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Letter
The Massachusetts Benchmarks Editorial Board reports this quarter that the Massachusetts
economy is now closely tracking the growth patterns of the national economy and faces many
of the same risks. Despite these risks, the board sees little chance of a serious economic 

slowdown in the near future. A summary of the board’s meeting can be
found in Excerpts from the Board.

In Economic Currents, Alan Clayton-Matthews provides tangible 
evidence that the state’s economy is running out of room for growth. His
data show rising wages in labor markets and rising prices in housing 
markets, suggesting that the long-awaited, supply-side ceiling of our expan-
sion may have been reached. The manufacturing sector continues to 
experience weakness. Clayton-Matthews offers a number of scenarios sug-
gesting how these developments may affect our economic health over the
coming months.

Daniel Georgianna, from the University’s Dartmouth campus, discusses the Common-
wealth’s fishing industry. In his evaluation of this small but historically important sector of
the economy, he concludes that the drastic reduction of fishing stocks over the past fifteen
years has led to a painful loss of opportunity and employment in both commercial
fishing and fish processing. The challenge facing policymakers is to revitalize and maintain
fishing stocks without threatening the industry’s survival.

Victor Gautam, from Cape Cod Community College, wrote this issue’s regional profile. 
He reports that the most significant challenge facing the Cape and the islands is creating 
sustainable economic growth while preserving the uniqueness of the region.

In our Endnotes section, the Benchmarks staff reports on a study of the Boston area’s salary
competitiveness in the computer industry. The numbers demonstrate that salaries here fall
behind the national average when adjusted for the cost of living in the area.

We hope that this issue of Massachusetts Benchmarks provides you with new insights into the
Commonwealth’s economy. 

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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The Editorial Board expects the state’s economy to track national economic trends
over the coming months. Employment growth in both the state and the nation
is likely to slow modestly, with Massachusetts continuing to grow more slowly
by comparison. There are, however, risks to the desirable soft landing. We could

see a resurgence of inflation in the face of rising commodity prices, as global recovery con-
tinues. The labor market is very tight, and upward pressures on wages could also fuel infla-
tion. A significant and sustained downward adjustment in stock market prices could slow
growth. The Commonwealth’s economy also faces a distinct set of risks: wages and housing
prices seem to be rising faster than those at the national level, and labor shortages seem more
acute, especially in the metropolitan Boston area.  

A major focus of the board’s discussion was the tightness of the state’s labor markets. In the
short term, the inability of firms to find appropriate workers may simply short-circuit the
state’s growth trajectory. The longer-term risk is that tight labor markets could lead compa-
nies to move jobs elsewhere more or less permanently. 

The state’s ability to overcome this labor shortage is limited by a number of factors.
Increasing the size of the labor force by coaxing nonparticipants into the job market seems
unlikely, unless there are substantial increases in wage incentives. During the expansion of the
’80s, Massachusetts was able to increase the labor force by enticing migrants with job
prospects that were more attractive than those in many other parts of the nation. In today’s
economy, this advantageous differential does not exist, because the rest of the country
is doing equally well. Adding to the problem is the high cost of living—particularly 
for housing—in the state. Foreign immigration is a possible source of qualified labor, 
but national quotas put significant limitations on the use of immigrant labor.

Ironically, there are pockets of underutilized labor in the state. There is a poor match, how-
ever, with labor force demand that occurs along occupational, geographic, and skill dimen-
sions. The highest demand for labor is coming from firms in the Boston metropolitan area,
seeking people with computer skills and other technical training. Many of the state’s unem-
ployed or underemployed live in older manufacturing centers away from Boston, and their
skills generally do not meet the needs of high-technology employers. Older workers, even
those with appropriate skills and experience, are often viewed as too expensive to hire.

Still, the consensus of the board is that the health of the Commonwealth’s economy is good.
And while there are risks in both the state and national environments that could bring the
current expansion to an end, the more likely scenario is one of a return to more normal rates
of economic growth with only modestly higher rates of inflation.

E X C E R P T S

F R O M T H E B O A R D
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Nascent signs of imbalance are appearing
in the Massachusetts economy. Wage
rates and housing prices are beginning
to rise at an unsustainable pace as a
result of labor shortages and strong con-

sumer demand. At the same time, the manufacturing sec-
tor continues to suffer from the economic crisis in Asia. 

As of March, manufacturing employment had fallen in
twelve of the thirteen previous months. Although these
developments are a cause of concern, it is still too
early to worry about a repeat of the end game after the
1980s expansion; the scale of the current imbalance is
much smaller. 

The short-term outlook is for continued growth, sup-
ported by well-paid workers and businesses gearing up for
the passage of the Y2K dateline. The challenge for the
state’s economy at the turn of the century will be how to
extend the current expansion, a feat that will be possible
only if the signs of emerging imbalances abate.

SHORTAGES AND IMBALANCES IN THE LABOR MARKET

Employment. After years of growing faster than the pop-
ulation, the state’s employment capacity is about to be
constrained by basic demographics. In March, the unem-

ployment rate was at a cyclically low level of 2.8 percent.
The labor force has not grown in more than a year.
This means that only under increasingly limiting condi-
tions can employment growth exceed the slow rate of
increase in the working-age population, roughly one-half
percent per year. Furthermore, sustained growth above
this rate would almost certainly engender higher rates of
wage inflation. 

Indeed, employment growth has slowed from its rapid
pace in 1997 and the first half of 1998. The quarterly
growth in nonagricultural jobs fell from an annual rate of
2.9 percent in the first quarter of 1998 to 1.2 percent in
the first quarter of this year. Nationally, employment
growth has fallen less dramatically, from 2.8 percent
in the first quarter of 1998 to 2.3 percent in the first quar-
ter of this year. Since population in the United States is
growing at roughly twice the Commonwealth’s rate,
the employment growth potential for the nation is
correspondingly higher.

The recent slowdown in employment is not solely due
to labor shortages. Manufacturing continues to shed jobs.
As of March, factory employment was down 3.9 percent
from a year earlier. When declines in weekly hours are fac-
tored in, the drop in labor input over the past year
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The State of the
State Economy
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T he Commonwealth’s Current

Economic Index for April was

123.0, up 3.4 percent from March

(at annual rates), and up 3.7 percent

from April of last year. The index is

normalized to 100 in July 1987 and

calibrated to grow at the same rate as

the gross state product over the

1978–1996 period. (The last year

for which GSP is available is 1996.)

The Leading Economic Index for

April was 5.0 percent, and the three-

month average for February through

April was 4.6 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 annual

rate of 5 percent over the next six

months. The outlook has taken an

about-face since last summer and

early fall, when the collapse of the

Russian economy, the bailout of the

Long-Term Capital Management

hedge fund, and the steep drop in

domestic stock markets occurred.

The index now suggests that the

economy is moving ahead with con-

siderable momentum, despite a tight

labor market, increasing the risk of

overheating.

Current Economic Index 
United States and Massachusetts

The trends rather than the levels of these indexes
should be compared, due to different formulations and base points.

Sources: The Conference Board; University of Massachusetts; Federal Reserve Bank of Boston
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amounts to 5 percent. The losses are concentrated in
the export sectors, which are still suffering from the
crisis in Asia. 

Merchandise exports for New England in the fourth
quarter of 1998 (the most recent quarter available) were
3.2 percent less than a year before. The only industries in
which manufacturing employment grew in the year end-
ing in March were plastics and lumber & furniture; the
latter was spurred by strong housing activity.

Even though total nonagricultural aggregate employ-
ment growth has slowed, it is still growing faster than the
potential suggested by population growth. Demand is
particularly strong in some sectors, such as construction,
finance, and business services, and for workers with infor-
mation technology skills. 

Wages. When demand exceeds supply, basic economic
principles suggest that prices should rise, and it appears
that this is precisely what is happening in the labor mar-
ket. Anecdotal evidence suggests that, for technology-
related workers, firms are paying bonuses not only for new
hires, but also to retain existing staff. 

Reliable, timely data on wage-rate growth at the state
level are hard to come by. We look at three sources of state
data on earnings: quarterly wage and salary disbursements
from the U.S. Bureau of Economic Analysis, quarterly
wages from the Massachusetts Division of Employment
and Training,1 and monthly withholding taxes from the
Massachusetts Department of Revenue.2 For each source,

an estimate of the wage rate is formed by
dividing total wages by nonagricultural
employment. This is not a true wage rate,
since it includes the effects of changes in the
intensity of work—weeks worked and weekly
hours worked per employer—but it gives the
most reliable picture available of recent trends
in paid compensation.

These three sources indicate that wage-rate
growth accelerated from 1994 to 1996, rising
from an annual rate of less than 3 percent to a
5 percent rate. A major part of this growth
may have been due to increases in hours of
work. In 1996 and 1997, growth remained at
roughly the 5 percent level. Data sources for
1998, though not in complete agreement,
suggest that wage inflation was on the rise
again. At best, wage inflation crept up to 5.5
percent per year. Withholding tax data, which
are more recent, suggest that wage-rate
growth has been accelerating rapidly. 

According to this data, wage inflation was
6.4 percent from the fourth quarter of 1997
to the fourth quarter of 1998, and it rose to
8.2 percent in the year ending in the first

quarter of 1999. These rates of wage growth are above
the sum of productivity growth and current inflation, and
so place upward pressure on inflation. More important,
wages are rising much more rapidly here than in the
nation as a whole. According to a comparable measure
estimate using U.S. total wages divided by U.S. employ-
ment, the national wage rate rose by only 3.9 percent in
the year ending in the first quarter of 1999.3

Nearly every sector is experiencing rapidly increasing
wages. According to the DET data, the growth in wages
per worker in the third quarter of 1998 over the third
quarter of 1997 was 5.8 percent in construction, 8.3 per-
cent in communications, 6.7 percent in retail trade, 7 per-
cent in services, and 6 percent in finance, insurance, and
real estate. Wage-rate growth was a more moderate 5.2
percent in utilities, which have been undergoing restruc-
turing and shedding workers. Weakness in manufacturing
has kept wage rates at the slow growth rate of 3.5 percent.
Measured wage rates grew only 1.9 percent in trans-
portation, but this anomalous figure is a statistical artifact
of the UPS strike that affected the industry in the third
quarter of 1997. 

REAL ESTATE AND CONSTRUCTION HEAT UP

The residential housing market is heating up. Prices of
existing homes in Massachusetts rose 6.8 percent
in the year ending in the fourth quarter of 1998, accord-
ing to the Freddie Mac and Fannie Mae repeat-sales
index. This is two percentage points faster than the
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Manufacturing Employment in Massachusetts  
Manufacturing continues to shed jobs.

Source: Massachusetts Division of Employment and Training
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increase in the United States as a whole. For the Boston
metropolitan area, the appreciation rate was 6.9 percent
over the same period. 

These estimates may actually understate the rate of
price growth, since they exclude many higher-priced
transactions that do not qualify for conventional mort-
gages. This is significant, because the top end of the mar-
ket appears to be appreciating more rapidly than average.
Thus, the National Association of Realtors median price
index, which reports a gain of 9.7 percent for the Boston
area over the same period, may be a more accurate indica-
tor of current trends. Realtors report an increasingly
popular practice of “tear-downs,” whereby home buyers
purchase older houses, demolish them, and build new—
and bigger—ones on the lots. Because of this, existing
price measures are not fully capturing the extent of
demand pressures.

So far, rising house prices have not initiated a boom in
speculative building. Housing permits for the 12 months
ending in February averaged 1,575 per month, 7 percent
ahead of the corresponding 12-month period in the prior
year. This is within the 1,200 to 1,600 range that has pre-
vailed for several years.

Boston is the fifth-largest office market in the country,
behind midtown Manhattan, Chicago, downtown
Manhattan, and Washington, D.C.4 Adequate office space
is vital for the state’s economic expansion. Vacancy rates in
Boston are among the lowest in the nation, and rental
rates for class A office space in 1998 were up roughly 20

percent over 1997. After several years
of falling vacancy rates and no con-
struction in 1993 through 1996, the
city is in the beginning of a construc-
tion boom again. In 1997 and 1998,
construction projects totaling 1.5 mil-
lion square feet (MSF) were initiated.
This represents approximately 3 per-
cent of the city’s 50 MSF of office
space. In 1999 through 2001, another
3.5 MSF may be added.5

The residential and commercial
building boomlet, the Big Dig, and
other public construction projects
account for the strong (8.7 percent)
growth in construction employment in
the 12 months ending in March. Given
the high residential demand and pipe-
line of commercial and public projects,
employment in this sector could
remain at these levels into the future.

CONFIDENT CONSUMERS

KEEP SPENDING

Consumer confidence in Massachu-
setts, as measured by the Conference Board index for New
England, continues at the high levels that preceded the
financial scare of last year, when Russia defaulted, the
Long-Term Capital Management hedge fund collapsed,
and stock markets underwent a sharp correction. Since

▲
▲

. . . . 7 . . . .

Growth in Wages per Worker
Wages are rising more rapidly

in Massachusetts than in the United States as a whole.

Sources: Mass. DET; U.S. BEA;  U.S. BLS; Mass. DOR; author’s calculations
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that time, consumer confidence and stock markets have
traveled back up together. It is probably no coincidence
that the future expectations component of confidence has
increased the most, since household sentiments about the
future are driving both the confidence and stock indexes. 

Consumption continues to grow unabated, driven by
low unemployment, confidence, and stock market wealth.
Nationally, retail spending in the 12 months ending
in March grew 6.2 percent over the prior 12-month
period. In Massachusetts, the sales tax base,6 which is
weighted toward consumer durable spending, grew by 7.7
percent over the same period. Purchases of automobiles in
Massachusetts, not included in the sales tax base, grew
11.3 percent over the same period.7 The forces driving
consumer spending are more pronounced in Massa-
chusetts than in the rest of the nation. Households in the
Commonwealth own more stock, have faster-growing
wages, and now have more rapid home-value appreciation
than the average U.S. household.

PATHS OF RISK

The combination of several indicators suggests that
Massachusetts is approaching the point at which its
employment growth, which itself has slowed, will be effec-
tively constrained. The unemployment rate is low, the
labor force participation rate is high and steady, and wage
rates appear to be accelerating. 

There are few ways by which the constraint of natural
population growth can be circumvented. In-migration

would bring people into the
state, but since conditions
are equally good elsewhere,
this release valve is unlikely.
Other ways to relieve the
constraint involve a higher
intensity of work by increas-
ing hours or inducing those
outside the labor force to
seek work. Either of these
means, however, will require
a further acceleration in
wage rates.

The point of the cycle that
we may now be entering is
full of risk. If the budding
signs of a high-pressure
economy persist in Massa-
chusetts while they fail to
develop in the rest of
the country, the Common-
wealth’s economy is likely
to travel down one of
three paths over the next
year or two.

One path, the path of wisdom, is one in which con-
sumers, financial institutions, and workers act rationally in
a manner according to the lessons learned from prior
cycles. Remembering the real estate bubble of the late
’80s, consumers would refrain from paying inflated prices
for homes for fear of the market collapsing again.
Financial institutions, whether regional or national, would
resist overassessing the future value of property or earn-
ings streams of businesses, and thus not accommodate the
formation of speculative bubbles. Workers, having learned
the painful lessons of deindustrialization in the ’70s and
’80s, would limit their wage demands in order to increase
their job security. 

In this scenario, each group would be acting in its own
interest, in order to avoid capital, business, or job losses.
The result could be a restraint of inflationary pressures
and slowed but sustainable job and economic growth.
Note that wage restraint may be difficult to achieve,
because of a classic fallacy of composition: the group
interests of labor and the self-interests of individual
workers are in conflict with each other. In our unfettered
markets, self-interests usually win out, making wage
restraint unlikely.

A second path, the path of inflation, is one in which
the state prices itself out of the market for businesses and
households through inflation in wages, home prices, and
consumer prices that exceed national rates of increase.
Higher wage, real estate, and service costs in Massa-
chusetts make it more profitable for firms to expand or

Employment Growth by Phase of Cycle
1970 to Present

Source: BLS; NBER; author’s calculations
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locate production in other regions. Higher home prices
and the cost of living make it too expensive for prospec-
tive workers to move here or for young workers to estab-
lish households here, exacerbating the labor shortage. The
economy would slow—and very likely contract—because
of reductions in the supply of both capital and labor into
the region.

A third path, the path of speculative excess, is one in
which inflation in one or more markets evolves into a
speculative bubble. This happened in the real estate mar-
ket of the ’80s. Though there are winners in bubbles—
those who sell before the crash—the economy as a whole
loses through the waste of misallocated resources and the
collapse in asset values, confidence, and aggregate demand
that inevitably follows.

Unfortunately, the record of recent cycles for
Massachusetts favors the paths of inflation and speculative
excess over the path of wisdom. Absent specific regional
shocks not common to the nation as a whole, the path of
wisdom would imply expansions and contractions similar
in length and timing to those of the nation, with slower-
than-national rates of employment growth in expansions
consistent with slower-than-national rates of population
and labor force growth. Since the end of the ’60s expan-
sion in December 1969, the employment growth in
Massachusetts averaged 1.2 percent per year, 60 percent
of the national growth rate of 2 percent. However, this
slower-than-national growth relationship has not been
maintained in the last five expansions of this century. 

Instead, the average annual rate of growth for the
post-’60s expansions was nearly the same for
Massachusetts and the nation: 2.6 percent for the state,
and 2.8 percent for the nation. For this to be consistent
with their differing long-term rates of employment
growth, it must be that the Commonwealth’s expansions
are shorter, its contractions deeper, or both. In fact,
it is both. In the five cycles since December 1969,
Massachusetts expansions have been seven months 
shorter, on average, and consequently its contractions
have been approximately seven months longer. In those
longer contractions, the average annual rate of job
loss in Massachusetts was 2.6 percent, versus 1.8 percent
for the nation.8

PROSPECTS FOR A SOFT LANDING

The three aforementioned paths of risk are conditioned
on the national economy not slowing down in the near
future. There are few, if any, signs of an immediate slow-
down in either the national or the state economy. The
leading index for Massachusetts, for example, suggests
strong growth over the coming six months. It should be
stressed, though, that the imbalances in the
Commonwealth’s economy are just beginning to appear,
and it will take some time for them to develop the

momentum necessary to become a clear danger. A repeat
of the ’80s is not yet on the horizon. On the other hand,
it might be just over the horizon, so economists will keep
a vigilant watch.

There are several prospects for a slowdown in the
national economy that would come in time to divert the
state from the fates outlined above. Many of the possibil-
ities would be transmitted to the economy via a slacken-
ing of consumer spending, business investment spending,
or both. These include a mild correction in the stock mar-
ket (through its effect on consumers’ propensity to spend
from wealth), or a rise in interest rates (the 30-year
Treasury yield is up over 50 basis points from the begin-
ning of the year). Higher interest rates may reflect rising
inflationary expectations and a reversal of the “flight to
quality,” as foreign financial markets stabilize. 

Consumers may be reaching the limits of their comfort
level with consumer and mortgage debt. Given low-
capacity utilization, firms may not need to maintain their
currently high level of investment spending. Some indus-
try sources worry that, after the Y2K dateline passes,
spending on computers and related products—and on
programmers and related personnel—may decline. Finally,
if none of these events materializes, the Fed is likely to
step in and attempt to engineer a soft landing. Thus, there
are reasonable prospects for a soft landing that would pro-
long a balanced expansion for Massachusetts, albeit at a
slowed rate of growth.

ENDNOTES

1. These data are from quarterly reports required of all employers who
contribute to the state’s unemployment insurance system. The source is
commonly known as the “202” series.

2. Withholding taxes are converted to an estimate of wage and salary
disbursements by adjusting for changes in rates and exemptions. The
data are then seasonally adjusted and smoothed.

3. The measure divides wage and salary disbursements from the BEA
by establishment employment from the BLS.

4. According to CB Richard Ellis. They rank office markets by total
square feet of space.

5. The office space figures and projects are from Fallon Hines &
O’Conner, presented at the GBREB/NEEP annual Real Estate
Conference, April 27, 1999.

6. The sales tax base reflects sales tax receipts, excluding meals and
motor vehicles. The data are adjusted for tax law changes and seasonal
patterns, and are smoothed.

7. Based on state motor vehicle sales taxes.

8. The dating of the U.S. cycles is defined by the NBER. Massachusetts
cycle dates are defined by the author to be the same as the nation’s if
movements of employment in Massachusetts and the United States were
similar, or they are chosen to reflect peaks or troughs in employment.
The following dates for Massachusetts are different. The NBER trough
date of November 1970 is set to August 1971 for Massachusetts. The
NBER peak date of July 1990 is set to December 1988 for
Massachusetts. The NBER trough date of March 1991 is set to
December 1991 for Massachusetts.
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Once a stronghold in the world market, the
Massachusetts fishing industry has suffered for
more than a decade from reduced revenues and
dropping employment. Ravaged fish stocks were
brought on by the extension of U.S. waters to 200
miles offshore. But that is only part of the story.

The fishing industry encompasses a broad
range of activities across the Common-
wealth’s coastal cities and towns.1 In
addition to commercial fishing, it
includes marine aquaculture, fish pro-
cessing and wholesaling, retail and food

service sales, and numerous suppliers. At less than 2 per-
cent of the Commonwealth’s labor force, the industry’s
employment is quite small, but it remains an important
component of life in coastal communities such as New

Bedford, Gloucester, and some of the towns on Cape
Cod. Fishing was the state’s first industry, and it retains
important links to tourism and the appeal of the
Commonwealth’s coastal life. 

Most firms in the fishing industry are small and spe-
cialize in limited products or services. Fishing boats are
usually owned by individual families, who fish for a partic-
ular species. Processing firms generally produce either
fresh or frozen seafood products, but when profits are
down or can be better made elsewhere, most will cross
lines. Fishermen will change gear or the species they catch,
and processors will also wholesale and retail. 

Products often flow through many firms before reach-
ing their ultimate consumers. Cod, haddock, and floun-
der, for example, are caught by Massachusetts fishermen
and sold to processors in one of the ports. These 
processors fillet the fish and sell them to restaurants 
and other retailers. Other products take shortcuts.
Fishermen—or brokers who buy directly from fisher-
men—may sell lobsters and other shellfish directly to con-
sumers. Supermarkets may buy imported fresh fillets from
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brokers, wholesalers, or processors to sell in their seafood
departments. 

While firms in the industry are keenly competitive and
decentralized, they depend on one another as much as
they depend on resource supply and consumer demand.
Dollars flow from retailers to wholesalers, from whole-
salers to processors, from processors to vessel owners, and
from there to suppliers that service the vessels. Wages and
salaries are generated with each transaction. Firms, espe-
cially in the fresh fish business, are especially dependent on
this cooperation. The necessity of a quick turnaround
when freshness is at stake forces them to work together to
find product when they need it and dispose of it when
they don’t.

Over the past 15 years, the Commonwealth’s com-
mercial fishing industry has declined significantly. The col-
lapse of many stocks—and government efforts to restrict
fishing in order to preserve those stocks—has reduced fish
landings by more than one-third. Suppliers that service
the fishing fleets have followed in this downward spiral.
Once dependent on local or New England landings, fresh-
fish processors who haven’t left the industry now search
the world for seafood products. Frozen-fish processors
face a different set of problems, stemming from falling
demand, and have suffered even more losses.

This report focuses on the interconnections among
fishing, vessel supply services, and fish processing and
wholesaling, all of which find themselves in deep trouble
at the close of the twentieth century. 

COMMERCIAL FISHING

Between 1960 and 1972, the Commonwealth’s catch
dropped by half, from 500 million pounds to 250 million
pounds.2 Haddock landings, a major moneymaker for the
local fleet in 1960, declined by over 90 percent. Fishing
families watched their earnings drop and pointed at for-
eign fleets as the cause. These fleets, they insisted, were
fishing out stocks. 

When Iceland and other coastal countries claimed 200
miles offshore as exclusive fishing zones, the U.S. govern-
ment followed by dropping its long-held principle of free-
dom of the seas. In 1976, the extended fishing zone
(EFZ) was established to exclude foreign vessels up to 200
miles offshore. As legal basis, the federal government
argued that foreign fleets were damaging fish stocks that
belonged to the nation. It created regional fishery man-
agement councils, composed of government officials, sci-
entific experts, and industry representatives, to regulate
fishing in order “to realize the full potential of the
Nation’s fishery resources.” The New England Fishery
Management Council was assigned the task of managing
fish stocks by regulating commercial fishing on Georges
Bank and in other New England waters.

A frenzy took over the industry, as fishermen and cap-
ital to buy new boats flowed into ports. The boom
extended to shoreside business. More welders, electri-
cians, ship’s carpenters and related craftspeople were
needed on the docks. Lumping, ship supply, boat repair,
and other marine services thrived. Processing plants called
for more fish cutters, packers and floor men. 

This surge of activity had dire consequences. Almost as
quickly as it had begun, the industry went into a down-
turn. By the early 1980s, the catch of most commercial
species was in decline. By 1991, the Commonwealth’s
commercial catch fell below what it had been before the
EFZ. Due to higher prices, the value of the catch
remained high during the 1980s and early 1990s, even
after accounting for inflation. After 1992, however, sharp
declines in the catch at constant prices caused value to
drop to roughly what it was before the EFZ.

These declines in landings were caused by the sharp
drop in fish stocks and management plans by the New
England Fishery Management Council to reduce fishing
in order to restore those stocks. In 1991, the Con-
servation Law Foundation sued the federal government
over its failure to maintain fish stocks. The council
responded with severe restrictions in days at sea (DAS) for
vessels fishing for groundfish and scallops. For the typical
large dragger, DAS declined from unlimited in 1993 to
190 days in 1994, then to 88 days in 1997.

The graph on page 14 shows the dollar value of the
catch by port in the Commonwealth between 1976 and
1997, adjusted for inflation.3 New Bedford (which
includes Fairhaven), the Commonwealth’s leading port,
benefited the most from the EFZ. The town lies closest to
the rich scallop and yellowtail flounder fishing grounds on
and south of Georges Bank. Considerable public funds
were invested in the port prior to establishment of the
EFZ. From 1983 to 1991, New Bedford was the richest
port in the country in value of the catch, mostly
due to scallop landings. Though the catch has declined
sharply since 1990, the dollar value, after adjusting
for inflation, is about one-third higher than its
pre-EFZ level. 

Gloucester (which includes Rockport) has suffered the
most from the recent decline in the commercial catch.
The value of its catch, after adjusting for inflation, has
dropped over 30 percent from its peak in 1982. Boston
landings have declined continuously since the 1930s, and
its fishermen benefited little from the EFZ. Haddock,
once the port’s major product, dropped from over 100
million pounds per year in the 1950s to less than 1
million pounds per year during the past decade. Boston
no longer ranks among the top 60 ports in the country.

Other ports that dot the Massachusetts coastline (pri-
marily on Cape Cod) have shown less decline in value of
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AT T H E C E N T E R :

The University of
Massachusetts

Economic Benchmarks

Apr. ’99 Apr. ’98

Current Economic Index 123.0 118.6

Leading Economic Index 5.0% 3.7%

Unemployment Rates
United States and 

Massachusetts

Sources: U.S. Bureau of Labor Statistics;
Massachusetts Division of Employment and Training
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The Massachusetts Current Economic Index for
April was up 3.4 percent from March and up 3.7
percent from April of last year (both at annualized
rates). The current index is designed to track the
Massachusetts Gross State Product, the most com-
prehensive measure of the state’s economy.

The Massachusetts Leading Economic Index for
April was 5.0 percent. The leading index is a forecast
of the growth in the current index over the next six
months, at an annualized rate.

These indexes show continuing strong economic
performance in the state, both presently and
prospectively. 
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Massachusetts Indicators

Sources: The Conference Board; Fannie Mae and Freddie Mac; Massachusetts Division of Employment and Training;
U.S. Bureau of Economic Analysis; U.S. Department of Commerce; University of Massachusetts

Change from
Year Earlier

Period Value (percent)

Employment (thousands of jobs) Apr ’99 3,218 1.6
Manufacturing Apr ’99 436 -3.5
Services Apr ’99 1,157 2.6

Monthly Initial Unemployment Claims Apr ’99 26,311 -2.7

Help Wanted Advertising Index, Boston Mar ’99 46 -19.3
(1987 = 100)

New Housing Permits (12-month average) 12 months ending Apr ’99 1,586 6.2

Personal Income ($M) 1998 Q4 205,768 5.5

Real Personal Income ($M 1982 – 84) 1998 Q4 125,468 3.9

Housing Price Index (1987: Q1 = 100) 1998 Q4 123 6.8

Boston Consumer Price Index (1982 – 84 = 100) Mar ’99 175 2.0
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THE MEASURE OF MASSACHUSETTS

(Household-based data)
Source: Massachusetts Division of Employment and Training

CENTRAL
Fitchburg-Leominster PMSA 66,877 0.4% 3.3 3.3

Worcester, MA-CT PMSA (MA only) 239,157 -1.0% 2.6 2.8

CAPE AND ISLANDS
Barnstable-Yarmouth MSA 68,335 3.8% 3.2 4.2

BOSTON METRO
Boston, MA-NH PMSA (MA only) 1,754,290 0.2% 2.2 2.5

NORTHEAST
Lowell, MA-NH PMSA (MA only) 155,332 1.4% 2.7 2.8

Lawrence, MA-NH PMSA (MA only) 119,376 -0.4% 3.8 3.9

SOUTHEAST
Brockton PMSA 128,435 1.5% 2.8 3.3

New Bedford PMSA 77,769 2.3% 4.9 6.0
Providence-Fall River-Warwick, RI-MA MSA (MA only) 112,313 0.5% 3.8 4.4

PIONEER VALLEY
Greenfield LMA 32,076 1.9% 2.3 2.9
Springfield MSA 270,996 -0.2% 3.0 3.5

BERKSHIRE
North Adams LMA 12,543 0.4% 2.9 3.3

Pittsfield MSA 37,662 0.8% 3.7 4.2
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their catch. The real value has increased in some ports, in
fact, largely due to lobster landings. With sharply higher
prices, the value of the catch has more than tripled since
the EFZ—to $62 million annually, after adjusting for
inflation. The lobster catch, totaling about 15 million
pounds annually since 1984, did not decline like other
commercial species, probably because lobster traps are
more selective than other fishing gear in releasing juve-
niles alive. The number of lobster pots and the efficiency
of these pots have increased, however, which may have 
led to higher catches from declining stocks. Some 
scientists warn that lobster stocks are danger-
ously low and predict that lobster landings will fall in 
the near future.

The successful smaller ports, especially those close to
fishing grounds, have a cost advantage over the larger
ports, encouraging commercial fishing there. The
1990s saw a resurgence of hook fishing for cod, especial-
ly from Cape Cod ports, due to low capital entry costs,
improved port facilities, and high prices at the dock for
hooked cod, which is generally fresher than netted fish.
The percentage of cod landed in these ports has doubled
since 1990.

COMMERCIAL FISHING EMPLOYMENT

Using the number of Massachusetts commercial fishing
vessels and the average crew size per vessel type, it is esti-
mated that 3,100 commercial fishermen fished full time in
federal waters in 1997 and another 1,000 fished full time
in state waters (three miles from shore).4 Between 5,000

and 7,000 people fish commercially part time.
New Bedford was the leading port in fishing
employment in 1997, followed by Gloucester
and other ports. Inshore and nearshore fisher-
men use the ports on Cape Cod and in other
coastal areas that harbor anywhere from a few to
several dozen small, commercial fishing boats.
In addition to fishermen, these ports employ
small cottage industries of net menders, baiters,
engine repair specialists, ship’s carpenters, and
other service people.

Recent studies estimate that skippers and
crews of scallopers, who pay many of the trip
costs, net about one-third of the value of the
catch, after expenses.5 Skippers and crews of
other vessels net about half of the catch’s value.
Estimated fishing income by port for 1997
shows New Bedford leading Massachusetts
ports with $35 million paid to skippers and
crew. When scallop revenues dropped, the port
turned to other species, such as monkfish,
dogfish, and skate. Gloucester fishermen
received a total of $12 million, and fishermen
in Boston and the other ports received $49

million. Average income per fisherman was $36,000 in
New Bedford, $32,000 in Gloucester, and $18,000 in
the other ports. 

COMMERCIAL FISHING SUPPLIES AND SERVICES

Commercial fishing vessels pay out almost all of their rev-
enues to fishermen and shoreside suppliers. Under com-
plex arrangements, which vary by port, vessel owners or
their crews buy fuel, ice, bait, and food for the trip. They
pay to repair gear and maintain the engine and equip-
ment, and they pay insurance premiums, mortgages, and
other loans on the vessel and gear. This generates revenue
and employment for dockside firms. 

The U.S. Department of Commerce has funded 
several projects to survey vessel owners in order to esti-
mate costs of fishing for draggers, scallopers, and hook
vessels.6 Using these results, they have estimated expendi-
tures for fuel and other operating costs, repair, and vari-
ous categories of overhead. While these payments are
expenses to vessel owners and crew, they are revenues to
local companies that service commercial fishing fleets. 

The Commonwealth’s commercial vessels spent $142
million for services, repairs, gear, and supplies in 1997.
Their largest expenditure in 1997, $36 million, was for
fuel and lubricants. Other operating costs include bait,
unloading, minor gear repair, and other gear costs,
such as lines, hooks, twine, and chain links. Other
overhead includes office expenses, settlement costs, and
professional fees. 
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Establishment of the extended fishing zone, along with
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1976. Overfishing then created sharp declines.
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FRESH FISH PROCESSING

Fresh fish processors buy fish and shellfish from
Massachusetts fishermen and at other New England ports.
They also bring in fish from other parts of the country, as
well as from Canada and other countries. They process the
product and sell it to wholesalers, retailers, restaurants,
and other customers.

The expansion of the fishing industry that 
resulted from the EFZ carried over into the fresh
fish processing industry. Established firms in
Boston, New Bedford, and Gloucester hired fish
cutters, trimmers, packers, and other specialized
trades and paid good wages to prepare fresh fillets
for the market. New firms sprang up in these ports.
Fresh fish was available on the docks, and fresh
product was easy to sell to health-conscious con-
sumers at high prices. Fishermen increased their
catch of other high-value products, such as sea 
scallops and lobster, and even lower-value herring 
and squid. Shoreside processors bought and
processed or simply repackaged whatever fisher-
men landed and quickly wholesaled the products
for high prices. Business was good. 

The production value for fresh fillets, other fresh
products, and other products (mostly frozen) has
declined for most of the past 10 years. The value of
fresh processed products in Massachusetts reached
its peak in 1986 at $261 million, then fell to $150
million by 1995 before recovering somewhat to
$173 million in 1997.7 Almost all of the decline in
fresh product value was in fillets, caused by the
collapse of groundfish landings in New England. 

Some firms found it impossible to continue in
business in the face of this drastic decline in supply
of raw materials and production. Surviving firms
adopted a wide assortment of strategies to stay in
business. Fish processing and wholesaling firms that
had been family businesses for several generations—
with their established connections and experience in
meeting crises—were not likely to exit easily. 

Processors that survived the decline went farther
afield to establish new buying relationships. They
began to take part in display auctions modeled after
the Portland Fish Exchange, which had successfully
modernized Maine’s fishing industry. As supply
continued to shrink, processors scoured the smaller
ports for product, buying wherever they could,
often in very small lots. 

These processors imported more whole and
processed fish. Canada, the traditional supplier of
groundfish to the United States, also suffered a
sharp decline in landings. In 1991, Canada closed
its share of the Grand Banks, once the richest cod

grounds in the world, to cod fishing. Imports of ground-
fish from Canada have largely been replaced by imports
from Iceland and elsewhere. Processors brought in more
fresh and frozen Pacific cod to process as fresh fillets. 

Other expenses and problems beset fresh fish proces-
sors. Substantial investments in both equipment and train-
ing were necessary to conform to new health regulations.
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Expenditures for Commercial
Fishing Supplies and Services, 1997
The Commonwealth’s commercial vessels spent

$142 million for services, repairs, gear, and supplies in 1997.
Earnings for skippers and crew are not included.

Sources: National Marine Fisheries Service; author’s calculations

Fuel and Lubricants
$36 million

Food, Water
and Ice
$18 million

Other Operating Costs
$26 million

Other Overhead
$10 million

Insurance
$10 million

Loan Payments
$16 million

Repair and
Maintenance

$26 million

Commercial Fishing 
Employment and Earnings, 1997

Gloucester and New Bedford account for over 44
percent of employment and realize nearly 50 percent

of the state earnings for this industry.

Sources: National Marine Fisheries Service;
Massachusetts Division of Marine Fisheries

Other Ports
1,725 employees

($49 million)

Gloucester
379 employees

($12 million)

New Bedford
982 employees

($35 million)



Price competition from other foods, such as chicken, kept
final demand prices low at the retail level. Small fish mar-
kets, important customers of processors, were driven out
of business by consumer preference for the convenience of
supermarkets. 

Survival strategies have favored Boston firms. Access
to Logan Airport and to the New England regional food
wholesaling system in Boston has given them an advan-
tage over processing firms in other ports. Boston firms are
also larger and more diversified, giving them more power
to secure the available landings and allowing them to
switch to other species and products when those landings
are not sufficient.

New Bedford processors, who once trucked whole fish
into the city from other ports, now process only the fish
that is landed locally. Processors in Gloucester and other
Massachusetts ports process fillets for local customers and
truck the rest whole to Boston. Some have stopped cut-
ting fillets in order to save expenses and concentrate
instead on using their business contacts to wholesale
unprocessed products.

FROZEN FISH PROCESSING

Frozen groundfish processors buy frozen fish, which are
imported from around the world. Prices are less volatile
and markets more impersonal. The processing plants are
also much larger than fresh groundfish plants, and
they operate longer throughout the day and throughout
the year.

Frozen fish processors, located mostly in Gloucester
and New Bedford, have faced a different set of problems.
Prices of fish sticks and portions, the major products of
this sector, dropped sharply, indicating a decline in con-
sumer demand. This led firms to cut back production.
The combination of falling prices and lower pro-
duction caused revenues to decline sharply; actual rev-
enues for frozen products processed in Massachusetts
dropped more than 50 percent from their peak in 1986.
Revenues, after accounting for inflation, dropped even
further, and in 1997 were less than 40 percent of their
1986 value.

PROCESSING AND WHOLESALING EMPLOYMENT

While fresh- and frozen-fish processing have declined due
to reduced availability and falling demand, fish wholesale
firms, which generally do not specialize in either fresh or
frozen product, have not suffered as much. U.S. con-
sumption dropped slightly in 1997 for the third straight
year, but rising prices suggest that falling consumption
was caused by reduction in supply, rather than by falling

consumer demand for seafood products.
Furthermore, increases in imports, for exam-
ple to replace lost local landings, created new
opportunities for wholesalers.

From 1992 to 1997, the number of fish
processing firms in Massachusetts declined
from 130 to 75, because most small firms spe-
cializing in fresh fillets left the business.8 Some
of these firms stopped processing to concen-
trate on wholesaling. Fish wholesaling firms
increased in number from 257 to 293.
Processing employment dropped from
2,712 to 2,652, and wholesaling employ-
ment increased from 2,447 to 2,567 over
the same period.

In 1997, 5,219 employees earned $181
million processing and wholesaling seafood
products in Massachusetts. New Bedford
(1,752 employees) and Gloucester (1,581
employees) have both fresh and frozen pro-
cessing plants, while Boston (1,063 employ-
ees) specializes in fresh fish production and
wholesale marketing. 

WHERE DOES THIS LEAVE US?
Unrestricted access to fisheries generally causes stock
reductions, because fishermen receive only a small share of
the benefits from restricting their catch, while they receive
all the benefits from bringing in fish. Unrestricted access,
called “The Tragedy of the Commons” in the literature,
has often led to overfishing, reduced stocks, falling 
catches, government subsidies to those harmed by falling
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Does the Commonwealth Have
a Future in   Aquaculture ?
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M
arine aquaculture, or mariculture, involves the growing
of marine finfish and shellfish in open environments,
such as bays and estuaries, or  in controlled environ-
ments, such as tanks. Almost all commercial marine
aquaculture in Massachusetts takes place in the south-
eastern part of the state. It involves mainly quahogs and

oysters, but also other shellfish and a few finfish species.

Worldwide, marine aquaculture supplied more than 20 percent of the
world’s fishery products in 1996, tripling production from a decade earlier.
U.S. aquaculture production accounts for only about 5 percent of the total
domestic supply. In New England, Connecticut led the region with marine
aquaculture worth $60 million in 1995, of which $45 million was oyster
production. In Massachusetts, however, marine aquaculture has not fulfilled
its commercial promise, with sales of only $7 million in 1995. It hasn’t
replaced fishing for any species, and it barely supplements the industry
even in its most successful areas of production. 

While this could be the solution to many of our groundfish problems if the
technology were improved, environmental questions remain. Aquaculture
can increase fish waste, introduce disease, and dilute the gene pool in nat-
ural habitats. In addition, aquaculturists have to develop their own markets
for high value-added products in order to pay their significant development
and production costs. 

Issues of land and sea tenancy overarch these other problems.
Aquaculturists do not own the estuaries, tidal flats, or other natural envi-
ronments used to grow their products. The marine aquaculture industry of
the Commonwealth is based on leases granted by towns, which allocate
small plots of coastal shore or the sea bottom to shellfish aquaculturists.
Leases have been challenged in dozens of lawsuits, often filed by upland
residents who object to aquaculture operations in their backyards. Murky
ownership rights, subject to local politics, have discouraged banks and
other lenders.

Overcoming the obstacles to successful aquaculture in Massachusetts
may or may not prove possible. For the time being, at least, this does not
appear to be a viable industry for the Commonwealth.
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catches, and eventually to more overfishing. Few coun-
tries or regions have been successful in devising policies to
interrupt or reverse this cycle.

Almost all participants and observers would agree that
fishery management in New England has failed both the
fish and the fishermen. The New England Fishery
Management Council has tried limiting output through
quotas and limiting fishing by reducing access to the fish-
eries, but neither has worked. This is not simply a case of
government interference; open access did not work very
well either.

The precipitous decline in the catch has spread beyond
fishermen and their families to fish processors; dozens of
firms have left the industry. Wholesalers cannot be far
behind, as the supply of fish products dries up around the
world. Firms that service fleets are also closing. Surviving
boat repair services, boatyards, and ship suppliers have
turned their businesses toward recreational boating. 

Three policies, used either individually or in some
combination, may offer the best potential solution. The
council could provide a set of rules—based on effective-
ness, low costs of regulation, and enforcement—that are
best supported by those in the industry. (There is some
evidence, for example, that fishermen would accept gear
restrictions and limited entry as a first step.) These rules
should be left in place long enough to assess their effec-
tiveness. A second option is to establish some form of
property rights, such as individual vessel quotas, which
would give vessel owners incentive to rebuild and pre-
serve fishing stocks. A third option is to restrict access or
define ownership over specific fishing grounds to some

fishing organization in order to instill incentives to
rebuild fishing stocks.

None of these options is simple, and each runs
counter to deeply held beliefs concerning open
access to the sea. Each requires that some fishermen
leave the industry, though historically, programs that
help displaced fishermen and onshore workers move
into alternative employment have not worked well.
Those able to remain in the industry must take more
responsibility, if these riches from the sea are not to
be lost to the Commonwealth for generations.

DANIEL GEORGIANNA is a professor of economics at University of
Massachusetts Dartmouth, a research fellow at the Center for Policy
Analysis, and a member of the Social Science Advisory Committee of
the New England Fishery Management Council.
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1. For more information see “The Effects of Reduced
Groundfish Landings on New England Fresh Fish Processors”
and “The Massachusetts Marine Economy,” both available from

D. Georgianna, University of Massachusetts Dartmouth. 

2. Sources for this section include Fisheries of the United States and
unpublished National Marine Fisheries Service (NMFS) data. Web sites
include www.st.nmfs.gov/ and www.nmfs.gov/.

3. After considerable discussion with colleagues, I decided to use the
GDP deflator to adjust nominal values for inflation, with 1997 as the
base year. The CPI is probably biased upward, due to housing and other
variables, and producer price indexes are better suited to estimating cost
advantages in production.

4. Sources for this section include unpublished NMFS data for the
number of vessels by port that landed their catch in MA in 1997 and
unpublished MA Division of Marine Fisheries for licenses in various fish-
eries. MA Division of Employment and Training (DET) reported 1,379
commercial fishermen in Massachusetts in 1997. This underestimates the
real number of full-time commercial fishermen, because self-employed
people and independent contractors are not included in DET data.

5. These studies include “The Cost of Hook Fishing for Groundfish in
Northeastern United States” and “The Cost of Scalloping in
Northeastern United States,” both by D. Georgianna et al., University
of Massachusetts Dartmouth, and “The Cost of Small Trawlers in the
Northeast,” by J. Gates et al., URI. Copies are available from the
authors. Average expenditures, weighted by the value of the fisheries,
were calculated from these studies as a percentage of fishing trip revenues
and then multiplied by total revenue.

6. Ibid.

7. Source for this section was unpublished data from NMFS.

8. Increasingly, processing and wholesaling firms use employment ser-
vices to supply labor. They don’t report this employment to DET,
because reports are used to compute employment taxes. Processing
plants and employment were taken, therefore, from unpublished NMFS
data, and average wages were taken from MA DET. All wholesaling data
were taken from MA DET, because NMFS no longer collects these data. 

▲

Seafood Processing and Wholesale
Employment and Earnings, 1997

New Bedford and Gloucester account for nearly
two-thirds of processing and wholesale employment.

Sources: National Marine Fisheries Service;
Massachusetts Department of Employment and Training
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The region’s 23 towns comprise three counties:
Barnstable (Cape Cod), Dukes (Martha’s Vineyard), and
Nantucket. Barnstable County is the largest, with its 15
towns covering 396 square miles. Dukes, the second
largest county (104 square miles), is six miles southeast of
the Cape in Nantucket Sound. Nantucket County lies
about 20 miles offshore to the south and covers an area
of approximately 48 square miles. Cape Cod is accessible
by road and air and has train and ferry service during the
summer months. The islands are connected by ferry and
air service. 

On the Cape, U.S. Route 6 runs from the Sagamore
Bridge to Provincetown. Two secondary highways, state
routes 28 and 6A, also run the length of the peninsula.
Average daily traffic has grown by roughly 3 to 4 percent
each year, putting an increasingly heavy burden on the
roadways. 

The Cape and Islands economy is small-business
based, and its most significant sectors are retail trade and
services.1 Tourism, seasonal residents, and population
growth are currently driving an economic expansion.
With more than 5,000,000 visitors each year, tourism
accounts for 44 percent of the region’s economic base. 

From the F ie ld
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The map inside the back cover of this
issue provides additional information about

the Cape and Islands region.
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The Commonwealth’s Cape Cod and
Islands region consists of the Cape Cod
peninsula and the nearby islands of
Martha’s Vineyard and Nantucket. It
includes the Cape Cod Canal to the west,

and is bound by Cape Cod Bay to the north and
Nantucket Sound to the south. The region is set apart
from the rest of the state by its unique geographic char-
acteristics and its fragile environment.

CAPE COD AND THE ISLANDS:
Working Toward a Sustainable Year-round Economy
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THE CHALLENGES OF CREATING A SUSTAINABLE

YEAR-ROUND ECONOMY

Sustainable growth and development that widen and
diversify the region’s economic base and help to counter-
act the seasonal nature of its economy are emerging as
primary needs. At the same time, protecting the natural
environment and the traditional, rural character of Cape
Cod and the islands is the key to maintaining the area’s
attractiveness as a place to visit and do business. The
region faces the challenge of developing its economic base
to move toward a sustainable year-round economy. 

There are numerous initiatives under way to address
this challenge. In 1990, Barnstable County residents
voted to create The Cape Cod Commission, the only
regional planning agency in Massachusetts that is vested
with significant land use regulatory authority. The com-
mission is responsible for developing a regional policy plan
every five years to set minimum performance standards for
all developments with a regional impact. The plan does
not change or alter any existing local, state, or federal
regulations, but establishes performance standards in
addition to those regulations. The current minimum per-
formance standards encourage compact forms of develop-
ment and redevelopment within certified growth/activity
centers to minimize land consumption, protect open
space, and direct development away from significant nat-
ural resource areas. 

The concept of growth/activity centers in the
Regional Policy Plan encourages areas of intensive devel-
opment that already have adequate infrastructure and that
are currently underutilized as commercial areas. The
growth/activity center concept can also be used in con-
junction with the state’s Economic Target Areas (ETAs)
and Economic Opportunity Areas (EOAs). All of
Barnstable County received the ETA designation in 1994,
and several towns, including downtown Hyannis, have
obtained EOA designation for specific areas in their
communities. Thus, the Regional Policy Plan favors the
redevelopment of existing business districts over the con-
sumption of greenfields and open space. The Cape Cod
Land Bank Act of 1998 will strengthen efforts to focus on
redevelopment in existing business centers.

Tourism will continue to be the single most important
economic activity on Cape Cod. Its future growth, how-
ever, is limited by several factors: traffic congestion, a
water supply dependent on a single-source aquifer, the
lack of wastewater treatment facilities, regional develop-
ment policy, and the possibility that overdevelopment
could ultimately destroy the natural attractions that bring
tourists to the Cape. Consequently, public and private
economic development agencies are pursuing a strategy
designed to increase tourist visitation in ways that do not
place additional pressures on the region’s natural
resources and limited infrastructure. This strategy is

focused on (1) building tourist traffic during the spring
and fall “shoulder” seasons, (2) attracting additional
retirees, and (3) lengthening the stay of seasonal residents,
including retirees.

Another focus of this strategy is to attract visitors for
small conferences and getaway weekends. A strategy to
target small- to medium-size conferences meshes nicely
with the area’s tourism development plan, since these are
typically held in the spring or fall when there is excess
lodging capacity and when lodging prices are below their
peak summer levels. An additional component of the
tourism development strategy is to attract additional
retirees, who bring a stable income but do not create
additional pressures for job creation, business develop-
ment, and school construction. Instead, additional
retirement incomes can help stabilize the economy on a
year-round basis by providing an expanded base for retail
and service establishments, supporting the allied health
services cluster, and attracting off-season visitors who
come to visit family members. 

While the tourist and seasonal-resident dollar will
remain a centerpiece of the region’s economy, economic
development planners are also exploring the recruitment
and development of “light-clean” industries, such as high
technology and software development firms. Industries
like these generally provide high-wage jobs, while having
less impact on the environment than traditional manufac-
turing. The increased ease of telecommuting provides new
opportunities to develop emerging industries in areas such
as marine technology, software engineering, and environ-
mental technology. 

A REGIONAL PROFILE
POPULATION

Since the 1930s, this region has experienced the highest
population growth in the state.2 This is in spite of the fact
that it has the most expensive rental housing,3 and elec-
tricity rates are the fifth highest in the nation. Growth
here was more than six times the statewide average during
the 1990 to ’98 period, mostly due to in-migration. This
has had an enormous impact on the availability of land for
development and the region’s limited freshwater supply.
While about 34 percent of the land on the Cape is avail-
able for development, the number of new residential
building permits is on the rise. In some areas, Cape Cod’s
sole-source aquifer has been contaminated by incompati-
ble uses. Concerns regarding land use and water quality
necessitated the enactment of the Cape Cod Land Bank
Act of 1998, which buys and protects undeveloped land.

While 236,697 people moved out of Massachusetts
between 1990 and 1998, the Cape and Islands region had
domestic in-migration of 26,375. This represents an esti-
mated 12.7 percent growth at a time when the population
of the Commonwealth grew only 2.2 percent. Though



deaths in Barnstable County exceeded the number of
births during this period (the only county in the state
where this was the case), the population grew. 

Demographic characteristics vary within the region.
According to Census estimates for 1990 to 1996, the
town of Sandwich had the highest population growth in
Barnstable County (16 percent) and Provincetown had
the lowest (3 percent). This is putting pressure on the lim-
ited resources of these towns, and similar challenges are
arising elsewhere, as well.

Currently, retirees make up roughly one fourth of the
Cape’s population and account for more than the same
percentage of its economic activity.4 The median age, as
well as the proportion of residents 65 and over, is on the
rise. In 1998, approximately 22 percent of the region’s
residents were 65 or older (an 18 percent increase over
1990) compared to 14 percent statewide (a 6 percent
increase). The retirement industry increases consumption,
broadens the tax base, and provides what some think of as
recession-proof income.

EDUCATION

Educational attainment for the region is higher than that
for the state as a whole. This may be largely attributable to
the region’s highly educated retirement community.5 As
for educational institutions, the region has fewer than any
other in the state and lacks a four-year college. (Cape Cod
Community College, a two-year public institution with an
approximate enrollment of 3,800, has a new 2 + 2 pro-
gram with Suffolk University that allows students to com-
plete a bachelor’s degree program on Cape Cod.) The
closest public institutions are the University of
Massachusetts campuses in Dartmouth and Boston, and
Bridgewater State College. Other regional institutions

include the Massachusetts Maritime
Academy, a four-year engineering and
marine science college; and Woods Hole
Oceanographic Institute, a world-renowned
research institute.

LAND USE

Consistent with the region’s population
growth, housing and land acquisition have
also increased. Barnstable County has
286,915 acres (including ponds), 37.7 per-
cent of which have been developed and 27.5
percent of which are protected, leaving 28
percent of the remaining upland available for
development (34.7 percent, if wetlands are
included). Provincetown has the highest
percentage of protected land (83 percent),
closely followed by Wellfleet at 69 percent
and Truro at 66 percent. Nantucket and
Dukes counties are significantly less devel-

oped than Barnstable County.
In 1998, the Massachusetts legislature enacted the

Cape Cod Open Space Land Acquisition Program. It is
financed by a 3 percent surtax on local real estate
assessments and funding from the state. Its purpose is to
acquire undeveloped land and interests in land to protect
public drinking water supplies, open space, and conserva-
tion land. The Cape’s estimated land bank revenue for
1998 was $8.8 million. The Cape Cod Commission, an
active planning and regulatory agency created by voters in
1990, has been striving to achieve sustainable growth and
development for the region. 

The region added 15,452 new residential units
between 1990 and 1997. Nantucket averaged 208
new units per year, Dukes County added 225, and
Barnstable County added 1,499. The number of new
housing units approved for construction in Barnstable
County increased by 19 percent in 1998 over the previous
year. In Barnstable County alone, 2,226 housing units
were approved for construction in 1998, compared to
approximately 2,300 permits issued for the entire region
in 1997. 

With more than 80 percent of visitors traveling to the
area by automobile, the transportation infrastructure con-
tinues to be one of the most challenging issues facing the
region. Approximately 34.2 million vehicles crossed the
Cape Cod Canal in 1998, compared to 29.7 million in
1990 and 17.7 million in 1976. Summer traffic is signifi-
cantly higher, but the increase is felt year round. The traf-
fic can result in miles of traffic jams on summer weekends,
especially at the rotaries at the two bridges connecting the
Cape to the mainland. Naturally there is a positive corre-
lation between traffic count and the amount of economic
activity in the region. 

▲
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EMPLOYMENT

At the end of 1997, total employment in the region’s
establishments was 84,868. The average annual unem-
ployment rate in 1998 was 4.7 percent, compared to the
statewide average of 3.3 percent. Barnstable County had
the highest average annual unemployment rate for 1998,
at 4.9 percent, while Nantucket County, at 1.8 percent,
had the lowest. The gap between unemployment rates
in the state and those in the region has widened during
the current business cycle. Of course, the
highly seasonal nature of much of the region’s
employment explains much of this. In contrast,
there are labor shortages when the population
of the region more than doubles during the
summer months.

INCOME

The average annual earnings on Cape Cod and
the Islands continue to be considerably lower
than the statewide average, and this gap has actu-
ally widened during the last few years.6 The aver-
age income for the region during 1993 was
$23,929, which was 27.5 percent lower than the
state average. Though earnings increased by 14.5
percent to $27,976 by 1997, they continue to
lag behind the statewide growth rate of 17.2 per-
cent for this period. 

In 1997, the statewide average annual earn-
ings in the retail trade sector were $18,953,
compared to $17,139 for the Cape and Islands

region. (This wage differential is signifi-
cantly larger for all other sectors.) The aver-
age annual wages in Nantucket and Dukes
counties are slightly higher than the state
average. However, the cost of living on the
islands is considerably higher than it is on
Cape Cod.7 In 1997, the region’s mini-
mum living wage was estimated at $18,020
per person.8

BUSINESS CLUSTERS
TOURISM

In 1997 there were an estimated 5.7 mil-
lion visitors to Barnstable County, 3.4 mil-
lion of whom were overnight guests. The
estimated number of international visitors
for 1998 was in excess of 300,000.9

Estimated annual visitors to Nantucket
increased 29 percent from 1992 to 1997.
According to Steamship Authority figures,
approximately 400,000 people visit
Nantucket each year. The estimated
annual number of visitors to Martha’s
Vineyard has increased by 21.5 percent to

2.1 million over this period.10

The tourism cluster accounts for 23.1 percent of
employment in the Cape and Islands. It consists of eating
and drinking places, hotels and other lodging places,
amusement and recreational services, and museums.11

The increase in employment for fourth quarter 1993
through fourth quarter 1997 was 19 percent, but average
annual earnings for this cluster were well below the
regional average. 
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This industry’s employment is seasonal and fluctuates
significantly. For example, between January and August of
1997, the number of jobs increased from 14,151 to
35,044. The room occupancy rate varies from as low as 20
percent in January to more than 90 percent in August. 

WHOLESALE AND RETAIL TRADE

In 1997, the highest concentration of jobs in the region
was in private sector trade, representing 32 percent of
total employment, almost all of which was in retail trade.
The biggest employers in the sector are eating and drink-
ing places, providing 11,689 jobs and accounting for
13.2 percent of total employment and 41 percent of
retail trade.12

Substantial progress has been made toward more
stable, year-round employment, softening sharp, seasonal
fluctuations.

ALLIED HEALTH SERVICES

The allied health services cluster includes hospitals, home
health care services, nursing and personal care facilities,
medical and dental labs, and group and individual
practitioners. There is no advanced research and surgical
facility in the region. This results in considerable revenue
transfer to the Greater Boston area, because of the Cape’s
large retirement community. 

The sector accounted for 12.4 percent of the region’s
total employment, providing 10,536 jobs in the fourth
quarter of 1997. Employment growth has remained fairly
strong, increasing by 23.7 percent since the fourth quar-
ter of 1993. The average annual earnings increased by 7.4
percent over the same period to $31,569, which is about

13 percent above the regional aver-
age. Still, it trails the statewide growth
rate by roughly 10 percent. This sec-
tor has year-round employment stabil-
ity not found in other sectors. 

BUSINESS SERVICES

This sector includes engineering and
management services, legal, and other
business-related services. The average
annual earnings of $40,321 are consid-
erably higher than the regional average
as a whole and provided 5,004 jobs in
the fourth quarter of 1997. The job
growth in business services has
increased by 22.6 percent, creating
921 new jobs from the fourth quarter
of 1993 to the fourth quarter of 1997.
More than half of the jobs in this clus-
ter are in engineering, architectural,
accounting, management, and man-
agement consulting services. 

VIRENDER (VICTOR) GAUTAM is an associate professor of economics at the
Cape Cod Community College. He has several publications in the field of
political economy of subsidy and taxation.  Dr. Gautam is involved in inter-
national workforce development partnership.

The author gratefully acknowledges the assistance provided by Marilyn
Fifield, Research Analyst, Cape Cod Commission; and Gisele Gauthier,
Cape Cod Community College.
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Wages and Employment in Selected Clusters, 1997
Tourism includes two retail areas — eating and drinking

establishments and miscellaneous retail — as well as tourism-related services.
Retail includes all retail areas.

Massachusetts $38,693 3,111,514 N/A 6.4
Cape and Islands Region $27,976 84,868 100.0 18.5

Allied Health Services $31,569 10,536 12.4 23.7

Business Services $40,321 5,004 5.9 22.6

Tourism $16,764 19,576 23.1 19.0

Retail Trade $18,812 25,295 29.8 13.5

Wholesale Trade $39,099 1,867 2.2 13.5

Average Average % of Region’s % Change in
Annual Wages Employment Employment Employment

(4th Qtr) (4th Qtr) (4th Qtr) (4Q’93 – 4Q’97)

Source:  Massachusetts Division of Employment and Training
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H
ow competitive is the Boston

metropolitan area in attracting

computer professionals? How is

Boston affected by its cost of liv-

ing in the recruitment of these

workers? Based on a recent Massachusetts Benchmarks study

of salaries paid to computer professionals in a number of

metropolitan areas, it is clear that Boston is at a disadvan-

tage when the relative cost of living is taken into account. 

We gathered data for four important computer-related

occupations: computer engineer, computer programmer,

computer support specialist, and database manager. In each

occupation, average annual salaries were gathered for the

Boston area and for the United States. In addition, we esti-

mated how much workers in Boston would have to earn to

realize a “spending power” equal to the U.S. average. 

Unadjusted salaries for these occupations in Boston

are among the highest in the nation. Once they are

adjusted for cost of living, however, salaries in Boston are

less than the national average in every category. The gap

ranges from a low of approximately $5,400 for computer

support specialists to a high of approximately $16,700 for

database managers. 

Boston is not alone in this salary gap. High costs of liv-

ing impact the competitiveness of other major metropolitan

areas in the Northeast, as well as the San Francisco Bay

area. These areas suffer similarly, if not more.

E n d n o t e s

Earning Power:
How Does the Commonwealth Compare?

▲
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Salary Gap for Database Administrators
Across Selected Metropolitan Areas

The salary gap represents the difference in the purchasing 
power of salaries, relative to Boston. A positive number

means greater purchasing power than in Boston.

Sources: ACCRA; U.S. Bureau of Labor Statistics; staff calculations
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