
Abstract

This paper examinesthe sourcesof productivitygrowthof the U.S.

telecommunicationsindustryoveran extendedperiod,from 1935to 1987.A structural

model is formulated that takes account of both the changes in cost and the demand side of

the industry. The decomposition of the TFP growth presented in this study delineates the

contributionof aggregatedemand,informationintensityof the economy,relative factor

prices, the direct and the indirecteffectsof technologicalprogressand R&D investment.

The influenceof changingoutputmix on the coststructureand the adjustment costs of

changing quasi-fixed inputs like physical capital and R&D capital are discussed. Further,

the impact of price-cost margin and the regulatory actions such as the 1984 diversity of

the Bell Systemon employmentandproductivitygrowthare analyzed. The evolution of

mark-up behavior(i.e.,price-costmargin)for toll and localservices is studiedby

examiningthe movementof priceand incrementalcost over time.
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