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Bl 4 JIAC T IA BRI R, K B B AN BRI AR I B Al 253 v 0 Hp /N AL R e SR AT B e SCRE
GHRIE B A 2 T3 U, 8 s PR R I R (7= 2R B 0] T TP 3K SRl fE L S8R S v it it
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Analysis on the Driving Forces and Industry Origins of China’s Labor
Productivity Growth: 1978 - 2018

LI Zhan

National School of Development, Peking University, Beijing 100871, China

Summary Labor productivity reflects the output brought about by per unit of labor input, which not only determines labor
compensation to a large extent, but also assesses the economic development level of a country to a certain extent.
In addition, promoting the growth of labor productivity is also in line with the strategic requirement of China’ s
high-quality economic development. The Chinese economy is currently in the process of transforming to a stage of
high-quality development. The requirement of high-quality development is to continuously optimize the usage of
factors to improve their productivity, and improving labor productivity is a concrete manifestation of this
requirement.

The nominal labor productivity of China has risen sharply since the reform and opening up in 1978, whose growth
rate is higher than that of developed countries such as the United States and Japan while its absolute level is lower
than the latter. More importantly, some studies have shown that the growth rate of China’s labor productivity has
declined since 2008, and this trend has not shown a sign of reversing, resulting in a slowdown in the growth rate of
China’s economy. Consequently, the sustainable growth and the process of transforming to a high-quality
development stage of China’s economy will face severe challenges. This makes it particularly important to analyze
the driving forces underlying the rapid growth of China’s labor productivity since 1978, as well as the
transformation of driving forces since 2008.

This paper argues that the analysis on factors affecting the growth of labor productivity needs to be conducted from
the supply side, namely, the driving forces, to account for the growth rate of labor productivity, which is an
important complement to the existing literature. This paper contributes to the existing literature in the following
aspects. Firstly, based on the production function, this paper decomposes the growth rate of labor productivity into
three components: capital deepening, labor quality and total factor productivity by using the growth accounting
method. Then, we analyze the contribution of each component to the growth of labor productivity as well as the
transformation of the driving forces that causes the slowdown in China’s labor productivity growth since 2008.
Secondly, in order to examine the impacts of labor reallocation across industries on the improvement of labor
quality, this paper decomposes labor quality into the quality improvements brought about by the reallocation of
labor across industries and other factors. Finally, this paper substantially improves the data to enhance the accuracy
of the results.

The results of this paper show that capital deepening is the main driving force of labor productivity growth, whose
further growth in 2008 - 2018 has promoted the increase in the growth rate of labor productivity since 2008. The
improvement of labor quality plays a certain role in promoting the growth of labor productivity. The total factor
productivity does not play its role in promoting the growth of labor productivity, and its decline in 2008 - 2018 has
offset half of the growth rate of labor productivity brought by capital deepening and labor quality improvement. In
addition, the manufacturing and market service sectors are the main industry origins of labor productivity growth,
which have further promoted the increase in the growth rate of labor productivity in 2008 - 2018. The working hour
in the service industry is the main industry origin that promotes the increase in working hours of the overall
economy throughout the period. The decline in the growth rate of working hours in each industry has led to a
decline in the growth rate of working hours of the whole economy from 2008 to 2018.

The results of this paper provide empirical supports for understanding the driving forces of labor productivity growth
in China, as well as changes in the driving forces and industry origins since 2008. Meanwhile, it also provides a
certain reference for the government to formulate relevant policies to promote labor productivity growth in the next
stage.
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