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Capital Deepening., Factor Income Share and Total Factor Productivity

—A Perspective from Biased Technical Change

Yu Donghua Chen Ruying
(School of Economics, Shandong University, Jinan 250100, P. R. China)

Abstract: Capital deepening and biased technical change are important factors influencing factor
income share and total factor productivity. Based on the expansion of normalized CES production
function, this paper analyzes the mechanism of capital deepening affecting factor income share and
total factor productivity from the perspective of biased technical change and tests it empirically using
the provincial panel data of 1990 to 2016. The results show that, unlike the unit substitution
elasticity and neutral technical change hypothesis of traditional economic growth accounting
analysis, the substitution elasticity of Chinese capital elements and labor factors is significantly less
than 1, and the overall progress of technical change is biased towards capital; under the gross
complement relationship between the factors, the capital deepening has a negative impact on the
capital-labor income share; the capital-augmenting technical change has a positive impact on the
capital-labor income share; the combination of the two determines the direction of capital-labor
income share; deviating from the long-term stable reference point of the factor income share will
adversely affect total factor productivity. Therefore, under the continuous capital deepening,
choosing the appropriate biased technical change path, improving the capital output efficiency, and
maintaining the long-term stable factor income share will help to improve the total factor
productivity and achieve high-quality economic development.

Keywords: Capital deepening; Biased technical change; Factor income share; Total factor productivity
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