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The State of the State Economy

Michael D. Goodman, Ph.D.
Professor of Public Policy
Senior Advisor to the Chancellor
University of Massachusetts Dartmouth
Co-Editor, MassBenchmarks

November 2, 2023

The following reflects my personal and professional assessment of the available
evidence. It does not necessarily represent the views of my employer.
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State economic growth has been solid in 2023

FRED /% == Real Gross Domestic Product: All Industry Total in Massachusetts
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A complete but
uneven recovery

The state labor market is
extremely tight. In September. the
state unemployment rate stood at
2.6%

Leisure & hospitality and
manufacturing are struggling to
staff up even as Construction and
Building Trades and Professional
& Business Services have grown
rapidly.

Labor supply has become a
meaningful constraint
on growth in many areas.

UNIVERSITY OF MASSACHUSETTS DARTMOUTH

B Table 1. Jobs Deficit in Massachusetts Relative to February 2020 Peak by 2-Digit NAICS Industry

Massachusetts
Characteristic
Feb-20 Jul-23 Change (N)
Accommodation and food services 323,900 297,000
Retail trade 351,000 330,500 {20,500)
Manufacturing 242,800 237,800 (5,000)
Other services 142,000 138,200 (3,800)
Management of companies and enterprises 73,500 70,300 (3,200)
Arts, entertainment, and recreation 63,100 62,500 (600)
Mining and logging 1,000 1,000 0
Real estate and rental and leasing 48,800 49,200 400
Government 464,300 466,600 2,300
Information 95,600 98,900 3,300
Educational services 184,100 188,300 4,200
Health care and social assistance 645,600 649,900 4,300
Finance and insurance 177,900 183,500 5,600
Administrative and waste services 184,700 191,300 6,600
Transportation, warehousing and utilities 105,300 112,900 7,600
Wholesale Trade 123,100 132,300 9,200
Construction 166,100 176,500 10,400
Professional and technical services 350,900 394,500 43,600
Total nonfarm 3,743,700 3,781,200 37,500

Change (%)

(5.8%)
(2.1%)
(2.7%)
(4.4%)
(1.0%)
0.0%
0.8%
0.5%
3.5%
2.3%
0.7%
3.1%
3.6%
71.2%
7.5%
6.3%
12.4%
1.00%

us.

Change (%)

(2.2%)
0.1%
1.6%

(0.9%)
1.8%

(1.4%)

R
3.1%

(0.7%)
5.7%
4.0%
3.3%
3.4%
3.5%
2.9%
4.8%

12.6%

2.6%

W Source: Massachusetts Executive Office of Labor and Workforce Development, Current Employment Statistics (CES-790); UMDI analysis

Source: MassBenchmarks, UMass Donahue Institute
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State demographic trends remain discouraging

J Figure 7: Massachusetts Estimated Components of Population Change, 2000-2022
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Full year data not available for 2010 or 2020

Chart: MassBenchmarks,
W Source: UMass Donahue Institute. Source Data: 5T-2000-7; CO-EST2010-ALLDATA; and NST-EST2022-ALLDATA, U.5. Census Bureau Population Division. UMass Donahue Institute



S
!{A =i GRS | Dartmouth

UNIVERSITY OF MASSACHUSETTS DARTMOUTH

Home prices continue to rise even as affordability has declined significantly
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Monthly Mortgage Payment Using Median Existing Home Price - U.S.
with a 20% Down Payment & Average 30Y Mortgage Rate

$2 500 —— Monthly Mortgage Payment
Principal (1st payment)
Interest (1st payment)
® Current
High
Low
Pandemic Low

2005 2010 2020

Chart Powered by Bloomberg BQNT using National Assoc. of Realtors & Bankrate com Dat

The housing market “is weak
and it's going nowhere fast,”
says Mark Zandi, chief
economist at Moody'’s
Analytics.

‘I don't think it’s going to get
any better. But | don’t think
it's going to get any worse—
because it can’t get any
worse.”

Realtor.com (Sept. 2023)
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If you don’t build it, they can’t come

Notwithstanding solid growth and best market for job seekers on record,
domestic out-migration in Massachusetts has been increasing at a troubling pace

J Figure 1. Net International and Domestic Migration

m nternational Domestic
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44,500 44,800 48,600 43,900
40,800
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0
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W Source: U.5. Census Bureau, Population Estimates Program
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Remote work has expanded residential options

Percentage of workers who work from home, 2021
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Migrants to and from the Commonwealth are

disproportionately younger workers and their families
Age Profiles of Massachusetts, In-Migrants to Massachusetts & Out-Migrants from Massachusetts, 2020-2021

Age Groups Baseline In-Migrants Out-Migrants Net Migrants
N % N % N Rank
0-17 1,361,814 19.5% 13,893 8.4% 23 892 11.5% 9,999 8
18-24 688,062 9.9% 62,723 - 55,198 26.7% 7,525 1
25-34 982,106 14.1% 44,636 27.0% 62,400 30.1% 17,764 9
35-44 895,259 12.8% 13,814 8.3% 21,302 10.3% 7,488 7
45-54 878,052 12.6% 10,984 6.6% 15,821 7.6% 4,837 6
55-64 961,225 13.8% 9,131 5.5% 13,428 6.5% 4,297 5
65-74 733,383 10.5% 5676 3.4% 9237 4.5% 3,561 4
75-84 335,499 4.8% 3,088 1.9% 4,247 2.1% -1,159 3
8o+ 149,323 2.1% 1,665 1.0% 1,540 0.7% 125 2
Total 6,984,723 100.0% 165,610 100.0% 207,065 100.0% -41,455

Source: U.S. Census Bureau ACS Microdata, 2021. Steven Ruggles, Sarah Flood, Ronald Goeken, Megan Schouweiler and Matthew Sobek. IPUMS USA: Version 12.0 [dalaset].
Minneapolis, MN: IPUMS, 2022 hilps:/idoi.org/10.18128/43010.V12.0; Prepared by the UMass Amherst Donahue Institute
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I/l " For a two-parent, two-child family in the Boston/Cambridge/Quincy metro area, it
The COSt Of IIVI ng 1S costs $10,919 per month ($131,028 per year) to secure a modest yet adequate

at the heart Of the standard of living.

J
Commonwealth’s
L Here’s a breakdown of how much it costs for a two-parent, two-child family to
com petr“veness get by in the Boston/Cambridge/Quincy metro area:
@ Housing: $2,336 per month « $28,032/year
challenges

O Food: $1,011 per month - $12,133/year

A2 Child care: $2,421 per month « $29,046/year
Monthly costs range from $1,407 for a single-child family to $2,732 for a family with four kids.

- e
(] ® Transportation: $1,097 per month - $13,164/year
=y ]
or Health care: $1,051 per month « $12,607/year
&) Other necessities: $1,213 per month « $14,553/year
O Taxes: $1,791 per month « $21,494/year
= — Among the 100 largest metro areas, the Boston/Cambridge/Quincy metro area has the 6th highest

——— N cost of living. But median family income here is the 9th highest, so when cost of living is calculated
relative to median income, the area ranks 27th.

Sources: Economic Policy Institute - hitps://www.epi.org/resources/budget/
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While slow population and labor force growth is expected
statewide, growth is expected in coastal areas

[ County
| Massachusetts Public Use
Microdata Areas (PUMASs)

[ County
| Massachusetts Public Use
Microdata Areas (PUMASs)
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Source: Donahue Institute: Population by Age and RPA Region; 2015-19 PUMS; Synthetic
Population Reweighter: Population by Age and PUMA. Reweighter
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Increasing housing production and coastal resiliency will be essential

Municipalities by percent of total property tax

NFIP insurance premiums compared to economic risk revenues eliminated given six feet of sea level rise
for residential properties with substantial flood risk, 2021

avg. expected annual loss for structural damage
is higher than the avg. premium
e

S I T S D No Data Legend
-100% -50% 0 +50% +100% +200% +500% +1000% +2000% +3000% Percent Municipal Budget
[ |o0%-49%
[ 5%-9.9%

B 0 - 245%

Note: Avg. expec tLJ1 wal lo pped
at $250k annually to matc I— I"FIJ erage limit

Source: Shi & Varuzzo, 2020; First Street Foundation
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The Outlook: Private forecasters are increasingly less pessimistic

We appear to be on track for a “soft landing”

Measures of PCE Inflation

Percent
8 r ! Projected
Overall :
Inflation
6 -

Core

Federal Reserve’s v Inflation

Long-Run Goal

....................................................................................................

_2 1 1 1 | 1 | |

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

1 |

Source: Congressional Budget Office

In CBO’s projections,
inflation gradually slows
as factors that caused
demand to grow faster
than supply in the wake of
the coronavirus pandemic
continue to ease. The

rate of inflation continues
to exceed the Federal
Reserve’s long-run goal of
2 percent, but it approaches
that goal in 2025.

Probability the U.5.isin a recession in next 12
months including today
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Numerous wild cards weigh heavily on the economic outlook

Yet another looming government shutdown Rising interest rates
¥ y’.'ﬁi-' = T Yield on the 10-year Treasury note
5%
@ MARCH 2020
WHO declares global pandemic.
I
;|
2
"W
1
. T - T T T
2020 21 22 ‘23

Source; Tullett Prebon
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The Commonwealth is in a very solid fiscal position and
Is well prepared in the event of a recession

Fiscal Year-End and Current Stabilization Fund Balances (In $ Millions)

(FY2024 Balance is as of October 20, 2023)
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Questions?

Michael D. Goodman, Ph.D.
Professor of Public Policy
Senior Advisor to the Chancellor
University of Massachusetts Dartmouth
Co-Editor, MassBenchmarks

November 2, 2023
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Washington D.C. Update

Candida “Candi” Wolff, Managing Director, Global Government Affairs at
Citigroup
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The 2023/24 Agenda



Upcoming Legislation
2023/2024 Must-Pass Legislation

September 30

November 17

December 31

April 30
O

* President’s Emergency Plans for AIDS
Relief (PEPFAR) Reauthorization

* Pandemic and All Hazards Preparedness
Act (PAHPA) Reauthorization

* Funding for both expired on September 30 *°
—not yet reauthorized

Government Funding — CR or
Appropriations

National Flood Insurance Program
Authorization

Temporary Assistance for Needy Families
(TANF) Programs

Biden Administration’s $106bn Supplemental Funding Request

FAA Reauthorization
National Defense Authorization Act

Farm Bill (expired on September 30; CR
extends limited funding until December
31)

1% cut to defense and nondefense
spending through a sequestration order
if all 12 appropriation bills have not
passed

e S61.4bn intended for Ukraine, S14.3bn for Israel, $13.6bn for Border Protection, and $S10bn in Humanitarian Aid for Israel, Gaza and Ukraine.

* Pushback from House conservatives striving for major cuts in government funding expected, echoing rebuttal of previous supplemental request introduced

in August.

* Eroding support among American public for further aid to Ukraine. 55% say Congress should not authorize additional funding and 51% say the U.S. has
already done enough to help Kyiv (CNN/SSRS Aug. 2023).

citi



The 2023/24 Agenda: Future Direction of U.S.-China Relations

5

De-risking or Decoupling?

What will characterize the future economic
relationship between Washington and
Beijing? Supply chains, market access, and
technology rules are the battlefields of the
New Cold War (Mehlman)

L)

Lines of Communication

How sustainable is the recent uptick in
high-level official engagement given likely
flashpoints in 20247 Taiwan elections in
January and heightened rhetoric in U.S
ahead of November elections

Export Controls and
Outbound Investment

Intensifying Executive and Congressional
efforts to curtail Chinese access to sensitive
technologies including semiconductors and

Al systems




2024 Election Outlook



State of Play: Democrats

Biden’s strength with party leaders belies his weakness with Democratic voters

President Biden’s re-election has drawn only token primary opposition. However, two-thirds of Democrats and Democratic-leaning
voters want the party to nominate someone else in 2024 (CNN Aug. 2023). This figure jumps to 80% among 18—29-year-olds (NYT/Siena
Aug. 2023).

49% of Democrats cite Biden’s age as their biggest concern, followed by his mental competence (7%), his health (7%) and his ability to
handle the job (7%) (NYT/Siena Aug.2023).

Biden’s job approval remains underwater with a RCP polling average of 41.7% to 54.5% approve to disapprove, a spread of -12.8 (Real
Clear Politics). Historically, no incumbent with an approval rating below 48% has won re-election (Gallup).

RCP POLL AVERAGE
AEAL 41.7 Approve
LEAR President Biden Job Approval .

i 1S m Disapprove +izg

April July October 2022 April July QOctober 2023 April July Qctober

Source: Real Clear Politics



State of Play: Republicans

Trump enjoys commanding lead heading into lowa and New Hampshire

* No primary frontrunner has ever lost a nomination when leading by more than 20 points. Former President Trump is leading by about 46
points nationally and over 30 points in the early voting states of lowa and New Hampshire (Real Clear Politics).

* The lowa Caucus (Jan. 15) and New Hampshire primary (Jan. 23) don’t always predict the nominee but both states are key indicators of
who, if anyone, could challenge Trump for the nomination.

*  Trump’s trials coincide with 2024 campaign season but legal woes yet to hurt his standing with GOP voters. First criminal trial set to begin
on March 4, 2024, and last 4-6 weeks; Super Tuesday, where 35% of Republicans delegates vote across 13 states, scheduled for March 5.
Approximately 55-61% of all GOP primary delegates will be awarded during Trump’s first criminal trial.

» RCP POLL AVERAGE EXJ Trump 5.2 [FEEJ DeSantis R Haley BN ramaswamy

AEA . ik i 15 rieti e

CLEAR 2024 Republican Presidential Nomination Pence Christie [ scott Burgum
) 5

IEX} Hutchinson

PR
‘ I l I ¥ October 2023 April July October

Source: Real Clear Politics



The Two Parties Will Campaign on Vastly Different Policy Platforms in the General
Election

-

Republicans will attack Biden record and focus on social
wedge issues

Cuts to federal spending and funding tax cuts
Promote anti-abortion policies

Empower parents in education

Focus on crime and safety

Protect Second Amendment and “family values”
Criticize Biden for his age

Criticize Biden on foreign policy

~

Democrats will lean into the issues that helped them
overperform in 2022 midterms

Protecting democracy — now directly in contrast to Trump’s
election interference criminal proceedings

Protecting and expanding fundamental rights, including
abortion rights

Reducing costs for families

Economic equality — holding corporations accountable,
investing in American jobs and manufacturing (Bidenomics)

All candidates will run on the economy and reducing inflation, but issues like abortion and protecting democracy have proven to be

electoral winners for Democrats

Source: Jim Messina




The 2024 Presidential Election
Battleground

The Race to 270 Electoral Votes will likely be
determined by just a handful of voters in
seven swing states

* The Electoral College majority was
determined by just 79,000 votes in
Michigan, Pennsylvania and Wisconsin in
2016 and 43,000 votes in Arizona, Georgia
and Wisconsin in 2020.

* Arizona, Georgia, Michigan, Nevada, North
Carolina, Pennsylvania and Wisconsin were
all determined by less than three points in
2020 and will be the focus of the 2024
campaign.

Democrats > 241

151 30 20

235 Republicans ~

17 97 121

Source: 270 to Win



The 2024 Congressional Election Battleground

Democrats Face Uphill Battle to Maintain Senate Majority

34 Senate seats up in 2024 — 23 held by Democrats and
Independents aligned with Democrats and 11 held by
Republicans. Republicans need to net 1-2 seats (depending on
who wins White House) to return to the majority.

Democrats defending West Virginia (Trump +39%), Montana
(Trump +16%) and Ohio (Trump +8%) in addition to Arizona
(Biden +0.3%) and Wisconsin (Biden +0.6%).

Control of the House Remains a Toss Up

Republicans hold narrow 222-213 majority; Democrats need to
flip five seats to regain majority

Republicans hold 18 seats in districts Biden won in 2020;
Democrats hold five seats in districts Trump won in 2020.

Cook Political Report rates 77 races that could be competitive

citi

50 Republicans

Source: 270 to Win

SOLID DEMOCRAT 218 SOLID REPUBLICAN

170 20 14

15 188

Source: Cook Political Report



The 2025 Agenda

Issues the Next President Will Face



Uncertainty as Tax Cuts Set to Expire

* Majority of Trump tax cuts enacted in 2017 expire on December 31, 2025, and automatically revert to pre-2017 levels.
o Individual tax rates for top earners increasing back to 39.6% from 37%;
o Child tax credit halving from $2,000 to $1,000;
o Estate tax exemption falling from $12.9m to $5.49m (EY).

e Corporate tax rate which was cut from 35% to 21% does not expire.

* New Speaker Johnson makes commitment to House Republicans that any major tax package would include a raise in the SALT cap but prospects of major tax
legislation passing during 118t Congress very low (Tax Notes).

Biden administration balancing fiscal concerns of a “deficit-busting extension” to the tax cuts against the politically unpopular
prospect of entering an election cycle with plans to raise taxes.

Likely 2025 Position: Top rate should go back up to 39.6% but adjustments made to ensure that families making less than $400k
don’t pay a penny in additional taxes

Republican presidential candidates including Trump, DeSantis and Pence all publicly praise 2017 tax cuts and advocate their
extension after 2025.

Trump and Pence primary campaigns also proposing cutting the federal corporate tax rate to 15% (Tax Foundation)

PR



Fiscal and Budgetary Pressures

Rising Debt-to-GDP ratio projected to sharply increase interest payments and lead to budgetary pressures

* If current policies continue, Congressional Budget Office (CBO) projects the annual deficit will remain above 5% for the next 30 years, increasing the debt-to-
GDP ratio from 98% today to a record-high 107% in 2029 and 180% in 2053.

* With mounting debt and higher interest rates, the government’s interest payments are projected to triple in relation to GDP between 2023-53, accounting
for 23% (~S5.1trn) of all federal spending by 2053 (CBO/BPC).

* Likely to lead to higher borrowing costs throughout the economy (dampening investment and economic growth), elevated risk of fiscal crisis, and difficult

policy trade-offs (CBO).

Federal Debt Held by the Public
Percentage of GDP

200

Projected

175
150
125
100

75

50
25

1943 1953 1963 1973 1983 1993 2003 2013 2023 2033

2043 2053

Source: Congressional Budget Office

1962

m Discretionary m Mandatory

MNet Interest

Total Spending: 5107 billion
Debt to GDP: 42.3%

= Discretionary m Mandatory

Entitlement and Net Interest Growth Drive Future Debt Accrual

1992 2022

2052 (projected)

m Discretionary m Mandatory = Discretionary = Mandatory

Net Interest MNet Interest Net Interest

Total Spending: 51.4 trillion
Debt to GDP: 46.8%

Total Spending: 522.1 trillion
Debt to GDP: 176.5%

Total Spending: 56.3 trillion
Debt to GDP: 97.0%

Source: Bipartisan Policy Center



Unresolved Questions on Debt Limit, Future of Entitlement Spending

Debt Limit Expiration

* Fiscal Responsibility Act 2023 suspended the debt limit until January 1, 2025. Extraordinary measures will push the X-date out a few months after that date
(~“March/April 2025), depending on economic conditions.

* Avoiding default likely to be one of the first priorities for the new administration (inauguration on January 20, 2025). Ease with which this issue will be
resolved depends on make up of new Congress after 2024 elections.

Social Security and Medicare Trust Funds Depleting as Baby Boomers Retire

e CBO projects that the Social Security Trust Fund will be depleted by 2033. Without government intervention, social security payments would be 25% less
than scheduled benefits in 2034.

e Medicare Trust Fund set to be depleted by 2031 as gross Medicare spending outweighs revenues by a projected $333bn over the next decade (Medicare

Trustees Report).
Social Security Outlays and Revenues, With Scheduled and Fig. 1: Medicare Hospital Insurance Spending and Revenue (Percent of Taxable Payroll)
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Governor’s Remarks

Massachusetts Governor, Maura Healey
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