Is the Internet Better than
Electricity?
Martin Brookes and Zaki Wahhaj
“Most successful internet companies are really in retailing or computers or
finance or media or some other service or manufacturing business. The internet is just the tool they use to do business incredibly efficiently and quickly. It
flows through the whole operation, just like electricity. A retailer doesn’t say to
customers: ‘Come to my store because I’m wired up to electricity or because I
keep the air-conditioning on.’”
Michael Dell, Davos, January 2000

Introduction
The wave of technological change sweeping industrial countries today
could have profound economic effects. In this article we look at the impact
of a previous technological change, electrification, for insights into the possible consequences of the internet and IT. Electricity diffused through the
US economy from the late 19th century onwards, spreading through close
to half the economy by 1920 and almost three quarters by 1930. Several
features of the impact of electrification are noteworthy.
First, electrification eventually unleashed a wave of strong productivity
growth. From 1920 onwards, productivity growth was 1½% higher for
15 years. The key to this jump was changes in the way companies operated, facilitated by the introduction of electricity into the workplace.
Thus, electricity produced substantial increases in productivity, GDP and
also profits in the long-term.
Second, the spread of cheap electric power did not lead to an increase
in the share of profits in GDP. Although industrial companies were able to
use electricity to produce output more cheaply, they were unable to retain
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these cost savings and boost margins. Earnings growth for industrial companies fell slightly short of nominal GDP growth during this period.
Third, the companies supplying electricity performed poorly for most of
the period. After an initial strong performance up to 1900, the electricity
utilities suffered declining earnings and poor share price performance.
This under-performance lasted for the first two decades of the 20th century. Despite the diffusion of electricity through the economy, companies
supplying electricity were unable to deliver strong returns. A key reason
for this was an increase in competition in electricity supply due to improving technology.
Fourth, electrical equipment manufacturers (such as General Electric) were
able to deliver strong returns, though there were specific reasons which
probably account for much of this. Thus, different companies within a technological sector can perform differently in terms of earnings and share price.
These impacts are interesting from the perspective of assessing the
impact of current technological change. The experience of electrification
suggests it would be unwise to expect an increased share of profits in GDP.
It also raises questions about the ability of technology companies to
deliver above average profits growth in the long term, even if technology
diffuses rapidly through industrialised economies.
But the experience of electrification offers one positive lesson. The
essential similarity between the internet and electricity is the pervasive
nature of the technology and its profound impact on the structure of companies. Michael Dell’s quote at the top of this article highlights this. If the
internet and associated IT were to unleash a wave of productivity
improvements, output would increase, boosting profits. It is impossible to
quantify this impact with any precision, but it is an enticing possibility
which suggests that estimates of the impact of IT on economic growth
may understate its true impact.

The impact of electrification
The following analysis of electrification focuses on the US economy, as the
richest array of data and research is available for the US economy.
However, lessons learned from an analysis of the US economy during the
period 1880–1930 apply to all industrialised economies affected by technological change.
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