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WELCOME TO THE CURRENT ISSUE of Massachusetts Benchmarks, and thank you for
including it in your summer reading.

This issue begins with the Editorial Board’s quarterly assessment of the Massachusetts
economy.  The economy remains strong, the board finds, but its rate of growth is like-

ly to taper off, particularly if the state’s shortage of skilled workers
creates inflation in wages, national conditions lead to higher health
care costs, and global conditions create inflation in energy prices.

Alan Clayton-Matthews follows in Economic Currents with this
judgment: “Apparently, consumers and economists agree. . .condi-
tions are good, so good, that it is difficult to see how they can get
better.”  The labor shortage might prove to be a drag on new
growth, he argues, unless the shortage is abated by pulling people
with less education and fewer skills into the workforce.

From the Field features Clyde Barrow’s economic portrait of southeastern
Massachusetts. Population growth there has been high, yet the region has higher job-
less rates and lower incomes than does Greater Boston. Though its labor force is
praised for its strong work ethic, its levels of skill and education are relatively low.  “As
the region seeks to rebuild its manufacturing base and attract new knowledge-based
service industries,” argues Barrow, “it is essential for the regional workforce to acquire
new skills and to achieve higher levels of education.”

Jane Little follows with a thorough consideration of the evidence that lies behind the
familiar assertion that the Massachusetts economy is globalizing.  Her essay spells out
what specific forms this change has been taking.   

At the Center pulls together an array of measures of the state’s economic performance,
and our latest survey of opinion measures the public’s level of confidence in a number
of local institutions, including local businesses. 

What you find here, we hope, will not only engage your immediate attention but also
hold up well over time. 

WILLIAM M. BULGER

President
University of Massachusetts   

F R O M T H E
P R E S I D E N T
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T he Massachusetts economy has continued to ascend uninterrupted since February’s
Editorial Board meeting, and there has been little evidence of slowing in the expan-
sion that has characterized the past decade.

While the board continues to be impressed with the state’s economic performance, there
is a growing sense that things cannot get much better—or even stay as good as they are. That
leaves but one possibility, a scenario that framed our discussion this quarter. 

FUNDAMENTALS

At the state level, we may be close to exhausting any excess capacity from which future
growth could arise. Of particular concern is a shortage of workers, especially in technical
occupations. (The state’s unemployment rate among college graduates is well under 2 per-
cent.) While wage and salary growth has been especially mild throughout the expansion, wage
inflation may, at some point, be ignited both by companies attempting to bid workers away
from competitors and as a way to encourage even greater labor force participation than the
high rates we are already experiencing.

On the national front, a number of factors have combined to keep the rate of inflation low.
These include the strength of the dollar on international currency markets, a sharp drop in oil
prices, a decline in medical-cost inflation and, of course, moderate wage and salary inflation.
It is unlikely that any of these conditions will last indefinitely, and it is certain that all of them
cannot. With state growth closely aligned with that of the nation, threats to a stable econo-
my at the national level carry equal risk here at home. 

SPECULATIONS

A stock-market “correction,” especially one that is deep and/or lengthy, could have a dis-
proportionately large impact on the Massachusetts economy. This is due to the greater rela-
tive importance of the financial services industry in the state.

The Asian economic crisis has, to this point, been largely contained within the Asian
nations. Economic and political difficulties in the region have not disappeared, and if the cri-
sis continues to intensify, there may be more severe implications on our state and national
economies. 

Though the rate of growth may slow in coming months, the state’s economy is better
positioned than it was in the 1980s to experience a soft landing. We are less dependent on the
construction industry, and we no longer rely heavily on defense contracts. Recent growth has
been in areas that seem to have better long-term prospects, such as telecommunications, soft-
ware development, and other high-tech industries. 

Though for the moment the state’s growth continues unabated, economists are taking a
more guarded approach when looking across the next several months. A slowdown, we know,
is inevitable. The questions remain: What form will it take, and what kind of impact will it
have on the state? ▲
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“MIRACLE YEARS”
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THE MASSACHUSETTS ECONOMY

REMAINS IN HIGH GEAR

As economists continue to explain why growth will slow

and inflation will reemerge, the Massachusetts jobs engine

accelerates, generating jobs and income at an increasing

rate even as inflation continues to subside. The state’s

expansion has now surpassed the “Miracle Years” in

length, and there is no evidence to suggest that it will end

soon. In spite of this, a slowing is inevitable; the region is

running out of skilled workers and cannot support this

rate of growth indefinitely. The pool of available workers

now appears concentrated among less-skilled

workers with low levels of educational attain-

ment. These workers could support continued

expansion, albeit at a slower pace of income

growth, if employers can absorb them into the

workforce.

RECENT EMPLOYMENT GROWTH IN THE

YEAR ENDING IN APRIL 1998

The number of jobs1 in Massachusetts grew by

3.2 percent in the 12-month period ending in

April, outpacing every other New England

state and the nation. During this time,

employment in both New England and the

United States grew by 2.5 percent. The job

growth was broad-based, with every major

sector growing by at least 1.3 percent.

Manufacturing gains continue to be note-

worthy. During this time, manufacturing

employment expanded at a 1.9-percent pace.

Growth was especially robust in industries sup-

plying durable investment goods. Employment in indus-

trial machinery and equipment grew by 2.2 percent, com-

puter and office equipment by 4.3 percent, electronic and

electrical equipment by 2.3 percent, transportation equip-

ment by 4.2 percent, and instruments by 3.2 percent.

Nondurable manufacturing jobs expanded at the slower

pace of 0.7 percent, although some sectors also exhibited

substantial growth (food, 2.4 percent; and textile mill

products, 2.1 percent). The Asian crisis has had little

effect so far on the manufacturing sector, but adverse

effects on exports are expected to take root in the coming

months, so this sector bears close monitoring.

Construction employment grew at 9.5 percent, aided

by a mild winter and low interest rates. Transportation,

communications, and utilities growth was led by a 6.5-

percent increase in communications employment;

employment in utilities fell by 2.9 percent. Consumers

and businesses are spending, particularly on durables,

boosting wholesale and retail trade. Wholesale trade

employment in durable goods rose by 5.7 percent, while

retail employment growth in building materials and

furniture was strong, at 3.9 percent and 9.7 percent

respectively. People are also eating out more, as implied by

4.9-percent employment growth in eating and drinking

establishments. In finance, the non-banking sector (non-

depository institutions), which includes mutual funds and

a broad array of financial management firms, continues to

lead employment growth at an 8-percent pace. The bank-

ing sector (depository institutions) is expanding once

again, as employment grew by 3.7 percent. However,

employment in the insurance industry continues to

decline, dropping by 3.3 percent. Employment growth of

3.8 percent in the large service sector was led by business

services, 8 percent, and engineering and management ser-

vices, 6 percent. Health-sector employment continued to

expand relatively slowly, at 1 percent, with small losses in

the hospital sector of 0.1 percent.
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Employment Growth Rates Compared

April 1997 – April 1998
Massachusetts grew faster than the nation

and all other New England states.

Sources:  U.S. Bureau of Labor Statistics;
Massachusetts Division of Employment and Training
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INCOMES AND

CONSUMER CONFIDENCE

Earnings and incomes con-

tinue to rise rapidly. Wage

and salary disbursements of

Massachusetts workers in the

last quarter of 1997 were 7.4

percent above a year earlier,

while personal income of res-

idents was 6.3 percent high-

er. In real terms, after deflat-

ing by the Boston CPI-U,

the growth rates were 5.2

percent and 4.1 percent

respectively. Consumer confi-

dence of Massachusetts resi-

dents, as polled by Mass

Insight, grew by 9.2 percent

in the year ending in January

to 130, its highest level since

the survey began in 1991.

Interestingly, the current

conditions portion of the

index rose a dramatic 22.4

percent from the prior year,

while the future expectations

portion remained unchanged.

Apparently, consumers and

economists agree on their

bottom-line assessments of

the economy: conditions are

good, so good that it is

difficult to see how they can

get better.

HOUSING

The housing market is performing moderately well.

Economy watchers remember that one of the defining

characteristics of the 1980s boom-and-bust was the spec-

ulative bubble in real estate, with rapidly rising prices and

over-building followed by collapse. Therefore, they like to

see slow, steady growth in housing stock and moderate

price increases. Recent activity on a statewide basis con-

forms to this scenario. Housing permits averaged 1493

per month in the year ending in April. Although this is

down 1.3 percent from the

prior 12-month period, it is

still in the comfortable

1200–1600 range of the past

several years, less than half

the rate of the speculative

boom at the end of the

1980s. Sales of existing

homes in the third quarter of

1997 were 11.3 percent

higher than in the same

quarter the prior year.

Housing prices rose 6 per-

cent in the year ending in the

fourth quarter of 1997,

according to Fannie Mae and

Freddie Mac.

Recent evidence indicates

that the market may be heat-

ing up in the metropolitan

Boston area, as inquiries to

brokers — an indicator of

demand — are unseasonably

high, time on the market is

declining, and agreement

prices as a proportion of ini-

tial listing prices are averag-

ing over 95 percent, even for

luxury homes. Prices in sev-

eral communities are rising at

annual rates exceeding 10

percent.2 So far, this activity

seems to reflect real underly-

ing demand and supply

forces, and not speculative

psychology.

OTHER INDICATORS

State tax revenues keep growing in step with the econo-

my. In the 12-month period ending in March, revenues

were 6.7 percent above the prior 12-month period.

Income tax revenues continue to meet or exceed official

estimates. The Massachusetts Current Economic Index,

based largely on real, inflation-adjusted tax revenues, is up

3.4 percent in April from the preceding year.
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Massachusetts Employment Growth

in Selected Sectors

April 1997 – April 1998

Source:  Massachusetts Division of Employment and Training

Industrial Machinery and Equipment 2.2%
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Transportation Equipment 4.2%

Instruments 3.2%

Food and Kindred Products 2.4%

Textile Mill Products 2.1%

Printing and Publishing 1.8%

Manufacturing: 1.9%

Communications 6.5%

Electric, Gas and Sanitary Services -2.9%

Transportation, Communication and Utilities: 4.2%

Building Materials and Garden Supplies 3.9%

Furniture & Equipment Stores 9.7%

Eating and Drinking Places 4.9%
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Business Services 8.0%

Health Services 1.0%

Hospitals -0.1%

Engineering and Management Services 6.0%

Services: 3.8%

Durable Goods 5.7%

Wholesale Trade: 4.4%
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INFLATION IS CURRENTLY LOW, BUT FEARS OF

RISING WAGES ARE GROWING STRONGER

Inflation continues to defy traditional cyclical patterns. In

the face of increasing growth both locally and nationally —

real GDP is estimated to have grown at an annu-

al rate of 4.2 percent in the first quarter of 1998

— price inflation has remained remarkably

restrained. The Boston Consumer Price Index

(CPI-U) rose only 1.9 percent in the 12-month

period ending in March. This is low, yet national-

ly consumer prices rose at an even slower pace of

1.4 percent over the same period. Producer prices

for final goods actually fell by 1.2 percent in the

year ending in April (0.1 percent, excluding food

and energy).

The Asian crisis is contributing to price

restraint in several ways. First, devaluation of the

Asian Tiger nations’ currencies makes imports of

final and intermediate products from that region

cheaper in terms of U.S. dollars. Second, the

depressed Asian economy has reduced world-

wide demand for several important raw inputs to

production, including oil, with consequent

deflationary effects on producer prices. Third, as

international investors reallocate funds from risky Asian

markets to “high quality” U.S. markets, downward pres-

sure is exerted on domestic interest rates. This enables

firms to pass savings in their interest costs on to their cus-

tomers.  Yet another explanation for low inflation in the

face of robust growth is the “new economy” thesis of

productivity-enhancing investment in technology.

Whether or not this is a lasting secular phenomenon or a

fortuitous cyclical event, Massachusetts has benefited, as

witnessed by the growth in high-tech manufacturing and

telecommunications.

Nevertheless, well-founded inflationary fears still per-

sist. With job growth outpacing population and labor

force growth, both nationally and locally, economists are

worried about wage-rate growth as a cause of future infla-

tion. Some evidence suggests that, at least among manu-

facturing workers, this may have already begun. For the

state, during the 12-month period ending in April, hourly

wages in manufacturing are 2.5 percent higher than for

the previous 12-month period. This is still a moderate

increase, but anecdotal evidence from the Boston Federal

Reserve Bank’s Beige Book survey suggests that compensa-

tion of skilled workers in all sectors is under mounting

upward pressure, as labor shortages become more and

more acute.

Overall Rate

Men
Women

White, Non-Hispanic
Nonwhite or Hispanic

Under Age 30
Over Age 30

4-Year College Degree, Over Age 30
High School Degree, Over Age 30

No High School Degree, Over Age 30

Unemployment Rates Compared, March 1997
Minorities, youth and the less-educated are 
much more likely to be unemployed. (MA)

Source:  U.S. Census Bureau, Current Population Survey
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GROWTH CONSTRAINTS

At a 2.9-percent unemployment rate and a 68.4-percent

labor force participation rate, Massachusetts has little

room for additional growth, at least among skilled 

workers. The March 1997 Current Population Survey for

Massachusetts illustrates just how tight the skilled labor

market is, and where there is remaining slack. In March

1997, when the overall unemployment rate was 4.6 per-

cent, the unemployment rate for residents over 30 years

old with a four-year college degree was a mere 1.2 per-

cent. The labor force participation rate for this group was

84.3 percent (88.8 percent if we exclude those over 65

years of age).

The pool of unemployed workers is concentrated

among the less-educated (6 percent for those over 30 with

a high school degree, and 8.2 percent for those over 30

with less than a high school degree), younger workers

(7.5 percent for those under 30), and minorities (12.4

percent for those who are nonwhite or Hispanic).

Participation rates are also low for these groups: 59.6 per-

cent for those with only a high school degree, 39.1 per-

cent for those with less than a high school degree, and

54.9 percent for those who are nonwhite or Hispanic.

Participation rates are also low (13.8 percent) for those

over 65 years old.

These figures suggest that there are only two (non-

mutually exclusive) ways for employment to continue

expanding at recent rates.

One way is for the expansion

to extend to minorities and to

persons of low educational

attainment and skills. This

would require employers to

locate to areas they have

avoided thus far: inner city

neighborhoods within the

Boston area, and selected

regions outside the Boston

metro area, such as New

Bedford and Fall River. Firms

throughout the common-

wealth would have to hire

lower-skilled workers and

provide training. The second

way to enable the expansion

to continue is for employers

to increase wage rates enough

to induce even higher labor

force participation among the

skilled, more hours of work from those already employed,

and increased participation among the elderly. Either way,

there will be consequences for productivity, labor costs,

and ultimately, prices and profits.

1. The jobs (or employment) measure used here is the conventional
measure of the number of payroll employees in nonagricultural estab-
lishments located in Massachusetts, released jointly by the Massachusetts
Division of Employment and Training and the U.S. Bureau of Labor
Statistics. The measure excludes the self-employed, and double counts
workers who have more than one job.

2.  According to the Case-Shiller-Weiss repeat sales index, housing prices
in the following communities rose more than 10 percent in the year end-
ing in the fourth quarter of 1997: Belmont, Cambridge, Everett,
Malden, Medford, Mattapan, Needham, Newton, Watertown, Wellesley,
West Roxbury, Westwood, and Winchester.

ALAN CLAYTON-MATTHEWS is assistant professor and director of quantita-
tive methods in the public policy program at the University of Massachusetts
Boston. He is also vice president and forecast coordinator for the New
England Economic Project. 
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Overall Rate

Men
Women

White, Non-Hispanic

Nonwhite or Hispanic

Age 30 – 65

4-Year College Degree, Age 30 – 65

High School Degree, Age 30 – 65

No High School Degree, Age 30 – 65

Age 65 or Older

Labor Force Participation Rates Compared, March 1997
Labor force participation in Massachusetts varies by gender,

race/ethnicity, age and educational attainment.

Source:  U.S. Census Bureau, Current Population Survey
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THE SOUTHEAST REGION: DYNAMIC AND DIVERSE

Southeastern Massachusetts consists of 48 cities and

towns in Bristol, Plymouth, and Norfolk Counties.1 Its

major cities — Attleboro, Brockton, Fall River, New

Bedford, and Taunton — account for about 39 percent

of the region’s population. The region covers 1,224

square miles and has a population of 949,520 (U.S.

Census 1990). 

Coastal areas are occupied by working ports, upscale

marinas, and pristine beaches, and historical districts are

within walking distance of advanced research laboratories.

Farms and cranberry bogs surround traditional manufac-

turing centers that are in the process of shifting to com-

puter-assisted production technologies. 

Because of its size and diversity, southeastern

Massachusetts is often viewed as having three distinct eco-

nomic areas:  Tri-Cities, the South Shore, and the South

Coast. These are woven together by a regional transporta-

tion network that includes the Route 24/I-495 Axis (Tri-

Cities), Route 3 (South Shore), and I-195 (South Coast). 

STATE OF THE REGION:

THE NEW GROWTH FRONTIER?

Like the rest of Massachusetts, the Southeast region is

making the transition to a postindustrial economy

anchored by smart manufacturing, services, and retail

trade.2 Southeastern  Massachusetts has been called the

state’s “new growth frontier,” and in certain respects this

is accurate. In contrast to the Greater Boston region and

the state as a whole, however, economic expansion here is

driven primarily by local population growth, while being

limited by a workforce with below-average educational

attainment. Thus, despite participating in the state’s eco-

nomic expansion, the region is experiencing a dualistic

pattern of economic growth that can be characterized as

growth without development. The area’s land use pat-

terns, unemployment rates, and incomes point to contin-

uing structural problems in the regional economy.

Population and Land Use. Since 1960, southeastern

Massachusetts has been adding approximately 10,000 new
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Southeastern Massachusetts:
A Region of Growth Without Development
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residents each year, resulting in a 50-percent population

increase over the last four decades. Population growth has

produced an additional 3,500 housing units per year,

27,650 additional vehicle trips per day, the consumption

of an additional 710,000 gallons of water each day, and

increases in public school enrollments of 2,157 students

per year. To accommodate this growth, the region has

been developing 4.7 square miles of vacant land annually

for the past 30 years.3 Moreover, new transportation

improvements, such as commuter rail extensions and

upgrades to Routes 3, 24, and 44, are attracting more res-

idents, particularly Boston commuters, to the region.

Population expansion and residential development

have been uneven within the region. Brockton, Fall River,

and New Bedford increased in population by only 3.6 per-

cent between 1960 and 1990, while the rest of the region

experienced growth of 80.9 percent.4 Although the

largest cities account for 39.3 percent of the region’s pop-

ulation, they issued only 17.1 percent of the building per-

mits from 1980 to 1994. In contrast, in the remainder of

the region, 82.9 percent of all building permits were

issued while the proportion of the total population was

less, at 60.7 percent. This uneven growth is putting pres-

sure on the physical infrastructure, school systems and

planning capacities of many local governments, particular-

ly in rural and suburban towns.

Employment Growth. In 1997, southeastern Mass-

achusetts had total employment of 372,333, and the 1997

annual average unemployment rate was 5.4 percent.

As the accompanying graph illustrates, average unemploy-

ment rates in the region are consistently higher than

the statewide average throughout the business cycle.

In South Coast towns, this “unemployment gap” has

actually widened during the recovery phase of the current

business cycle.

The region’s employment base is concentrated in ser-

vices (31.3 percent), retail trade (24.4 percent), and man-

ufacturing (18.3 percent). Since 1994, job growth has

been led by services (12,264 new jobs) and retail trade

(3,543 new jobs). Interestingly, southeastern Mass-

achusetts has 23,803 business units, more than any other

Benchmarks region except Greater Boston. The large

number of business units, when linked to other data on

employment growth, indicates that most business start-

ups in the region are small service and retail firms

responding to growth in local demand. Manufacturing

employment has declined another 1.4 percent in the

region since 1994, but the hemorrhaging in manufactur-

ing employment that occurred from 1985 to 1994 is final-

ly beginning to feel the effects of renewed growth in some

of the region’s key manufacturing clusters. 

Incomes. The cost of living in southeastern Mass-

achusetts is significantly lower than in Greater Boston

▲
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Building Permits and Population:

Southeast Region

Source: Massachusetts Institute for Social and Economic Research
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and, in part, this accounts for the region’s attractiveness to

commuters and new businesses. However, annual average

earnings in the region are $27,219, and this continues a

long-term pattern of regional wage levels that are about

21 percent below the statewide average of $34,568.

Although these earnings have grown by about 10 percent

since 1994, wage growth is still lagging behind the

statewide average, which was 12.8 percent during the

same period. In fact, wage growth in the Southeast region

has been slower than in every other Benchmarks region

except the Berkshires and the Pioneer Valley. Significantly,

above-average earnings growth has occurred only in those

sectors that continue to show overall declines in employ-

ment (i.e., manufacturing and finance, insurance and real

estate), while above-average employment growth has

occurred primarily in sectors with stagnant or declining

real earnings. 

INDUSTRIAL STRUCTURE:

A DUALISTIC GROWTH PATTERN

Southeastern Massachusetts has several identifiable

business clusters or industry groupings linked to-

gether through customer, supplier, or other relationships

(see table below).5

Services and Retail. Key clusters in the services and retail

sectors are leading employment growth in the Southeast

region, although average real earnings in these clusters

have been stagnant or declining.

Allied Health Services. The allied health services cluster

includes hospitals, nursing homes, home care providers,

health maintenance organizations, medical laboratories,

rehabilitation facilities, group medical practices, and indi-

vidual practitioners. In contrast to the Greater Boston and

Central regions, there are no major research hospitals or

institutes located in southeastern Massachusetts. Con-

sequently, the allied health services cluster serves local

demand generated by the region’s residents. The cluster’s

expansion is being driven almost exclusively by population

growth and by the availability of Medicare and Medicaid

reimbursements for services to elderly and low-income

residents.6 The cluster accounts for 11.7 percent of the

region’s total employment (43,534 jobs). Employment

growth has remained fairly strong in this cluster, increas-

ing by 6.5 percent over the last three years. Average annu-

al earnings in this cluster are above the regional average,

but overall earnings growth in the cluster is stagnant. This

is due to the fact that most employment gains have been

concentrated in the delivery of “low-end” services such as

nursing homes (+1,624 jobs) and home health care (+827

jobs) where average earnings are well below the regional

average. On the other hand, restructuring and cost-cut-

ting in the hospital industry, where average earnings are

significantly higher, has resulted in a loss of 1,146 jobs

over the last three years.

Business Services. The business services cluster consists

of two major groups: business services and engineering

and management services. Business vitality in this cluster

has been strong, with the total number of business units

increasing from 1,683 in the 3rd quarter of 1994 to 2,070

in the 3rd quarter of 1997. The business services cluster

also accounts for the largest absolute and relative increas-

es in the regional employment base. Employment in the

cluster increased by 27.3 percent during the last three

years to 20,420, or 5.6 percent of the region’s total

employment. However, most employment and employ-

ment growth in the cluster is concentrated in “low-end”

business services, where annual average earnings are lower

than regional and state averages.

Tourism. Tourism is one of the largest business clusters in

southeastern  Massachusetts, although it is difficult to esti-

mate its impact on the regional economy. While much of

the activity in this cluster (e.g., restaurants, amusements)
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Earnings and Employment

in Selected Clusters, 1997

Source:  Massachusetts Division of Employment and Training

Massachusetts $34,568 n/a 6.8

Southeast Region                               $27,219 100.0 6.8

Allied Health Services $30,886 11.7 6.5

Business Services $25,913 5.6 27.3

Tourism $12,519 7.0 4.7

Electronics and Instrumentation $43,663 4.5 13.5

Metals Manufacturing $34,885 3.5 13.7

Textiles and Apparel $23,704 3.4 -17.5

% Change in
Employment

(3Q’94 to 3Q’97)

% of Region’s
Employment

(3rd Qtr)

Average
Earnings
(3rd Qtr)

C O N T I N U E D F R O M PA G E 10



can be attributed to local demand, the overall effect of

tourism heavily influences the performance of these major

groups in the region, particularly during the spring

and summer, and especially on the South Shore and the

South Coast. 

Business vitality in the cluster has regained some

strength during the current recovery, with the total num-

ber of business units increasing from 3,588 (1994 3Q) to

3,692 (1997 3Q). Employment growth has been steady,

increasing by 4.7 percent during the same three-year 

period to 52,536, or 14.1 percent of the region’s total

employment. However, it is estimated that actual tourism

generates no more than half of the total annual employ-

ment in this cluster. Average annual earnings in the clus-

ter are well below the regional and state

averages, ranging from a low of $10,195

to a high of $16,926, while real earnings

in the cluster are declining despite signifi-

cant increases in tourist activity.

Manufacturing. The Southeast region

has continued to suffer from overall

declines in traditional manufacturing

employment as a result of plant closures,

business consolidation, and relocation to

Sunbelt or offshore locations. A few key

manufacturing clusters — electronics,

metals fabrication, and textiles — remain important to the

region’s future prosperity, as they are exceptions to the

general trend of dualistic growth. These are the only sig-

nificant sub-sectors of the region’s economy where busi-

ness units, employment, and real earnings are all growing

simultaneously. Importantly, the renewed vitality of these

clusters is not attributable solely to cyclical factors, but is

linked to new investment in CAD-CAM technologies,

regional efforts to upgrade workforce skills, improve-

ments in product quality, the capture or development of

niche markets, and the adoption of other smart manufac-

turing techniques.7 Thus, while these clusters continue to

be viewed by many as traditional manufacturers, they are

adopting high-tech production innovations and imple-

menting high quality product improvements.

A downward trend in the combined textiles and appar-

el cluster is attributable entirely to the apparel group and,

consequently, the region’s textiles and apparel industries

are uncoupling from each another. Business vitality is

returning to the textiles industry, where business units

increased from 63 to 70. Even though employment in the

textiles group declined from 5,389 to 5,146 over the last

three years, wage growth was exceptionally strong, gain-

ing 20.4 percent, and annual average earnings are well

above the regional average.

BUILDING FOR TOMORROW:

THE REGION MOVES FORWARD

Population growth in southeastern  Massachusetts is plac-

ing pressure on the infrastructure and management capac-

ities of many small towns in the region. Among the six

towns projected to have the fastest population growth

over the next decade, none has professional planning

capacity, none has public water and sewer,

and only one has a recent master plan.8

Moreover, water and sewer lines in many

of the region’s cities are old and will have

to be repaired or replaced in the near

future, despite poor fiscal capacities. Thus,

addressing a range of land use issues and

municipal infrastructure deficits in the

region is essential if it is to remain attrac-

tive to new residents and businesses.

Educating the Future Workforce.

Employers often compliment the region’s

workforce for its dedication and motivation, but much of

the labor force consists of low-skilled workers with low

educational attainment. This is especially true in the

region’s urban centers, where continuing immigration

and high school drop-out rates pose special problems of

workforce development (see table at right). As the region

seeks to rebuild its manufacturing base and attract new

knowledge-based service industries, it is essential for the

regional workforce to acquire new skills and to achieve

higher levels of education. This will require workplace

training programs in English as a Second Language, Adult

Basic Education, and General Equivalency Diploma aimed

at the region’s immigrant and adult populations.

The successful implementation of education reform

has also emerged as a key component of the region’s eco-

nomic development strategy. Many communities in the

Southeast region are implementing the Massachusetts

Education Reform Act of 1993 as a foundation for future

growth in the high-wage service sector.9 The SouthCoast
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Regional Education Compact is an important example of

the progress being made toward improving the region’s

public education systems. The Compact is a formal agree-

ment between South Coast CEOs, area school depart-

ments, and UMass Dartmouth to meet defined objectives

for the improvement of educational attainment in the

South Coast area, which has some of the lowest levels of

educational attainment in the state.10

Technology Transfer. Southeastern Massachusetts has

not had large research universities, government-sponsored

research facilities, technology parks, or other institutions

that normally support the transition to knowledge-based

services and smart manufacturing. The University of

Massachusetts Dartmouth is the only university-level insti-

tution south of Boston, and it is still in the early stages of

transition to full membership in the state’s research 

university system. However, the university has construct-

ed a $10 million Marine Science Laboratory in New

Bedford, and the campus is about to begin the design and

construction of a $12 million Advanced Technology

Center in Fall River. The university has also been 

granted membership in the federally funded National

Textile Institute. Each of these initiatives is aimed at sup-

porting the revitalization of the South Coast and 

Tri-Cities manufacturing bases.

Infrastructure. Southeastern  Massachusetts has an excel-

lent highway transportation system, but it was designed to

support limited commuter traffic and the transportation

needs of a traditional manufacturing economy. This trans-

portation infrastructure will not support the manufactur-

ing sector’s transition to just-in-time inventory systems or

its effective participation in global markets. Yet, many of

the region’s manufacturers supply parts and components

to larger firms in the Midwest and Mid-Atlantic regions,

while residents employed in “high end” services often

commute to jobs in Greater Boston.

Continuing transportation improvements are particu-

larly important if the region is to have better access to the

Boston area and to national and global markets. The

expansion of New Bedford’s Regional Airport and

improvements to the New Bedford and Fall River seaports

will better link the region to these markets, while easing

pressures on Boston’s air and sea transportation infra-

structure. The extension of a commuter rail from Boston

to New Bedford and Fall River will provide the region

with better and more efficient access to the high-wage

service jobs that are centered in Greater Boston.

*Author’s Note: The author gratefully acknowledges the special assis-
tance of David R. Borges, Senior Research Associate of the Center for
Policy Analysis, in preparing this report.
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Southeast Region Cities

Education and Language, 1990

Source:  U.S. Census Bureau

Educational attainment is calculated using residents
25 years of age and older. Percentage of foreign-born residents

is calculated from the total population. ESL data represent
residents 5 years of age and older.

Massachusetts 20.0 27.2 9.5 15.2

Attleboro 24.7 20.2 8.6 13.4

Brockton 25.6 12.9 11.2 17.8

Fall River 53.3 8.4 20.7 37.3

New Bedford 50.3 9.7 20.9 39.5

Taunton 33.2 12.1 11.7 21.3

Foreign
Born
(%)

English
as Second
Language

(%)

Bachelor’s
Degree or

Higher 
(%)

No High School
Diploma 

(%)



t here is nothing like an international financial crisis to enlarge our

knowledge and shrink our view of the world economy.  Since last

summer, we have watched world equity markets shudder in synch

with the deepening Asian crises. Seeing these not-so-foreign crises

unfold, we find ourselves in this new, smaller world economy.

Globalization is a reality in Massachusetts.

EXPORTING PRODUCTS

In discussing Massachusetts and the global economy, we usually focus on goods

exports, in part because these data are available at the state level.1 What we do

not have are export data for services, a vitally important component of the

Massachusetts economy. Still, the merchandise export information presents

important aspects of the state’s global links and often provides clues about the rest

of our export situation. 

For example, the ratio of exports to gross state product (GSP) is sometimes

taken as a measure of success in trade. That measure, which in recent years has

suggested that Massachusetts has a below-average interest in exports, does not

acknowledge that the state is more services-oriented than is the nation as a whole.

Comparing goods exported to goods output shows that Massachusetts actually

exceeds the nation in export dependence and ranks eleventh among the states.
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State product export data do allow some generaliza-

tions about our exporting patterns. Broadly, as with the

nation, our major merchandise exports are high-tech

capital equipment and industrial supplies. However,

exports of electronics, instruments, and industrial machin-

ery are much more important in the commonwealth’s

export base than they are nationally, while transportation

equipment, chemicals, and food and agriculture play rela-

tively small roles. (Food and agricultural exports from

Massachusetts are insignificant. See graph.)

From 1990 to 1997, Massachusetts manufacturing

exports grew by 56 percent, more than the rise in nomi-

nal domestic output in that period, but less than the 75-

percent jump in U.S. exports. What explains the sub-par

state performance? Adjusting for state differences in

industry mix (to the extent allowed by the highly aggre-

gated U.S. trade data) suggests that the state has a

favorable export base. If each Massachusetts industry had

experienced the same export growth as its national

counterpart, state exports would have grown 92 percent,

or considerably faster than the U.S. average.

Because the industrial categories in our export data are

somewhat coarse, the impact of price changes on our

exports can be missed, though these changes have affect-

ed our export performance. Data from Statistics Canada

indicate that within the broad industrial machinery export

category, sales of computers and computer parts play
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Merchandise Exports as a Share

of Gross State Products, 1994
(millions of dollars)

*Some of these ratios may look surprisingly large; however, gross
state product reports value added, while exports are sales figures that
include the value of inputs incorporated at all stages of production.

Source:  United States Bureau of Economic Analysis;
Massachusetts Institute for Social and Economic Research

USA (GDP) 6,835,641 1,674,732 30.3%

New England 389,259 82,523 31.3%

Connecticut 110,449 23,084 27.7%

Maine 26,069 6,283 19.2%

Massachusetts 186,199 37,426 34.9%

New Hampshire 29,393 7,348 15.6%

Rhode Island 23,867 5,179 20.2%

Vermont 13,282 3,214 92.7%

Mideast 1,327,798 240,331 28.7%

Great Lakes 1,111,598 350,153 25.7%

Plains 455,013 130,134 16.5%

Southeast 1,478,627 393,315 25.7%

Southwest 677,888 186,419 38.6%

Rocky Mountain 198,132 48,939 19.3%

Far West 1,197,326 243,057 48.7% 

Exports as a
Share of GSP

of Goods*
GSP

of Goods
GSP
1994

Major Export Industries by Share of Export Value, 1997

United States Massachusetts

Source:  Massachusetts Institute for Social and Economic Research
Based on origin of movement data from the U.S. Department of Commerce

Other
18%

Other
12%

Food 4%

Rubber 2%

Paper 2%

Agricultural
Production–Crops

4%
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10% Chemicals
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3%
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and Computers
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and Computers
29%
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4%

Primary Metals 
2%

Instruments
6%

Instruments
16%

Transportation
17%

Transportation
4%
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Electronics, Excluding
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three times the role in the commonwealth than they do at

the national level. While average prices for all exports have

risen 6 percent since early 1990, U.S. export prices for

computer equipment have fallen 40 percent. Since state

export data are valued in nominal dollars, these price

trends have the effect of dampening the commonwealth’s

relative export performance by lowering the nominal

value of a given volume of exports.

Strong trade and investment connections between

Massachusetts and some industrial countries that were

mired in recession during the early 1990s explain our

restrained export growth. Since 1995, state exports have

grown 20 percent, outpacing the nation’s 18-percent

gain. This improvement coincides with buoyant con-

sumption in Canada and the United Kingdom over the

past several quarters. 

Moreover, since 1990, the position of the state in U.S.

manufacturing has declined; its share of U.S. manufactur-

ing jobs has fallen by almost half of a percentage point

(from 2.8 to 2.4 percent). As manufacturing has shifted

south and west, it has carried merchandise export activity

with it.

ASIA, GEOGRAPHY AND FREE TRADE

Foreign markets grow at different rates, depending on

their maturity, cyclical phase, and changes in trade barri-

ers. Using state data helps define our trade position. Asia

accounts for about one-third of total exports in both the

state and the nation, with 36 percent for Massachusetts

and 33 percent for the nation (see graph).

The state and the nation also share a dependence on

trade with Canada. Since the U.S.-Canada Free Trade

Agreement began in early 1989, the importance of

Canada as a trading partner has grown somewhat more 

for Massachusetts than for the nation. By contrast,

Massachusetts is much less exposed to trade with Mexico

and Latin America but a good deal more connected to

Europe. With NAFTA, and despite the peso crisis, the

importance of Mexico as a U.S. trading partner has grown

by more than 50 percent since the late 1980s, particular-

ly in Texas and other border areas, while Mexico’s share of

Massachusetts exports increased only slightly.

How are exports from Massachusetts likely to fare in

1998? Because state exposure to troubled Asia (measured

by Asian exports as a share of state output of goods) is

somewhat greater than that of the nation, the manufac-

turing sector in Massachusetts is likely to experience a

slightly greater drag from the crises than will the country

as a whole.

Currently, most analysts expect the slowdown in Asia

to produce a decline in net exports that will deduct

between 0.5 and 1 percentage point from U.S. GDP

Major Export Destinations by Share of Export Value, 1997

United States Massachusetts

Source:  Massachusetts Institute for Social and Economic Research
Based on origin of movement data from the U.S. Department of Commerce
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24% Europe
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growth in 1998. To date, the Asian effect has been most

noticeable among producers of commodities — oil, grain,

lumber, pulp, and hides — as Asian demand and world

prices have fallen sharply. None of these commodities

looms large in our state export base. But softening

demand for capital goods is implied by the sharp drop in

the purchasing managers’ reports on new export orders in

recent months. Of course, regional firms facing labor or

capacity constraints may actually welcome the reprieve. In

addition, some purchasers will benefit from the bargain

prices available on many commodities and some imports

from Asia.

The state faces only limited exposure to Latin America,

where spillovers from the Asian crises — higher capital

costs, lower oil prices — are likely to dampen growth

modestly in 1998. The state will also benefit from the

acceleration in economic activity expected in Europe, now

that the great push to meet Maastricht’s deficit/GDP tar-

gets for entry into the European Monetary Union is large-

ly over. However, economic activity in the United King-

dom, the third largest trading partner for the state after

Canada and Japan, is expected to slow this year. All told,

and with the dollar strong, net exports are likely to exert

a moderate drag on the growth of Massachusetts in 1998.

EXPORTING SERVICES

What role will services play in the Massachusetts export

situation? Contrary to the old view, services are highly

tradable. U.S. service exports totaled more than $250 bil-

lion last year. Having grown just over 11 percent a year in

the decade before 1996, they now equal about 40 percent

of U.S. merchandise exports. Europe accounts for 36 per-

cent of U.S. services exports, exceeding its share for U.S

goods. Asia takes the same one-third, Latin America

buys 15 percent, and Canada just 9 percent. While 

problems in Asia will weaken demand for some

U.S. services, such as tourism, the declines in both U.S.

inflation expectations and long-term interest rates linked

to the crises are benefiting other providers, particularly 

in financial services.

The liberalization in services is a relatively recent

development that has actually gained momentum with the

pressures of the Asian crises. This sector represents a “new

frontier” in globalization, with burgeoning opportunities

in telecommunications and financial services, including

pension management.

Unfortunately, while services exports or investments

made abroad are the most important channel to foreign

markets for many firms, state data do not exist. Without

state data on services exports, we must make inferences

about Massachusetts from national trends. Given the sim-

ilar compositions of U.S. services exports and of services

employment with the state, it is likely that services firms

within Massachusetts are actively exploring these new

markets and that the state has an above-average depen-

dence on service exports.

For example, travel and transportation account for

over half of total U.S. services exports. In 1995, Mass-

achusetts ranked eighth among U.S. states and territories

as a destination for foreign visitors, with a 5-percent mar-

ket share, which is more than double the state share of

domestic travel expenditures. “Other private services,”

including education, financial services, and business ser-

vices, comprise another one-third of services exports.

Foreign sales of U.S. business services have grown almost

16 percent a year over the last decade, with exports of

legal services, health facilities management, and data base

and other information services soaring about 30 percent

annually. Given the comparative advantage Massachusetts

has in many of these rapidly expanding service industries,

it seems likely that the state plays a leading role in the U.S.

services trade.

Education is one industry with data available to sup-

port this conclusion. In 1996–97, Massachusetts ranked

fourth in the nation behind California, New York, and

Texas in attracting foreign students. Boston University

had the largest number of foreign students of any institu-

tion in the country; Harvard and Northeastern were in

the top 25. Asian students account for close to 60 percent

of U.S. receipts for education services and for over 5 per-

cent of total enrollment at some leading local institutions.

Royalties and licensing fees, which have been growing

14 percent a year, make up a final portion of service

export earnings. Not surprisingly, given our concentration

of research universities and biotech firms, Massachusetts

leads the nation in patents per capita. Again, then, the

state most likely earns an above-average share of foreign

royalties and licensing fees.

DIRECT INVESTMENT

Beyond trade, direct investment in plant and equipment

provides a major link between Massachusetts and the
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world. Massachusetts attracts an above-average share of

foreign investment, measured by the ratio of U.S. affiliate

jobs to total employment. In 1995, the latest year for

which data are available, foreign-owned firms accounted

for 5.3 percent of Massachusetts employment compared

with 4.8 percent nationally. For Massachusetts, invest-

ments by foreign-owned, high-tech companies provide

access to leading-edge technologies. Foreign investors

bring technology with them, and foreigners account for a

growing share of U.S. patents. 

Data linking state firms and their overseas investments

do not exist, although national data provide some clues.

For many firms, foreign affiliates now represent 

their primary channels to foreign 

markets. In 1995, sales by foreign

affiliates of U.S. companies (excluding

exports from this country) totaled

$1.6 trillion, more than double the

$787 billion in U.S. exports of goods

and services. These overseas opera-

tions accounted for one-fourth of

output and employment and one-third of profits in all

industries; in computers and office equipment, an indus-

try particularly important in this state, they contributed

over 50 percent of profits and 40 percent of output and

employment. It seems likely that many Massachusetts

firms are highly active foreign investors.

Most foreign investment focuses on serving the host

country market.  Often these firms can better serve their

foreign customers by producing at the foreign location

rather than by exporting from their domestic site;  thus, a

U.S. firm’s foreign affiliate sales often complement rather

than substitute for U.S. exports. In addition, with pro-

duction capabilities in several markets, these firms gain

flexibility and can better manage their currency risks.

Overall, overseas operations strengthen the U.S. firm and

its ability to provide U.S. jobs.

Nevertheless, global production flexibility most likely

benefits U.S. and state stockholders more than it does

U.S. and state production workers. In the early 1990s,

U.S. parent employment grew more slowly than total U.S.

employment in most industries, while jobs at overseas

affiliates generally grew faster than both parent and total

U.S. jobs. Moreover, in most Massachusetts industries,

particularly where foreign direct investment is important,

production workers hold a smaller share of manufacturing

jobs than in the nation. And, in contrast with the nation,

that share shrank slightly between 1985 and 1995.  While

many developments, including relative domestic costs and

technological change contribute to these trends, for less-

skilled workers in the state, globalization has probably

only added to their adjustments.

REALITY AND ITS RESPONSIBILITIES

Massachusetts firms appear actively engaged in the global-

ization process so important in promoting innovation and

improving efficiency. But globalization also presents risks,

and the cost-benefit balance differs across sectors.

For U.S. firms, the opportunities to reduce earnings

volatility and increase profitability

certainly offset the unpleasant surpris-

es lurking in foreign financial or legal

systems or in political trends. For

state and local governments, the

threat that footloose corporations will

shop around for the most favorable

tax, environmental, and labor laws is

manageable. And large exchange-rate swings, not always

related to economic fundamentals, can force structural

changes in the U.S. economy that lead to costly labor

market adjustments.

As Richard Haas and Robert Litan2 point out, glob-

alization is a reality, not a choice. Those of us who bene-

fit bear a responsibility to reduce the costs for those who

may be disadvantaged. Ensuring that local companies

retain their ties to the state is the challenge for

Massachusetts policy makers. By maintaining an environ-

ment that fosters innovation and by devoting adequate

resources to education and quality-of-life issues, policy

makers must persuade a critical mass of firms that the

commonwealth should remain the hub of each of their

expanding universes.

1. Note that the data for exported goods are imperfect,
showing where the export started its foreign journey, but not 
necessarily where the export was produced, nor adjusting for price
changes.

2. “Globalization and Its Discontents” Foreign Affairs, May/June
1998, pp. 2–6.

JANE SNEDDON LITTLE is an assistant vice president and economist in the
research department of the Federal Reserve Bank of Boston. Her most recent
publications include “U.S. Regional Trade with Canada during the
Transition to Free Trade,” in the New England Economic Review,
January/February 1996; and “Anatomy of a Currency Crisis,” in the
Regional Review, Fall 1997. Ms. Little is a graduate of Wellesley College
and holds an M.A.L.D. from the Fletcher School of Law and Diplomacy.

▲

▲
▲

P A G E 2 2 VO L U M E 3

Globalization
is a reality,

not a choice.



▲
▲

P A G E 2 3 VO L U M E 3

A
t a time of falling crime rates

and rising economic activity,

local police departments and

local businesses win strong

public confidence ratings in

the state, though the percent-

age of African-Americans who endorse these institutions is

much lower than the share of other Massachusetts residents.

During a key stage in the unfolding of education reform,

local public schools also get strong confidence ratings from

those of Hispanic, Asian, and European heritage. African-

Americans give the local schools a negative rating. 

These are among the findings of a Benchmarks survey

that asked its 618 respondents to choose the level of public

confidence — a great deal of confidence, only some confi-

dence, hardly any confidence — they hold in four local 

LOU DINATALE
and

RALPH WHITEHEAD, JR.

s t r e e t
Signs

How do various ethnic groups

regard state and local

institutions?

Votes of 
Confidence
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institutions: police, businesses, public schools, and govern-

ment.  Respondents were also asked about a state institution:

the state government, and an institution that doesn’t have a

clear-cut public identification with any single level of govern-

ment: the court system.  

To get a given ethnic group’s confidence rating for a given

institution, we subtracted the share of the group who feel

hardly any confidence from the share who feel a great deal.

Thus, among African-Americans, 22% express a great deal

of confidence in the schools, 35% express hardly any, and so

the African-American confidence rating in the local public

schools is -13.  

In polls taken across the country, the percentage of peo-

ple who express confidence in local institutions generally

exceeds the percentage who hold confidence in state institu-

tions, just as the level of confidence in state institutions usu-

ally exceeds the level of confidence in national institutions.

(The high levels of confidence that African-Americans have

long expressed in the civil rights activities of the national

government are one of the notable exceptions to this pattern.)

So it’s not surprising that in this poll the state government

gets lower confidence ratings than the local institutions. 

What is striking is the gap, in three of the four ethnic

groups, between the ratings of the two institutions that are

both parts of the justice system, the local police and the

courts: 49 points for European-Americans, 22 points among

Asian-Americans, and 32 points for African-Americans.

The survey was conducted from April 13 through April 23,

1998. Its sample includes 318 European-Americans, l00

Hispanic-Americans, l00 Asian-Americans, and l00 African-

Americans. Within ethnic groups, the difference between

two confidence ratings is significant among European-

Americans if it exceeds 12 points and significant among the

other groups if it exceeds 16 points.  Across ethnic groups,

the difference between two confidence ratings is signifi-

cant if it exceeds 16 points.
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Lou DiNatale is a senior fellow at the John W. McCormack
Institute of Public Affairs at the University of Massachusetts
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W H AT I S S T R I K I N G
I S T H E G A P,  

I N T H R E E O F T H E F O U R
E T H N I C G R O U P S,  

B E T W E E N T H E
R AT I N G S O F T H E L O C A L

P O L I C E A N D T H E C O U RTS .

European- Hispanic- Asian- African- 
Americans Americans Americans Americans

Local police +54 +17 +22 +2

Local business +40 +21 +17 +6

Local public schools +39 +20 +15 -13

Local government +18 +18 +2 +5

State government -1 +11 +1 -10

The court system +5 +3 0 -30

Confidence Rating for Institutions by Ethnic Group
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