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Endowment Structure, Appropriate Technology and Structural

Transformation
WANG Yong, JIANG Yangtian and YUE Weizheng

(Institute of New Structural Economics, Peking University)

Summary: The Fourth Plenary Session of the 20th Central Committee of the Communist Party of China
(CPC) has made strategic arrangements for building a modern industrial system, emphasizing the need to con-
solidate the foundation of the real economy and improve the market-based allocation of factors of production.
China is currently in a critical stage of transitioning from a major industrial country to an industrial power-
house, with its industrial structure continuously shifting toward industry and services. However, problems
such as lagging factor market development and insufficient allocation efficiency continue to hinder industrial
upgrading. Moreover, the intrinsic link between reforms of market-based allocation of factors and structural
transformation has not been systematically explained. Theoretically, most existing studies examine the Engel
effect, the Baumol effect, or the impact of a single factor in isolation. They lack an integrated analysis of the
multi-channel mechanisms through which the factor endowment structure drives transformation and often
treat the selection of industrially appropriate technology as an exogenous variable.

This paper constructs a unified dynamic general equilibrium model involving three factors (physical
capital, high-skilled labor, and low-skilled labor) and three sectors (agriculture, industry, and services). It sys-
tematically explains three core mechanisms through which the factor endowment structure drives structural
transformation: the investment effect, the income effect, and the relative factor price effect. Using China’s
input-output tables and microdata from 1995 to 2018, the study quantitatively assesses the differentiated im-
pacts of each mechanism and reforms of market-based allocation of factors through parameter calibration, nu-
merical simulation, and counterfactual analysis.

The findings are as follows. (1) Overall, the accumulation of physical capital was the dominant force
driving China’s structural transformation and economic growth from 1995 to 2018, with its impact exceeding
the combined contribution from the growth in the number of high-skilled and low-skilled laborers. (2) The
growth of high-skilled labor has played a more important role in driving structural transformation since the
18th National Congress of the CPC than it did before. (3) In the process of factor endowment-driven struc-
tural transformation, the income effect has a significantly greater impact than the investment effect and the
relative factor price effect. (4) Market-oriented reforms in the labor and capital markets have effectively facili-
tated structural transformation and driven the expansion of the industrial sector.

The policy implications underscore the necessity of deepening reforms of market-based allocation of fac-
tors. Key recommendations are fourfold. (1) Efforts should be made to strengthen the institutional founda-
tions for modern industrial systems by improving transaction rules, enhancing the supervision of factor trad-
ing, and dismantling institutional and mechanism barriers to the free flow of factors such as land, labor, capi-
tal, and data. This will help realize market-determined factor prices, orderly factor mobility, and efficient and
fair resource allocation. (2) The rational flow of labor, especially high-skilled labor, should be guided by in-
creasing human capital investment, improving lifelong vocational skills training systems tailored to industrial
development needs, and removing institutional barriers such as the household registration system, disparities
in social welfare, obstacles to cross-regional social security transfers, and barriers to professional qualifica-
tion recognition. (3) It is necessary to improve the efficiency of capital allocation toward the real economy,
particularly sectors with high marginal returns, such as technological innovation and advanced manufactur-
ing, by developing a multi-tiered capital market, increasing the proportion of direct financing, and innovat-
ing financial services such as intellectual property pledge financing and science and technology insurance.
(4) Domestic demand potential should be stimulated by leveraging the key income effect, which can be
strengthened through tax system reforms to steadily increase the share of residents’ income in national in-
come distribution.
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