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Service-Manufacturing Integration and the “Baumol’s Disease” Trap:

Experience from China and Global Patterns
ZHANG Pengyang, YE Tian, QIAO Xiaoyong, ZHU Heliang (Beijing University of Technology, 100124)
Summary: Since 2012, the service sector in China has outpaced manufacturing, marking the transition to the
era of a service-based economy. While the service sector emerges as a new engine of economic growth, we
should be alert to the trap of “Baumol’s Disease, ” which refers to the co-existence of a declining
manufacturing sector and slow productivity improvements in the service sector. This can lead to labor moving

from high-productivity manufacturing jobs to lower-productivity service jobs, ultimately hindering economic
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growth and social progress. The low productivity of the service sector relative to the productivity of the
manufacturing industry is the crux of the industrial transformation of the “Baumol’s Disease.” At present,
while the service sector is growing, productivity enhancements have not kept pace, indicating challenges in
the “backward-looking” industrial transformation and development process. At the same time, the integration
of manufacturing and service industries is becoming more and more critical. Thus, finding ways to advance the
service sector while simultaneously boosting its productivity to avoid the “Baumol’s Disease” trap is essential.

This paper studies how the integration of the service and manufacturing sectors impacts the relative
productivity of the service sector. It finds that first, investments from the service sector into manufacturing
have a positive effect on the relative productivity of the service sector and can reduce its relative wage cost.
Second, increased investments in manufacturing promote (relative) competition, scale effects and
innovation within the service sector, serving as key mechanisms through which this integration raises the
relative productivity of services. Third, service inputs in manufacturing and high-tech manufacturing in
developed countries have in turn led to more pronounced relative productivity effects in the service sector,
with producer services having a more obvious impact than those related to consumer services. Fourthly, the
same conclusions are still obtained in cross-country analyses, providing insights into overcoming
“Baumol’s Disease” on a global Perspectiue.

This paper contributes to existing literature in several ways. First, it is based on the integration of the
service and manufacturing sectors from the perspective of service inputs into manufacturing, expanding the
research on the relative productivity of the service sector and offering a realistic solution path for “Baumol’s
Disease.” Second, it not only focuses on the service enterprise-level productivity issues but also quantifies
the relative productivity of the service sector, offering a data foundation for future studies. It takes a different
approach to examine the impact mechanisms of relative competition, scale, and innovation. Further global
research on this issue provides a useful solution for “Baumol’s Disease” on a global Perspectiue. Third, it
enhances the generalizability of the research findings through extensive analysis of a large number of Chinese
enterprises and cross-country research, extending the applicability of its conclusions to a global level.

Based on these findings, this paper gives the following policy recommendations. First, efforts should
be made to enhance the integration of the service and manufacturing sectors. In the application of new
technologies, it is necessary to explore new models of development to promote this integration and to speed
up the innovation and upgrading of new modes of integration. Second, it is necessary to guide the service
sector to better integrate with the manufacturing and high-tech manufacturing sector of developed countries,
encourage the integration of producer services and high-tech manufacturing related industries, and give
policy support to such integrations. Finally, while addressing “Baumol’s Disease” and improving the
relative productivity of services, we should also avoid prematurely reducing the manufacturing sector’s
share, but instead stabilize it while reshaping competitive advantages through digital transformation.
Keywords: Industrial Integration, “Baumol’s Disease” Trap, Relative Productivity of Services, China Tax
Survey Data, Regular Pattern in the World
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