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Industrial structure economic growth and Baumol’s cost disease:

empirical evidence from China

SONG Jian ZHENG Jianghuai
( School of Economics Nanjing University Nanjing 210093 China)

Abstract: Based on the existence of “Paradox of the Services” the key to verify the “efficiency-structure-speed” rela—
tionship proposed by Baumol’s unbalanced growth model is not the price elasticity of demand in the service industry but the
effect of productivity on the relative price. This paper constructs a “Lyontief” complementary utility function of service indus—
try and industrial sector and reconstructs Baumol’s unbalanced growth model. Using empirical analysis of panel data of 31
provinces of China from 1984 to 2014 to verify the relationship between the relative labor productivity of industry & agriculture
to service industry relative price level of service sector to industry & agriculture the output weight of service industry in non—
agricultural and the entire national economy the employment share of service sector in non-agricultural and the entire national
economy. lts internal logic is the relative productivity determines the relative price level the relative price changes enhance
the share of service sector thereby reducing the rate of economic growth. It is concluded that there is the “efficiency-struc—
ture-speed ” relationship revealed by Baumol’s unbalanced growth model: the relative rise of industrial productivity leads to the
relative increase in prices and employment share of service industry which slows down the growth rate. Under “the New Nor—

”

mal ”  the internal relationship between efficiency improvement structural adjustment and slowdown of growth should be con—
cerned with corresponding theoretical basis and empirical support. Meanwhile the phenomenon of “service cost disease” in
the structural adjustment should be treated rationally to realize the benign interaction between “structure” and “speed”.

Key words: industrial structure; economic growth; Baumols cost disease; Baumol-¥uchs hypothesis; Baumol-

Bowen effect



