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With confidence low, challenges ahead for Gov. Romney
BHI State of the Household Survey 2003

More than a Boston bypass: The story of Route 128

R

T

oute 128 is certainly more
than a highway. To many,  it’s
synonymous with high tech-
nology. Little did the first

Massachusetts highway planners know
that their long discussed idea for a Boston
bypass would evolve into America’s Tech-
nology Region. As far back as the begin-
ning of the 20th century, some transporta-
tion experts wanted a nifty north-to-south
arc for navigating around the city of Bos-
ton .  At  the  end of  World  War  I I ,
however, entrepreneurs saw the true po-
tential of the newly completed sections of
beltway and created the first suburban in-
dustrial parks.

As the region grew,  cutting edge
companies such as Raytheon with its ra-

dars and transistors set up shop along the high-
way. Edwin Land’s Polaroid, Ken Olsen’s Digi-
tal, and Edson deCastro’s Data General and a cast of small
innovative companies staked their own claims to Route
128 and the I-495 beltway in the years that followed.

Alan Earls had his first exposure to
computer programming on one of Digital's
famed PDF-8 minicomputers in 1970 in high
school. The son of an engineer, Earls was raised
in one of the numerous suburban subdivisions
that emerged as 128 was nearing completion.
Later Earls went on to serve as editor of Mass
High Tech, the region's newspaper of record.
With his new book, Route 128 and the Birth of the
Age of High Tech, Earls unfurls an alluring pho-
tographic essay on a key part of Massachusetts
economic history.

NewsLink editor Frank Conte
started an online conversation with
Earls in January to learn more about
the Route 128  community and its fu-
ture.

continued on page 4

The "road to nowhere" everyone wants

continued on page 2

Do you support or oppose cutting 
local aid to cities and towns? 

Oppose  
59%

Support 
21%

No opinion 
20%

BHI State of the Household Survey, Winter 2003

he picture is not pretty: The
prospect of war with Iraq, a
sinking stock market and a
shrinking job market for the

state’s highly educated workers. Not long ago
the state’s economic picture was bright and
consumers were teeming  with confidence. To-
day consumer confidence is the lowest in a
decade while states like Massachusetts face de-
clining state revenues. It seems like 1990 all
over again.

According to BHI’s State of the House-
hold Survey, slightly more than one-third of re-
spondents believe that the state’s economy will
improve, with slightly less than two-thirds
maintaining that conditions will either worsen
or remain unchanged in what can best be
termed a white collar recession.

The survey also found a lack of confi-
dence in the national economy in the near term.
A majority of respondents (55%) believe that
the national economy will experience neither
a recession nor moderate growth in the next

few months. However, 50% believe that the U.S.
economy will improve sometime in 2003, while 27%
believe that the economy will neither improve nor
worsen.

Since 1999, BHI has informally surveyed
an array of fiscal conservatives including Republi-
cans, Independents, Libertarians and Democrats
who have expressed a preference for lower taxes,
less regulation and a business-friendly environ-
ment. The respondents support rolling back the
state’s personal income tax to 5 percent by the end
of Governor Romney’s first term (76%) and main-
tain that spending should be cut before tax increases
are considered (87%.)

This year, BHI received 471 responses af-
ter mailing the survey to 2500 readers in January.
The results have a margin of error of plus or minus
5 percentage points.

As expected, respondents overwhelmingly
believe that Republican Gov. Mitt Romney will do
a good job in his first year in office. More than 80%
of the respondents place their faith in Romney and

his reform message. However the BHI
survey highlights several potential
policy differences between respondents
and Beacon Hill. These appear to be sub-
stantial.

While support for Romney is
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strong, the survey found that sev-
eral of his proposals for closing the bud-
get gap that have surfaced over the past
few months are receiving only lukewarm
support. Overall, respondents oppose cut-
ting local aid, oppose cutting lottery prize
payouts and apparently are less than en-
thusiastic for other measures such the in-
troduction of casinoand slot machine gam-
bling. Support for repealing the Pacheco
law is lukewarm with a significant num-
ber indifferent to the issue.

Respondents were divided on the
issue of casino gambling in Massachusetts:
45% favored the establishment of casinos
while 43% opposed with 12% neither fa-
voring nor opposing this potential source
of state revenue. The survey also found
that individuals opposed the introduction
of gaming or “slot” machines to restau-

rants and racing tracks (49% opposed, 35%
favored and 14% offered no opinion.)

BHI also asked about two propos-
als that surfaced last year that were promoted
as revenue raisers. Respondents were divided
on whether to support a proposal to lower
the lottery prize payouts: for and against each
registered 34% with another 32% neither fa-
voring nor opposing lower lottery prizes.
Only 33% of respondents expressed support
for “securitizing” or selling the rights to fu-
ture tobacco settlement monies to meet  bud-
get shortfalls, 46% opposed the idea and 22%
offered no opinion.

Fifty-nine percent said they opposed
cutting local aid to cities and towns as a way
to balance the state’s budget while 21% sup-
ported the idea. Twenty  percent did not have
an opinion either way.

Fifty-four percent  would like to see
a continuation of education reform spending
at current levels while only 19% opposed such
spending.

Support for repealing the so-called

Pacheco “anti-privatization” law garnered
only a plurality of 38% while 50% neither
support nor oppose scrapping the law en-
acted in 1993. Eleven percent of respon-
dents oppose eliminating the law.

The survey revealed a strong in-
clination to control costs in several areas.
For example, 48% of respondents maintain
that Medicaid recipients ought to absorb a
larger share of their health care costs
through higher co-payments to health care
providers, while 37% are opposed. With
regard to public transit, 44% agree that it
is a good idea to raise public transit fares
while 27% disagree and another 27% offer
no opinion. An overwhelming number of
respondents (86%) believe that capping
medical malpractice awards is a good idea.

Any initiatives to generate eco-
nomic development by changing the state
tax code may also be troublesome for the
Romney Administration and the state leg-
islature. Respondents to the BHI survey are

BHI State of the Household Survey 2003

Survey
continued from page 1

continued on page 3

During 2003 do you expect Improve Neither Worsen

  the global economy to 2 9 4 7 2 4

  the national economy to 5 1 3 0 1 9

  the Massachusetts economy to 3 8 3 2 3 0

Do you support or oppose each of the following proposals that 
are likely to be raised in Massachusetts in the coming year? 

Support
Neither 

support nor 
oppose

Oppose

  enacting a law mandating universal health care coverage 3 7 8 5 4

  providing unemployment benefits to new parents 1 8 1 0 7 2

  repealing the Pacheco antiprivatization law 3 9 5 0 1 1

  capping the number of charter schools in the 
Commonwealth

2 6 2 3 5 1

  lowering the prize payouts at the lottery 3 4 3 2 3 4

  cutting local aid to cities and towns 2 1 2 0 5 9

  capping damages in medical malpractice jury awards 8 6 4 9

  enacting a law requiring computer manufacturers to recycle their 
products

5 4 2 5 2 1

  legislation that would control unsolicited e-mail or "spam" 7 7 1 1 1 2

Do you favor or oppose each of the following: Favor Neither Oppose

  a continuation of education reform spending at its current level 5 4 2 7 1 9

  selling rights to tobacco settlement money in order to meet 
budget deficits

3 3 2 2 4 6

  the establishment of casino gambling in Massachusetts 4 5 1 3 4 3

  allowing slot machines in race tracks and restuarants 3 5 1 5 4 9

  more co-pay for Medicaid recipients 4 7 1 6 3 7

  a targeted tax cut for the biotechnology industry 3 1 2 6 4 3

  relaxing MCAS grad requirement 2 2 1 0 6 8

  cut state PIT to 5% by Romney's 1st term 7 6 1 1 1 3

  state should cut spending rather than raise taxes 8 7 4 9

*numbers may not add up to 100 due to rounding.



NEWSLINK

PAGE 3 / WINTER 2003

D
BHI finds Project Labor Agreements costly for cities and towns
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divided on whether to support targeted
taxes cuts for the state’s growing biotech-
nology industry. (See story page 6.) Forty-
three  percent oppose giving tax breaks
to this sector while 31% favor granting
such incentives; 24% have no opinion.

However, when asked how best
to provide affordable housing, respon-
dents favored the use of tax incentives
(33%) and cutting government red tape
(23%).  The other choices — enforcing the
state’s “anti-snob” law, increasing fund-
ing for state housing vouchers and enact-
ing the Community Preservation Act all
received a combined 27%.  These findings
were consistent with last year’s BHI sur-
vey.

In a continuing effort to measure
the influence of technology among its
readers, BHI also asked respondents
whether they would support legislation
regulating unsolicited e-mail or “spam.”
A majority (78%) would support laws that
curb the practice while only 12% opposed
such a measure. This finding was consis-
tent with other public opinion surveys at
large.

When asked “would you sup-
port or oppose a law requiring computer
manufacturers to recycle their products,”
54 percent said that they would support
such an environmental measure while
21% would oppose, with 25% offering no
opinion.

Survey
continued from page 2
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2003 Competitiveness
Report released

LOOKING AT BOSTON'S ABILITY TO COMPETE
Charlotte Allen (l) of the Boston Foundation, Robert
Tannewald (c)  of the Boston Federal Reserve Bank and
Sam Tyler (r) of the Boston Municipal Research Bureau
field questions from BHI's panel discussion on the re-
lease of its Metro Area and State Competitiveness Report
on December 10.  The report, the second in a series, found
that the Boston metropolitan area ranked third behind
Seattle and San Francisco. The report garnered media
attention across the nation.

�

roject Labor Agreements
(PLAs) are collective bar-
gaining agreements that of-
ten set the terms of employ-

ment on large publicly-financed construc-
tion projects.  Supporters of PLAs, most no-
tably construction unions, argue that such
agreements ensure labor harmony, and, in
the long term, save taxpayer dollars. Un-
der PLAs, unions must approve all work-
ers on a given project, including workers
who are not members of the union, in ex-
change for pledges not to strike or initiate
any job actions.

Critics, mostly open-shop contractors, have
argued that PLAs nullify their key competitive
advantages, particularly those governing
worker flexibility.  In addition to raising costs
by requiring firms to follow union rules, the
smaller pool of bidders for public contracts that
require a PLA reduces competition, raising bid
prices further still.

The move to establish PLAs has been ex-
tended beyond large public projects such as the
Central Artery/Tunnel Project in Boston, or the
Boston Harbor cleanup. Moreover, the cost of
securing a union’s pledge not to strike or any
other job actions may outweigh its benefits.

A new study by the Beacon Hill Institute
shows that PLAs, which effectively limit mu-
nicipalities to union-only contracts, add mil-
lions to the cost of building new schools.

Reviewing construction expenditures of
54 schools in the Greater Boston area, econo-
mists from the Suffolk University Department
of Economics have found that a PLA adds
$37.88 per square foot to the cost of school con-
struction.  Cities and towns that sign PLAs
spend, on average, 22.1% more than they
would under a more competitive open bid pro-
cess.

The potential saving from not using a PLA
ranged from $1.9 million for a 50,000-square-
foot structure to $9.5 million for a 250,000-
square-foot structure.  A typical structure of
130,000 square feet would save $4.9 million.

If the 17 schools  constructed under PLAs were
built under an open competitive bidding system,
state and local government would have saved a to-
tal of $85.5 million.

The BHI study is the first attempt to provide
formal statistical evidence on the cost of PLAs. The
study notes that the state does not accurately track
the details of PLA projects. Currently the state reim-
burses cities and towns for an average of 69% of the
cost of new school construction. �
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nology itself that precluded it from being de-
veloped in the inner city?

I think there is a lot of agreement that Route 128
and its office parks represented the first coher-
ent manifestation of the concept. However,
suburbanization was already starting. Add to
this a strong impetus for the creation of single
story industrial structures coming from the in-
surance industry — experience had shown that
multi-story structures were a much greater fire
risk — and you have the basic ingredients for
the suburbanization of industry and employ-
ment in general.

As far as the nature of the technology — there’s
probably nothing inherently more tech-friendly
about the suburbs. My book pays a lot of atten-
tion to Teradyne, a company that was launched
in Boston in 1960 and still has most of its opera-
tions there today.  And, of course,  there's Cam-
bridge.  However, commutes into Boston were
hellish making accessible suburban locations
very appealing. I suspect that the housing that
was initially constructed in the suburbs was also
comparatively affordable. So once the highway
was in place, all the underdeveloped land of-
fered affordable alternatives for commercial and
residential development.

If you had to identify one individual who was
the driving force behind the project, who would
that be? Who's the Robert Moses of Route 128?

While there were clearly people who influenced
the shape and development of Route 128, high-
way planners Benton McKay and Franklin   C.
Pillsbury, for example, the giant of 128 and, in-
deed, of almost all great road projects in the
Commonwealth is William F. Callahan.

What role did the federal government play in
promoting the eventual success of Route 128 not
only building the road but by encouraging the
industries that moved there? Or was it just an
accident?

There is certainly a lot of serendipity to the
Route 128 story.  In terms of the road and
the specific locations of industries, the fed-
eral government only contributed to the
construction of the road in the smallest of
ways — some modest efforts from the WPA
in the 1930s.  Later in the 40s and 50s, the
move of industries and government agen-
cies to the suburbs was encouraged by civil
defense considerations of the federal gov-
ernment. Indeed, decentralization was the
major portion of the “defense” rationale be-
hind the 1956 Federal-Aid to Highway/In-
terstate Highway Act. However, there were
no specific monetary incentives for such
developments and I don’t know of any spe-
cific examples of organizations that chose
the suburbs based on those reasons except
perhaps the Air Force Cambridge Research
Lab in Hanscom.

Over the years, Massachusetts definitely
was a magnet for government research dol-
lars — and remains so — though its rela-
tive share of those dollars has been drop-
ping recently. There is no doubt the steady
and generous flow of funds that started in
World War II with the Radiation Lab at MIT
and continued with things like project
Whirlwind at MIT, the guidance and con-
trol work at MIT’s Instrumentation Lab
(now Draper Lab), the spy satellite work
of Itek, the missile and space program work
conducted at Avco, and the various mis-
sile and radar systems developed by
Raytheon employed a great many people
and put in place some of the special advan-
tages which we still rely upon today. It was
the basis of the region’s success in mini-
computers. Of course a lot of the complex
software that came into existence in those
early years made possible the large soft-
ware sector we still have here today.

Policymakers who believe in an activist in-
dustrial policy may think they can point

When they drew up the plans for Route 128,
state officials believed they were finally
addressing traffic congestion in downtown
Boston, a rationale not different than you
hear for the Big Dig. What exactly did state
officials have in mind?

As automobile and truck traffic became
more important, downtown Boston had be-
come a choke point. One of the first solu-
tions was to map out the original Route 128
— a circumferential highway created by fiat
from existing roads that ran through towns
like Lexington, Waltham, and  Newton. It
provided an alternative to, say, taking
Route 1 from Dedham, through Boston, to
Lynn.

Unlike the Big Dig, the solution that was
selected was almost entirely and literally
“greenfield” — in other words it was built
where there was little or nothing in the way.
Thus, it was pretty cheap — about $63 mil-
lion — it’s clearly not even in the same or-
der of magnitude as the Big Dig. Route 128
was also sold as a way to link residents of
the region to recreational opportunities,
though I can’t imagine this weighed too
heavily with planners.

Recall how people first called Route 128
“the road to nowhere”?

My understanding is that an American Au-
tomobile Association publication provided
the moniker “Road to Nowhere” in part be-
cause the beltway concept was new and,
perhaps because the road deliberately
skirted the centers of towns.

Did the concept of a suburban industrial
park emerge with the building of Route
128? Was there something about the tech-

Route 128
continued from page 1
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of why government should be involved.
Does the success of firms on Route 128
prove that government ought to row as
well as steer an industry?

Well, as I mentioned, Route 128’s suc-
cesses were not really planned.  If World
War II and the Cold War hadn’t come
along, computers and radars wouldn’t
have been needed in such abundance.
Could the government have developed a
plan to create those industries or any simi-
larly sophisticated industry? I really don’t
think so.  The government had needs and
saw organizations with the potential to
meet those needs. They provided support
and some of those organizations grew to
be very successful...

There probably are times when govern-
ment should consciously help nurture or
support industries in the absence of a
clearly defined need, such as defense. But
I see no evidence from the 128 story that
such support need be overt or frequent.
It’s probably better for government to sim-
ply be unobtrusive. That’s the real secret
of Route 128— it was cost-effective pub-
lic infrastructure that provided room for
the economy as a whole to grow.

One of the watershed moments in the his-
tory of Massachusetts politics and pub-
lic policy was the emergence of the Mas-
sachusetts High Technology Council. How
did that come about?

I wasn’t “present at the creation.” My un-
derstanding is that some executives were
fed up with doing business in a state that
no longer seemed to recognize that the
world was a competitive place. In the mid-
1970s, there was a widespread flight of in-
dustry from the region, shrinking defense
spending, and unemployment that briefly
reached about 12 percent. As I recall, even
middle-of-the-road folks used to refer to

the Bay State as “Taxachusetts” back then.  De-
served or not, there was a widespread belief that
all public policy issues were addressed by tax-
ing someone — in effect, borrowing from Peter
to pay Paul.

It appears that some po-
litical officials warmed up
to the high-tech
community’s development
agenda, Ed King for ex-
ample. Years later, Michael
Dukakis finally recog-
nized the value of growing
Route 128 high- tech firms.
Was this a surprise?

I don’t know exactly how
Ed King got religion but in
listening to what he said
and talking to him I got the
sense that he had somehow acquired a sincere
and probably genuine respect for entrepreneur-
ial people. He certainly made every effort to be
a cheerleader for the state’s businesses — some-
thing we’ve not seen much since then.  As far as
Mike Dukakis, I don’t think he really grasped
things in the same way.  He had a reputation
for rationality and thoughtfulness but his com-
mitment to the high-tech industry developed
after the industry — and the Massachusetts
Miracle it helped create  — had already seized
the public’s imagination.

Route 128 has been compared unfavorably to
Silicon Valley lately. Some observers believe
that Silicon Valley’s culture is more conducive
to innovation? Why?

You are probably referring to Annalee
Saxenian’s book, Regional Advantage: Culture and
Competition in Silicon Valley and Route 128.  I’ve
always felt that Saxenian was a bit unfair in that
she looked at the two regions during the period
in time when the microprocessor —particularly
the Intel architecture — became the dominant

"I see no evidence from the
128 story that direct govern-
ment support need be overt or
frequent. It’s probably better
for government to simply be
unobtrusive. That’s the real
secret of Route 128— it was
cost-effective public infrastruc-
ture that provided room for the
economy as a whole to grow."

– Alan Earls, Author

factor in computing and much of the rest
of electronics.  This development gave all
enterprises — anyone with the ability to

buy an off-the-shelf
CPU — the same
standing in the indus-
try as older, estab-
lished players.

To cite an obvious ex-
ample, for a time, any-
one could build PC
clones and everyone
did.  So, naturally,
Silicon Valley, which
grew up in this pe-
riod, drew success
from extremely rapid
change. Companies
grew and changed.
Started and failed.

People moved from one job to another —
sometimes after just a few months.  In this
same period, the great minicomputer com-
panies of the 128 region were struggling to
hold on to their positions, adopt new tech-
nology, and continue to service customers
globally.  In the long run, they failed, I sup-
pose, but that may have been almost inevi-
table given the vastness of change in the in-
dustry as a whole. What Saxenian didn’t ac-
knowledge, in my opinion, is that these
firms had become entrenched, had sought
to foster loyalty and long-term commitment
in their employees, and so on, because that
was the key to their success up to that point.
If she had looked at a 25-year time-span her
conclusions might have been different.

Do you agree with the notion that few regions
illustrate the theory of creative destruction more
precisely than Route 128?

I think you are correct. There certainly is both
destruction and creation going on.  I personally

continued on page 8
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It's time to can the spam!

Should state grant targeted tax breaks for biotechnology firms?

D uring the past five years,
the Massachusetts bio-
technology industry has
grown at an annual rate of

10 percent, representing half of all indus-
trial job growth in the Common-
wealth.  The industry currently in-
cludes 280 firms that employ ap-
proximately 30,000 employees.
Companies that call Massachusetts
home are responsible for eight per-
cent of the drugs now in the world’s
pipeline. The biotech industry’s
track record in attracting venture
capital is impressive – drawing 18
percent of the state’s venture capi-
tal investment.

Given its skilled workers and
its top universities and hospitals,
Massachusetts will continue to at-
tract cutting edge life science firms.
Last year, Switzerland’s Novartis
AG announced plans to establish its
global research center in Cam-
bridge.

Nevertheless, as the industry ma-
tures, competition from other regions is
intensifying.  The Bay State’s main tech-
nology competitor states – California and
North Carolina – continue to attract not
only research centers but also manufac-
turing facilities. That, according to the
Massachusetts Biotechnology Council,
spells trouble for Massachusetts. Indus-
try leaders say it’s time for the Bay State
to step up to the plate and compete ac-

tively for the future job growth promised by
the breathtaking innovation taking place.
Having a vibrant cluster of universities, hos-
pitals and venture capital firms is not
enough. The Commonwealth must be not

only a vigorous cheerleader but also a vigi-
lant steward, offering  predictable and, pref-
erably, low taxes, a flexible regulatory envi-
ronment and, if possible, direct and indirect
public investment.

“If the state’s political, business and
academic leadership does not respond, the
Massachusetts biotech industry will continue
to grow, but it will represent an ever dimin-
ishing share of biotech jobs,” writes the Mass
Biotechnology Council, which coauthored
the report, MassBiotech 2010, with the Bos-

ton Consulting Group. “Alternatively, if the
state mounts a concerted effort now, by 2010
the industry could expand its share of em-
ployment, create nearly 100,000 additional
state jobs and raise more than $1 billion in

cumulative personal income tax rev-
enues.”

The Biotechnology Council be-
lieves that more than two-thirds of that
hoped-for job growth will be in service
and support industries. But for that to
happen, Massachusetts must build from
its strong base in research and move
“down the value chain” into other activi-
ties, such as development and manufac-
turing.  In fact, the future of the research
sector depends on the ability to co-locate
research jobs with manufacturing. “Not
only do downstream jobs allow the state
to spread the benefits of biotech employ-
ment to a far broader segment of society,
they also serve as an important anchor
for keeping upstream jobs in the state,”
says the report.

The industry clearly isn’t sitting
still. In December it launched a legislative
effort to obtain tax incentives that could spe-
cifically help the biotech sector.  Industry
leaders are calling on the state to make re-
search and development and investment tax
credits as well as the "single-sales" factor
permanent. Passed in 1995, the single sales
factor changed the way multi-state corpo-
rations’ income is subjected to the corpo-
rate income tax. The following year, the ben-
efits of the single sales factor were extended

continued on  page 7

Do you support or oppose legislation 
that would control unsolicited email or "spam"?

Support 
78%

Oppose 
12%

No opinion 
10%

BHI State of the Household Survey, Winter 2003

Do you favor or oppose a targeted tax cut 
for the biotechnology industry? 

Favor 
31%Oppose 

43%

No opinion 
26%

BHI State of the Household Survey, Winter 2003

According to industry experts, unsolicited e-mail messages or "spam" accounted
for 40% of all e-mail traffic in November 2002 compared to 13% a year before.
And the news isn't getting any better.  Observers believe that by this July the
volume of "spam" making its way to your mail box will soon outstrip the e-
mail you'd like to read.  End users aren't the only ones annoyed at this phenom-
ena. According to Ferris Research, spam costs Corporate America $8.9 billion
in lost productivity. All that time cleaning up inboxes, buying filtering software
and securing servers definitely adds up. Internet service providers and private
industry have attempted limited technical solutions on their own. But that's
apparently not enough.   Annoyed by the increasing rate and the ever appalling
content (unsolicted mail about pornography and mortgages for example), most
e-mail users are now calling for legislation to regulate or outlaw spam.  A new
poll from Harris Interactive indicates that nearly 75% of e-mail users support
making spam illegal. In January 2003, when BHI asked computer users whether
they would support legislation controlling spam an overwhelming 78% an-
swered in the affirmative.  Only 12% said they would oppose such a proposal.
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 The world according to Bono is wrong!
The Elusive Quest for Growth:  Economists' Adventures and Misadventures in the Tropics
 William Easterly,  MIT Press, 2001, 342 pages. Reviewed by Frank Conte�����

S

CASTING A BRIGHT JOB SHADOW –
For the fourth year, the Beacon Hill
Institute participated in the Boston
Private Industry Council’s Job Shadow
Day. On Jan 31,  two students, Ernany M.
Fonseca (R) a senior,  and Rodrigo F.
Andrade (L) a sophomore, from Boston’s
Madison Park Technical Vocational High
School shadowed BHI's Frank Conte (C),
to learn about working in a high-paced
think tank. Both students, prospective
information technologists,  helped BHI
staff configure and update the Institute’s
intranet and web site during their visit.

to include mutual fund companies.
The Biotechnology

Council is also calling for the establish-
ment of a novel idea: the creation of a
state market in R&D and investment tax
credits which would allow start-up com-
panies to sell their credits to profitable
companies that can use them to defray
taxes.

The push for favorable tax treat-
ment comes at an inopportune time,
however. Not only is the state budget fac-
ing a supposed shortfall, but elected of-
ficials are reopening the debate over the
value of most of the business tax breaks
it passed in the 1990s, including the
single sales factor and the investment tax
credit. “We’re certainly going to justify
with a fine toothed comb any tax credit
at this stage in the game,” one legislator
told the Boston Herald recently.

But there are other reasons that
targeted tax cuts don’t make sense. A

1995 STAMP analysis by BHI found that such tar-
geted tax cuts would not create many of the jobs
promised by supporters.  The reason is that busi-
ness tax breaks for manufacturers spur firms to
substitute capital goods – plant, equipment and
other fixed assets – for workers.  By stimulating
investment, these tax breaks provide long-run
benefits to the economy but not benefits of the
kind that can be sold politically as job-creating.

For political as well as economic reasons,
sound tax policy requires that tax cuts be applied
to all firms – firms that provide services as well as
manufactured goods – not just to those with the
strongest political influence. Cutting taxes on all
corporations would be a better way to increase
jobs, payrolls and capital stock.

The push for business-specific tax cuts, as
opposed to broad-based ones (i.e. cutting the per-
sonal income tax rate) is drawing skepticism even
among voters who tend to support business. This
year’s BHI State of the Household Survey found
that taxpayers are opposed to specific tax cuts for
the biotech industry. About 43% oppose while
only 31% favor; 26%  offered no opinion.

continued from page 6
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ome 50 years ago, after the
cataclysm of World War II,
certain economists, perhaps
thinking themselves as the

optimistic, unacknowledged legislators of the
world, sought to discover the means by which
poor nations could become rich. They were
motivated by the suffering of the poor who
lived beyond the boundaries of a prosperous
First World.

But economists – usually in the service
of some well-meaning international entity
such as the World Bank – failed to find the
elixir that would lift nations out of poverty.

William Easterly, formerly of the World
Bank and now a professor of economics at
New York University, identifies what went
wrong with the formulas that failed.  Econo-
mists lost track of the basic principles of eco-
nomics he says in his book, The Elusive Quest
for Growth.  Quoting economist Steven
Landsburg, Easterly reminds us, “People re-
spond to incentives; all the rest is commen-
tary.“

The pervasive problem facing develop-
ment economics today is that that trinity of
First World donors, Third World govern-
ments and the ordinary citizens who inhabit
them face disincentives to engage in eco-
nomic growth.

These disincentives remain despite the noblest
goals. Investing in a nation’s “human capital” was
one proposed formula. From 1960 to 1990, t h e r e
was a remarkable expansion in school-
ing. The results have been disappoint-
ing. “Having the government force
you to go to school does not change
your incentives to invest in the fu-
ture. Creating people with high
skills where the only profitable
activity is lobbying the govern-
ment for favors is not a formula
for success,” observes Easterly.

The eyes of the world may glaze over on
reading Easterly’s stunning, trenchant critique.  More
palatable, probably, is the message of Jubilee 2000,
the last crusade of rock star Bono, joined by Pope
John Paul II, Pat Robertson and the Dalai Lama. The
message of this erstwhile group of do-gooders was
“debt forgiveness”:  We can fix the problems of the
Third World by forgiving its debts. The problem with
the drop-the-debt  effort is that is a matter of the heart
ruling the head. Debt forgiveness grants aid to those
recipients who are compulsively bad at managing
their economies, creating a disincentive to manage
effectively. Meaningful debt relief would require gov-
ernmental and market reforms and would be con-
ferred only once. Otherwise governments will just
borrow, figuring that they’ll get off the hook during
the next round of debt relief.

Easterly ploughs through the fallacies of at
least three other development approaches. He
points out that foreign aid rarely fills the gap
between saving and needed investment. East-
erly also discredits the capital fundamentalist
school, which seeks to increase the number of
machines per worker.  In the one  of the book’s
two most fascinating chapters, Easterly deftly
invokes economist Robert Solow’s growth
model to illustrate  that economic growth falls
“as machines become abundant relative to the
labor force.”

The other must-read chapter is aptly named
“Governments can kill growth.” Armed with
strong evidence that governments are harmful,
Easterly points to a litany of economic disin-
centives. “Things like high inflation, high black
market premiums, negative real interest rates,
restrictions on free trade and poor public ser-
vices create poor incentives for growth.”

International economics is often vulnerable
to the cries of those calling for debt relief or the
end of capitalism. Such movements attract slo-
ganeers, who at their worst are full of passion-
ate intensity (to paraphrase Yeats) as the defend-
ers of markets lack conviction. One welcome
comfort is that Easterly embraces the forceful
conviction that incentives matter. This is a must-
read book.
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In Point of Fact
aging class warfare without the
wit
The administration claims that
dividend income should be ex-

empt from the income tax because corpora-
tions already pay taxes on their profits. “It’s
unfair to tax money twice,” the president has
declared. Buy why special treatment for divi-
dends? Workers pay income taxes on wages
and salaries, and then they pay sales taxes at
the store and property taxes on their homes
and excise taxes on tickets – all on spending
from earnings that have already been taxed once.”
“Bush’s titanic tax deceptions,” Robert
Kuttner, Boston Globe, January 8, 2003.

OK, then is triple taxation fair?
“Kuttner argues that there should be no “spe-
cial treatment for dividends” because “work-
ers pay income taxes on wages and salaries,
and then pay sales tax at the store and prop-
erty taxes on their homes, all spending from
the earnings that have been taxed once.”  Us-
ing this argument, is it not also true that those
who buy any goods and services using earn-
ings from dividends are taxed three times?
As stockholders/owners of corporations,
their corporate earnings are taxed, as recipi-
ents of dividend income their dividends are
individually taxed; as buyers or products and
services they pay the consumption taxes to
which Kuttner refers. Following the Demo-
crats mantra of “fairness” Kuttner should be

W
asking, “Is triple taxation fair?”  Letter to the
Editor, Boston Globe,  “Bush right to eliminate
dividend tax,” Paul Frangos, Boxford.
January 12, 2003.

Crushed by the grabbing hand of government
To put an end to a three-month state pricing
probe that he says has cost him customers and
nearly $70,000 in legal and consulting fees, the
owner of a small dairy and supermarket chain
yesterday agreed to raise milk prices slightly
in his three stores in Massachusetts. Demetrios
E. Haseotes, president of Midland Farms of
North Easton, said that after listening to his
lawyer and a lawyer for the state shout at each
other, he decided to throw in the towel and
ask state officials what he needed to charge
for his milk to end their predatory pricing
probe. They suggested one approach, which
would raise his prices slightly and he accepted
it. “I’m pretty sick of it, and quite honestly I
can’t afford to continue the battle,“ said
Haseotes, who launched his business in June
and faced the prospect of losing his license to
sell milk if he lost. “I’m getting beat up all over
the place.”
“Dairy to raise milk price: Midland  Farms
owner puts end to state probe,” Bruce Mohl,
Boston Globe, January 9, 2003.

What would Henry David Thoreau do?
Christopher Hardy could be a poster boy for
environmental correctness. The 29-year-old
walks to work, recycles his bottles, and lugs
groceries home in a reusable cloth bag. He
even works for the Mass. Audubon Society.

But a study released today suggests Hardy
is committing an egregious environmental
sin: He’s living alone.    In a novel analysis
of how social trends affect the environment,
scientists say the proliferation of smaller
households - because people are staying
single longer, having fewer children, di-
vorcing more often, and living longer - is
straining the world’s natural resources. A
demand for more housing units creates a
need for building materials, appliances, and
energy, and it also produces more waste.
Patricia Wen, Boston Globe, January 13, 2003.

Exactly the sentiments of 45 percent of the vot-
ers in Massachusetts who voted "Yes" on Ques-
tion 1 last November!
Governor Mitt  Romney praised the
Senate’s majority decision to forgo a sched-
uled pay raise as “courageous” and an “ex-
cellent act” - but insisted he wasn’t trying
to ratchet up pressure on the House. “My
action should in no way be seen as trying
to force the issue,” Romney said. Most
House members interviewed yesterday said
they would take the $3,258 raise - but do-
nate it to charities. “I don’t trust the gover-
nor or the speaker or the Senate president
to put the money where I think it will do
the most good,” said Rep. Carol A.
Donovan (D-Woburn).
“Travaglini creates titles pay hikes for Senate
pals,” Elisabeth J. Beardsley, Boston Herald,
January 3, 2003.

Route 128
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am concerned that, for the most part, the region no
longer has companies that dominate an important
section of the market.  Twenty years ago, deci-
sions that Digital or Wang made could help set
standards or have ripple effects. Nowadays, the
ripples start somewhere else and end up here.

The photographs in your book detail the evolu-
tion of technologies from computers to hand held
telephones. Are there any firms that might bring
some of the old glory back to Route 128?

That’s impossible to predict. As I noted, there’s still
a lot happening. All the fundamentals exist here to
spawn new companies and industries.  What is of
concern, and I think there is a chance that Gov.
Romney may address this, is that only highly com-
pensated individuals can afford to live here. Due
to a variety of land-use policies, the suburbs are no
longer a place of opportunity but, instead, a bar-
rier to economic growth. I serve on my suburban
town’s Open Space Committee. I’m not in favor of
unrestricted growth. But there needs to be a better
way of creating places for people to live and work
within the metropolitan area as a whole. That will
require regional thinking and creative
leadership.

Economist Jaggia to address
panel on Ed Reform
BHI Senior Economist, Professor Sanjiv Jaggia
will discuss education reform in Massachusetts
at the upcoming annual meeting of the Midwest
Economics Association in St. Louis on March 28.
Jaggia, co-author of last year’s “Getting Less for
More: Lessons in Massachusetts Education Re-
form,” will participate in a panel discussion dedi-
cated to policy evaluation.  His presentation, “As-
sessing Education Reform in Massachusetts: A
Value-added Approach”  will  examine how
BHI's model provides an alternative method of
evaluating the success of  education reform.�


