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ABSTRACT 

Business economists attempting to determine and to 

describe the changes in the business activity of metropolitan 

areas and other geographic sections are seriously limited 

in their work by the absence of a satisfactory Overall Business 

Activity Index (OBAI). Although there are several methods 

for constructing such a composite index, this thesis examines 

the applica�ion of factor analysis to the construction of 

an OBAI. The difficulty of applying this statistical technique 

has been in developing a set of weights for combining the 

extracted factors into an OBAI. Among the objectives of 

such an overall index are that it should preserve the unique

ness of the component factors and should retain the variance 

extracted by factor ana!ysls. It was found that weights 

equal to the square root of the percent of common variance 

for each factor satisfy these objectives. 

An overali_ index of business activity was constructed 

from eight constituent series employed by the University of 

New Mexico's Bureau of Business Research in their Index of 

Business Activity for New Mexico. The resulting OBAI was 

evaluated against the Bureau's Index and a verbal description 

of New Mex�co's business activity. It was concluded that 

the index constructed by the factor analysis method was a 

satisfactory indicator of change in business activity. In 
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constructi�g and evaluating such a composite index, the lack 

of a clear definition of what constitutes business activity 

and of an objective basis for selecting the component series 

seriously limits an investigator. With these limitations, 

factor analysis offers a definite improvement over existing 

methods of combining a h�terogeneous set of local time series 

into a· unique index of an area's business activity. 
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