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Pace of Economic Decline Accelerates in 4th Quarter
Massachusetts economy expected to contract through at least June

Economic activity in
Massachusetts is estimated
to have declined at a 3.5
percent annualized rate in
the final quarter of 2008,
according to the
MassBenchmarks Current
Economic Index. Third
quarter growth was revised
downward to minus 0.5
percent, the same rate of
growth as U.S. real gross
domestic product during that
same period. The pace of
decline increased throughout
the quarter culminating in an

annual rate of decline of 4.0 percent between November and December. The US Bureau of
Economic Analysis reported today that the national economy declined at an estimated
annual rate of 3.8 percent in the fourth quarter.

The MassBenchmarks Leading Economic Index for December was minus 2.6 percent, and
the three-month average for October through December was minus 4.1 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 2.6 percent over the next six months (through June 2009).

If the economy declines at an annual rate of 2.6
percent over the next sixth months, as projected by
the MassBenchmarks Leading Economic Index for
December, then real Massachusetts gross domestic
product will decline at annualized rates of 3.1 percent
in the first quarter, and 2.6 percent in the second
quarter of 2009.

“The state economy is experiencing a rapid decline
that is reflected in a rapidly deteriorating labor
market that is having a devastating impact on
household incomes and spending”, noted Alan
Clayton-Matthews, MassBenchmarks co-editor and
UMass Boston professor. “Between June and
December, over 50,000 jobs in Massachusetts were
lost, 39,100 of them in November and December
alone. These developments are putting severe
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pressure on the state’s working families and taking a
terrible toll on state tax revenues” Clayton-Matthews
added.

Based on withholding and regular sales taxes, Massachusetts wage and salary incomes fell
at a 9.8 percent annualized rate in the fourth quarter, and discretionary consumer spending
(excluding meals and automobiles) fell at a 11.3 percent annualized rate in the fourth
quarter. Automobile sales in Massachusetts plunged at a 37.7 percent annualized rate in the
fourth quarter.

The impact of the national and global recession is beginning to have a notable impact on
the Commonwealth’s high-tech and science-based sectors. National and worldwide
measures of demand for the state’s technology products declined sharply in the closing
months of 2008. State merchandise exports also began to fall rapidly last fall.

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. The index value
is their sum.

In December, 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 October through December, one indicator, the interest rate
spread between 10 year and 3 month U.S. Treasury securities, 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, the
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Bloomberg stock index for Massachusetts, initial unemployment claims, construction
employment, and motor vehicle sales taxes. One indicator, consumer confidence,
contributed to average-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. Revisions from the October release also reflect a change in the deflation measure
from the U.S. consumer price index for all urban consumers (CPI-U) to the corresponding
“core” measure that excludes food and energy.

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
December, except for interest rates, and the Bloomberg stock index for Massachusetts,
which are through January 20th and 21st respectively. The MassInsight Consumer
Confidence Index is released every third month. Intervening months are interpolated. The
values for November and December were extrapolated from the MassInsight release for
October using the October to November, and November to December 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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