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Relative Factor-augmenting Technology
Progress and Factor Income Distribution
in China: Evidence at Industry Level

Liu Zhiheng', Wang Linhui®

(1.School of Economicss Northeast Normal University s Changchun 130117, China ;
2.School of Business s East China Normal University, Shanghai 200241, China)

Abstract: Current study of the decline in labor income shares always focuses on non-technology
factors, but the study of factor income allocation from a technology perspective is more
universal and persuasive. Therefore, this paper constructs a model of factor income alloca-
tion mechanism at aggregate and industry levels based an relative factor-augmenting tech-
nology progress. It shows that factor income allocation at aggregate level is affected simul-
taneously by industry structure and factor income allocation at industry level; relative fac-
tor-augmenting technology progress and factor endowments are two important factors in-
fluencing factor income allocation at industry level and the elasticity of factor substitution
determines the direction. Evidence indicates that the difference in intra-industry factor in-
come distribution plays a more important role in changes in factor income distribution at
aggregate level than industrial structure. The relative factor-augmenting technology pro-
gress plays a dominant role in factor income distribution at industry level and its role in la-
bor income shares varies with industries while the direct effect of factor endowments is
limited. The factor endowments play a negative role in the primary industry but a positive
role in the secondary industry. Therefore, governments should focus on the guidance of
technology progress directions and the adjustment to economic structure when making the
policy of optimizing factor income distribution structure.

Key words: relative factor-augmenting technology progress; industrial structure;
factor income distribution
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