growth in
investment spending. The federal income tax cuts should also have substantial effects later
this year, supporting consumer spending.
Job growth will lag the turnaround in production for several months, however. Firms are
waiting to hire until they see the turnaround gain traction. This tentativeness reflects the
biggest risk for the prediction of the leading index to come to fruition. It will take a
sustained recovery in business investment spending to get the Massachusetts economy back
on track. Now, at least, it appears to be headed in the right direction.
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 others may
indicate an expectation of
slower-than-average
growth. The following
table accounts for the
contributions of each
toward faster or slower
growth than the longterm trend of 2.6 percent.
The index value is their
sum. In May, three
indicators contributed to a
forecast of above-trend
growth: consumer
confidence for New England, the Bloomberg stock index for Massachusetts, and motor
vehicle sales taxes. Six indicators contributed to below-trend growth: total nonagricultural
employment, withholding taxes, sales taxes, the unemployment rate, initial unemployment
claims, and construction employment. One indicator—the interest rate spread between 10year and 3-month U.S. Treasury securities—contributed to average-trend growth.
For the three-month period March through May, three indicators contributed to a forecast
of above-trend growth: the interest rate spread between 10-year and 3-month U.S.
Treasury securities, the Bloomberg stock index for Massachusetts, and motor vehicle sales
taxes. Five indicators contributed to below-trend growth: total nonagricultural employment,
withholding taxes, sales taxes, consumer confidence for New England, and construction
employment. The unemployment rate and initial unemployment claims contributed to
average-trend growth.
Several recent months of the indexes 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.
07/01/03
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 May, except the interest rate spread and the Bloomberg stock index,
which are through June 20.
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