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A major issue within the productivity literature has been whether services can ever reach a productivity growth similar to that of manufacturing. Some argue that in several service industries, such as entertainment or healthcare, productivity growth is inherently slower than in manufacturing, and therefore more and more income will be spent on them. As services count for by far the largest share of employment in modern economies, this issue is essential for understanding long-run, economy-wide productivity growth.

Analysing the early development of the film industry, this paper attempts to investigate the nature of long-run technological change and productivity growth in service industries and to establish whether and how they differ from manufacturing. The paper, a speculative and open-ended inquiry into the nature of sunk costs, argues that, when combining sunk costs with proper industry and market definition and proper output measures, productivity growth in services such as entertainment may have been far larger than previously thought. The industrialisation process appears to be something that did not exclusively happen to manufacturing, but that also could be discerned in service industries, and enabled a sharp rise in productivity growth in services. This industrialisation of service industries came as a thief in the night because it was brought about by the emergence of new, high-sunk-costs industries that industrialised services by automation, standardisation and making the service tradable and that coincided with a shift from process to product innovations, from low sunk costs to high sunk costs, from many identical ‘typical’, ‘representative’ firms to singular, quasi-unique firms, from small markets to large markets, and from fragmented to highly concentrated industries. The paper makes a beginning with empirical tests by investigating the entertainment industry in detail and by comparing it with other high-sunk-costs industries such as pharmaceuticals, telecommunications, transport and household appliances.

While in the secondary sector process innovations can yield substantial productivity gains, for some service industries product innovations involving high sunk costs are important. Entertainment companies in the early twentieth century rapidly adopted cinema technology as a radical product innovation which made up for the decreasing returns to further process innovations, switching the industry onto a path of higher productivity growth, and merging the freshly integrated national entertainment markets into an international one, by automating and standardising live entertainment and making it tradable. The paper uses detailed and comparative data on the emergence of the film industry in the US, Britain and France from the late nineteenth century until the late 1930s.

The paper will assess the extent to which these findings help to explain long-run UK productivity performance vis-à-vis the US and continental Europe (cf. Broadberry 1997). It will also investigate if and how these findings differ from the current literature on service industries.
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