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AN ANALYSIS ON THE FACTOR ALLOCATION DISTORTION

OF CHINA’S MANUFACTURING SECTORS DURING 1985—2010
———The Impact of Capital Structure Changes and Technology Progress

HUANG Xian-hai LIU Ytrqun

(School of Economics, Zhejiang University of China, Hangzhou 310027, China)

Abstract: This paper analyzed the factor allocation distortions of China’s manufacturing sectors during
1985—2010. The changes in factor allocation distortion coefficients were due to structural unbalancing in-
vestments in different sectors and the technological progress on the return rates of different factors. This
paper found that: (1) the rapid expansion of capital investment in some heavy industries led to the struc-
tural imbalance between industries, and increased inter-industry factor allocation distortions during 1985—
20003 (2) compared to the years, the impacts of technological advance on the change of factor allocation
distortions were growing from 2001 to 2010. This paper suggested that the government in formulating in-
dustrial policies should restrict generally productive capital investment incentives, but encourage the inno-
vation and R&D investment policies to substitute the capital factors.

Key words: factor allocation distortion; investment structural imbalance; technical progress
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