
■ What Can Be Done
For more than 200 years, it has taken
three skilled musicians about 20 min-
utes to perform Beethoven’s trio for
clarinet, cello, and piano in B-flat
major (Opus 11). When this work was
written at the end of the eighteenth cen-
tury, only the most privileged members
of society could afford to hear live
chamber music, but now one can buy a
ticket to hear world-class musicians for
$18, about the hourly wage of a manu-
facturing job. In 1798, when
Beethoven’s trio was first performed,
the “price” of a radio that played classi-
cal music was essentially infinite
because only visionaries might have
dreamed that telecommunication using
the principles of electromagnetism was
even possible. One can buy a good
radio now for less than $20.

The general rise of disposable income
in a prosperous modern economy
causes an increased demand for ser-
vices such as health care, tourism, and
other leisure activities. So it should be
no surprise that a smaller share of the
workforce has been employed in manu-
facturing in the last several decades.

It is probably not desirable to interfere
with the general forces that give rise to
economic prosperity, and there is even
some evidence that countries that
attempt to maintain manufacturing
employment may do so at the expense of
economic prosperity. The effects of the
real exchange rate or local tax burdens
on the shift in employment from manu-
facturing to the service sector are quite
small relative to the rate of advancement
of technological progress. Thus there
may be little gain, if any, in gearing pub-
lic policy to offset these ancillary influ-
ences on economic activity in manufac-
turing. Perhaps state legislatures should
be concerned with how tax burdens and
other economic factors influence the
local business climate in the new ser-
vice-oriented national economy. 

■ Footnotes
1. The Tax Foundation’s Web page is
www.taxfoundation.org. 

TABLE 1 MANUFACTURING EMPLOYMENT SHARES IN SOME
ADVANCED COUNTRIES (PERCENT)

Average annual 
1960 2002 growth rate

United States 26 13 2.1
Canada 25 15 1.7
Australia 26 12 1.9
Japan 22 19 2.2
France 28 21 1.5
Germany 34 24 1.8
Italy 24 23 1.7
Netherlands 29 14 1.9
Sweden 32 17 1.5
United Kingdom 36 16 2.1

SOURCES: U.S. Department of Labor and Penn World Table.
NOTES: The data for Australia start in 1965, and the data for France stop in 1989.  The growth
rates are of chain-weighted GDP for the years 1980 through 2000 inclusive. The annual growth
rate is the rate of real economic growth compounded annually.

FIGURE 1 SHARE OF EMPLOYMENT IN MANUFACTURING
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FIGURE 2 MANUFACTURING EMPLOYMENT AND REAL WAGES
(CONTROLS FOR STATE FIXED EFFECTS)
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