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The Structure of Service Industry and the
Treatment for Cost Disease ;: Extension
and Empirical Study of Baumol Model

LI Jian-hua,SUN Bang-zhu

(Research Center of Social Economics and Culture ,

Peking University ,Beijing 100871,China)

Abstract: From the angle of the standardization of production process,
this paper classifies the service industry under two types, namely standard-
ized and non-standardized service industry. After extending Baumol model
raised in 1967 according to the heterogeneity of the two types of service in-
dustry,it introduces the structure of service industry into the model and ana-
lyzes the effects of the structure among standardized service industry,
non-standardized service industry and the industry on the rise in productivi-
ty. It makes an empirical study of the extended Baumol model on the basis of
the service sub-industries data in China from 1978 to 2010. The results state
that the non-standardized service industry meets the hypothesis of Baumol
model,that is to say its excess growth would lead to cost disease, but the
standardized service industry does not comply with the hypothesis of Baumol
model.namely its growth would guarantee the sustainable increase in eco-
nomic productivity. Therefore, service industry planning should put empha-
sis on the effects of the structure of service industry and its heterogeneity on
the whole economy.

Key words: standardized service industry; non-standardized service in-

dustry; productivity; cost disease (wiERiE F—rH)
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