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Heterogeneous Elasticity of Factor Substitution and China’s
Industrial Structural Change . The Source of Steady
Growth in the New Development Pattern

Zhuoma Cao

( College of Economics, Northwest Normal University )

Abstract: We incorporate the two-level CES production function and biased technology into the
multi-sector dynamic general equilibrium model, to explain the process of China’ s industrial
structural change from the supply-demand side, factor structure and technology structure. We es-
timate the true values of the heterogeneous elasticity of substitution of China’s primary, seconda-
ry and tertiary industries by using NLSUR. The research results are as follows. The relative price
effect is the main mechanism for structural changes, and the factor rebalancing effect is very lim-
ited. The low level of capital accumulation, elasticity of factor substitution and TFP growth in ag-
ricultural sectors will push surplus labor to non-agricultural sectors. The inverted U-shaped
change of the industrial sector is due to capital deepening, and the continuously rising share of
the service sector is more reflected by Baumol’ s cost disease. Therefore, this paper suggests that
improving the elasticity of factor substitution and increasing the growth rate of labor-enhancing
technological progress are the endogenous driving forces to promote steady growth.

Keywords: elasticity of factor substitution; factor-efficiency growth rate; industrial structural
change
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