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1 Data

We collect and utilize data on six broad aspects of the Chinese economy: national accounts,
labor inputs, capital inputs, foreign trade, prices and wages. In what follows, we describe the
sources of data for each aspect and report the values that we draw from them. Then we describe
the operations that we perform to combine these data to produce our final dataset. Although
the main focus of the paper is on the pre-1978 period, the dataset described here covers the
period from 1952 to 2012. This is important both for internal consistency of series that are
normalized and compared using prices post-dating 1978, and for our numerical exercises, which

use the post-1978 path in some simulations.

1.1 National Accounts

Our two main sources of data on the system of national accounts of China are published by the
Chinese National Bureau of Statistics (NBS). The first one is the "China Statistical Yearbook"
(CSY) which is available for different years from the official website (http://www.stats.gov.cn/
english /Statisticaldata/ AnnualData/) for the years 1996-2014. The second main source is the
"60 Years of New China" (60Y) which aggregates data from previous publications for the years
1949-2009. (http://tongji.cnki.net/ overseas/engnavi/ YearBook.aspx? id=N2010030107). The
second source is closely related with a book on pre-1996 statistics compiled by Hsueh and Li
(1999), "China’s national income 1952-1995" (HL).

Table 1 reports the Gross Domestic Product (GDP) measured as value added, for the whole
economy and by sector, in current and constant prices, measured in 100 million yuan. Table 3
reports the Gross Domestic Product by Expenditure Approach, in current prices, measured in
100 million yuan. GDP is broken down into consumption, reported separately for households
and for the government, gross capital formation (GCF), in turn broken down into gross fixed
capital fromation (GFCF) and inventories, and net exports. The table also reports data on
foreign trade: total value of imports, exports and the trade balance.

The source of data for Tables 1 and 3 are "60 Years of New China", which only covers
1952-2008 for the series of interest.

Table 5 reports the Gross Domestic Product (GDP) measured as value added, for the whole

economy and by sector, in current and constant prices, measured in 100 million yuan. Table 6



Table 1: Value Added by Sector, 60Y, part 1

Gross Domestic Product

Indices of Gross Domestic Product

year Total Primary Secondary Tertiary Total Primary Secondary Tertiary
1952 679.0 346.0 141.8 191.2 100.0 100.0 100.0 100.0
1953 824.2 381.4 192.5 250.3 115.6 101.9 135.8 124.9
1954 859.4 395.5 211.7 252.2 120.5 103.6 157.1 124.4
1955 910.8 424.8 222.2 263.8 128.7 111.8 169.0 130.4
1956 1029.0 447.9 280.7 300.4 148.1 117.0 227.3 147.7
1957 1069.3 433.9 317.0 318.4 155.6 120.6 245.5 154.6
1958 1308.2 449.9 483.5 374.8 188.6 121.1 375.4 182.6
1959 1440.4 387.2 615.5 437.6 205.3 101.9 472.3 211.0
1960 1457.5 343.8 648.2 465.5 204.6 85.2 498.6 221.5
1961 1220.9 445.1 388.9 387.0 148.7 86.5 288.8 164.3
1962 1151.2 457.2 359.3 334.8 140.4 90.4 257.8 149.0
1963 1236.4 502.0 407.6 326.8 154.7 100.6 295.2 155.5
1964 1455.5 564.0 513.5 378.0 182.9 113.6 370.8 179.6
1965 1717.2 656.9 602.2 458.1 214.1 124.6 460.6 208.1
1966 1873.1 708.5 709.5 455.1 237.1 133.6 564.0 204.1
1967 1780.3 720.6 602.8 456.9 223.6 136.1 483.3 205.2
1968 1730.2 732.8 537.3 460.0 214.4 134.0 438.7 206.5
1969 1945.8 742.8 689.1 513.9 250.6 135.1 584.0 234.3
1970 2261.3 800.4 912.2 548.7 299.3 145.5 787.3 250.9
1971 2435.3 833.7 1022.8 578.7 320.4 148.2 884.2 265.5
1972 2530.2 834.8 1084.2 611.2 332.4 146.9 943.6 279.1
1973 2733.4 915.6 1173.0 644.7 358.5 160.1 1022.1 294.3
1974 2803.7 953.7 1192.0 658.1 366.8 166.7 1036.4 298.8
1975 3013.1 979.8 1370.5 662.8 398.7 170.1 1200.2 313.5
1976 2961.5 975.7 1337.2 648.6 392.2 167.1 1170.3 314.7
1977 3221.1 950.6 1509.1 761.4 422.1 163.4 1325.8 345.0
1978 3645.2 1027.5 1745.2 872.5 471.4 170.1 1525.2 392.7




Table 2: Value Added by Sector, 60Y, part 2

Gross Domestic Product

Indices of Gross Domestic Product

year Total Primary Secondary Tertiary Total Primary Secondary Tertiary
1978 3645.2 1027.5 1745.2 872.5 471.4 170.1 1525.2 392.7
1979 4062.6 1270.2 1913.5 878.9 507.1 180.6 1650.2 423.5
1980 4545.6 1371.6 2192.0 982.0 546.8 177.9 1874.1 448.9
1981 4891.6 1559.5 2255.5 1076.6 575.5 190.3 1909.1 495.7
1982 5323.4 1777.4 2383.0 1163.0 627.6 212.3 2015.3 560.0
1983 5962.7 1978.4 2646.2 1338.1 695.8 229.9 2224.2 645.0
1984 7208.1 2316.1 3105.7 1786.3 801.3 259.6 2546.2 769.8
1985 9016.0 2564.4 3866.6 2585.0 909.2 264.3 3019.0 909.6
1986 10275.2 2788.7 4492.7 2993.8 989.7 273.1 3327.6 1019.1
1987 12058.6 3233.0 5251.6 3574.0 1104.3 286.0 3783.3 1165.5
1988 15042.8 3865.4 6587.2 4590.3 1228.9 293.2 4332.6 1318.8
1989 16992.3 4265.9 7278.0 5448.4 1278.8 302.3 4495.8 1389.5
1990 18667.8 5062.0 7717.4 5888.4 1327.9 324.4 4638.3 1422.0
1991 21781.5 5342.2 9102.2 7337.1 1449.8 332.2 5280.9 1548.1
1992 26923.5 5866.6 11699.5 9357.4 1656.3 347.8 6398.0 1740.8
1993 35333.9 6963.8 16454.4 11915.7 1887.6 364.2 7669.1 1952.9
1994 48197.9 9572.7 22445.4 16179.8 2134.5 378.7 9077.1 2169.5
1995 60793.7 12135.8 28679.5 19978.5 2367.7 397.7 10336.6 2383.0
1996 71176.6 14015.4 33835.0 23326.2 2604.6 417.9 11587.9 2607.6
1997 78973.0 14441.9 37543.0 26988.1 2846.8 432.6 12802.2 2887.0
1998 84402.3 14817.6 39004.2 30580.5 3069.8 447.7 13943.0 3128.8
1999 89677.1 14770.0 41033.6 33873.4 3303.7 460.2 15077.3 3420.7
2000 99214.6 14944.7 45555.9 38714.0 3582.2 471.3 16499.0 3754.1
2001 109655.2 15781.3 49512.3 44361.6 3879.6 484.5 17891.8 4139.2
2002 120332.7 16537.0 53896.8 49898.9 4231.9 498.5 19650.4 4571.4
2003 135822.8 17381.7 62436.3 56004.7 4656.2 511.0 22140.5 5005.9
2004 159878.3 21412.7 73904.3 64561.3 5125.8 543.2 24600.8 5509.3
2005 183217.4 22420.0 87364.6 73432.9 5660.5 571.6 27478.0 6087.8
2006 211923.5 24040.0 103162.0 84721.4 6319.8 600.2 31040.8 6824.8
2007 257305.6 28627.0 124799.0 103879.6 7143.8 622.7 35591.8 7763.3
2008 300670.0 34000.0 146183.4 120486.6 7783.2 656.9 38884.1 8499.9




Table 3: GDP by Expenditure Approach, 60Y, part 1

Gross Domestic Product by Expenditure Approach

Total Value of Exports and Imports

year Consumption Households Government GCF GFCF Inventories Net Exports Exports Imports Balance
1952 546.3 453 93.3 153.7 80.7 73 -7.8 27.1 37.5 -10.4
1953 644.4 529.2 115.2 198.3 115.3 83 -8.4 34.8 46.1 -11.3
1954 654.1 550 104.1 226.9 140.9 86 -2.7 40 44.7 -4.7
1955 722.3 602.6 119.7 221.5 145.5 76 -8.9 48.7 61.1 -12.4
1956 772.6 646.8 125.8 257.6 219.6 38 4 55.7 53 2.7
1957 816.4 686.6 129.8 280 187 93 5.5 54.5 50 4.5
1958 852.6 724 128.6 432 333 99 6.6 67 61.7 5.3
1959 821.5 691.2 130.3 621.7 435.7 186 8.1 78.1 71.2 6.9
1960 932.6 741.7 190.9 575 473 102 0.4 63.3 65.1 -1.8
1961 995.1 816.7 178.4 274.6 227.6 47 5.5 47.7 43 4.7
1962 985.7 838.7 147 178.1 175.1 3 12.6 47.1 33.8 13.3
1963 1014.3 844.2 170.1 265.3 215.3 50 13.5 50 35.7 14.3
1964 1078.6 889.6 189 350.3 290.3 60 12.9 55.4 42.1 13.3
1965 1158.6 951.5 207.1 462.1 350.1 112 8.5 63.1 55.3 7.8
1966 1251.3 1021.1 230.2 569.8 406.8 163 6.2 66 61.1 4.9
1967 1275.7 1081.5 194.2 425.7 323.7 102 6.3 58.8 53.4 5.4
1968 1269.1 1076.6 192.5 432.2 300.2 132 7.4 57.6 50.9 6.7
1969 1359.4 1127.7 231.7 485.9 406.9 79 12.4 59.8 47.2 12.6
1970 1459.7 1206.8 252.9 744.9 545.9 199 2.4 56.8 56.1 0.7
1971 1557.9 1262 295.9 819 603 216 15.6 68.5 52.4 16.1
1972 1644.3 1334.2 310.1 791.1 622.1 169 18.4 82.9 64 18.9
1973 1751.3 1432.5 318.8 903.5 664.5 239 14.8 116.9 103.6 13.3
1974 1809.6 1467 342.6 936.1 748.1 188 -7 139.4 152.8 -13.4
1975 1887.4 1528.5 358.9 1062.3 880.3 182 0.7 143 147.4 -4.4
1976 1969.5 1588.5 381 990.1 865.1 125 8.7 134.8 129.3 5.5
1977 2057.8 1647.8 410 1098.1 911.1 187 10.1 139.7 132.8 6.9
1978 2239.1 1759.1 480 1377.9 1073.9 304 -11.4 167.6 187.4 -19.8




Table 4: GDP by Expenditure Approach, 60Y, part 2

Gross Domestic Product by Expenditure Approach

Total Value of Exports and Imports

year Consumption Households Government GCF GFCF Inventories Net Exports Exports Imports Balance
1978 2239.1 1759.1 480 1377.9 1073.9 304 -11.4 167.6 187.4 -19.8
1979 2633.7 2011.5 622.2 1478.9 1153.1 325.8 -20 211.7 242.9 -31.2
1980 3007.9 2331.2 676.7 1599.7 1322.4 277.3 -14.7 271.2 298.8 -27.6
1981 3361.5 2627.9 733.6 1630.2 1339.3 290.9 17.1 367.6 367.7 -0.1
1982 3714.8 2902.9 811.9 1784.2 1503.2 281 91 413.8 357.5 56.3
1983 4126.4 3231.1 895.3 2039 1723.3 315.7 50.8 438.3 421.8 16.5
1984 4846.3 3742 1104.3 2515.1 2147 368.1 1.3 580.5 620.5 -40
1985 5986.3 4687.4 1298.9 3457.5 2672 785.5 -367.1 808.9 1257.8 -448.9
1986 6821.8 5302.1 1519.7 3941.9 3139.7 802.2 -255.2 1082.1 1498.3 -416.2
1987 7804.6 6126.1 1678.5 4462 3798.7 663.3 10.8 1470.0 1614.2 -144.2
1988 9839.5 7868.1 1971.4 5700.2 4701.9 998.3 -151.1 1766.7 2055.1 -288.4
1989 11164.2 8812.6 2351.6 6332.7 4419.4 1913.3 -185.6 1956.0 2199.9 -243.9
1990 12090.5 9450.9 2639.6 6747 4827.8 1919.2 510.3 2985.8 2574.3 411.5
1991 14091.9 10730.6 3361.3 7868 6070.3 1797.7 617.5 3827.1 3398.7 428.4
1992 17203.3 13000.1 4203.2 10086.3 8513.7 1572.6 275.6 4676.3 4443.3 233.0
1993 21899.9 16412.1 5487.8 15717.7 13309.2 2408.5 -679.5 5284.8 5986.2 -701.4
1994 29242.2 21844.2 7398 20341.1 17312.7 3028.4 634.1 10421.8 9960.1 461.7
1995 36748.2 28369.7 8378.5 25470.1 20885 4585.1 998.6 12451.8 11048.1 1403.7
1996 43919.5 33955.9 9963.6 28784.9 24048.1 4736.8 1459.2 12576.4 11557.4 1019.0
1997 48140.6 36921.5 11219.1 29968 25965 4003 3549.9 15160.7 11806.5 3354.2
1998 51588.2 39229.3 12358.9 31314.2 28569 2745.2 3629.2 15223.6 11626.1 3597.5
1999 55636.9 41920.4 13716.5 32951.5 30527.3 2424.2 2536.6 16159.8 13736.5 2423.3
2000 61516 45854.6 15661.4 34842.8 33844.4 998.4 2390.2 20634.4 18638.8 1995.6
2001 66878.3 49213.2 17665.1 39769.4 37754.5 2014.9 2324.7 22024.4 20159.2 1865.2
2002 71691.2 52571.3 19119.9 45565 43632.1 1932.9 3094.1 26947.9 24430.3 2517.6
2003 77449.5 56834.4 20615.1 55963 53490.7 2472.3 2986.3 36287.9 34195.6 2092.3
2004 87032.9 63833.5 23199.4 69168.4 65117.7 4050.7 4079.1 49103.3 46435.8 2667.5
2005 97822.7 71217.5 26605.2 80646.3 77304.8 3341.5 10223.1 62648.1 54273.7 8374.4
2006 110595.3 80476.9 30118.4 94402 90150.9 4251.1 16654 77594.6 63376.9 14217.7
2007 128793.8 93602.9 35190.9 110919.4 105435.9 5483.6 23380.6 93455.6 73284.6 20171.1
2008 149112.6 108392.2 40720.4 133612.3 126209.5 7402.9 24134.9 100394.9 79526.5 20868.4




reports the Gross Domestic Product by Expenditure Approach, in current prices, measured in
100 million yuan. GDP is broken down into consumption, reported separately for households
and for the government, gross capital formation (GCF), in turn broken down into gross fixed
capital fromation (GFCF) and inventories, and net exports. The table also reports data on
foreign trade: total value of imports, exports and the trade balance.

The source of data for Tables 5 and 6 are "China Statistical Yearbooks" from 1996 to 2014,
which only cover 1978-2012 for the series of interest.

In order to get consistent series for the whole period of interest, 1952-2012, we merge the
data from the two sources. The two sources largely agree for the overlapping periods. However,
there are some discrepancies between the two sources, with the earliest appearing for year 1990.
For the conflicting cases we always prefer the most recent data vintage - CSY 2014.

Table 7 reports merged series for GDP by sector, in current and constant prices, for 1952-
2012. Table 9 reports merged series for the breakdown of GDP by expenditure approach, also
for 1952-2012.

1.2 Prices and Wages

To obtain a consistent series for GDP and its sectoral split into agriculture and non-agriclture,
we need to obtain sectoral GDP deflators. We compute aggregate and sectoral GDP deflators
using Table 7 by dividing value added in current prices by the indices in constant prices, and
multiply each series by a constant that converts nominal values into constant 1978 yuan. We
report the results in Table 11. Taking the ratio of price deflators in the two sectors allows us
to estimate the relative prices of agricultural goods to non-agricultural goods.

We also report indexes of agricultural and industrial goods prices advocated by Young
(2003). These are the General Purchasing Price Index for Farm Products and the Ex-Factory
Price Index for Industrial Products, available from the CSY for various years. For pre-1978
values we also use Chow (1987) who cites CSY 1981.

In Table 13 we report average wages for staff and workers in the agricultural and non-
agricultural sectors for 1952-2011. These data come from two sources. The pre-1978 data come
from Chow (1987), who cites CSY for year 1981. The post-1978 data come from CSY for years
1996-2013 from the official website. Two other columns report the factor share of income earned

by labor in agriculture and non-agriculture, computed from Bai and Qian (2010), "The Factor



Table 5: Value Added by Sector, CSY

Gross Domestic Product

Indices of Gross Domestic Product

year Total Primary Secondary Tertiary Total Primary Secondary Tertiary
1978 3645.2 1027.5 1745.2 872.5 100.0 100.0 100.0 100.0
1979 4062.6 1270.2 1913.5 878.9 107.6 106.1 108.2 107.9
1980 4545.6 1371.6 2192.0 982.0 116.0 104.6 122.9 114.3
1981 4891.6 1559.5 2255.5 1076.6 122.1 111.9 125.2 126.2
1982 5323.4 1777.4 2383.0 1163.0 133.1 124.8 132.1 142.6
1983 5962.7 1978.4 2646.2 1338.1 147.6 135.1 145.8 164.3
1984 7208.1 2316.1 3105.7 1786.3 170.0 152.6 166.9 196.0
1985 9016.0 2564.4 3866.6 2585.0 192.9 155.4 197.9 231.7
1986 10275.2 2788.7 4492.7 2993.8 210.0 160.5 218.2 259.6
1987 12058.6 3233.0 5251.6 3574.0 234.3 168.1 248.1 296.8
1988 15042.8 3865.4 6587.2 4590.3 260.7 172.3 284.1 335.9
1989 16992.3 4265.9 7278.0 5448.4 271.3 177.6 294.8 353.9
1990 18667.8 5062.0 7717.4 5888.4 281.7 190.7 304.1 362.1
1991 21781.5 5342.2 9102.2 7337.1 307.6 195.2 346.3 394.3
1992 26923.5 5866.6 11699.5 9357.4 351.4 204.4 419.5 443.3
1993 35333.9 6963.8 16454.4 11915.7 400.4 214.0 502.8 497.4
1994 48197.9 9572.7 22445.4 16179.8 452.8 222.6 595.2 552.5
1995 60793.7 12135.8 28679.5 19978.5 502.3 233.7 677.7 606.9
1996 71176.6 14015.4 33835.0 23326.2 552.6 245.6 759.8 664.1
1997 78973.0 14441.9 37543.0 26988.1 603.9 254.2 839.4 735.3
1998 84402.3 14817.6 39004.2 30580.5 651.2 263.1 914.2 796.8
1999 89677.1 14770.0 41033.6 33873.4 700.9 270.5 988.6 871.2
2000 99214.6 14944.7 45555.9 38714.0 759.9 277.0 1081.8 956.1
2001 109655.2 15781.3 49512.3 44361.6 823.0 284.8 1173.1 1054.2
2002 120332.7 16537.0 53896.8 49898.9 897.8 293.0 1288.4 1164.2
2003 135822.8 17381.7 62436.3 56004.7 987.8 300.3 1451.7 1274.9
2004 159878.3 21412.7 73904.3 64561.3 1087.4 319.3 1613.0 1403.1
2005 184937.4 22420.0 87598.1 74919.3 1210.4 336.0 1807.9 1574.7
2006 216314.4 24040.0 103719.5 88554.9 1363.8 352.8 2050.0 1797.3
2007 265810.3 28627.0 125831.4 111351.9 1557.0 366.0 2358.8 2084.6
2008 314045.4 33702.0 149003.4 131340.0 1707.0 385.6 2591.8 2301.4
2009 340902.8 35226.0 157638.8 148038.0 1864.3 401.8 2849.4 2521.5
2010 401512.8 40533.6 187383.2 173596.0 2059.0 418.9 3198.4 2767.5
2011 473104.0 47486.2 220412.8 205205.0 2250.5 436.8 3527.4 3028.0
2012 518942.1 52373.6 235162.0 231406.5 2422.7 456.6 3806.6 3272.0

9




Table 6: GDP by Expenditure Approach, CSY

Gross Domestic Product by Expenditure Approach Total Value of Exports and Imports
year Consumption Households Government GCF GFCF Inventories Net Exports Exports Imports Balance
1978 2239.1 1759.1 480.0 1377.9 1073.9 304.0 -11.4 167.6 187.4 -19.8
1979 2633.7 2011.5 622.2 1478.9 1153.1 325.8 -20.0
1980 3007.9 2331.2 676.7 1599.7 1322.4 277.3 -14.7 271.2 298.8 -27.6
1981 3361.5 2627.9 733.6 1630.2 1339.3 290.9 17.1
1982 3714.8 2902.9 811.9 1784.2 1503.2 281.0 91.0
1983 4126.4 3231.1 895.3 2039.0 1723.3 315.7 50.8
1984 4846.3 3742.0 1104.3 2515.1 2147.0 368.1 1.3
1985 5986.3 4687.4 1298.9 3457.5 2672.0 785.5 -367.1 808.9 1257.8 -448.9
1986 6821.8 5302.1 1519.7 3941.9 3139.7 802.2 -255.2
1987 7804.6 6126.1 1678.5 4462.0 3798.7 663.3 10.8
1988 9839.5 7868.1 1971.4 5700.2 4701.9 998.3 -151.1
1989 11164.2 8812.6 2351.6 6332.7 4419.4 1913.3 -185.6
1990 12090.5 9450.9 2639.6 6747.0 4827.8 1919.2 510.3 2985.8 2574.3 411.5
1991 14091.9 10730.6 3361.3 7868.0 6070.3 1797.7 617.5 3827.1 3398.7 428.4
1992 17203.3 13000.1 4203.2 10086.3 8513.7 1572.6 275.6 4676.3 4443.3 233.0
1993 21899.9 16412.1 5487.8 15717.7 13309.2 2408.5 -679.5 5284.8 5986.2 -701.4
1994 29242.2 21844.2 7398.0 20341.1 17312.7 3028.4 634.1 10421.8 9960.1 461.7
1995 36748.2 28369.7 8378.5 25470.1 20885.0 4585.1 998.6 12451.8 11048.1 1403.7
1996 43919.5 33955.9 9963.6 28784.9 24048.1 4736.8 1459.2 12576.4 11557.4 1019.0
1997 48140.6 36921.5 11219.1 29968.0 25965.0 4003.0 3549.9 15160.7 11806.5 3354.2
1998 51588.2 39229.3 12358.9 31314.2 28569.0 2745.2 3629.2 15223.6 11626.1 3597.5
1999 55636.9 41920.4 13716.5 32951.5 30527.3 2424.2 2536.6 16159.8 13736.4 2423.4
2000 61516.0 45854.6 15661.4 34842.8 33844.4 998.4 2390.2 20634.4 18638.8 1995.6
2001 66933.9 49435.9 17498.0 39769.4 37754.5 2014.9 2324.7 22024.4 20159.2 1865.2
2002 71816.5 53056.6 18759.9 45565.0 43632.1 1932.9 3094.1 26947.9 24430.3 2517.6
2003 77685.5 57649.8 20035.7 55963.0 53490.7 2472.3 2964.9 36287.9 34195.6 2092.3
2004 87552.6 65218.5 22334.1 69168.4 65117.7 4050.7 4235.6 49103.3 46435.8 2667.5
2005 99357.5 72958.7 26398.8 77856.8 74232.9 3624.0 10209.1 62648.1 54273.7 8374.4
2006 113103.8 82575.5 30528.4 92954.1 87954.1 5000.0 16654.6 77597.2 63376.9 14220.3
2007 132232.9 96332.5 35900.4 110943.2 103948.6 6994.6 23423.1 93563.6 73300.1 20263.5
2008 153422.5 111670.4 41752.1 138325.3 128084.4 10240.9 24226.8 100394.9 79526.5 20868.4
2009 169274.8 123584.6 45690.2 164463.2 156679.8 7783.4 15037.0 82029.7 68618.4 13411.3
2010 194115.0 140758.6 53356.3 193603.9 183615.2 9988.7 15097.6 107022.8 94699.3 12323.5
2011 232111.5 168956.6 63154.9 228344.3 216203.3 121401.0 12163.3 123240.6 113161.4 10079.2
2012 261832.8 190423.8 71409.0 252773.2  239333.4 13439.8 14632.4 129359.3 114801.0 14558.3
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Table 7: Value Added by Sector, Merge of CSY and 60Y

Gross Domestic Product

Indices of Gross Domestic Product

year Total Primary Secondary Tertiary Total Primary Secondary Tertiary
1952 679 346 142 191 100 100.0 100.0 100.0
1953 824.2 381 193 250 116 101.9 135.8 124.9
1954 859.4 396 212 252 120 103.6 157.1 124.4
1955 910.8 425 222 264 129 111.8 169.0 130.4
1956 1029.0 448 281 300 148 117.0 227.3 147.7
1957 1069.3 434 317 318 156 120.6 245.5 154.6
1958 1308.2 450 484 375 189 121.1 375.4 182.6
1959 1440.4 387 616 438 205 101.9 472.3 211.0
1960 1457.5 344 648 466 205 85.2 498.6 221.5
1961 1220.9 445 389 387 149 86.5 288.8 164.3
1962 1151.2 457 359 335 140 90.4 257.8 149.0
1963 1236.4 502 408 327 155 100.6 295.2 155.5
1964 1455.5 564 514 378 183 113.6 370.8 179.6
1965 1717.2 657 602 458 214 124.6 460.6 208.1
1966 1873.1 708 710 455 237 133.6 564.0 204.1
1967 1780.3 721 603 457 224 136.1 483.3 205.2
1968 1730.2 733 537 460 214 134.0 438.7 206.5
1969 1945.8 743 689 514 251 135.1 584.0 234.3
1970 2261.3 800 912 549 299 145.5 787.3 250.9
1971 2435.3 834 1023 579 320 148.2 884.2 265.5
1972 2530.2 835 1084 611 332 146.9 943.6 279.1
1973 2733.4 916 1173 645 359 160.1 1022.1 294.3
1974 2803.7 954 1192 658 367 166.7 1036.4 298.8
1975 3013.1 980 1371 663 399 170.1 1200.2 313.5
1976 2961.5 976 1337 649 392 167.1 1170.3 314.7
1977 3221.1 951 1509 761 422 163.4 1325.8 345.0
1978 3645.2 1028 1745 872 471 170.1 1525.2 392.7
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Table 8: Value Added by Sector, Merge of CSY and 60Y

Gross Domestic Product

Indices of Gross Domestic Product

year Total Primary Secondary Tertiary Total Primary Secondary Tertiary
1978 3645.2 1028 1745 872 471 170.1 1525.2 392.7
1979 4062.6 1270 1914 879 507 180.6 1650.2 423.5
1980 4545.6 1372 2192 982 547 177.9 1874.1 448.9
1981 4891.6 1559 2256 1077 576 190.3 1909.1 495.7
1982 5323.4 1777 2383 1163 628 212.3 2015.3 560.0
1983 5962.7 1978 2646 1338 696 229.9 2224.2 645.0
1984 7208.1 2316 3106 1786 801 259.6 2546.2 769.8
1985 9016.0 2564 3867 2585 909 264.3 3019.0 909.6
1986 10275.2 2789 4493 2994 990 273.1 3327.6 1019.1
1987 12058.6 3233 5252 3574 1104 286.0 3783.3 1165.5
1988 15042.8 3865 6587 4590 1229 293.2 4332.6 1318.8
1989 16992.3 4266 7278 5448 1279 302.3 4495.8 1389.5
1990 18667.8 5062 7717 5888 1328 324.4 4638.3 1422.0
1991 21781.5 5342 9102 7337 1450 332.2 5280.9 1548.1
1992 26923.5 5867 11700 9357 1656 347.8 6398.0 1740.8
1993 35333.9 6964 16454 11916 1888 364.2 7669.1 1952.9
1994 48197.9 9573 22445 16180 2134 378.7 9077.1 2169.5
1995 60793.7 12136 28679 19978 2368 397.7 10336.6 2383.0
1996 71176.6 14015 33835 23326 2605 417.9 11587.9 2607.6
1997 78973.0 14442 37543 26988 2847 432.6 12802.2 2887.0
1998 84402.3 14818 39004 30580 3070 447.7 13943.0 3128.8
1999 89677.1 14770 41034 33873 3304 460.2 15077.3 3420.7
2000 99214.6 14945 45556 38714 3582 471.3 16499.0 3754.1
2001 109655.2 15781 49512 44362 3880 484.5 17891.8 4139.2
2002 120332.7 16537 53897 49899 4232 498.5 19650.4 4571.4
2003 135822.8 17382 62436 56005 4656 511.0 22140.5 5005.9
2004 159878.3 21413 73904 64561 5126 543.2 24600.8 5509.3
2005 184937.4 22420 87598 74919 5705 571.6 27573.2 6183.1
2006 216314.4 24040 103720 88555 6429 600.2 31265.5 7057.2
2007 265810.3 28627 125831 111352 7339 622.7 35975.2 8185.3
2008 314045.4 33702 149003 131340 8046 656.1 39528.6 9036.8
2009 340902.8 35226 157639 148038 8788 683.6 43457.9 9901.0
2010 401512.8 40534 187383 173596 9706 712.8 48781.6 10866.6
2011 473104.0 47486 220413 205205 10608 743.1 53798.6 11889.8
2012 518942.1 52374 235162 2311426 11420 776.9 58057.5 12847.6
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Table 9: Value Added and by Expenditure Approach, Merge of CSY and 60Y

Gross Domestic Product by Expenditure Approach

Total Value of Exports and Imports

year Consumption Households Government GCF GFCF Inventories Net Exports Exports Imports Balance
1952 546.3 453.0 93.3 153.7 80.7 73.0 -7.8 27.1 37.5 -10.4
1953 644.4 529.2 115.2 198.3 115.3 83.0 -8.4 34.8 46.1 -11.3
1954 654.1 550.0 104.1 226.9 140.9 86.0 -2.7 40 44.7 -4.7
1955 722.3 602.6 119.7 221.5 145.5 76.0 -8.9 48.7 61.1 -12.4
1956 772.6 646.8 125.8 257.6 219.6 38.0 4.0 55.7 53 2.7
1957 816.4 686.6 129.8 280.0 187.0 93.0 5.5 54.5 50 4.5
1958 852.6 724.0 128.6 432.0 333.0 99.0 6.6 67 61.7 5.3
1959 821.5 691.2 130.3 621.7 435.7 186.0 8.1 78.1 71.2 6.9
1960 932.6 741.7 190.9 575.0 473.0 102.0 0.4 63.3 65.1 -1.8
1961 995.1 816.7 178.4 274.6 227.6 47.0 5.5 47.7 43 4.7
1962 985.7 838.7 147.0 178.1 175.1 3.0 12.6 47.1 33.8 13.3
1963 1014.3 844.2 170.1 265.3 215.3 50.0 13.5 50 35.7 14.3
1964 1078.6 889.6 189.0 350.3 290.3 60.0 12.9 55.4 42.1 13.3
1965 1158.6 951.5 207.1 462.1 350.1 112.0 8.5 63.1 55.3 7.8
1966 1251.3 1021.1 230.2 569.8 406.8 163.0 6.2 66 61.1 4.9
1967 1275.7 1081.5 194.2 425.7 323.7 102.0 6.3 58.8 53.4 5.4
1968 1269.1 1076.6 192.5 432.2 300.2 132.0 74 57.6 50.9 6.7
1969 1359.4 1127.7 231.7 485.9 406.9 79.0 124 59.8 47.2 12.6
1970 1459.7 1206.8 252.9 744.9 545.9 199.0 2.4 56.8 56.1 0.7
1971 1557.9 1262.0 295.9 819.0 603.0 216.0 15.6 68.5 52.4 16.1
1972 1644.3 1334.2 310.1 791.1 622.1 169.0 18.4 82.9 64 18.9
1973 1751.3 1432.5 318.8 903.5 664.5 239.0 14.8 116.9 103.6 13.3
1974 1809.6 1467.0 342.6 936.1 748.1 188.0 -7.0 139.4 152.8 -13.4
1975 1887.4 1528.5 358.9 1062.3 880.3 182.0 0.7 143 147.4 -4.4
1976 1969.5 1588.5 381.0 990.1 865.1 125.0 8.7 134.8 129.3 5.5
1977 2057.8 1647.8 410.0 1098.1 911.1 187.0 10.1 139.7 132.8 6.9
1978 2239.1 1759.1 480.0 1377.9 1073.9 304.0 -11.4 167.6 187.4 -19.8
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Table 10: Value Added and by Expenditure Approach, Merge of CSY and 60Y

Gross Domestic Product by Expenditure Approach Total Value of Exports and Imports
year Consumption Households Government GCF GFCF Inventories Net Exports Exports Imports Balance
1978 2239.1 1759.1 480.0 1377.9 1073.9 304.0 -11.4 167.6 187.4 -19.8
1979 2633.7 2011.5 622.2 1478.9 1153.1 325.8 -20.0 211.7 2429 -31.2
1980 3007.9 2331.2 676.7 1599.7 1322.4 277.3 -14.7 271.2 298.8 -27.6
1981 3361.5 2627.9 733.6 1630.2 1339.3 290.9 17.1 367.6 367.7 -0.1
1982 3714.8 2902.9 811.9 1784.2 1503.2 281.0 91.0 413.8 357.5 56.3
1983 4126.4 3231.1 895.3 2039.0 1723.3 315.7 50.8 438.3 421.8 16.5
1984 4846.3 3742.0 1104.3 2515.1 2147.0 368.1 1.3 580.5 620.5 -40
1985 5986.3 4687.4 1298.9 3457.5 2672.0 785.5 -367.1 808.9 1257.8 -448.9
1986 6821.8 5302.1 1519.7 3941.9 3139.7 802.2 -255.2 1082.1 1498.3 -416.2
1987 7804.6 6126.1 1678.5 4462.0 3798.7 663.3 10.8 1470 1614.2 -144.2
1988 9839.5 7868.1 1971.4 5700.2 4701.9 998.3 -151.1 1766.7 2055.1 -288.4
1989 11164.2 8812.6 2351.6 6332.7 4419.4 1913.3 -185.6 1956 2199.9 -243.9
1990 12090.5 9450.9 2639.6 6747.0 4827.8 1919.2 510.3 2985.8 2574.3 411.5
1991 14091.9 10730.6 3361.3 7868.0 6070.3 1797.7 617.5 3827.1 3398.7 428.4
1992 17203.3 13000.1 4203.2 10086.3 8513.7 1572.6 275.6 4676.3 4443.3 233
1993 21899.9 16412.1 5487.8 15717.7 13309.2 2408.5 -679.5 5284.8 5986.2 -701.4
1994 29242.2 21844.2 7398.0 20341.1 17312.7 3028.4 634.1 10421.8 9960.1 461.7
1995 36748.2 28369.7 8378.5 25470.1 20885.0 4585.1 998.6 12451.8 11048.1 1403.7
1996 43919.5 33955.9 9963.6 28784.9 24048.1 4736.8 1459.2 12576.4 11557.4 1019
1997 48140.6 36921.5 11219.1 29968.0 25965.0 4003.0 3549.9 15160.7 11806.5 3354.2
1998 51588.2 39229.3 12358.9 31314.2 28569.0 2745.2 3629.2 15223.6 11626.1 3597.5
1999 55636.9 41920.4 13716.5 32951.5 30527.3 2424.2 2536.6 16159.8 13736.4 2423.4
2000 61516.0 45854.6 15661.4 34842.8 33844.4 998.4 2390.2 20634.4 18638.8 1995.6
2001 66933.9 49435.9 17498.0 39769.4 37754.5 2014.9 2324.7 22024.4 20159.2 1865.2
2002 71816.5 53056.6 18759.9 45565.0 43632.1 1932.9 3094.1 26947.9 24430.3 2517.6
2003 77685.5 57649.8 20035.7 55963.0 53490.7 2472.3 2964.9 36287.9 34195.6 2092.3
2004 87552.6 65218.5 22334.1 69168.4 65117.7 4050.7 4235.6 49103.3 46435.8 2667.5
2005 99357.5 72958.7 26398.8 77856.8 74232.9 3624.0 10209.1 62648.1 54273.7 8374.4
2006 113103.8 82575.5 30528.4 92954.1 87954.1 5000.0 16654.6 77597.2 63376.9 14220.3
2007 132232.9 96332.5 35900.4 110943.2 103948.6 6994.6 23423.1 93563.6 73300.1 20263.5
2008 153422.5 111670.4 41752.1 138325.3 128084.4 10240.9 24226.8 100394.9 79526.5 20868.4
2009 169274.8 123584.6 45690.2 164463.2 156679.8 7783.4 15037.0 82029.7 68618.4 13411.3
2010 194115.0 140758.6 53356.3 193603.9 183615.2 9988.7 15097.6 107022.8 94699.3 12323.5
2011 232111.5 168956.6 63154.9 228344.3 216203.3 121401.0 12163.3 123240.6 113161.4 10079.2
2012 261832.8 190423.8 71409.0 252773.2  239333.4 13439.8 14632.4 129359.3 114801.0 14558.3
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Table 11: Price indices, Merge of CSY and 60Y, Chow 1987

Price Indices (1978=1)
year GDP deflator Agric. deflator Non-ag. deflator Rel. price ag goods Farm prices Ex-Factory prices
1952 0.878 0.573 1.966 0.291 0.559 1.387
1953 0.922 0.620 1.588 0.390 0.609 1.342
1954 0.922 0.632 1.516 0.417 0.629 1.321
1955 0.915 0.629 1.517 0.415 0.621 1.304
1956 0.899 0.634 1.325 0.478 0.640 1.207
1957 0.889 0.596 1.339 0.445 0.672 1.210
1958 0.897 0.615 1.180 0.521 0.687 1.202
1959 0.907 0.629 1.084 0.581 0.700 1.210
1960 0.921 0.668 1.043 0.640 0.724 1.201
1961 1.062 0.852 1.236 0.690 0.926 1.261
1962 1.061 0.837 1.286 0.651 0.920 1.310
1963 1.033 0.826 1.247 0.662 0.894 1.303
1964 1.029 0.822 1.224 0.672 0.872 1.277
1965 1.037 0.873 1.174 0.743 0.864 1.217
1966 1.022 0.878 1.135 0.774 0.901 1.165
1967 1.030 0.876 1.169 0.750 0.899 1.151
1968 1.043 0.906 1.175 0.771 0.898 1.126
1969 1.004 0.911 1.072 0.850 0.897 1.088
1970 0.977 0.911 1.018 0.895 0.897 1.040
1971 0.983 0.931 1.012 0.920 0.912 1.034
1972 0.984 0.941 1.007 0.934 0.925 1.028
1973 0.986 0.947 1.007 0.940 0.933 1.023
1974 0.988 0.947 1.011 0.937 0.941 1.013
1975 0.977 0.954 0.989 0.964 0.960 1.010
1976 0.976 0.967 0.981 0.986 0.965 1.007
1977 0.987 0.963 0.997 0.966 0.962 0.998
1978 1.000 1.000 1.000 1.000 1.000 1.000

Income Distribution in China 1978-2007."

1.3 Labor Inputs

In Table 14 we report total population, total employment, employment in primary, secondary
and tertiary sectors, measured in tens of thousand, from "60 Years of New China" (see previous
section).
In Table 15 we report total population, total employment, employment in primary, sec-
ondary and tertiary sectors, measured in tens of thousand, from "China Statistical Yearbook".
Table 16 reports merged series for population and employment by sector, for 1952-2012.

We are interested in the division of economic activity into agricultural and non-agricultural.
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Table 12: Price indices, Merge of CSY and 60Y, Chow 1987

Price Indices (1978=1)

year GDP deflator Agric. deflator Non-ag. deflator Rel. price ag goods Farm prices Ex-Factory prices
1978 1.000 1.000 1.000 1.000 1.000 1.000
1979 1.036 1.165 0.986 1.181 1.221 1.016
1980 1.075 1.277 1.006 1.269 1.308 1.021
1981 1.099 1.357 1.009 1.344 1.385 1.023
1982 1.097 1.387 0.993 1.397 1.415 1.021
1983 1.108 1.425 0.998 1.427 1.478 1.020
1984 1.163 1.478 1.057 1.398 1.537 1.034
1985 1.282 1.606 1.187 1.353 1.669 1.124
1986 1.343 1.691 1.247 1.356 1.776 1.167
1987 1.412 1.872 1.295 1.445 1.989 1.259
1988 1.583 2.183 1.446 1.510 2.446 1.448
1989 1.718 2.337 1.578 1.481 2.813 1.717
1990 1.818 2.584 1.637 1.578 2.740 1.788
1991 1.943 2.663 1.786 1.491 2.685 1.899
1992 2.102 2.793 1.967 1.420 2.776 2.028
1993 2.421 3.166 2.288 1.384 3.148 2.515
1994 2.920 4.185 2.716 1.541 4.405 3.005
1995 3.320 5.053 3.059 1.652 5.281 3.453
1996 3.534 5.553 3.245 1.711 5.503 3.553
1997 3.587 5.528 3.326 1.662 5.255 3.542
1998 3.555 5.480 3.308 1.657 4.835 3.397
1999 3.510 5.314 3.290 1.615 4.245 3.315
2000 3.582 5.251 3.390 1.549 4.092 3.408
2001 3.655 5.394 3.467 1.556 4.125 3.364
2002 3.677 5.493 3.493 1.572 4.113 3.290
2003 3.772 5.632 3.598 1.565 4.294 3.366
2004 4.033 6.527 3.808 1.714 4.856 3.571
2005 4.192 6.495 3.996 1.625 4.924 3.746
2006 4.351 6.632 4.172 1.590 4.983 3.859
2007 4.684 7.613 4.476 1.701 5.905 3.978
2008 5.047 8.505 4.812 1.767 6.738 4.252
2009 5.017 8.532 4.789 1.782 6.576 4.023
2010 5.350 9.416 5.102 1.845 7.293 4.244
2011 5.767 10.581 5.488 1.928 8.496 4.500
2012 5.876 11.163 5.580 2.001 8.725 4.423
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Table 13: Labor Income by Sector (CSY, Bai Qian (2010), Chow (1987))

Hourly Wages in Labor Share in Hourly Wages in Labor Share in
year Agriculture  Non-agriculture | Agriculture  Non-agriculture year Agriculture  Non-agriculture | Agriculture  Non-agriculture
1952 358.2 474.2 1978 470.0 628.9 0.895 0.417
1953 413.6 530.4 1979 528.0 680.2 0.891 0.423
1954 438.5 549.7 1980 616.0 773.9 0.894 0.427
1955 440.4 552.5 1981 637.0 782.6 0.908 0.430
1956 475.7 620.6 1982 661.0 808.4 0.901 0.434
1957 478.6 635.3 1983 691.0 836.1 0.908 0.431
1958 449.9 484.3 1984 770.0 988.5 0.911 0.442
1959 392.6 473.3 1985 878.0 1166.1 0.917 0.448
1960 348.7 495.4 1986 1048.0 1347.3 0.906 0.461
1961 345.8 515.6 1987 1143.0 1479.1 0.896 0.458
1962 374.5 600.3 1988 1280.0 1775.7 0.893 0.471
1963 402.2 663.0 1989 1389.0 1967.9 0.887 0.474
1964 413.6 682.3 1990 1541.0 2175.2 0.886 0.494
1965 413.6 671.2 1991 1652.0 2375.9 0.889 0.490
1966 408.9 634.4 1992 1828.0 2758.7 0.887 0.476
1967 407.0 645.5 1993 2042.0 3437.5 0.879 0.487
1968 400.3 634.4 1994 2819.0 4620.5 0.873 0.498
1969 399.3 628.9 1995 3522.0 5591.6 0.883 0.504
1970 400.3 608.6 1996 4050.0 6303.7 0.888 0.499
1971 407.0 584.7 1997 4311.0 6564.0 0.888 0.506
1972 404.1 598.5 1998 4528.0 7615.7 0.889 0.509
1973 416.5 589.3 1999 4832.0 8508.1 0.887 0.506
1974 461.4 596.7 2000 5184.0 9563.1 0.879 0.503
1975 439.4 593.0 2001 5741.0 11097.3 0.876 0.499
1976 438.5 583.8 2002 6398.0 12677.8 0.871 0.498
1977 438.5 581.9 2003 6884.0 14293.6 0.861 0.484
1978 470.0 628.9 0.895 0.417 2004 7497.0 16284.0 0.865 0.494

2005 8207.0 18596.6 0.862 0.493
2006 9269.0 21289.1 0.858 0.492
2007 10847.0 25205.4 0.855 0.497
2008 12560.0 29428.9
2009 14356.0 32796.5
2010 16717.0 37130.9
2011 19469.0 42371.2
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Table 14: Employment and Population, 60Y

Population Employment Population Employment
year Total Primary Secondary Tertiary year Total Primary Secondary Tertiary
1952 57482 20729 17317 1531 1881 1978 96259 40152 28318 6945 4890
1953 58796 21364 17747 1715 1902 1979 97542 41024 28634 7214 5177
1954 60266 21832 18151 1882 1799 1980 98705 42361 29122 7707 5532
1955 61465 22328 18592 1913 1823 1981 100072 43725 29777 8003 5945
1956 62828 23018 18544 2468 2006 1982 101654 45295 30859 8346 6090
1957 64653 23771 19309 2142 2320 1983 103008 46436 31151 8679 6606
1958 65994 26600 15490 7076 4034 1984 104357 48197 30868 9590 7739
1959 67207 26173 16271 5402 4500 1985 105851 49873 31130 10384 8359
1960 66207 25880 17016 4112 4752 1986 107507 51282 31254 11216 8811
1961 65859 25590 19747 2856 2987 1987 109300 52783 31663 11726 9395
1962 67295 25910 21276 2059 2575 1988 111026 54334 32249 12152 9933
1963 69172 26640 21966 2038 2636 1989 112704 55329 33225 11976 10129
1964 70499 27736 22801 2183 2752 1990 114333 64749 38914 13856 11979
1965 72538 28670 23396 2408 2866 1991 115823 65491 39098 14015 12378
1966 74542 29805 24297 2600 2908 1992 117171 66152 38699 14355 13098
1967 76368 30814 25165 2661 2988 1993 118517 66808 37680 14965 14163
1968 78534 31915 26063 2743 3109 1994 119850 67455 36628 15312 15515
1969 80671 33225 27117 3030 3078 1995 121121 68065 35530 15655 16880
1970 82992 34432 27811 3518 3103 1996 122389 68950 34820 16203 17927
1971 85229 35620 28397 3990 3233 1997 123626 69820 34840 16547 18432
1972 87177 35854 28283 4276 3295 1998 124761 70637 35177 16600 18860
1973 89211 36652 28857 4492 3303 1999 125786 71394 35768 16421 19205
1974 90859 37369 29218 4712 3439 2000 126743 72085 36043 16219 19823
1975 92420 38168 29456 5152 3560 2001 127627 73025 36513 16284 20228
1976 93717 38834 29443 5611 3780 2002 128453 73740 36870 15780 21090
1977 94974 39377 29340 5831 4206 2003 129227 74432 36546 16077 21809
1978 96259 40152 28318 6945 4890 2004 129988 75200 35269 16920 23011
2005 130756 75825 33970 18084 23771
2006 131448 76400 32561 19225 24614
2007 132129 76990 31444 20629 24917
2008 132802 77480 30654 21109 25717
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Table 15: Employment and Population, CSY

Population Employment Population Employment
year Total Primary Secondary Tertiary year Total Primary Secondary Tertiary
1978 96259 40152 28318 6945 4890 1995 121121 68065 35530 15655 16880
1979 97542 41024 28634 7214 5177 1996 122389 68950 34820 16203 17927
1980 98705 42361 29122 7707 5532 1997 123626 69820 34840 16547 18432
1981 100072 43725 29777 8003 5945 1998 124761 70637 35177 16600 18860
1982 101654 45295 30859 8346 6090 1999 125786 71394 35768 16421 19205
1983 103008 46436 31151 8679 6606 2000 126743 72085 36043 16219 19823
1984 104357 48197 30868 9590 7739 2001 127627 72797 36399 16234 20165
1985 105851 49873 31130 10384 8359 2002 128453 73280 36640 15682 20958
1986 107507 51282 31254 11216 8811 2003 129227 73736 36204 15927 21605
1987 109300 52783 31663 11726 9395 2004 129988 74264 34830 16709 22725
1988 111026 54334 32249 12152 9933 2005 130756 74647 33442 17766 23439
1989 112704 55329 33225 11976 10129 2006 131448 74978 31941 18894 24143
1990 114333 64749 38914 13856 11979 2007 132129 75321 30731 20186 24404
1991 115823 65491 39098 14015 12378 2008 132802 75564 29923 20553 25087
1992 117171 66152 38699 14355 13098 2009 133450 75828 28890 21080 25857
1993 118517 66808 37680 14965 14163 2010 134091 76105 27931 21842 26332
1994 119850 67455 36628 15312 15515 2011 134735 76420 26594 22544 27282
1995 121121 68065 35530 15655 16880 2012 135404 76704 25773 23241 27690

For this purpose, we treat the primary sector as agricultural, and add up employment in the
secondary and tertiary sectors to obtain employment in the non-agricultural sector.

At this point, we incorporate a correction proposed by Holz (2006), Appendix 13, page 236.
The correction takes care of the reclassification of employed workers that was made by the NBS
in 1990. As a consequence, for years prior to 1990 total employment values are adjusted up
by a factor of approximately 1,1666. This correction increases the size of total employment,
but does not tell us anything about sectoral employment. To adjust also the breakdown of
employment into agricultural and non-agricultural activity, we use the proportions obtained

from the official series, as described earlier.

1.4 Capital Inputs

We use Holz (2006), Tables 19 and 20 on pages 159-161, as our main source for aggregate and
sectoral capital stock. We repeat the data on total and primary capital stock in current and
2000 prices in the right two panels of Table 18. We convert the series for total capital stock to
1978 yuan using the GDP deflator (see subsection on prices and wages).

We use the level of capital and its ratio to GDP in 1953 to estimate the initial level of
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Table 16: Employment and Population, Merge of CSY, 60Y, Holz’s correction

Population Employment Population Employment
year Total Agriculture Non-agriculture year Total Agriculture Non-agriculture
1952 574.82 241.83 202.03 39.81 1978 962.59 468.43 330.36 138.07
1953 587.96 249.24 207.04 42.20 1979 975.42 479.67 334.79 144.88
1954 602.66 254.70 211.76 42.94 1980 987.05 493.97 339.59 154.38
1955 614.65 260.49 216.90 43.59 1981 1000.72 510.39 347.58 162.81
1956 628.28 268.54 216.34 52.20 1982 1016.54 526.18 358.48 167.70
1957 646.53 277.32 225.27 52.06 1983 1030.08 541.17 363.04 178.14
1958 659.94 310.33 180.71 129.61 1984 1043.57 558.10 357.43 200.66
1959 672.07 305.35 189.82 115.52 1985 1058.51 575.51 359.22 216.29
1960 662.07 301.93 198.52 103.41 1986 1075.07 591.51 360.51 231.00
1961 658.59 298.54 230.38 68.17 1987 1093.00 607.44 364.38 243.06
1962 672.95 302.28 248.21 54.06 1988 1110.26 622.40 369.39 253.00
1963 691.72 310.79 256.26 54.53 1989 1127.04 635.61 381.68 253.94
1964 704.99 323.58 266.01 57.57 1990 1143.33 647.49 389.14 258.35
1965 725.38 334.48 272.95 61.53 1991 1158.23 654.91 390.98 263.93
1966 745.42 347.72 283.46 64.26 1992 1171.71 661.52 386.99 274.53
1967 763.68 359.49 293.59 65.90 1993 1185.17 668.08 376.80 291.28
1968 785.34 372.33 304.06 68.27 1994 1198.50 674.55 366.28 308.27
1969 806.71 387.62 316.36 71.26 1995 1211.21 680.65 355.30 325.35
1970 829.92 401.70 324.45 77.24 1996 1223.89 689.50 348.20 341.30
1971 852.29 415.56 331.29 84.27 1997 1236.26 698.20 348.40 349.79
1972 871.77 418.29 329.96 88.33 1998 1247.61 706.37 351.77 354.60
1973 892.11 427.60 336.66 90.94 1999 1257.86 713.94 357.68 356.26
1974 908.59 435.96 340.87 95.09 2000 1267.43 720.85 360.43 360.42
1975 924.20 445.28 343.65 101.64 2001 1276.27 727.97 363.99 363.99
1976 937.17 453.05 343.49 109.56 2002 1284.53 732.80 366.40 366.40
1977 949.74 459.39 342.29 117.10 2003 1292.27 737.36 362.04 375.32
1978 962.59 468.43 330.36 138.07 2004 1299.88 742.64 348.30 394.34
2005 1307.56 746.47 334.42 412.05
2006 1314.48 749.78 319.41 430.37
2007 1321.29 753.21 307.31 445.90
2008 1328.02 755.64 299.23 456.41
2009 1334.50 758.28 288.90 469.38
2010 1340.91 761.05 279.31 481.74
2011 1347.35 764.20 265.94 498.26
2012 1354.04 767.04 257.73 509.31
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capital in 1978 prices. We apply the perpetual inventory method (with a depreciation rate of 5
percent) to our series for real investment in 1978 prices (computed using Gross Fixed Capital
Formation as share of GDP) to obtain the series for aggregate capital in 1978 prices. The
series that we obtain is largely consistent with Holz’s estimates of aggregate capital stock for
1953-2006, with two minor differences: Holz computes capital in constant 2000 prices and uses
a variable depreciation rate which ranges between 3 and 5 percent.

This measure works well for the later part of the sample, but for the pre-1970 period it
implies unrealistically low values for non-agricultural consumption, which is computed as the
residual between value added, government, trade and investment.! To eliminate the influence
of this issue on the level of the capital and labor wedges, we augment our estimates with data
on non-agricultural consumption expenditure from CSY, Table 2.19, that we present in Table
20. Data on non-agricultural consumption for the 1952-74 period is converted to 1978 yuans
using the non-agricultural value added deflator, and investment is computed as the residual for
the same period.

We also use data from Holz (2006) to divide the aggregate capital stock into capital used in
the agricultural (primary) and non-agricultural sectors. This sectoral division of capital stock
is only available for 1978-2011.

For earlier years we use the data on sectoral investment from Chow (1993) to estimate
the composition of capital stock by sector. As shown in Table 17, we use net capital stock
accumulation by sector from Table 5 on page 820 in Chow (1993), and then apply the perpetual
inventory method to accumulate sectoral capital stock for 1953-1978. As initial values we use
the value from the same table for non-agricultural capital, and the value of 450 for agricultural
capital. We then break down by sector the total real capital stock in 1978 prices computed
earlier using the relative proportions implied by Chow’s data.

For the most recent period, 2003-2012, we use CSY 2013, Table 5-9, Investment in Fixed
Assets, total and in the agricultural sector, to compute the breakdown of investment into agri-
cultural investment and non-agricultural investment. Using the perpetual inventory method,

we compute capital by sector in 2003-2012.

!The standard assumption that all investment is produced using non-agricultural goods plays an important
role when the non-agricultural sector is small.
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Table 17: Capital and Investment, Chow (1993)

Capital Stock (cur prices)

Accumulation (cur prices)

Estimates of capital stock, Chow (1993) Table 5

year Ag Non-Ag Total Ag Non-ag Land Agric Industry Construction Transportation Commerce
1952 450 582.6 1032.6 8.20 126.00 720 0 248 9 152.3 173.3
1953 458.2 708.6 1166.8 7.30 150.50 720 8.2 299.1 18.2 162.6 228.7
1954 465.5 859.1 1324.6 9.10 147.30 720 15.5 366.3 27.8 179.7 285.3
1955 474.6 1006.4 1481 19.90 156.40 720 24.6 436.8 36.9 198 334.7
1956 494.5 1162.8 1657.3 14.60 186.90 720 44.5 539.2 47.5 219.3 356.8
1957 509.1 1349.7 1858.8 26.60 296.50 720 59.1 632 59.2 243.4 415.1
1958 535.7 1646.2 2181.9 28.20 439.40 720 85.7 844.4 61.6 287.4 452.8
1959 563.9 2085.6 2649.5 38.30 394.90 720 113.9 1147.8 67.4 350.4 520
1960 602.2 2480.5 3082.7 18.30 151.30 720 152.2 1436.6 73.9 406.3 563.7
1961 620.5 2631.8 3252.3 18.70 69.40 720 170.5 1545.4 76.1 427.9 582.4
1962 639.2 2701.2 33404 31.20 123.70 720 189.2 1600 79 437.2 585
1963 670.4 2824.9 3495.3 34.10 187.40 720 220.4 1682 83.8 445.1 614
1964 704.5 3012.3 3716.8 32.80 266.90 720 254.5 1805.5 91.1 460.5 655.2
1965 737.3 3279.2 4016.5 31.70 375.60 720 287.3 1957.2 100 494.2 727.8
1966 769 3654.8 4423.8 19.40 341.00 720 319 2198.5 108.8 537.3 810.2
1967 788.4 3995.8 4784.2 14.90 141.70 720 338.4 2352.1 114.2 563.4 966.1
1968 803.3 4137.5 4940.8 26.00 282.70 720 353.3 2496.4 118.1 584.5 938.5
1969 829.3 4420.2 5249.5 43.10 495.90 720 379.3 2682.7 125.2 621.7 990.6
1970 872.4 4916.1 5788.5 56.60 536.00 720 422.4 3001 137.1 681.6 1096.4
1971 929 5452.1 6381.1 52.50 507.20 720 479 3335.8 153.8 759.9 1202.6
1972 981.5 5959.3 6940.8 58.50 583.20 720 531.5 3657 169 836.2 1297.1
1973 1040 6542.5 7582.5 60.80 577.40 720 590 4015.7 186.1 917.1 1423.6
1974 1100.8 7119.9 8220.7 71.40 625.80 720 650.8 4384.2 204 1001.5 1530.2
1975 1172.2 7745.7 8917.9 82.30 586.70 720 722.2 4805.3 225.4 1092.7 1622.3
1976 1254.5 8332.4 9586.9 65.80 674.00 720 804.5 5239.1 246.2 1185.3 1661.8
1977 1320.3 9006.4 10326.7 137.60 828.00 720 870.3 5661.4 261.9 1263.3 1819.8
1978 1457.9 9834.4 11292.3 93.20 822.50 720 1007.9 6158.5 284.6 1383.6 2007.7
1979 1551.1 10656.9 12208 64.30 805.40 720 1101.1 6680.1 311.6 1464.9 2200.3
1980 1615.4 11462.3 13077.7 45.50 812.00 720 1165.4 7126 351 1551.1 2434.2
1981 1660.9 12274.3 13935.2 68.80 857.40 720 1210.9 7587.3 383.2 1597.5 2706.3
1982 1729.7 13131.7 14861.4 87.30 924.00 720 1279.7 8060.4 414.4 1686.8 2970.1
1983 1817 14055.7 15872.7 68.10 1071.50 720 1367 8614.4 451.7 1796.1 3193.5
1984 1885.1 15127.2 17012.3 143.50 1252.90 720 1435.1 9391.4 520.5 1957.4 3257.9
1985 1578.6 10514 606.9 2205.7 3053.5
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Table 18: Capital and Investment, Merge of Holz (2006), Chow (1993), CSY

Merge of Holz and Chow (1978 prices)

Capital Stock, Holz (2006), Table 19

Capital Stock, Holz (2006), Table 20

year Investment Capital Agric capital Non-ag capital 2000 prices 1978 prices Total Primary
1952 0.1 52.6 229 29.7

1953 1.8 50.0 19.6 30.4 179.2 50.0
1954 3.6 49.4 17.3 32.0 2194 61.2
1955 2.2 50.5 16.2 34.3 263.6 73.6
1956 5.8 50.1 15.0 35.2 327.2 91.4
1957 7.0 53.4 14.6 38.8 393.3 109.8
1958 27.2 57.7 14.2 43.5 494.2 138.0
1959 37.8 82.0 17.5 64.6 610.6 170.5
1960 40.3 115.7 22.6 93.1 736.7 205.7
1961 3.9 150.2 28.7 121.6 798.2 222.9
1962 0.1 146.7 28.1 118.6 842.5 235.2
1963 2.7 139.4 26.7 112.7 897.4 250.6
1964 15.6 135.1 25.6 109.5 975.9 272.5
1965 27.8 144.0 26.4 117.5 1085.1 303.0
1966 34.1 164.6 28.6 136.0 1188.1 331.7
1967 23.4 190.5 31.4 159.1 1248.0 348.5
1968 16.0 204.4 33.2 171.1 1296.8 362.1
1969 31.0 210.1 33.2 176.9 1378.0 384.8
1970 55.2 230.7 34.8 195.9 1511.8 422.1
1971 62.4 274.4 39.9 234.4 1638.8 457.6
1972 63.7 323.0 45.7 277.3 1768.0 493.7
1973 72.8 370.6 50.8 319.7 1929.5 538.7
1974 75.7 424.9 54.7 370.1 2101.2 586.7
1975 90.1 479.3 57.8 421.6 2305.8 643.8
1976 88.6 545.4 61.2 484.2 2490.6 695.4
1977 92.3 606.8 63.0 543.7 2716.3 758.4
1978 107.4 668.8 63.9 604.8 2994.1 836.0 267.5 25.6
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Table 19: Capital and Investment, Merge of Holz (2006), Chow (1993), CSY

Merge of Holz and Chow (1978 prices)

Capital Stock, Holz (2006), Table 19

Capital Stock, Holz (2006), Table 20

year Investment Capital Agric capital Non-ag capital 2000 prices 1978 prices Total Primary
1978 107.4 668.8 63.9 604.8 2994.1 836.0 267.5 25.6
1979 111.3 742.7 71.8 671.0 3321.2 927.3 291.3 28.1
1980 123.0 816.9 79.5 737.3 3665.9 1023.6 310.5 30.2
1981 121.9 899.1 86.4 812.6 3989.0 1113.8 333.9 32.1
1982 137.1 976.0 95.2 880.7 4343.4 1212.7 356.1 34.8
1983 155.5 1064.2 103.2 961.0 4752.3 1326.9 391.5 38.0
1984 184.6 1166.5 103.5 1063.0 5232.0 1460.8 431.7 38.3
1985 208.4 1292.8 108.5 1184.2 5756.3 1607.2 484.1 40.6
1986 233.9 1436.5 115.2 1321.3 6404.1 1788.1 555.6 44.6
1987 269.0 1598.5 128.6 1469.9 7127.6 1990.1 654.7 52.7
1988 297.0 1787.6 137.9 1649.8 7897.6 2205.1 774.2 59.7
1989 257.2 1995.3 146.9 1848.4 8593.5 2399.4 908.8 66.9
1990 265.6 2152.7 145.0 2007.7 9316.8 2601.3 1043.5 70.3
1991 312.5 2310.6 141.8 2168.9 10088.2 2816.7 1204.1 73.9
1992 405.0 2507.6 144.0 2363.5 10955.8 3059.0 1312.5 75.4
1993 549.8 2787.2 155.8 2631.4 11927.1 3330.2 1443.7 80.7
1994 592.9 3197.7 176.6 3021.1 13055.1 3645.1 1608.2 88.8
1995 629.0 3630.7 194.6 3436.1 14406.2 4022.4 1941.2 104.0
1996 680.5 4078.1 207.0 3871.1 16078.5 4489.3 2345.6 119.1
1997 723.8 4554.7 215.7 4339.1 17888.4 4994.6 2855.0 135.2
1998 803.5 5050.8 218.0 4832.8 19783.7 5523.8 3207.2 138.4
1999 869.7 5601.8 222.6 5379.2 21883.4 6110.1 3493.6 138.8
2000 945.0 6191.4 227.0 5964.3 24145.5 6741.7 3567.5 130.8
2001 1032.9 6826.8 237.5 6589.3 26483.0 7394.3 3733.5 129.9
2002 1186.6 7518.4 249.5 7268.9 29090.4 8122.3 3871.0 128.4
2003 1418.0 8329.1 273.8 8055.3 31944.7 8919.3

2004 1614.4 9330.7 302.2 9028.4 35269.1 9847.5

2005 1771.0 10478.6 330.4 10148.1 38933.4 10870.6

2006 2021.4 11725.6 360.3 11365.3

2007 2219.5 13160.7 392.8 12767.9

2008 2537.8 14722.1 428.2 14294.0

2009 3123.3 16523.8 481.1 16042.7

2010 3432.3 18820.9 552.9 18268.0

2011 3748.9 21312.2 623.1 20689.1

2012 4073.0 23995.5 697.3 23298.2
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Table 20: Expenditure by sector, CSY1987

Consumption Expenditure (0.1 billion yuan) non-ag non-ag
year | total resident agricultural Non-agricultural society price real expend.
1952 477 434 298 136 43 1.97 69.17
1953 559 508 332 176 51 1.59 110.81
1954 570 527 348 179 43 1.52 118.11
1955 622 575 389 186 47 1.52 122.60
1956 671 613 397 216 58 1.33 162.98
1957 702 649 412 237 53 1.34 177.04
1958 738 683 435 248 55 1.18 210.11
1959 716 641 339 302 75 1.08 278.70
1960 763 683 346 337 80 1.04 323.05
1961 818 755 418 337 63 1.24 272.69
1962 849 781 459 322 67 1.29 250.31
1963 864 793 487 306 71 1.25 245.30
1964 921 841 539 302 80 1.22 246.79
1965 982 895 581 314 87 1.17 267.45
1966 | 1065 969 637 332 96 1.13 292.58
1967 | 1124 1026 679 347 98 1.17 296.85
1968 | 1111 1020 670 350 91 1.17 297.98
1969 | 1180 1068 705 363 112 1.07 338.68
1970 | 1258 1145 770 375 113 1.02 368.49
1971 | 1324 1195 804 391 129 1.01 386.24
1972 | 1404 1263 824 439 141 1.01 435.87
1973 | 1511 1364 898 466 147 1.01 462.85
1974 | 1550 1396 915 481 154 1.01 475.75
1975 | 1621 1450 946 504 171 0.99 509.62
1976 | 1676 1502 965 537 174 0.98 547.38
1977 | 1741 1553 974 579 188 1.00 580.82
1978 | 1888 1673 1043 630 215 1.00 630.00
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1.5 Defense Spending

The data on defense spending comes from three main sources. The earlier period of 1952- 1995
is jointly covered by HL and CSY, which report nominal defense spending in yuan. For the
period 1983-2011 an alternative source of data is the website of the Stockholm International
Peace Research Institute (SIPRI) which reports spending on defense for a variety of countries
as a percent of GDP. For the overlapping period the trends are broadly consistent, but the
exact estimates vary by a factor of 1 to 1.5. As there seems to be no reliable way of obtaining
more precise estimates, we average the two available sources for the overlapping period. We
obtain an estimate of real defense spending in 1978 prices using the share of defense in GDP

from these two sources.

1.6 Foreign Trade

The main source for data on sectoral exports and imports is Fukao, Kiyota and Yue (2006)
(FKY). FKY report data on China’s exports and imports by commodity at the SITC-R 2-digit
level for 1952-1964 and for 1981-2000, obtained from the "China’s Long-Term International
Trade Statistics" database. Using data from FKY, we construct estimates of nominal exports
and imports of agricultural and non-agricultural commodities. We then subtract imports from
exports to obtain estimates of net exports by sector. We use the price deflators computed
earlier to estimate real net exports by sector in 1978 prices. For the 1965-1980 period, to our
knowledge, there is no available data on trade by sector. We linearly interpolate the ratios of
net export to value added by sector for this intermediate period. For the 2001-2012 period we
use data directly comparable to that reported by FKY, now available in CSY.

1.7 Final Dataset

In this subsection, we combine series constructed and reported in previous subsections into a
final dataset. Tables 23 and 25 present the combined dataset used in the analysis.

Table 23 presents total value added (GDP), value added by agriculture (YA) and non-
agriculture (YM), which in turn is split into state (YS) and private (YP) non-agriculture.
Agricultural value added is either consumed (CA) or exported (exA). Non-agricultural value
added produced (YM) plus imported (ImM) is used either for consumption (CM), investment

(Inv) or defense spending (GM). All values in Table 23 are in constant prices in 100 million of
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Table 21: Defense Spending (CSY, SIPRI)

Defense as

Defense as

Defense as

year Share of GDP year Share of GDP year Share of GDP
1952 0.067 1972 0.075 1992 0.014
1953 0.069 1973 0.063 1993 0.012
1954 0.059 1974 0.057 1994 0.011
1955 0.082 1975 0.057 1995 0.010
1956 0.069 1976 0.055 1996 0.010
1957 0.061 1977 0.056 1997 0.010
1958 0.045 1978 0.056 1998 0.011
1959 0.047 1979 0.066 1999 0.012
1960 0.048 1980 0.053 2000 0.012
1961 0.050 1981 0.043 2001 0.013
1962 0.062 1982 0.041 2002 0.014
1963 0.066 1983 0.042 2003 0.014
1964 0.063 1984 0.036 2004 0.017
1965 0.063 1985 0.032 2005 0.014
1966 0.064 1986 0.029 2006 0.013
1967 0.056 1987 0.026 2007 0.014
1968 0.067 1988 0.024 2008 0.014
1969 0.078 1989 0.015 2009 0.014
1970 0.075 1990 0.016 2010 0.013
1971 0.082 1991 0.015 2011 0.013
1972 0.075 1992 0.014 2012 0.012
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Table 22: Foreign Trade by Sector (CSY, Fukao Kiyota Yue (2006))

Share of Agric goods in

Sectoral Trade (100mil yuan)

Share of Agric goods in

Sectoral Trade (100mil yuan)

year Exports Imports Export of Agric. Import of Non-ag. year Exports Imports Export of Agric. Import of Non-ag.
1952 0.339 0.020 8.42 18.82 1978 0.183 0.218 -10.13 9.67
1953 0.326 0.023 10.31 21.61 1979 0.178 0.210 -13.27 17.93
1954 0.354 0.040 12.35 17.05 1980 0.173 0.202 -13.39 14.21
1955 0.340 0.028 14.82 27.22 1981 0.167 0.193 -9.55 -9.45
1956 0.331 0.022 17.27 14.57 1982 0.163 0.228 -14.35 -70.65
1957 0.283 0.018 14.51 10.01 1983 0.158 0.091 30.84 14.34
1958 0.334 0.028 20.67 15.37 1984 0.153 0.068 46.71 86.71
1959 0.305 0.011 23.03 16.13 1985 0.148 0.045 63.58 512.48
1960 0.487 0.016 29.78 31.58 1986 0.141 0.052 74.26 490.46
1961 0.143 0.291 -5.67 -10.37 1987 0.135 0.060 100.46 244.66
1962 0.159 0.367 -4.91 -18.21 1988 0.128 0.068 85.87 374.27
1963 0.211 0.339 -1.57 -15.87 1989 0.121 0.076 69.87 313.77
1964 0.256 0.332 0.23 -13.07 1990 0.115 0.084 126.09 -285.41
1965 0.251 0.324 -2.06 -9.86 1991 0.110 0.058 222.62 -205.78
1966 0.246 0.316 -3.06 -7.96 1992 0.108 0.049 289.15 56.15
1967 0.241 0.308 -2.27 -7.67 1993 0.104 0.028 377.48 1078.88
1968 0.235 0.299 -1.68 -8.38 1994 0.095 0.043 559.53 97.83
1969 0.230 0.291 0.02 -12.58 1995 0.079 0.069 221.97 -1181.73
1970 0.225 0.283 -3.10 -3.80 1996 0.079 0.057 340.07 -678.93
1971 0.220 0.275 0.65 -15.45 1997 0.070 0.044 536.11 -2818.09
1972 0.215 0.267 0.71 -18.19 1998 0.064 0.039 524.94 -3072.56
1973 0.209 0.259 -2.33 -15.63 1999 0.058 0.031 511.25 -1912.15
1974 0.204 0.250 -9.83 3.57 2000 0.053 0.027 583.24 -1412.36
1975 0.199 0.242 -7.28 -2.88 2001 0.052 0.025 629.84 -1235.36
1976 0.194 0.234 -4.18 -9.68 2002 0.048 0.025 699.60 -1818.00
1977 0.188 0.226 -3.70 -10.60 2003 0.043 0.023 762.68 -1329.62
1978 0.183 0.218 -10.13 9.67 2004 0.034 0.025 522.49 -2145.01
2005 0.031 0.021 854.02 -7520.38
2006 0.028 0.019 986.50 -13233.84
2007 0.027 0.021 935.01 -19328.49
2008 0.024 0.023 588.77 -20279.65
2009 0.029 0.024 695.20 -12716.12
2010 0.028 0.023 724.09 -11599.45
2011 0.028 0.025 631.86 -9447.34
2012 0.027 0.029 191.15 -14367.14
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1978 yuan.

The left panel of Table 25 presents total capital stock (K) broken down by sector: agriculture
(KA), non-agriculture (KM), in turn broken down into state (KS) and private (KP) non-
agriculture. Like value added, the capital stock is measured in 100 million of 1978 yuan. The
central panel of Table 25 presents total employment (N) split into: agriculture (NA), non-
agriculture (NM), in turn split into state (NS) and private (NP) non-agriculture. Employment,
as well as total population (POP), are measured in million persons. The right panel of Table
25 presents the index of relative prices of agricultural and non-agricultural goods (pA/pM) and
the ratio of wages in agriculture to wages in non-agriculture (wA/wM). The index of relative

prices is normalized to 1 in 1978.

1.8 Prominent Alternative Data Sources

To check the validity of the break down of capital stock by sector for the pre-reform period, we
construct sectoral capital series using provincial data on investment in fixed assets by type of
unit from the the China Compendium of Statistics 1949-2008 (Table 8). For 5 provinces (Fujian,
Hunan, Jilin, Shanghai, Shanxi), the data on rural and urban investments go back to 1950; in
case of Tianjin, they start in 1956. We attributed all the fixed asset investments of collectively-
owned units in rural areas to the the agricultural sector and all fixed asset investments in
other units in rural areas and all units in urban areas - to the non-agricultural sector. This
gave us data on investment by sector by province. We aggregated data on agricultural and
non-agricultural investment for the available provinces. We found that the share of agricultural
investment in total investment from this provincial dataset traces very closely the series obtained
from Chow as described above. The similarity is illustrated in Figure 1.

As another robustness check for the level of agricultural capital we employ data from Tang
(1982), who reports farm capital in 1952 yuan, as shown in Table 27. Figure 2 compares the
paths of farm capital according to Tang (1982) with our baseline series.

In Table 11 we also report indexes of agricultural and industrial goods prices advocated
by Young (2003). These are the General Purchasing Price Index for Farm Products and the
Ex-Factory Price Index for Industrial Products, available from the CSY for various years. For
pre-1978 values we also use Chow (1987) who cites CSY 1981. The path of the relative prices

is extremely close to the relative value added deflator series from the CSY for the pre-reform
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Table 23: Value Added by Sector and by Use

year GDP YA CA exA YM CM Inv ImM GM
1952 77.33 60.39 58.92 1.47 16.94 12.60 0.08 0.96 5.21
1953 89.41 61.53 59.87 1.66 27.88 21.23 1.83 1.36 6.17
1954 93.17 62.57 60.61 1.95 30.61 22.63 3.58 1.13 5.52
1955 99.55 67.52 65.17 2.36 32.03 23.49 2.17 1.79 8.16
1956 114.51 70.66 67.94 2.73 43.85 31.23 5.81 1.10 7.90
1957 120.31 72.84 70.40 2.44 47.47 33.93 6.95 0.75 7.34
1958 145.88 73.16 69.80 3.36 72.72 40.26 27.19 1.30 6.56
1959 158.74 61.55 57.89 3.66 97.19 53.40 37.81 1.49 7.46
1960 158.23 51.47 47.01 4.46 106.76 61.90 40.29 3.03 7.60
1961 115.00 52.22 52.88 -0.67 62.78 52.25 3.94 -0.84 5.75
1962 108.55 54.59 55.18 -0.59 53.96 45.72 0.09 -1.42 6.73
1963 119.63 60.76 60.95 -0.19 58.87 47.01 2.70 -1.27 7.90
1964 141.47 68.62 68.59 0.03 72.85 47.29 15.58 -1.07 8.91
1965 165.57 75.26 75.50 -0.24 90.31 51.25 27.79 -0.84 10.43
1966 183.33 80.70 81.05 -0.35 102.63 56.07 34.13 -0.70 11.73
1967 172.88 82.22 82.48 -0.26 90.65 56.88 23.43 -0.66 9.68
1968 165.81 80.90 81.09 -0.19 84.91 57.10 15.99 -0.71 11.11
1969 193.82 81.58 81.58 0.00 112.24 64.90 31.05 -1.17 15.12
1970 231.42 87.87 88.21 -0.34 143.55 70.61 55.21 -0.37 17.36
1971 247.73 89.53 89.46 0.07 158.21 74.01 62.35 -1.53  20.31
1972 257.06 88.73 88.65 0.08 168.33 83.52 63.72 -1.81 19.28
1973 277.26 96.72 96.96 -0.25 180.54 88.69 72.83 -1.55 17.47
1974 283.66 100.67 101.71  -1.04 182.99 91.49 75.69 0.35 16.17
1975 308.32 102.72 103.48  -0.76 205.60 97.65 90.08 -0.29 17.57
1976 303.32 100.90 101.34  -0.43 202.42 96.14 88.61 -0.99 16.68
1977 326.43 98.67 99.05 -0.38 227.76 116.09 92.33 -1.06 18.28
1978 364.52 102.75 103.77  -1.01 261.77 134.93 107.39 0.97 20.41
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Table 24: Value Added by Sector and by Use

year GDP YA CA exA YM CM Inv ImM GM

1978 364.52 102.75 103.77 -1.01 261.77 134.93 107.39 0.97 20.41

1979 392.13 109.06 110.20 -1.14 283.07 147.71 111.30 1.82 25.88
1980 422.87 107.44 108.49 -1.05 315.44 171.41 123.02 1.41 22.41

1981 445.05 114.94 115.65 -0.70 330.11 188.18 121.85 -0.94 19.14
1982 485.35 128.19 129.23 -1.03 357.16 193.09 137.05 -7.12 19.90
1983 538.03 138.87 136.70 2.16 399.16 222.36 155.50 1.44 22.74
1984 619.68 156.75 153.59 3.16 462.93 264.22 184.58 8.21 22.34
1985 703.13 159.64 155.69 3.96 543.48 355.99 208.38 43.17 22.29
1986 765.33 164.94 160.55 4.39 600.39 383.99 233.86 39.33 21.88
1987 853.98 172.70 167.33 5.37 681.28 408.85 269.02 18.89 22.29
1988 950.31 177.09 173.16 3.93 773.22 479.63 297.04 25.89 22.44
1989 988.93 182.54 179.55 2.99 806.39 554.23 257.20 19.88 14.83
1990 1026.89 195.92 191.04 4.88 830.98 531.54 265.57 -17.43 16.43
1991 1121.15 200.62 192.26 8.36 920.53 579.74 312.45 -11.52 16.82
1992 1280.81 210.05 199.70 10.35 1070.76 650.67 405.02 2.86 17.93
1993 1459.67 219.92 208.00 11.92 1239.74 719.56 549.81 47.15 17.52
1994 1650.60 228.72 215.35 13.37 1421.88 814.43 592.90 3.60 18.16
1995 1830.93 240.16 235.77 4.39 1590.77 904.83 628.99 -38.63 18.31
1996 2014.18 252.41 246.29 6.12 1761.77 1040.18 680.52 -20.93 20.14
1997 2201.43 261.24 251.55 9.70 1940.19 1109.65 723.79 -84.73 22.01
1998 2373.88 270.39 260.81 9.58 2103.50 1180.98 803.53 -92.88 26.11
1999 2554.77 277.96 268.34 9.62 2276.81 1318.36 869.68 -58.12 30.66
2000 2770.17 284.63 273.52 11.11 2485.54 1465.67 944.97 -41.66 33.24
2001 3000.10 292.60 280.92 11.68 2707.50 1599.93 1032.94 -35.63 39.00
2002 3272.57 301.08 288.35 12.74 2971.49 1687.01 1186.62 -52.05 45.82
2003 3600.66 308.61 295.07 13.54 3292.05 1786.65 1418.04 -36.96 50.41
2004 3963.78 328.05 320.05 8.00 3635.73 1897.60 1614.43 -56.32 67.38
2005 4412.09 345.21 332.06 13.15 4066.88 2045.93 1770.99 -188.19 61.77
2006 4971.39 362.47 347.60 14.87 4608.92 2205.69 2021.38 -317.22 64.63
2007 5675.46 376.04 363.76 12.28 5299.42 2568.64 2219.46 -431.86 79.46
2008 6222.27 396.27 389.35 6.92 5826.00 2779.67 2537.77  -421.44 87.11
2009 6795.60 412.85 404.70 8.15 6382.76 2898.13 3123.28 -265.52 95.82
2010 7505.54 430.48 422.79 7.69 7075.06 3315.90 3432.35 -227.34 99.47
2011 8203.54 448.78 442.81 5.97 7754.77 3729.44 3748.93 -172.13 104.27
2012 8831.31 469.19 467.48 1.71 8362.12 3924.21 4072.96 -257.50 107.46
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Table 25: Capital and Labor Input by Sector, Relative Prices and Wages

year K KA KM N NA NM POP pA/pM wA /wM
1952 52.58 22.91 29.67 241.8  202.0 39.8 574.82 0.291 0.755
1953 50.03 19.65 30.38 249.2  207.0 42.2 587.96 0.390 0.780
1954 49.36 17.35 32.02 254.7  211.8 42.9 602.66 0.417 0.798
1955 50.47 16.17 34.30 260.5  216.9 43.6 614.65 0.415 0.797
1956 50.12 14.96 35.17 268.5  216.3 52.2 628.28 0.478 0.767
1957 53.43 14.63 38.80 277.3  225.3 52.1 646.53 0.445 0.753
1958 57.71 14.17 43.54 310.3 180.7 129.6  659.94 0.521 0.929
1959 82.02 17.46 64.56 305.3 189.8 115.5 672.07 0.581 0.830
1960 115.73 22.61 93.12 301.9 198.5 103.4  662.07 0.640 0.704
1961 150.23 28.66 121.57  298.5 2304 68.2 658.59 0.690 0.671
1962 146.66 28.06 118.60 302.3 248.2 54.1 672.95 0.651 0.624
1963 139.42 26.74 112.68  310.8  256.3 54.5 691.72 0.662 0.607
1964 135.15 25.62 109.53  323.6  266.0 57.6 704.99 0.672 0.606
1965 143.97  26.43 117.55 3345 2729 61.5 725.38 0.743 0.616
1966 164.56 28.61 135.96  347.7  283.5 64.3 745.42 0.774 0.644
1967 190.47  31.39 159.08  359.5  293.6 65.9 763.68 0.750 0.630
1968 204.38 33.23 171.15  372.3  304.1 68.3 785.34 0.771 0.631
1969 210.15  33.20 176.95  387.6  316.4 71.3 806.71 0.850 0.635
1970 230.69 34.77 195.92  401.7  324.5 77.2 829.92 0.895 0.658
1971 274.37  39.94  234.42 4156  331.3 84.3 852.29 0.920 0.696
1972 323.00  45.68 277.33  418.3  330.0 88.3 871.77 0.934 0.675
1973 370.57  50.83  319.75 4276  336.7 90.9 892.11 0.940 0.707
1974 424.88 54.74  370.14  436.0  340.9 95.1 908.59 0.937 0.773
1975 479.32 57.77  421.55 4453  343.6 101.6  924.20 0.964 0.741
1976 545.43  61.20 484.23  453.1 343.5 109.6  937.17 0.986 0.751
1977 606.77  63.03 543.73  459.4 3423 117.1 949.74 0.966 0.753
1978 668.76  63.91 604.85  468.4  330.4 138.1 962.59 1.000 0.747
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Table 26: Capital and Labor Input by Sector, Relative Prices and Wages

year K KA KM N NA NM POP pA/pM wA /wM
1978 668.76 63.91 604.85 468.4 330.4 138.1 962.59 1.000 0.747
1979 742.71 71.76 670.95 479.7  334.8 1449 975.42 1.181 0.776
1980 816.88 79.54 737.34 494.0 339.6 154.4 987.05 1.269 0.796
1981 899.05 86.45 812.61 510.4 347.6 162.8 1000.72 1.344 0.814
1982 975.95 95.25 880.71 526.2 358.5 167.7 1016.54 1.397 0.818
1983 1064.21 103.19 961.02 541.2 363.0 178.1 1030.08 1.427 0.826
1984 1166.50  103.53  1062.97  558.1  357.4  200.7  1043.57 1.398 0.779
1985 1292.75 108.52 1184.23 575.5 359.2 216.3 1058.51 1.353 0.753
1986 1436.49 115.20 1321.29 591.5 360.5 231.0 1075.07 1.356 0.778
1987 1598.52 128.62 1469.90 607.4 364.4 243.1 1093.00 1.445 0.773
1988 1787.62 137.86 1649.76 622.4 369.4 253.0 1110.26 1.510 0.721
1989 1995.27 146.88 1848.40 635.6 381.7 253.9 1127.04 1.481 0.706
1990 2152.71 145.03 2007.68 647.5 389.1 258.4 1143.33 1.578 0.708
1991 2310.65 141.80 2168.85 654.9 391.0 263.9 1158.23 1.491 0.695
1992 2507.57  144.05 2363.52 661.5  387.0 274.5  1171.71 1.420 0.663
1993 2787.21 155.76 2631.45 668.1 376.8 291.3 1185.17 1.384 0.594
1994 3197.66 176.59 3021.07 674.6 366.3 308.3 1198.50 1.541 0.610
1995 3630.67 194.55 3436.12 680.7 355.3 325.4 1211.21 1.652 0.630
1996 4078.13 207.04 3871.09 689.5 348.2 341.3 1223.89 1.711 0.642
1997 4554.75 215.69 4339.06 698.2 348.4 349.8 1236.26 1.662 0.657
1998 5050.80 218.03 4832.78 706.4 351.8 354.6 1247.61 1.657 0.595
1999 5601.79 222.62 5379.17 713.9 357.7 356.3 1257.86 1.615 0.568
2000 6191.38  227.03  5964.35 7209 360.4 360.4  1267.43 1.549 0.542
2001 6826.78 237.49 6589.29 728.0 364.0 364.0 1276.27 1.556 0.517
2002 7518.38 249.45 7268.92 732.8 366.4 366.4 1284.53 1.572 0.505
2003 8329.08 273.77 8055.31 737.4 362.0 375.3 1292.27 1.565 0.482
2004 9330.66 302.24 9028.42 742.6 348.3 394.3 1299.88 1.714 0.460
2005 10478.56  330.44 10148.12 746.5 334.4 412.1 1307.56 1.625 0.441
2006 11725.62  360.28 11365.34  749.8 3194 430.4 1314.48 1.590 0.435
2007 13160.72  392.80 12767.93 753.2 307.3 445.9 1321.29 1.701 0.430
2008 14722.15  428.16  14293.98 755.6 299.2 456.4 1328.02 1.767 0.427
2009 16523.81 481.12 16042.69 758.3 288.9 469.4 1334.50 1.782 0.438
2010 18820.90 552.95 18267.95 761.1 279.3 481.7 1340.91 1.845 0.450
2011 21312.20 623.08 20689.12 764.2 265.9 498.3 1347.35 1.928 0.459
2012 23995.52 697.33  23298.19 767.0 257.7 509.3 1354.04 2.001 0.444
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Figure 1: Alternative Series Sectoral Capital Stock
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Figure 2: Alternative Series Sectoral Capital Stock
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Table 27: Farm Capital (CSY, Tang (1982))

Farm Capital

GDP deflator

Farm Capital

Agricultural Capital Stock

year bln 1952 yuan index bln 1978 yuan bln 1978 yuan
1952 11.292 0.88 25.03 22.91
1953 12.024 0.92 26.65 19.65
1954 12.166 0.92 26.97 17.35
1955 11.885 0.91 26.35 16.17
1956 12.43 0.90 27.55 14.96
1957 13.084 0.89 29.00 14.63
1958 15.532 0.90 34.43 14.17
1959 14.014 0.91 31.07 17.46
1960 12.455 0.92 27.61 22.61
1961 11.887 1.06 26.35 28.66
1962 12.604 1.06 27.94 28.06
1963 14.132 1.03 31.33 26.74
1964 15.308 1.03 33.93 25.62
1965 17.103 1.04 37.91 26.43
1966 18.106 1.02 40.14 28.61
1967 18.542 1.03 41.10 31.39
1968 18.399 1.04 40.79 33.23
1969 18.519 1.00 41.05 33.20
1970 19.893 0.98 44.10 34.77
1971 21.468 0.98 47.59 39.94
1972 23.697 0.98 52.53 45.68
1973 23.28 0.99 51.61 50.83
1974 23.77 0.99 52.69 54.74
1975 26.06 0.98 57.77 57.77
1976 27.19 0.98 60.27 61.20
1977 28.85 0.99 63.95 63.03
1978 30.1 1.00 66.72 63.91
1979 31.92 1.04 70.76 71.76
1980 31.833 1.07 70.57 79.54
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Relative price of Agricultural to Manufacturing goods
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Figure 3: Alternative Series Sectoral Capital Stock

period, as shown in Figure 3.

As a robustness check for our wage series, we use the data on the labor share from Bai
and Qian (2010) reported in Table 13. Figure 4 compares the ratios of agricultural to non-
agricultural wage rates computed for staff and workers from the CSY (our baseline estimate)
and inferred from the labor shares reported by Bai and Qian (alternative estimate) for the
overlapping period 1978-2007. From Figure 4 we conclude that the ratio of agricultural to
non-agricultural staff and worker wages follows the same trend as the ratio of labor remu-
neration in agriculture per agricultural worker to labor remuneration in non-agriculture per

non-agricultural worker.
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1.0 Wage Gap for Agriculture vs Non-agriculture
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Figure 4: Alternative Series for Wages
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2 Computation of Wedges

2.1 Formulas

Here we first present the formulas to compute the wedges. For the sake of simplicity, we
redefine production shares as ai; = a;, an; = Bi, where ¢ = A, M. Then the wedges and their
components are as follows:

1. Consumption component of the labor wedge

LC _ (=n) pas Cft—"
t n pmt CM

2. Production component of the labor wedge:

+P _ Bu YM NE w parg
t Ba NM YA wM pay’

3. Mobility component of labor wedge:

M wy
T. — A
t wy ’

4. Non-consumption component of capital wedge:

M yA
R — am Y Y b
t aa KM KA pas’

5. Manufacturing TFP:
XM = YMJ (BMY™ ) (NM)P
6. Agricultural TFP:
X{t = YA/ (KM (N

7. Investment wedge:

T —B—CﬁM (a Vit +1 —5)
e = Ui \ v, ’
8. Agricultural exports as share of agricultural output:
Tt = Ef / Y;Av
9. Non-agricultural exports and agricultural exports terms of trade factor:
qt = _Et]W/EiAa
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10. defense spending as fraction of non-agricultural production:
gt = G/ YN

Using the data presented in the previous section and the parameters shown in Table 28 it

is straightforward to compute the wedges.

Table 28: Parameters

Parameter Description Value
QA= QA Factor shares 0.14
an,A = fBa of the 0.55
QRM = QM production 0.3
an,m = Bu functions 0.7
A Subsistence level 54
n Asymptotic share 0.15
I5] Discount factor 0.96
o Elasticity of substitution 1.0
0 Depreciation 0.05

2.2 Wedges and the Policy Cycle

Wedges and their components are presented in Figure 2 in the main text. Here we illustrate
via Figure 5, along the lines of Figure 3 in the main text, how starting with the 1973 party
congress, the 5-year political cycle is almost perfectly correlated with the left-right wing policy
swings. FEach 5-year party congress cycle consists of a 2-3 year right-wing period of high TFP
growth and little change to labor and capital wedges, followed by a 2-3 year period of slow
TFP growth and fast decline in the labor and capital wedges. The investment wedge seems to
move in a synchronized way with these right-left swings with a small lag. As demonstrated by
Figure 5, this pattern of alternating left- and right-wing swings continued into the post-1978
period and became much more regular, with the timing of the swings associated very closely

with party congresses (shown by vertical black lines).?

2The Seven Thousand Cadres Conference of 1962 was akin to a party congress in that it laid the path out
of the GLF and introduced the main ideas of the cultural revolution.
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Figure 5: Elasticities of GDP to wedges and TFPs

2.3 Factorization of wedges and components

Then, we analyze the components of wedges as well as factors they are comprised of. In
Figure 6 we show three factors that comprise the consumption wedge: the variation due to
change in real agricultural consumption, the variation due to change in real manufacturing
consumption, and variation due to change in relative prices. It follows that the expansion of
non-agricultural consumption significantly reduces the consumption wedge over the course of
the pre-reform period, while the expansion of the agricultural consumption increases it, and
so does the appreciation of agricultural goods relative to non-agricultural goods. The abrupt
drop in the consumption component during the GLF is explained by the drop in agricultural
component approaching subsistence. A similar picture is obtained if the distortions of the prices
by sector relative to marginal utility by sector are compared. The distortion of each price from
marginal utility changes slowly over time, although both increase at a largely the same rate, so
the consumption component is at a similar level at the beginning and the end of the pre-reform
period.

Finally, we look at how the components of wedges change if we use alternative calibrations
and data series. Most important is the behavior of the consumption wedge. Figure 7 shows
the paths of the consumption wedge, if 1) instead of value added deflators we used Young’s
(2003) prices, 2) if we did not use non-agricultural consumption data from Sheng (1993) and

CSY and instead computed it as the residual from value added and investment, 3) if we varied
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Factorsinthe Consumption Component of Labor Wedge
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Figure 6: Factors in the Consumption Component of Labor Wedge

the subsistence level from its lowest value of zero to its highest possible value, implying that
the economy reaches subsistence during the famine in 1960.

We find that the change in the prices series is barely noticeable. The change to the way in
which consumption in manufacturing is computed as a residual from value added and investment
- increases the wedge substantially during the first-five-year-plan, but has little effect in other
periods. This initial bias was the reason we decided to use direct data on consumption, instead
of computing it indirectly.

Finally, we find that even extreme changes in the subsistence level only lead to parallel shifts
in the level of the consumption wedge but do not significantly alter its dynamics. In addition, if
we relax the Cobb-Douglas assumption for preferences and instead assume a constant elasticity
of substitution of o = 0.5 we find that the fluctuations in the wedge are amplified noticeably,
but the overall pattern of the change in the consumption wedge remains the same. Intuitively,
when consumption goods are less substitutable, it takes a larger distortion to incentives to
rationalize the same size of shift in relative consumption. Considering the fact that now an

amplified wedge affects consumption in a muted way (as the demand elasticity is now lower),
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Robustness of Consumption Component of Labor Wedge
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Figure 7: Alternative Series and the Consumption Wedge

the effects of changes in the wedge will be larger in this alternative calibration.

We also carried out sensitivity analysis with respect to alternative data with respect to
consumption of both the agricultural and manufacturing goods from various sources, including
Howe (1978), Sheng (1993a) and his source, the CSY (1989), and on investment from various
sources including Chow (1993), Holz (2006) and various components from the various CSY. We
found that all of these sources are consistent with one of two pictures, that is either our baseline
if we use consumption data as the primary source (Howe, Sheng, CSY), or with our old series
if investment is used as the primary source (Chow, Holz, CSY). However, as shown in Figure 8,
some of the alternative consumption series that we considered also imply negative investment
rates, which are implausible. Thus, we have chosen to use the manufacturing consumption data
from the CSY as the primary source as it gives a more reliable data for the consumption wedge
and at the same times implies plausible investment rates.

In Figure 9 we show three factors that comprise the production wedge: the variation due to
change in agricultural marginal product of labor, the variation due to change in manufacturing

marginal product of labor, and variation due to change in relative wages. It follows that nominal
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Figure 8: Investment to GDP ratio implied by various sources

productivity growth in the agricultural sector significantly reduces the production wedge over
the course of the pre-reform period, while the growth in nominal non-agricultural consumption
increases it. The change in the relative wages plays quantitatively a small role in the behavior
of the production component. We can also compare the inverses of the shares of revenue going
to labor income in each sector, which has the interpretation of a gross markup. We observe
that the markups in both sector rise over the course of the pre-reform period.

Interestingly, during the periods of swings to the left, consistent with centralization, dis-
incentives and overall disruptions to production, the government favored more the interests of
the workers in the non-agricultural sector (a lower markup means higher wage bill and vice
versa) and the production component of the wedge decreased. Examples of such policies in-
cluded exceptional inefficiency of backyard furnaces, poor management of agriculture under
the commune system, condemnations of managers who instituted incentives as class enemies
during the Cultural Revolution. On the other hand, periods of swings to the right are asso-
ciated with decentralization, focus on private incentives, and technocratic management of the

economy, which all favor peasants in the agricultural sector (by lowering their markup, and
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Factorsin the Production Component of Labor Wedge
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Figure 9: Factors and Alternative Series in the Production Wedge

hence increasing the share of the wage bill) and lead to an increased production component of
the labor wedge. Thus, we think we have can argue that the political cycle and the related
power struggle is the “institution” that drives the relative markups and hence the production
component of the labor wedge.

In Figure 10 we show two factors that comprise the non-consumption component of the
capital wedge: the variation due to change in agricultural marginal product of capital and the
variation due to change in manufacturing marginal product of capital. It follows that nominal
productivity growth in the agricultural sector is roughly flat over the whole period, while the
growth in nominal non-agricultural productivity decreases the capital wedge. We also see what
would have happened with the capital wedge we used Young prices (virtually nothing), and if
we used Tang’s value of farm capital for total agricultural capital - the increase in the wedge
during the 1950s would have been larger, but the overall decline after that would have been
similar to our baseline.

In Figure 11 we show two factors that comprise the investment wedge: the growth rate of

per capita consumption and the return to capital in the non-agricultural sector. We find that
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Factorsin the Non-consumption Component of Capital Wedge
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Figure 10: Factors and Alternative Series in the Capital Wedge

most of the short-run variations (noise) are explained by the erratic growth rate of consumption,
while most of the overall downward trend in the wedge is explained by the reduction in the
return to capital in the non-agricultural sector. We also construct the investment wedge using
alternative capital series. First is if we took investment directly from the CSY and computed
consumption as the residual, we would get much larger variations in the investment wedge,
which still has an overall downward trend and a spike during the Great Leap Forward. The

difference made by Tang’s farm capital is a lot smaller in a similar exercise.
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Figure 11: Factors and Alternative Series in the Investment Wedge
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3 Direct Evidence

3.1 Model of the consumption component

Consider a simple static economy

maxu (c*) + u (™) + k,
s.t.
PaCa + PmCm +k < W, [)]
and
PaCa < Pata, [Aal;
PmCm < PmCm, [Am] -

Here, k is the linear consumption good that can be thought of as either money or capital,
Pa and py, are the observed retail prices (set by the government) and ¢,,¢, are the set rations
of each good.

The first-order conditions imply:

u' (Ca) = Pa (1 + )\a) )

Suppose we observe the price on the free market for agricultural goods p‘}m. This price is

the shadow cost of the rationing and thus is equal to pjﬁm = pa (1 + Ag). Then

o (Ca) = Pa (1 + )\a) = p?rm

u (ca) _ p(}m
Pa Pa '

The consumption component is defined as

u' (¢m) /Pm
v (Ca) /Pa

We do not have information on the free markets of the manufacturing goods, but we do

have the information on the price of the free markets of the agricultural goods (and on the
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ratio of the free market price to the state list price). Thus we can find what portion of the
consumption component change can be accounted for by the change in
' (ca) _ Pim
Pa Pa

When pz—am increases (the rationing of the agricultural goods becomes tighter), the con-
sumption component of the wedge decreases (as the relative distortion of manufacturing goods
decreases).

The data on the market price as a percentage of the list price for 1952-1961 is constructed
by Sheng (1993b) and from 1962-1978 is from China Trade and Price Statistics (1989). For the
year where both of the series overlap, 1961, we take the data from Sheng (1993b) for consistency.
We briefly summatize the data. The ratio pZ—am is 1.32 in 1952, increases dramatically to 4.13
in 19613, falls to 1.36 in 1964 and rises to 1.69 in 1978. With regard to the quantity of
the transactions on the free markets there are two soures of data. First, Zhang and Zhao
(2000, Table 5) report purchase of agricultural products by user; we use the proportion sold to
Non-Agricultural Domestic Consumers that excludes the goods sold to the State commercial,
industrial, and other departments. The second source of data is the volume of transactions in
pre-1978 free markets is Naughton (1986, Table E1, p. 233) for 1965 and 1974-1978.

In the Figure 4 in the main text we plot the consumption component and the consump-

tion component implied by the free market price data. That is, the constructed consumption

component is calculated as follows:

p?m,1952
¢ _ _c Pa,1952
7-fm — 't

Pt
Pa,t

We see that this constructed component of the consumption wedge essentially matches
the consumption component that we calculated in the model both in terms of the behavior
and the magnitudes across the whole 1953-1978 period. The constructed component slightly
underestimates the magnitude of the fall of the consumption wedge during the most intense
period of the Great Leap forward and identifies the trough in 1961 rather then in 1960.

The second method for providing evidence for the change in the degree of shorthages is

using the data by Niu et al. (Table 7 in Zhang and Zhao 2000). They construct an estimate

3China Trade and Price Statistics (1989) gives the value of 3.20 for 1961.
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by which the state purchasing price is below ‘“real value” for agricultural products. Despite
the fact that these estimates are based on the Marxist labor theory of value, still a broad
comparison of the trends is still useful.? We convert these estimates to find the “real value”
of agricultural goods as percentage of the list price that parallel the discussion above of the
free market to the list prices. The ‘real value” is 1.196 in 1952, increases dramatically to
5.45 in 1961, falls to 1.68 in 1961 and rises to 2.43 in 1978. Then we construct the implied
consumption component of the wedge. This constructed component of the wedge is virtually
identical with our consumption component, and matches remarkably well the fall in the wedge
during 1959-1960, then recovers earlier, in 1961, and then decreases gradually resulting in the
wedge of 1.5 in 1978. Again, despite the differences in methodology, the pattern of changes
in the constructed consumption component and model-based consumptiuon component as well
as with the constructed consumption component from the free market prices is remarkable, as

shown in the Figure 4 in the main text.

3.2 Data for direct evidence

In this section we report the data series used as direct evidence for the construction of proxies for
components of the wedges, and the implied proxies. Table 29 shows direct evidence and proxies
for the consumption component, Table 30 for the production component of labor wedge, Table
31 for the non-consumption component of capital wedge, Table 32 for the investment wedge.
These data and the sources are discussed at length in Section 5.2 of main text and presented

in Figure 4 there.

“See an extensive discussion of the Chinese estimates of the degree of underpricing of the agricultural goods
(“the value scissors” as contrasted to the “price scissors” which measure the terms of trade between the sectors)
in Sheng (1993a, Chapters 2 and 5).
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Table 29: Direct evidence for consumption component of labor wedge

source

authors’ computations

Niu et al. (1991)

Sheng (1993b)

year Consumption wedge Niu et. al. value  Free market vs list price wedge | State price below real value  Free market/State List Price
1952 3.38 3.07 2.77 16.4 139
1953 2.90 2.90 2.90 20.78 132.6
1954 3.02 2.87 2.93 21.79 131.5
1955 3.27 2.89 2.90 21.22 132.8
1956 2.98 2.78 3.00 24.29 128.6
1957 2.76 2.36 3.06 35.68 125.9
1958 2.63 2.70 2.90 26.47 133
1959 1.36 1.19 2.91 67.44 132.3
1960 0.67 0.67 2.63 81.68 146.7
1961 1.38 2.18 0.93 40.68 412.8
1962 1.52 2.30 1.43 37.26 270
1963 1.95 2.25 1.68 38.54 229
1964 2.48 2.06 2.83 43.71 136
1965 2.99 2.04 2.75 44.49 140
1966 3.17 1.87 2.73 49.02 141
1967 3.08 2.26 2.69 38.39 143
1968 3.01 2.47 2.69 32.65 143
1969 2.76 2.09 2.71 43.03 142
1970 3.07 1.72 2.71 53.15 142
1971 2.94 1.63 2.50 55.43 154
1972 2.55 1.59 2.31 56.6 167
1973 2.85 1.66 2.20 54.63 175
1974 2.98 1.82 2.18 50.43 177
1975 2.87 1.69 2.09 54.01 184
1976 2.61 1.90 2.03 48.27 190
1977 2.27 1.57 2.15 57.09 179
1978 2.32 1.51 2.28 58.87 169

50




Table 30: Direct evidence for production component of labor wedge

source: Ash (2006), Table 3 Authors’ computations Imai (2000), Table 3
year Gross procurement Rural grain supply Procurement distortion Production wedge Terms of trade distortion | Obs Zero tax
1952 33 139 5.85 5.22
1953 47.46 130.95 4.89 6.31
1954 51.81 137.94 4.79 6.50
1955 50.75 147.76 5.04 6.22
1956 45.44 164.05 5.55 5.55
1957 48.04 161.18 5.39 6.28
1958 58.76 155.93 4.78 2.88
1959 67.41 122.11 3.44 4.39
1960 51.05 112.96 4.21 5.32
1961 40.47 110.7 4.87 4.87
1962 38.15 128.69 5.40 5.64
1963 43.97 139.37 5.26 5.51
1964 47.43 155.65 5.34 5.83 5.83 66.6 94.9
1965 48.68 160.94 5.36 5.81 6.23 73.6 112.1
1966 51.58 175.76 5.42 5.95 6.36 76.8 119.4
1967 49.36 180.08 5.57 5.40 5.73 74.5 104.3
1968 48.7 171.19 5.49 4.98 5.34 76.7 100.1
1969 46.68 177.14 5.65 5.91 5.86 84.5 121.1
1970 54.44 197.94 5.57 6.44 6.33 89.1 137.8
1971 53.02 210.32 5.74 6.61 6.35 91.4 141.9
1972 48.3 206.56 5.88 6.32 5.94 93.1 135.2
1973 56.12 223.94 5.75 6.41 6.08 93.7 139.3
1974 58.07 231.3 5.75 6.68 6.06 93.4 138.3
1975 60.86 240.58 5.74 6.50 6.17 96.3 145.1
1976 58.25 245.59 5.86 5.97 5.75 98.5 138.5
1977 48 250 6.20 6.58 5.73 96.6 135.2
1978 5.79 5.54 100 135.4

Table 31: Direct evidence for non-consumption component of capital wedge

source authors’ calculations Sheng (1993b), Table 6.4 | Zhang Zhao (2000), Table 9 authors calculations
year | Non-cons. component Infrastr. inv. in ag./ag. product Implied wedge | value of capital construction | State ag. infrastructure inv. | Implied capital ~ Ag. product
1952 1.59 0.150 1.53 0.65 0.384 43.2 346.0
1953 1.61 0.166 1.33 0.79 0.577 416 381.4
1954 1.36 0.083 1.24 0.41 0.487 40.0 395.5
1955 1.15 0.117 L1 0.62 0.571 38.6 424.8
1956 118 0.216 1.04 1.21 1.363 38.0 447.9
1957 118 0.234 1.05 1.27 1.093 37.2 433.9
1958 1.33 0.498 1.04 2.80 3.026 38.4 449.9
1959 157 0.750 1.25 3.63 2.991 39.4 387.2
1960 1.69 1.161 1.50 4.99 4.543 42.0 343.8
1961 0.88 0.320 113 1.78 1.235 412 445.1
1962 0.77 0.252 1.07 144 0.867 40.0 457.2
1963 0.74 0.370 0.97 2.32 1.848 39.8 502.0
1964 0.79 0.400 0.88 2.82 2.617 404 564.0
1965 0.78 0.295 0.76 2.42 2.351 40.8 656.9
1966 0.74 0.276 0.71 2.44 2.37 41.1 708.5
1967 0.62 0.256 0.70 2.31 2.208 41.3 720.6
1968 0.57 0.152 0.67 1.39 1.223 404 732.8
1969 0.65 0.215 0.66 2.00 1.792 40.2 742.8
1970 0.69 0.263 0.62 2.63 2.252 404 800.4
1971 0.70 0.308 0.61 3.21 3.327 4.7 833.7
1972 0.72 0.343 0.63 3.58 3.147 4238 834.8
1973 0.68 0.351 0.59 4.02 3.748 44.4 915.6
1974 0.61 0.334 0.59 3.98 3.697 45.9 953.7
1975 0.61 0.343 0.59 4.20 3.556 47.1 979.8
1976 0.55 0.365 0.61 4.45 3.991 18.8 975.7
1977 0.59 0.377 0.64 4.48 3.598 49.9 950.6
1978 0.58 0.440 0.63 5.65 5.114 52.5 1027.5
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Table 32: Direct evidence for investment wedge

source authors’ calculations Naughton (1987a) Table III-2
year investment wedge  Naughton shortfall Naughton money shift | shortfall money shift
1953 1.14

1954 1.21

1955 0.95

1956 1.20 1.13 2.56

1957 1.23 0.98 1.00 -12.14 -1.78
1958 1.04 1.07 1.04 -2.91 -0.37
1959 1.09 1.02 1.11 -8.31 1.90
1960 1.19 1.19 1.19 9.21 4.79
1961 1.28 1.14 1.26 3.55 7.12
1962 1.02 1.03 1.06 -7.00 0.36
1963 1.12 1.07 1.04 -3.38 -0.28
1964 1.08 1.06 1.04 -3.57 -0.39
1965 1.06 1.06 1.10 -3.57 1.64
1966 1.09 1.06 1.14 -3.57 3.02
1967 1.08 1.13 1.14 2.94 2.88
1968 0.99 1.07 1.08 -2.66 0.99
1969 1.06 1.10 1.13 0.26 2.65
1970 1.08 1.02 1.04 -7.70 -0.50
1971 0.99 1.03 1.11 -6.98 2.03
1972 1.04 1.08 1.09 -2.06 1.24
1973 1.05 1.03 1.05 -7.11 0.16
1974 1.00 1.07 1.03 -3.01 -0.73
1975 1.06 1.07 1.06 -3.44 0.30
1976 0.87 1.11 1.11 0.77 1.97
1977 0.91 1.02 0.99 -7.70 -2.16
1978 0.96 1.01 1.05 -8.55 0.07
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4 Theoretical Analysis

4.1 Full model

Here we describe the system of equations of the full dynamic model that is used in the bench-
mark calculations. We assume that agricultural exports are an exogenous fraction of agri-
cultural output: Ef' = 2;Y;4, and non-agricultural exports are linked to agricultural exports
through an exogenous terms of trade factor: ¢;FE{ + EM = 0. We also assume that defense
spending is an exogenously given fraction of non-agricultural production: Gy = gthM. There-

fore, the resource constraints for agricultural and manufacturing goods are:
C{Ny = (1 =) Y/, (1)

CMNy + Ky = (1= g0) YM + gV + K (1-06). (2)

In the main version of the model we set the elasticity of substitution ¢ = 1, which implies

logarithmic utility:

S8 (I (G —4*) + (1 — ) CM).

t=0

As an extension, we also consider a more general formulation

oo A\1—€a M\1—em
>4 <n(cf)+<1—n>(q)>,
t=0

— €4 1—epm
which captures the elasticities of demand with respect to both goods as parameters. In our
C{,Ciif\ . Both preference parameters €4
and €)7 can be conveniently scaled by dividing by o to capture imperfect substitution between

benchmark setup of preferences, ey = 1 and €44 =

agricultural and manufacturing goods.
We denote th the consumption component of the labor wedge, TtP the production com-
ponent of the labor wedge, TtM the mobility component of the labor wedge, TtR the non-

consumption component of the capital wedge. Thus the labor wedge is Ty = ¢rPrM and

the capital wedge is 7 = 77 7. The wedges are defined in “gross” terms (i.e. in the absence
of distortion the respective wedge or the component of the wedge equals 1). Therefore, the

first-order condition of consumers is:
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1 C pas 1
- 1 — LA, 3

n .
puy OM
For ease of notation, we redefine production shares as ax; = o;, an; = B;. Then, the

production functions are given by:
Y = XM (M) (VM) ()

vt = X () (V) (5)

The Euler equation of consumers is:

1 1 v
77’K,t:ﬁ N +1-46]. (6)
M cth ( KN,

The distortion of wage and rental rates due to non-free movement of capital and labor gives:

yM YA

Bt = Bataprf M, (7)
NM NA
YtM Y}A PAt R

N —F = Qp—s—T;". 8
KM K pus ! ®)

We consider population N; and labor force x:IN; as separate exogenous factors for ease of

notation. The resource constraints for capital and labor are:
N+ NM =y (9)

KA+ KM = K, (10)

The list of endogenous variables is: S; = {YtM, YA NM NA KM KA, CM CA pas/paas Kt}.
The list of exogenous variables is: F; = {XtM,XgA,TtC, Tf,TtM,TtR,TK,t,Nt, Xt, Gty Tty qt}. The
parameters are production elasticities {aa, anr, 54, Ba }, consumption preferences {17, ’yA} (in
the extended model {n,c4,en}), as well as other discounting and depreciation rates {3,d}.
Given parameters, and data on the endogenous variables, the equations are easily inverted to
obtain paths of the exogenous variables. Then the full dynamic model takes as given parameters
and exogenous variables and solves for endogenous variables in T periods. The full dynamic

system has 107 — 1 equations in 107" — 1 unknowns given the initial and terminal conditions on
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the capital stock, K¢ and K741. This system has a unique solution which we compute using a
nonlinear solver (fsolve).

We define the elasticity of the labor share (or GDP) in period t + A with respect to TFP (or
a wedge) in period t as the percentage change in the labor share in period ¢ + A in response to
a 1 percent positive deviation of TFP in period ¢ from its value in the data, when all the other
values of TFP and wedges equal those in the data. We define the contemporaneous elasticity as
the elasticity of the labor share to TFP in the same period, A = 0. We call elasticities for all
cases A # 0 cross-elasticities. We define the integral elasticity of labor share to TEP in period t
as the sum of the contemporaneous elasticity and all the cross-elasticities of labor share to TFP
in period t. Conceptually, the integral elasticity measures the effect of a permanent increase
in TFP from period ¢ onward - on the change in the labor share from period 0 to T' (1953-78
in our case). In the the following subsections we build intuition by analyzing a sequence of
models, starting from the most simple static model and all the way to the dynamic model. The
goal is to derive expressions for how parameters affect contemporaneous elasticities and cross
elasticities of labor share and GDP. In the following section, we describe the empirical behavior

of the elasticities for the full model, and the decomposition results.

4.2 Linearized full model

In this section, we linearize all the ten equations of the dynamic system (1)-(10) around the

initial point (subscript 0):

dInCA —dlnY/ = +1*“””; dinz;, — dln Ny, (11)
— 40
yM _go EXY K Ko(1-4§
dlnCM 0 —MamyM+ MMdlnYtA——Al/[dantH—kio(M o
—G9 EXY EXY
+ GMMdlngt—i— Mdng + —2Mdinz, — dIn Ny, (12)
CO C10 CO
—exdlnCA +dInCM — dln PAY = _gin+C, (13)
Pt
dinYM — apdin KM — Bydin NM = din XM, (14)
dInY? —a din K — BadIn N = dIn X, (15)
M M rM M M
dh’lct+1+dln7']{¢ = dtht +m(dln}/¥+l_dlnl{t+l)7 (16)
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dinYM —din NM — din YA + dIn NA —din 224 = qmoPrM (17)

)

Pmt
dinYM —din KM — dln YA + din KA —dln 224 = g 7R, (18)
PMt
Ng NM
Vg NA + 22 dIin N =dlny+ dln N, (19)
No NO
Kg KM
%dan{‘ + T(OO dinKM = dinkK;. (20)
A
Here e4 = CACifWA and rM = QM%.
0 1

First, we solve the linearized dynamic model in stacked matrix form. The equations are
repeated for all periods and then stacked together in one big matrix as AS; = BF;. This large
system is a linear system of T*10-1 equations in T*10-1 unknowns which has a unique solution
is found by simply inverting the matrix A thus obtaining S; = (A_lB) E;.

Alternatively, note that the eight equations (11), (13)-(15), (17)-(20) form the static sub-
system, which takes as given manufacturing consumption and capital, and is solved contingent
on them. We shall write the static subsystem of these eight equations in each period in matrix
form and solve it taking as given manufacturing consumption and capital in the same period.
The remaining system of two dynamic equations (12), (16) with respect to capital and con-
sumption for each period can be recursively substituted into each other to obtain a system
of quadratic lag equations with respect to capital stock. This becomes a linear second order
ordinary differential equation with boundary conditions. We provide the closed form solution

in Section 4.7.

4.3 Static model

In this section we consider a model where we take the investment rate s; and capital K; as
exogenous and augment the static subsystem with another static equation. Then the Euler
equation disappears, and the resource constraint on manufacturing goods (2) becomes

CMN, = (1 =gt —s) YM 4 qua, Y. (21)

A linearized version of this constraint is:

YM - GO — 50K EX? —s0K)
dincM = =0 CAOA@ dinYM + CdelnYtA%— oo

dln s;+
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—GY EX} EX}
+ GMMdlngt-i- Mding + —dIna; — dIn Ny. (22)
CO C’0 CO

The linearized static system AS; = BE; has a simple solution S; = A~ BE; since matrix
A is invertible. The matrix A~!B captures contemporaneous impulse responses of endogenous
variables to exogenous variables as well as to contemporaneous levels of investment rate s; and
capital K;. If those are treated as exogenously given (and are consistent with the solution of

the full model), the static model replicates the data.

4.4 Simple model

The full dynamic model could be simplified to capture contemporaneous effects of consumption
smoothing by taking the path of capital semi-exogenously as follows.
The resource constraint for manufacturing goods is now:

CMNy + K1 = (1 — ) YM + qa Y + K (1 - 6) + XM M (K - Ky) (23)

The Euler equation of consumers:

() ™ =8 () T (X 41 -0) (24)

The resource constraint for capital is:

where QM = ap (KM )aM - (NM )B M and K; are given exogenously. The model matches
exactly any path of the full model given appropriate P and K;.

The advantage of this model is the fact that contemporaneous elasticities of responses to
shocks can be derived analytically in closed form as we show next. It makes transparent
the consumption smoothing motive of agents and captures quantitatively well the behavior of
contemporaneous elasticities to all wedges except the investment wedge. We analyze this model

extensively in section 4.9 of this appendix.

4.5 Solution of the linearized static model without capital

Let us derive the effects of wedges and TFPs on the labor share. First consider a model without
capital. We rewrite the system of equations here for convenience. In order to emphasize the
role of unitary elasticities of consumption, we consider a general setting where €4 and ;7 may
differ from 1.

The first-order condition of consumers captures consumers’ relative demand:
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n(et) ™ 1 p?

.
(=) (M)~ 7T

3

:

Production functions:

v4A = X4 (NYHY™

Wages equal marginal products of labor:

YA
ABANA = wAa
YM

Resource constraint on labor:

N4+ NM = yN.

There is a mobility wedge between manufacturing and agricultural wages:

TMuph = M.
Demand for goods equals supply:
y4d=c4
vM=cM

These equations imply the relative behavior of labor inputs:

(NA)l—ﬁA(l—«m) B nBa i c (XA)l—EA

(NS T (T ) By (XA

In a linearized form, the general expression implies:

(1—Ba(l—ea)dinNA— (1 =By (1—ep))dinNM =

dint +dlnr" +din7% 4+ (1 —e4)dIn X* — (1 - epr) dIn X,

Linearizing the resource constraint for labor we obtain:

Cadln N4 + CpdIn NM = 0.

N]\l

A
where (4 = &5 and (v = T

Solving the system of two equations (36)-(37), we find:

A din ™ 4+dIn 7P 4+dIn 7+ (1—4)dIn XA —(1—epr)dIn XM
dIn N7 = Cu (T Pa(—2a)) T (B (1=e0))Ca )
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M _ _» dint™M4dintP4+dIn €+ (1—e4)dIn XA —(1—eps)dIn XM
dln N7 = —Ca (T=Ba(1—ca)Car+(1—Bar(1—ear)Ca )

A M _ dint™4+dintP+dIn €4 (1—£4)dIn XA —(1—eps)dIn XM
dln N dln N* = 1-Ba(l—ea)Cm—Br(1—en)Ca :

Therefore,

AN\ 1=Ba(l—=ea)ln—Br(1—enr)a xAyl—eA
(%) o MrPrC O

In the simple case of homothetic Cobb-Douglas utility, the elasticity of the labor ratio to
all three wedges equals one. The elasticity with respect to productivity equals zero. Indeed,

when €4 = )y = 1, the equation (35) implies:

NA _ _nmBa _M_P_C
NM ™ (1—77)5MT T

When demand is non-homothetic, then relative demands have additional effects on the
prices which dampens the response of the labor ratio to wedges and produces a reaction to
changes in TFP.

We can also derive the effects on GDP by substituting the expressions for labor into pro-

duction functions:

din (YM +Y4) =mdlnYM + (1 —m)dlnY* =

_ Balm—Bum¢ M P C
- 1*CMﬁA(1{é\i)*é\i£u(1*8M) (dlnT tdln7 +dln7 ) T
BaCnv—Buml A M M
+l—CIVIBA(1A—évi)—é\iéjw(1—5hl) ((1 —eq)dInX? — (1 —epy)din X ) +mdln X" +
(1 —m)dln X4,
M
Hel"e m = }/13[/7%

BaCnm —BrCa
1-CumBa(l—ea)—CaBrm(l—enm)”

This is the indirect effect through reallocation to the “more productive” sector.

The elasticity with respect to wedges is

If By > B4 and (4 > (jr then this elasticity is negative, that is, increase in wedges slows
down growth through this indirect effect. Lowering wedges, speeds up growth. But in principle
this effect could have the opposite sign.

The elasticity with respect to manufacturing TFP is

_ BaCnm—BrCa _
M = 1= Ba(l—ca)—CaBr(1—car) (1 —en).
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The elasticity with respect to agricultural TFP is

Banr—Bunca (1

1—m+ 1—-CarBa(l—ea)—CaBrr(1—€nr)

—€4).

In both of these cases, the first term is the direct effect of productivity on sectoral output.
The second term works through reallocation of labor due to productivity differential. This
term could work together with TFP or in the opposite direction, depending on the signs of
elasticities. In our specific case, ep; = 1,64 > 1, so the first indirect effect is zero, the second
is positive (due the non-homotheticity driven by the subsistence constraint). And the direct

effect is always positive as well.

4.6 Solution of the linearized static model with capital

The result from the previous section can be generalized to include the effects of capital. Let us
replace the equations (27)-(28) above with the production functions that include capital as a

factor of production:

y4 = XA (K4)™ (N4 (38)
yM = XM (M) (N (39)

In addition, let us introduce the non-consumption component of the intersectoral capital

wedge that may result in a difference between the marginal products of capital across sectors:
A
R _ pAaA%

VT (40)
PM AT
Finally, let us assume that capital is in fixed supply:
K44+ KM = K. (41)

The resulting system of equations immediately implices the following relationship between

capital and labor ratios:

KA Bm aa R NA
a

K2 1
KM Ba any TM7P NM -

Therefore, capital input is proportionally related to labor input and can be substituted out

as well: o
M N7

K- — N (42)

K Bm aa TR + ( Bum aa TH ) NM

Ba any TMTP T Baoay TMIP )N
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By ca TR (1fN7M)

KA B Ba an TMLP N (43)
K Buoa rR o4 (]_Buaa rF ) NM
Ba ay TM P Ba apy TMrP N

Next, we substitute relative prices to obtain the relationship similar to (35) in the model

without capital:

l—epr
A (M) _ 1 _Ba M_P_C
NM (YA)l—EA (1_,,]) 51\4 .

Now we can substitute sectoral production functions (38) and (39):

o B 1—¢
LA(XM(KM) M) — 1 _Ba . M_P.C
NM(xA(gA)ya(Na)a) TEA (1=n) Bum '

The last step is to substitute capital from (42)-(43) and collect terms:

1—(a B l1—e
(%) (aat+B84)(1-24) By au TR NA NiM)aA(lfaA)faM(lng)

(ﬂ)l—(f"M“'ﬁM)(l_EM) (/BA ay T™M7P N N

N
A l—ey 1—
n_Ba M_P_C (XAK*ANFaA) Bar an B \@all—ea)

(1-n) Bum (XJVIKQMNBM)lstM Ba oy TMP .

The linearized version of this equation can be combined this with the linearized version of
the resource constraint on labor and solved for linearized labor inputs. This gives a linearized

solution for the labor ratio which we can revert back to the non-linearized form to obtain:

NANT C (M_P\1=A (_R\A (XA)PEA (KQANBA)l_EA
() N o ey
KM KA N]\J NA
where A = S—aa (1 —ca) + jran (1 —en) and p= = Ba (1 —€a) + FBu (1 —enm) -
The elasticity of labor ratio to the consumption component is: ﬁ

The elasticity of labor ratio to the production and mobility components of the labor wedge

Lo 1=
are: y-x7.

The elasticity of labor ratio to the non-consumption component of the capital wedge is:

A
1-A—up-
l—ea

The elasticity of labor ratio to agricultural productivity is: Tatn

l—epm

The elasticity of labor ratio to manufacturing productivity is: et

When either of the demand parameters, ej; or €4, equals 1, the effects of corresponding
TFP vanish. When both equal 1, three components of the labor wedge translate one-for-one

into the labor ratio, while TFP and capital wedge play no role:
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NA n_ Ba. . M_P._C

NM (1_77)5]\/17_ T T .

Both the general and the simplified cases yield results that are symmetric between sectors.
However, in the model non-homotheticity is only in one sector, due to subsistence for food, the
manufacturing demand parameter equals 1, so the effect of manufacturing TFP disappears, and
1-A=—p=1- K—Iﬁ/laA (1—€4)— NTMﬂA (1 —e4) depends only on the spillover from demand for
agricultural goods on prices. Similarly, the effects of components of capital and labor wedges

depend only on the agricultural component of A = %a A(l—eq):

(%)1_A_“ o (FOrM 7P (ﬂzf}iP)A (XA)].—EA (KQANIQA)I—EA'

The non-homotheticity plays a role through the dampening effect of demand for agricul-
tural goods on the agricultural price. In addition to the direct effect of labor reallocation on
relative demands, there is also the effect of capital reallocation which is proportional to labor
reallocation and goes in the same direction.

To compute the effect on GDP, we need to take the expression for labor inputs, substitute
to compute changes in capital inputs, and then substitute both capital and labor into the

NA

~7r as computed earlier.

production functions. Denote the shift in labor across sectors by d1n
Substituting labor inputs, capital inputs into the sectoral production functions and combining

the two we get that the change in GDP equals:

dInGDP =mdin Y™ + (1 —m)dlnY4 =

mdin XM (1 —m)dln X4+ ((1 —m) (aAKTM + ,BANTM) —m (aMK?A + ﬂMN—A?>> dln%—i—
((1 —m) aA% - maMKTA> dln %.

The first two terms represent the direct effects of TFP. The third term represents the effect

on GDP from increased efficiency due to reallocation of labor and hence capital. The fourth

term represents the direct effect of capital reallocation due to change in wedges that affect

capital reallocation directly.

4.7 Solution of the linearized dynamic model

We now consider the solution of the linearized dynamic model. The full system of linear

equations is given by (11)-(20). As discussed in the subsection 4.2, these ten equation can
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be divided into the eight equations (11), (13)-(15), (17)-(20) that form the static subsystem,
which takes as given manufacturing consumption and capital, and is solved contingent on them
— and the two dynamic equations (12), (16) that determine the evolution of manufacturing
consumption and capital over time.

Therefore, we shall treat ¢ and K, as exogenous from the point of view of the static
subsystem of these eight equations. Denote vectors of exogenous, quasi-exogenous (capital and

manufacturing consumption) and endogenous variables:

[ dln XM ]
dIn X{A
dlntf ) )
dlnrf dIn ;M
dlntM dnYA
dln7f? dIn Nt]\j
Z, = dlnTg ’ S, = dln N}f\/[
dln x¢ Ny dln K;
dln N, dln KA
T nPM,t i
dln g
dln K,
| dln cM ]

Using this notation, we can write the first 8 equations in matrix form:

Ax Sy = BxZy,
where
(0 -1 0 0 0 0 1 0]FgpuyM
00 0 0 0 0 eq 1 dln YA
1 0 _BM 0 — QN 0 0 0 dlnNtM
01 0 —Ba 0 =—ag 0 0 dln NA
AxSi=11 -1 -1 1 0 0 0 =1 || gipgM |
1 -1 0 0 -1 1 0 -1]|| gigA
NgT NG A
0 = 0 0 0 dln¢f
M A
(o0 0o 0o G- o0 | L dinp
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dln XM
dln X
dintf
dintf
dlntM
dInTtf
dln [
dln XtNt
dlIn Ny
dln g
dlnx;
dlng
dln Kt
| dlnCM |

|
8
S

=
|
8
=]

B*Zt:

SO o+ OO oo
SO O, O OO o
SO OO oo o
O OO O oo o
_ o O O o oo o

OO OO o+ O O
OO OO = OO O
(= eleleloBol e
O O OO O oo o
O O OO O oo o
OO OO O oo o
(=il el el e

OO O OO oo
O OO oo oo

This is a quadratic system and we can invert it analytically to compute the response of

endogenous variables in period t to shocks, consumption and capital:
Sy =A"'BZ, = D=x 7.

For the dynamic model we shall use the fact that each endogenous variable can be written

in the form:
dln S% = ZiilD(st)ZtS + D(i713)dln Kt + D(i714)dln Ci\/l

To reduce notation, we shall carry the first terms, which are just responses to exogenous
variables, in reduced form as D(; )Z;. In particular, we shall use the following 3 variables in

the dynamic model:

dln Y™ = DY

0y Zi+ DYy 1y dIn Ky + DYy dln CM

(1,13)

dinY = DP, \Zy + Dfy gy dIn Ky + DY, |y dIn CM

dln KM = DY,

(57_)Zt + DO dln Kt + D?5714

05.13) dln CM

)

Now we need to solve the remaining system:

M
dlnCH, = dlnCy+dlan+?M:_71_6(dln)@%—dln[(ﬁl), (44)
K Ko(1—-6 YM -GS EXY
dinCM = —C]\ZdantH+O(CM)dant+Wdln}QM+ oY
0 0 0 0
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+— CM C’M Cév[Mdlnxt—dlnNt.
0 0

Denote the matrix B = [0 0 0 0 0 0 0 0 —1 5 24 Z5p 0 0
0 0

0 0

Then we can rewrite the resource constraint as follows:

dinCM =

K, Ko (1-6) YM - GY, v, EXY,
————dIn Kpy1+——7—dIn K4+ —2——MdnY;
Cé\/[ t+1 C(])W t CM C(])V[

(45)

dInYA+E°Z; (46)

We can use the known responses of endogenous variables from the solution represented by

matrix D to rewrite these equations and collect terms. Then we can use the resource constraint

which is shifted forward in time by one-period and substitute consumption in periods ¢ and

t + 1 into the Euler equation to obtain a system of linear equations with respect to capital.

These equations only have capital in three adjacent periods as unknowns, while the rest of the

variables are just algebraic functions of parameters and the state of the economy around which

we are linearizing. The resulting equations are as follows:

where k;

b1

arks + crkiyo — bk = =902 + 912141,

= dIn K; and the parameters a1, b1, c1, 9o, g1 are as follows:
Ko(1-6) ;10 EX° 0
OCM + = cM a2 D, 13) CJI D313
ayp = M )
L= cM i D(1 14) D(2 14)
K1(1-9) ipl 4 EXup M (10 0
B 1clM + 40 cM MD(1 13) T c{‘% Dy 13 - r (D(1,14) - D(5,14))
- 1 EX3 1 ™ 4+1—-96
1= cM MD(I 14) c{vjfw D(2,14)
K M (o 0
. cir T (D(1713) - D(5,13)>
Yo = 0 o rM 4146 ’
1= cr Fu D(1 14) D(2 14)
DY -D? M
(1,14) (5,14
c1 = Ky 1- em er+176
cM 1 EXypr
bl= CM e D(l 14) — c{vlfw D(2,14)
et + L+
+[0 000001000000 0],
1 YM G?\/I Do M Do
e (1,14) CM (2,14)
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YM -Gl 1 EX} 1 1 M (10 0
_ g Pag et Py v E [T (D(1,14> _D(5,14))
= 1 vM-Gy, Dl EXy DL B M41—-94 B
- oM (1,149) — oM (2,14)
M{(po _ o
o (Df) ~ Db )
rM4+1-6

Since the coefficients a, b, ¢ only depend on certain ratios in the period around which we are
linearizing, and change infinitesimallyin adjacent periods, for this solution we shall assume that
they do not change with time. This is a standard assumption in any linearization exercise. We
shall also leave the interpretation of these coefficients out for now. We arrive at the following

system of equations that fully describes the evolution of the capital stock:

ak:t,g + Ck‘t - bkt,1 == O, all ¢ S 0,

ak_1 4+ cky —bky = g12,

akg + cky — bk1 = —go2o,
akiiq + ckipg —bkio = 0, allt>0.
Notice, that for all periods except t = 0 and ¢t = —1, the equations are homogeneous:

akt + th+2 — b]{?t+1 =0.

We can solve this via method of undetermined coefficients by postulating that

ki1 = fke,

substituing into the equation and finding f, which then is a solution to the quadratic equation:

cf?—bf+a=0.
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This equation has two roots: fi = %@ and f_ = %@. Note that 0 < fi < 1
and 0 < f% < 1. So one will propagate capital forward, and the other backwards. This is
because the transversality condition prohibits an explosive growth of capital in the remote
future, and the initial conditions pin down to zero the path of capital in the past. Now let us

solve the remaining two non-homogeneous equations:
ak_1 + cky — bk = g1 20,
akg + cky — bk1 = —go 2.
Substitute ko = f1 k1 and k_; = f%ko and solve with respect to kg and kq:
(af% - b) ko + ck1 = g1 20,
ako + (¢f+ —b) k1 = —goZp.

This is a system of two equations in two unknowns which has a unique solution:

a91+(af%—b>go

InK; =
dIn I acf(cf_;,_fb)(af%fb) 0

91720 (ac—(cf+—b) (af% —b>> —c(ag1+ (af%—b) 90) Zo
(af%fb) (acf(chrfb) (af%fb>) ’

We add to this the geometrical decay of capital to zero both in the past and future that we

danO =

established earlier:

dinK s =dnK; (f1)* ", foralls>1,
dinK_s=dln Ky (f-)"°, for all s > 0.

This gives us the complete path of capital. The next step is to compute the path of
consumption ¢}/, This can be achieved by using the resource constraint. Once we know capital

and consumption, we can compute the rest of the endogenous variables using matrix D :

St = -DZta

where Z; now includes the last two rows for capital and consumption. Numerically this model

indeed captures up to second order terms, all the effects that we see in the full dynamic model.
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4.8 Numerical precision of the linearized models

The linearized dynamic model captures three effects in closed form as 1) direct response to
shocks in the static subsystem, 2) the response of the static subsystem to the change in man-
ufacturing consumption, 3) the response of the static subsystem to the change in the capital
stock. The evolution ov the elasticities and their components over time is shown in the follow-
ing Figures. The static model with added effects of investment and capital taken as exogenous
captures the effect of the full dynamic model exactly, with some measurement error only in the
initial periods around the start of the sample. The linearized dynamic model captures all the
effects, but has some computational errors for the investment wedge. Numerically linearization
introduces a certain amount of numerical errors that tend to accumulate with the number of

terms in the summation.
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Figure 12: Response to Manufacturing TFP shock over time
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4.9 Solution of the simple model and analysis of elasticities

4.9.1 First order conditions

In this Appendix we obtain closed form solutions for the simple model (see Subsection 4.4) and
analyze the elasticities of the share of employment in agriculture with respect to wedges (i.e.
percentage change of the share of employment in agriculture in response to one percent change
in a wedge).

Let us consider a stylized version of the model in Section 2 of the main text:

T
maxz B [u (Cf‘) +1In (Cg\/[)] , (47)
t=0
Cf = X (K™ (N2 T (48)
CM 4 Kiyy = (1= 6)K; + XM (KM)™ (NM)' = (49)
K+ KM = Ky, (50)
N+ NM =1, (51)

Ko, Kp41 are given,

and where u (C{‘) = % In (C’tA — 7‘4) . In this model we assume that the population is constant,
there is no trade and government consumption, and that production functions in both sectors
have constant returns to scale. We also consider finite horizon. These assumptions are made for
tractability’s sake and can be relaxed. The intertemporal and intersectoral first order conditions
for this model are given by equations (1)-(11) in the main text, where 7 is the intertemporal
wedge, and Ty, and Tg; are intersectoral labor and capital wedges, respectively.

Let the solution of the model above (that we will refer to as the “stylized model”) be denoted

by upper bars: {N?,Nﬁw ,F? ,Fﬁw } Let us also denote
o} oM

= 77 T—an "
K
~n

In order to obtain tractable closed form solutions for the elasticities with regard to wedges,

we will consider the following “simplified model”:
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maxz B [u CA ) +1In (CM)], (52)

l—ap

Ot = AP ()™ (N7, 53)

CM + Ky = (1= 6)K; + XM (KM)™ (NM)'™Y 4 xMo, (K, - &),  (54)
K+ KM =K, (55)
NA L NM 1. (56)

The initial and terminal levels of capital stock are given: Ky = Ko, K741 = K7,1. The

first order conditions for this simplified model are as follows. The intertemporal condition is:

T O = CMB (1 =0+ XN 2p1) (57)

The intersectoral labor first order condition is as follows:

KM\ 1 Ky — KA\™
/ A A t M t t

mwat! (CF) (1= aa) X <> =~ (1-am)X <) :
() CANA cM 1= NA

The intersectoral capital first order condition:

1 1— NA >1‘“M

A 4 N
TRt (CF) aaX <t> = —ayXM <t
! (CF) eaXit \ 7o oMM \R, — KA

The simple model has two important properties. First, by construction, if we substitute
barred variables into the simplified model, the full model’s feasibility constraints are satisfied.
Second, in the simplified model, the first order conditions are linear in the wedges and sectoral
TFPs. This allows us obtaining closed form solutions for elasticities with regard to wedges and
TFPs.

The simplified model is different from the full model in the following way: in the simplified
model the intratemporal allocation of capital between the sectors is delinked from the intertem-
poral capital choices. Therefore the elasticities in the stylized and simplified models can differ.
However, as we show below, the simplified model is a very good approximation for the stylized

model.
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u A A
Notation. We will use the following notation: €4 = ((C )) ci = C x> 0. The closer

the agricultural consumption is to the subsistence level, the higher the elastlcity of consumption.
We will use hats to denote percentage change: é stands for %. We will use the simplified
model above to obtain closed form expressions for elasticities of the endogenous variables (such
as manufacturing consumption C} and the share of labor employed in agriculture N/') with

response to the change in exogenous variables (wedges and sectoral TFPs).

4.9.2 Evolution of capital stock and manufacturing consumption

The intertemporal first order condition (57) implies

t
1-6+XMQq,
CtM:céWﬂtH—TK :

This determines the elasticity of manufacturing consumption in each moment ¢ up to a scalar
6.
L XMxMq, :
=+ Y T e~ X e (58)
The initial level of consumption C’O is to be found from the lifetime budget constraint.

Using (54) for t = 1,...,T, we find K7y as a function of Kj :

T
Kry o= Ko[[(1—6+xM0,)+
s=0
T T L
+ 30 T (=6 x2x) [ ()™ (M) - XM, - e
t=0 s=t+1

This provides the ultimate equation for C’é\/f

K
Ko (1-0+ XY0) - +
Z_: 5 1TK,s ( 0 ) szl(l—(s—i-XéMQs)

LX) (NN - XMOE,|
[T, (1 -6+ XMQy)

+
t=0

Differentiating (59) we find
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AM =0 TT0 &, 1 oM M

CO — T Blt + CM T Bt {KO (1—6+X0 XO QO)
> =0 T s 0 2t=0 TI"_ 5.

Kri Yo, (1 -0+ XéwXéwQs)

HZ:l (1 -0+ XsMQS)

K{ -
|:OJMK,tK£4 +(1—am)

N A} XM (KM (N
M
t

NMTE LTI, (1 -6+ XMQy)
XM (M) (VM) 2O K|
[Tom (1= 6+ X50%)

X (M) (NPT XM R &L g,
[Teor (1 =6+ XMQy) Z(l—é+X§”ﬂs)

s=1 s=1

M
X" =

(60)

+
M= LM 1M

t

Il
o

Re-arranging the terms, we find that the elasticity of the initial consumption is

> a K o4 N s
C = — U, lapyy——K 4+ (1 -« —N| +
b= e )
Bt Zt: %Ks
Z?:() 7t5; . T .
+ T Hé:glt B +§ (I)tXt]V[7 (61)
Zt:O Hi:1 TK s t=0
where
M MM M\ 1—an
¥, = 1 XM (KM)™ (NM)
= t t )
Sy g2 Tl (1 5+ X010

and ®, are the respective terms at Xg” in the equation (60).

4.9.3 Elasticity with regard to manufacturing TFP

The agricultural production function (53) immediately implies
CA = aaKA + (1 — ax) NA (62)
Let us differentiate the intersectoral first order conditions:
KA 1\ |« S s XM XMQ
B L = XM _ oM _ _ts TS 18| 63

Here the matrix B; = ||b;; || is as follows:
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KA
_ ¢
biiy = aa+ aMKTM — €404,
NA
bigy = —aa— OéMitM —ear(l—aa),
Ny
A
bog = —(1—aa)—(1—an) =57 —€araa,
K;
N
b22,t = 1*OZA+(1*OZM)W*EA¢(1*O[A>.

i
Each cell of the matrix B; includes three terms. The first term (proportional to a4 or to

1—ay) is the effect on the agricultural interest rate (first line) or the agricultural wage (second
line). The second term (proportional to as or to 1—ajy) is the effect on manufacturing interest
rate (first line) or manufacturing wage (second line). The third term (proportional to €4 ;) is
the effect of non-homotheticity (that works through the effect on agricultural consumption).
The solution is therefore straightforward:

. ; .
K{L‘ (1 Y AM XMXMQS
A =B X' —-Cy - — 5 —
(NtA> ¢ <1>[t 0 21—6+X§ms

s=1
By inverting the matrix By we arrive at the following elasticities:
AM t X;\JxéMQS S M KA
N [C’o +Zszlm—XtHl+ﬁM}
Nt = NA KA NA KAT? (64)
(enr =) (§fr = cfr) + e[ 1+ @y + (1 - ) |
‘Mt XMxMo, oy N
AA [Co +Zs:1m—&“1+ﬁ4}
Kt = NA (65)

KA NA KA
(o = ) (e = fr ) + e [L+ caghe + (1= ) e

¢ XMxMq,

s=1 m describe the im-

Notice that the first two terms in the numerator C’é\/l + 3
pact of manufacturing TFP shock through consumption C’f” (which is further decomposed
into the impact on lifetime income C«é\/[ and the impact on income growth rate). For example,

if the manufacturing TFP only changes in period i then the demand increases in all periods
XM XM,

151y, ber cent). The last term in the numerator —XtM is the “supply-side”

after i (by
channel: the higher the manufacturing TFP, the less incentive there is for allocating resources
to agriculture. The denominator (which is equal to det B;) shows that the impact of man-
ufacturing TFP depends on the non-homotheticity of the utility of agricultural consumption
eas and on the difference between factor shares in manufacturing and agricultural sectors

NA KA
(ear =) (5~ &f7)-
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The equations (64)-(65) describe the solution up to a scalar CM (the elasticity of lifetime

income). The latter is found from (61):

T W& (oM t  XMxMq, T oM
tho det B; (Xt - 2321 m + Zt:(] . X

0(1]\4 T ] ’
1+3 0 detthtt
where
K NA K& NP
=ay—5+(1—a + ,
£t MKt]W ( M) NtM Kt]w NtM
and

NA KA N{ K
detBt_(aM_aA)(]\TtM_W +ear 1+04AN71¥\/[+(1_04A)K7)5M

To sum up, let us describe the response to a shock to the manufacturing TFP that takes

place XM at t = i (while there is no shock in all other moments). In this case the elasticity

M M
of non-agricultural consumption % is constant (equal to )C;(}w ) in all periods preceding i. At

7 2

. C . . oM XMQ,
t > 4 the elasticity is also constant but higher than at ¢t < ¢ (equal to XZ}M + m )
A
The elasticity of the share of agricultural employment ;(Vfw in all periods preceding i is
A ' A Mg,
. ik . . MR T
proportional to T b For ¢t > ¢ it is also proportional to T B but is exactly 1+ W
Mg,
times higher than for ¢ < ¢. In the period ¢ = 7 the elasticity is lower by 1 — kﬁ% =
#X&,MQZ- percent than at t =4 — 1.

Figure 17 compares the elasticities with regard to manufacturing TFP (with the shock
happening at ¢ = 50) in the non-linear model (47)-(51) and the simplified model (52)-(56).
The Figure shows that the simplified model correctly predicts the contemporaneous elasticities

(t = i) while differs from the full model slightly for ¢ # i.
4.9.4 Elasticity with regard to agricultural TFP

Agricultural TFP has no impact on the growth rate of the manufacturing consumption. How-
ever it does affect the level of manufactuing consumption C}! through the effect on lifetime
income.

In order to find the elasticity, we differentiate the intersectoral first order conditions taking

into account (62):

Bt<K:tA>:_<1>[O§4+X;4(1—6A,t) . (66)



The solution is as follows:

K _ _p1f 1 AM | A
(MA>_—B,§ <1)[CO + X (1= ean)].

Thus we obtain the elasticities for share of employment and capital in agriculture:

~ A~ A A
. [V + % - eas ] [1+ 24
Nt = NA KA NA : KA1 (67)
(ens =) (= feir) + eae [1+ cafe + (1= ) i |
~ A A A
A [+ 20— earX] [1+ 5]
KIEA = NA KA : (68)

NA K

(anr — aa) (W - ﬁ) +eay [1 + QAW +(1—an) ﬁi{}

The first term CA’(J)W in the numerator reflects the increase of the manufacturing consumption
through the increase in the life-time income. The second term )A({‘ reflects the supply-side
channel: higher agricultural TFP increases incentives to reallocate resources towards agricul-
ture. Finally, the last term —e A7tX£A is the effect of non-homotheticity: the closer the current
agricultural consumption to the subsistence level, the lower is the effect of agricultural TFP on
the share of resources to be kept in the agriculture.

The impact on the lifetime income CJ is found from (61):

T W& - A - A
oM > =0 det B; (Xt — €A X )
0o == T Uil :
L+2 0 qeth;

Suppose that there is a shock to Xg“ at t = ¢ and there is no shock in all other moments.

M
Then the elasticity of non-agricultural consumption if + is constant over time and is equal

i

W £, N
an (1-€) .. . A .
to —%. The elasticity of the share of agricultural employment JYtA in all periods
42200 Tot B; Xi

A A
except for ¢ is proportional to qeih; - Fort=iitis also proportional to Tt b but is exactly
1—€a,
Cot /X
Figure 18 shows that in terms of elasticity of employment share the simplified model is very

1+

times higher than for ¢ # i.

similar to the stylized model (47)-(51).

4.9.5 Elasticity with regard to intertemporal wedge

The elasticity of manufacturing consumption to the change in intertemporal wedge is described

by (58).
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The first order conditions imply

(5)-(D)-(2)

t
_éé% + Z ?K,s] .
s=1
Therefore:

~ NA " .
Kt _ L+ Wif —Cy Y TR s
NA 1+ % det By

t

Thus we arrive at the following solution:

- [Co —Zs 17'K5} {1+KM}

Ni = o gr @
(OéM — OCA) (W — W) + GA,t |:1 + OKAW + (1 — (XA) KFM}
A ot - ot 3¢

(apr — ) (wa - KM) +eay [1 + aANM + (1 —aa) %}a}
There are two effects, both working through the impact on manufacturing consumption.
First, there is an effect through the life-time income (C{?) that holds in all periods. Second,
there is an effect through slower growth of manufacturing consumption in all periods after the
increase in intertemporal wedge (holds only in periods after the shock).
The percentage change of the life-time income C’é\/l is as follows:

ZT ﬁz.s 17K,s
t=0 HS 17K,s

T )Y t =
Zt:O dett%t ZS:]_ TK75 + T Bt
Zt:O l—[t 17K, s
s= >

T 0
1430 dot tht

Let us now summarize the contemporaneous elasticities and cross-elasticities with response

M =

to a shock to 7k ; at t = ¢ (and no shock in all other moments). The elasticity of non-agricultural
AM
consumption % is constant (and equal to ) for all periods preceeding the shock t < ¢ and

]VI
is constant and exactly one unit lower (equal to 701_ — 1) in all periods after the shock t > i.

A
The elasticity of the share of agricultural employment % in all periods preceding i will be

A
1+ 5 M 1+ M
proportional to s 7~ 5, - Fort >iditis also proportional to 7%~ B, but is exactly [ 1 — @

TK.i
times the one for ¢t < 4. If T is sufficiently large, that the expression in the parentheses is

negative and the elasticity of labor share after the shock changes sign.
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Figure 19 shows that the simplified model is similar to the non-linear model in terms
of change around the time of the shock (¢ = 50); otherwise there are substantial differences

between the elasticities in the two models.

4.9.6 Elasticity with regard to intersectoral wedges

Consider a shock in the intersectoral labor wedge and a shock in the intersectoral capital wedge.
The respective first order conditions now include 7y, and Tr; on the left-hand side. Therefore

the system of equations for capital and labor shares (63) becomes:

K TR ) ( 1 ) .
B % ) =—( ) - Gl
' ( NA ) ( i L))o
(The intertemporal first order condition (58) implies that the growth rate of manufacturing

consumption is not affected so CA'tM = C’é\/f )

The solution is as follows:

Kfl _ —1< TR,t+C'O >
N ! Tw + Cp
Therefore
r 1 A KA KA
N = det By {CO {1 + K}M} +Twit [(1 —aa)+ (1 —am) @ + 6A7tozA] +

A
~ i
+ TRt [OZA + aMK7tM - EA,taA] }

and

: 1 - N N{
A M t -~ t

A
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i

The impact on the lifetime income C{ is found from (61):

T KA NA 1 ( TRt
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KA NA - I
1= 50w (anr s (1 - o) ) 57 (1)
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Therefore the behavior of contemporaneous elasticities and cross-elasticities is as follows.

Suppose that there is a shock to Ty at ¢ = ¢ and no shock in all other moments. Then the

M
elasticity of non-agricultural consumption % is constant over time. The elasticity of the share

A
of agricultural employment % in all periods before and after the shock ¢ will be negative and
A " A
b (1—aa)+(1—anr) hrt+eaiaa
t

M
proportional to WKI‘%. At the time of the shock t =i it is 1 — times

cM 1+ K
TW,i KM

M
higher. If T is sufficiently large, % is small so the elasticity at the period of the shock t =4

A
(1—aA)+(1—aM)%+eA,iaA
changes sign (becomes positive) and is =7 t

KA
__0 t
o |1+ b |

— 1 times larger in absolute

value than before and after.
Figure 20 shows that in terms of elasticity of the labor share the simplified model is very

close to the non-linear model, especially at the time of the shock (¢ = ).
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Figure 17: Elasticity with regard to manufacturing TFP in the stylized non-linear model (47)-
(51) (“Full model”) and in the simplified model (52)-(56) (“Simplified model”).
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Figure 18: Elasticity with regard to agricultural TFP in the stylized non-linear model (47)-(51)
(“Full model”) and in the simplified model (52)-(56) (“Simplified model”).
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Figure 19: Elasticity with regard to intertemporal wedge in the stylized non-linear model (47)-
(51) (“Full model”) and in the simplified model (52)-(56) (“Simplified model”).

81



Labor Share

Capital Share, Effect of Consump. Wedge

04 04
i Full Model

o5 5 Simple model
0.2 0.2
0.1 0.1
-0.1 -0.1

40 45 50 55 60 40 45 50 55 60

c c
0.4 0 ] P
0.3 0.005
9
0.2 -0.01 N
0.1 0.015
oo o Jh -0.02

0.1 0.025

40 45 50 55 60 4 45 50 55 60

Figure 20: Elasticity with regard to intersectoral labor wedge in the stylized non-linear model
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Figure 21: FElasticity with regard to intersectoral capital wedge in the stylized non-linear model
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(47)-(51) (“Full model”) and in the simplified model (52)-(56) (“Simplified model”).
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5 Empirical Analysis

5.1 Elasticities

We compute elasticities of all economic variables to TFPs and wedges by re-computing the full
path of the economy assuming a small deviation in TFP (or wedge) in one period at a time. As
an illustration, we present the elasticities for the year e.g. 1967 in Figures 22-25. The intuition
for the elasticities is as follows.

A positive agricultural TFP shock, shown in Figure 22, makes existing workers more pro-
ductive. Labor is now more valuable in the manufacturing sector as the increase in productivity
relaxes the subsistence requirement, so labor shifts towards the manufacturing sector. In addi-
tion, the consumers would like to spread out the production windfall into periods both preceding
and following the period of the shock, which they can only do through (dis)investment. To
achieve this, the consumers shift production even more towards the manufacturing sector in
the period of the shock in order to invest more during the windfall, while they disinvest in all
preceding and all following periods, which shifts workers towards agriculture in those periods.
The overall effect on GDP is positive contemporaneously, but negative in anticipation of the
shock. The effect of manufacturing TFP, shown in Figure 23, is essentially the same, although
the contemporaneous effect is smaller because a manufacturing TFP shock does not relax the
subsistence requirement as demand for manufacturing goods is homothetic.

A positive shock to the consumption wedge, shown in Figure 24, creates a tax on manu-
facturing consumption and artificially lowers the relative prices of agricultural goods. A lower
price makes agricultural goods a better bargain, shifts demand towards them, so labor and
capital inputs are reallocated towards the agricultural sector as supply follows demand. How-
ever, because of the increased tax, overall production and consumption drop. The dynamic
effect captures the fact that consumers prefer to distribute the drop in consumption from the
current period to future periods, which means building up capital in anticipation of the shock
and disinvestment in the current and following periods.

A positive shock to the investment wedge, shown in Figure 25, makes capital transfer into
the future more expensive. The consumers prefer to come into the taxed period with less
capital and lower production since that allows them to reduce the stock that the tax is applied

to. In the preceding periods investment is lower, in order to run down capital, so consumption
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is higher. In the periods that follow the tax, the consumers re-accumulate the capital stock
that they had run down, but suffer from lower consumption.

The most striking observation is that most of the effects of TFP and wedges are contempo-
raneous, i.e. the effect is almost exclusively on the period of the shock. The only exception is
the investment wedge which has a large anticipation effect: an investment wedge shock expected
in the future leads to decumulation of capital many periods in advance. In the decomposition
that follows, we compute separately the effects of contemporaneous, past and future shocks.

As shown in Figures 22-25 a shock in period 0 has effects on labor share and GDP in many
past and future periods. Since these elasticities all multiply the same shock and all add up
over time, we can add up the elasticities of effects on different time horizons to obtain and
integral elasticity. We compare the magnitudes of contemporaneous and integral elasticities
in Figures 26-29. For all shocks except the investment wedge, the contemporaneous effect
dominates each individual cross-effect, but the sum of cross-effects is comparable with the
contemporaneous effects. In contrast, for the investment wedge, the cross-effects dominate over
the contemporaneous effects. For brevity, we do not report the elasticities of the production and
mobility component here as they are very similar to the consumption component and identical
to each other.

To check how the behavior of cross-elasticities changes over time, we plot full impulse-
responses to shocks in each period in the form of a surface plot (these same values are shown
as heatmaps in the main text to make the interpretation more transparent, and to save space),
where one horizontal axis shows the time of the shock, the other horizontal axis shows lead
and lag elasticities relative to the time of the shock, and the vertical axis shows the magnitude
of the elasticity. As shown in Figures 30-37, the sizes of elasticities change considerably over

time.
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Figure 22: Elasticity of Response to Agricultural TFP in 1967
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Figure 23: Elasticity of Response to Manufacturing TFP in 1967
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Figure 24: Elasticity of Response to Consumption Component of Labor Wedge shock in 1967
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Figure 25: Elasticity of Response to 1% change in Investment Wedge in 1967
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Figure 26: Elasticities of Response to Agricultural TFP
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Figure 27: Elasticities of Response to Manufacturing TFP
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1956

1958

1960

1962

1964

87

1966

1968

1970



Elasticity of Labor Share to Agricultural TFP

5

1950

Figure 30: Elasticity of Labor Share to Agricultural TFP
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Figure 31: Elasticity of Labor Share to Manufacturing TFP

88



Elasticities on Labor Share of Consumption comp

Figure 32: Elasticity of Labor Share to Consumption Component of Labor Wedge
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Figure 33: Elasticity of Labor Share to Investment Wedge
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Figure 35: Elasticity of GDP to Manufacturing TFP
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Figure 37: Elasticity of GDP to Investment Wedge
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5.2 Comparison of Static and Dynamic Elasticities

The full change in endogenous variables in response to an exogenous shock is a sum of the static
effect and two dynamic effects that we derived in Section 4. The first dynamic effect is a result
of consumption smoothing. When a positive exogenous shock hits, consumers find that more
consumption is available contemporaneously. Facing a windfall, consumers want to spread it
out onto the following periods by investing or disinvesting today to be able to produce and
consume more in future periods. Thus, the first dynamic effect is captured by the response of
endogenous variables to the investment rate in the static model. The second dynamic effect is
a result of anticipation of the shock. If a shock is anticipated, it is beneficial to preemptively
adjust the level of capital with which to face the shock. This second effect is captured by the
response to capital in the static model. The full dynamic response to shocks exactly equals
the sum of the static contemporaneous response, as well as the contemporaneous responses
to the dynamic paths of investment and capital taken as given from the full model. In what
follows, we illustrate these three distinct components. The static model captures only the first
effect derived in section 4.6, while the simple model from section 4.9 captures both the static
and dynamic smoothing contemporaneous effects. We compare the behavior of elasticities to
manufacturing and agricultural TFP, as well as the consumption and investment wedges in
the Figures 38-41. We compare the behavior of contemporaneous elasticities of these shocks
over time in Figures 42-45. The simple model tracks the contemporaneous elasticities well
for all shocks except the investment wedge. The static model misses a substantial component
of elasticities of most shocks, and completely misses the effects of manufacturing TFP and
investment wedge.

In Figure 46 we compare how much of the contemporaneous contributions to labor share
and GDP could be explained by each model. Contemporaneous effects of shocks explain the
bulk of movements in the labor share and GDP. The simple model comes close to matching
the effects of the full model, while the static model misses a big part of the action, especially

during periods of large changes.
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Figure 38: Elasticity of Response to Agricultural TFP in 1967
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Figure 39: Elasticity of Response to Manufacturing TFP in 1967
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Figure 40: Elasticity of Response to Consumption Wedge in 1967
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Figure 41: Elasticity of Response to Investment Wedge in 1967
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Figure 42: Contemporaneous Elasticity to Agricultural TFP over time
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Figure 43: Contemporaneous Elasticity to Manufacturing TFP over time
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Figure 44: Contemporaneous Elasticity to Consumption Wedge over time
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Figure 45: Contemporaneous Elasticity to Investment Wedge over time
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Figure 46: Model Comparison for Contributions of Contemporaneous shocks
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5.3 Parameters determining the elasticities

Note first that when all the matrix parameters change with the state of the economy the static
model described in Section 4 of this appendix matches the full dynamic effect exactly as shown
in the figures below.

As the first illustration, consider the dynamic response (of labor ratio, GDP, investment,
capital, consumption and the rental rate) to an agricultural TFP shock. The impulse response
of the Chinese economy to a 1 percent agricultural TFP shock in year 1988 is shown in Figure
47 (in solid blue). Here we distinguish 3 components. The static component (solid red) explains
about 3/4 of the response of the labor ratio, and most of the response of GDP. The pure static
effect predicts that if the agricultural sector becomes more productive, it can produce as much
agricultural goods with less labor and capital. Therefore, unused labor and capital are relocated
to the manufacturing sector, which produces more manufacturing goods. In the static model,
all of the surplus production is consumed contemporaneously. In constrast, in the dynamic
economy, the consumer would like to move some of that extra consumption into future periods,
so he would increase investment today to make more production and consumption available
in future periods. The sum of the static and dynamic smoothing components (dotted yellow)
explains most of the dynamics of the labor ratio and GDP. As a consequence, the shock has a
large contemporaneous effect but almost no effect on other periods.

The third component comes from the fact that anticipating an increase in productivity,
the consumers would choose to disinvest in advance of the shock to face the shock with less
capital as the marginal productivity of capital is lower when productivity is higher. This effect
is caputred by the static response to the path of capital. Numerically the third component is
very small.

The responses to manufacturing TFP and to the consumption wedge shown in the next two
Figures display similar patterns and have a similar intuition. A positive shock to manufacturing
TFP in a static setting translates one-to-one into relative prices and has no effect on relative
labor inputs, leading to proportionally higher production and consumption in both sectors. In
a dynamic setting, consumers would like to move some of the extra consumption into future
periods by increasing investment. This implies that labor is shifted to the manufacturing sec-

tor contemporaneously to support the investment effort. A positive shock to the consumption
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wedge creates a tax on manufacturing consumption, and artificially lowers the relative prices
of agricultural goods. A lower price makes agricultural goods a better bargain, shifts demand
towards them, so labor and capital inputs are reallocated towards the agricultural sector as
supply follows demand. However, because of the increased tax, overall production and con-
sumption drop. The dynamic effect captures the fact that consumers prefer to distribute that
drop in consumption from the current period to future periods, which means disinvestment in
the current period. In both of these cases there is a contemporaneous static effect and a con-
temporaneous consumption smoothing effect, but the effects on adjacent periods are negligible
as the anticipation effect is tiny.

The only case in which the anticipation component plays a noticeable role is a shock to the
investment wedge, as shown in Figure 50. A positive shock to the investment wedge makes
capital transfer into the future cheaper. The consumer prefers to come into the subsidized
period with more capital and higher production since that allows him to apply the investment
subsidy to a larger stock. In the preceding periods investment is higher, in order to build up
capital, so consumption is sacrificed. In the periods that follow the subsidy, the consumer runs
down the capital that she had accumulated, and enjoys higher consumption.

To better understand the source of changes in the contemporaneous elasticities we look at
a counterfactual exercise using the static model that takes as given investment and capital that
we just discussed.

We note that the static linearized model has only a few parameters that enter the matrix of
2 Ng  Kg o vg zg  —sgKq Yo' =G —soKo EXY,

. . C,
coeflicients and change over time, namely Cfiiw‘“ XoNo» Ko GDP> Towg> O i gt
To measure the effect of each parameter, we recompute the static effects holding one of those
parameres fixed through time at its 1978 value. We find that only the first two (subsistence
and labor share in agriculture) as well as the share of GDP in agirculture, change notice-

ably over time and drive most of the trends in static impulse responses. The counterfactual

contemporaneous impulse responses are presented in Figures 51-53.
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Figure 47: Response to agricultural TFP shock
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Figure 48: Response to manufacturing TFP shock
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Figure 49: Response to Consumption Wedge shock
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Figure 50: Response to Investment Wedge shock
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Figure 51: Counterfactual Responses to agricultural TFP shock
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Figure 52: Counterfactual Responses to manufacturing TFP shock
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Figure 53: Counterfactual Responses to Consumption Wedge shock
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5.4 Contributions 1953-78

We decompose the effects of wedges and TFPs on the Chinese economy for the period 1953-78
using the elasticities described in the previous subsection. We compute the elasticity of re-
sponses of labor share and GDP in each period ¢ to changes in each shock j in each period s.
For each period %, the total effect on each variable equals the sum of effects of innovations to
wedges and TFPs weighted by the elasticities, where the summation could be over all innova-
tions (all s), over contemporaneous innovations (s = t), over future innovations (s > t) or over
past innovations (s < t). The contributions to change in labor share are presented in Figures
54-57. The contributions to change in GDP are shown in Figures 58-61.

We find that changes in the labor share are largely driven by movements in the consumption
and production components of the labor wedge, which are dramatic during the Great Leap
Forward. Both manufacturing and agricultural TFP play a noticeable role over the whole
period. Movements in GDP are largely explained by manufacturing and agricultural TFP,
with some notable inputs from the components of the labor wedge.

One key observation is that contemporaneous effects explain the bulk of the dynamics in
both the labor share and GDP. This is a consequence of contemporaneous elasticities being
much bigger than cross-elasticities, as we have seen in the previous subsection. The effects of
future shocks play a smaller role and come mostly from the investment wedge and TFP. The
effects of past shocks play a minor role.

We can now also compute a running sum of the effects on labor share and GDP, which
measures the effects of changes in wedges and TFPs on the change in labor share and GDP
from 1953 to any period t. These are shown in Figures 62-63. These accumulated contributions
are akin to counterfactual exercises that measure what would have happened if one exogenous
variable, such as a wedge or TFP, remained fixed throughout the period. The difference is that
in a counterfactual simulation the effects of shocks in period s on capital in period ¢ would
be compounded and counted multiple times, which makes the sum of contributions differ from
the total. The methodology we present here explicitly accounts for cross-effects of shocks.
Consequently, the running sum of accumulated contributions from different wedges on labor
share and GDP for each period equals the change in labor share or GDP in the data.

We find that the contribution of components of the labor wedge to GDP and labor share
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is large during the GLF period, but diminishes later on. The effects of manufacturing and
agricultural TFP play a large role. The investment wedge is also quantitatively important
towards the end of the period as the effects of investment subsidies of the mid-1970s kick in.
The anticipation of these subsidies starts affecting the economy well in advance of the actual

changes as capital stock is built up to take full advantage of the subsidies when they take effect.

5.5 Contributions 1978-2012

Similarly, we present here briefly, the effects of shocks on the Chinese economy for the period
1978-2012. Period-by-period contributions are shown in Figures 64-65. Accumulated contribu-

tions are shown in Figures 66-67.
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Figure 54: Total Contributions to Changes in Labor Share 1953-78
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Figure 55: Contributions of Contemporaneous Shocks to Changes in Labor Share 1953-78
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Figure 56: Contributions of Future Shocks to Changes in Labor Share 1953-78
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Figure 57: Contributions of Past Shocks to Changes in Labor Share 1953-78
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Figure 58: Total Contributions to Changes in GDP 1953-78
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Figure 59: Contributions of Contemporaneous Shocks to Changes in GDP 1953-78
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Figure 60: Contributions of Future Shocks to Changes in GDP 1953-78
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Figure 61: Contributions of Past Shocks to Changes in GDP 1953-78
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Figure 62: Accumulated Contributions to Change in Labor Share 1953-78
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Accumulated Contributions to Change in GDP 1953-78
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Figure 64: Contributions to Changes in Labor Share 1978-2012
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Figure 65: Contributions to Changes in GDP 1978-2012
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Figure 66: Accumulated Contributions to Change in Labor Share 1978-2012
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5.6 Integral Elasticities and Analysis of policies

In this section, we analyze policies which may explain changes in wedges, and quantify their
economic effects.

Figures 68 and 69 repeat the information in Figures 54 and 58 but instead of the effect of
all years’s wedges on a particlar value of labor share, now we presents the integral effects of the
change in each wedge in a particular on the labor share and GDP. We see that year-by-year
the investment wedge moves around a lot and its integral contributions often switch sign.

We use the integral elasticities to describes the integral effects of individual policies which
we present in chronological order in Table 33. We report the short descriptions of policies,
which wedges were affected, by how much, the integral elasticities and the integral effects on
economic variables.

Figure 70 gives a visual representation of changes in wedges corresponding to Table 33, with
numbers in the Figure indicating the row in the Table each bar corresponds to.

Figures 71-72 show the integral effects of policies on the labor share and GDP respec-
tively. We find that our methodology gives a simple, almost back-of-the-envelope method for
computing the effects of a specific policy in a specific timeframe on the performance of the
economy. We find that the quantitatively largest single-policy effects came from shortage of
agricultural goods due to state procurement of grain and from the inefficiencies associated with
the poor management of the commune. The massive closure of industrial projects especially

that associated with the Sino-soviet split also had a huge negative impact.
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Figure 68: Integral contributions of shocks by wedge by year
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Figure 69: Integral contributions of shocks by wedge by year
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Figure 70: Effects of policies on GDP
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Figure 71: TFPs and wedges versus Ideology

114

Right

- Neutral

Left

0.08

0.06

0.04

1-0.02

-0.08



Manufacturing TFP

Agricultural TFP
Consumption comp
Production comp
Mobility comp |- 5 9 20 22 .
Capital wedge - 4 10 16 21 b

Investmnet wedge

Total

1954 1956 1958 1960 1962 1964 1966 1968 1970 1972 1974

Figure 72: Effect of policies on labor share
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6 Sensitivity Analysis

6.1 Elasticities

To see how the responses depend on the parameters, we take the impulse responses for e.g.
year 1970 and use the closed-form solution from Section 5.3 of this appendix to compute
impulse responses when only one of the key parameters changes. The list of parameters is:
ea, M, 24 yA Ba, Bur, aa, apr. Tt seems that only €4 and 24 = N§'/ (xoNo) have a substantial
influence on the results for most wedges. The responses to the investment wedge are also affected
by other parameters a little bit. Overall, we find that the elasticities are robust to most of the

parameters of the model, and only wild changes to two key parameters, the distance from

subsistence, and the initial labor share in agriculture, can induce noticeable changes in the

elasticities.
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Figure 73: Response to Manufacturing TFP shock
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Figure 74: Response to Manufacturing TFP shock
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Figure 75: Response to Manufacturing TFP shock
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Figure 76: Response to Manufacturing TFP shock
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Figure 77: Response to Manufacturing TFP shock
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Figure 78: Response to Manufacturing TFP shock
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Figure 79: Response to Manufacturing TFP shock
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Figure 80: Response to Manufacturing TFP shock
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Figure 81: Response to Agricultural TFP shock
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Figure 83: Response to Agricultural TFP shock
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Figure 84: Response to Consumption Wedge shock
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Figure 85: Response to Consumption Wedge shock
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Figure 86: Response to Consumption Wedge shock
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Figure 89: Response to Investment Wedge shock
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Figure 90: Response to Investment Wedge shock
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6.2 Decompositions

Here we first repeat the Tables 34 and 35 with the full decompositions of changes in the labor
share and GDP into effects of TFPs and wedges, and then show how they are affected by
changes in the parameters of the model, as well as alternative data sources that could be
used for the analysis. To recap, our main findings are that 1) the largest contributors to
changes in the labor share are the consumption component of the labor wedge, agricultural
TFP, the investment wedge, the production component of the labor wedge, and manufacturing
TFP; 2) the largest contributors to changes in GDP are manufacturing TFP, agricultural TFP,
the investment wedge, and the consumption component of the labor wedge; 3) all of these
factors show a pronounced asymmetry along the policy cycle, with TFPs and wedges pulling
the economy in opposite directions along the policy cycle; 4) right-wing policies increase TFP
and increase wedges on balance boosting GDP growth but pushing people towards agriculture;
5) left-wing policies lower TFP and decrease wedges on balance dampening GDP growth but
pushing people out of agriculture. We find that all of these conclusions are robust to a wide
variety of alternative assumptions and data sources that we consider below.

First we consider alternative parameterizations. As we observed in the previous subsection,
the distance from subsistence is the first key parameter that determines the sizes of the elastici-
ties and presumably could affect the relative explanatory power of TFP and components of the
labor wedge, both on the labor share and on GDP. Here we consider two extreme parameters.
First, as shown in Tables 36-37, we set the subsistence level to 70 yuan instead of the baseline
value of 54 yuan, implying that the subsistence level is nearly reached in 1960, the year of
the famine. This is the highest possible level of subsistence we can set without violating the
assumptions of the model that consumption is always above subsistence. We find that in this
case, the major difference is during the Great Leap Forward and the recovery from it, with the
contribution of agricultural TFP increasing and the contributions of the components of the la-
bor wedge amplified to compensate for the larger effects of agricultural TFP. The contributions
of the other driving forces, manufacturing TFP and the investment wedge, are affected only
marginally.

Second, as shown in Tables 38-39, if we push the subsistence level to the opposite extreme by

setting it to 0, the effects of agricultural TFP on the labor share are reduced to zero (consistent
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with the absense of static effects of TFP on the labor share when preferences are homothetic)
and the effects of the components of the labor wedge are also reduced in absolute value to
compensate for this. The effects of manufacturing TFP increase somewhat, and the effects
of the investment wedge remain unchanged. Overall, the effect of the subsistence parameter
mainly affects the quantitative contribution of agricultural TFP without changing its qualitative
behavior along the policy cycle.

Third, as shown in Tables 40-41, we consider the case of a constant-elasticity-of-substitution
(CES) utility function, where the parameter o is set to 0.5 instead of the baseline of 1. This
change amplifies the contribution of the consumption component of the labor wedge and also
amplifies slightly the contribution of the investment wedge (which tends to move in the opposite
direction along the policy cycle). However, the main compensating factor is the amplified
effect of the expected future consumption path, both on the labor share and on GDP. Overall,
reduction in the CES parameter towards some of the estimates in the literature strengthens all
of our main conclusions by amplifying the fluctuations in the consumption component of the
labor wedge and their economic impact.

Fourth, as shown in Tables 42-47, we consider various changes in the production parameters,
notably the shares of capital in the production functions in both sectors. Increasing the share of
capital in manufacturing production (from 0.3 to 0.5) reduces the contribution of manufacturing
TFP and amplifies the contribution of the investment wedge on GDP growth. The effects on the
labor share are largely unchanged. Increasing the share of capital in agricultural production
(from 0.14 to 0.3) amplifies the contributions of TFP in both sectors, the non-consumption
component of the capital wedge, and the investment wedge, while dampening the effect of
the consumption component of the intersectoral wedges. Reducing the share of capital in
agricultural production (from 0.14 to 0.06) has the opposite effects. All of these changes affect
only the relative sizes of contributions of various wedges and TFPs without changing our main
conclusions.

As a second exercise, we consider alternative data sources. First, as shown in Tables 48-49,
we consider the effect of replacing our baseline series for relative prices by the relative prices
advocated by Young (2003), as we discuss in Section 1.8 of this appendix. We find that the
effect of changing this price series is negligible, with only tiny changes in the contributions of

the intratemporal components of wedges, fully compensating for each other. Second, as shown
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1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -3.3 3.4 -5.0 0.6 0.3 1.5 -2.6
Agric. TFP, X4 -3.4 22.6 -7.2 1.5 -2.0 1.3 7.9
Cons. wedge,7¢ -1.4 -21.5 16.0 -3.7 3.1 -6.1 -16.7
Prod. wedge, 7" 1.0 -5.8 3.8 0.8 0.7 0.5 -2.7
Mobil. wedge,m™ 2.1 4.7 0.1 0.0 -2.3 -0.4 3.6
Non-cons. comp. capital wedge,r !t -0.1 2.6 0.6 0.0 0.4 0.0 3.6
Investment wedge,rx 0.5 -1.4 -3.1 -4.6 -4.7 -1.8 -13.9
Defense, ¢ 1.8 0.4 0.1 0.5 0.2 0.0 3.0
Lab. force, xN -1.1 -1.2 -1.9 -2.6 -1.0 -0.6 -8.6
Population, N 1.9 -0.5 2.5 3.7 1.8 1.0 11.3
Agric. trade, x 0.3 -3.0 0.0 0.0 0.0 0.0 -2.7
Manuf. trade, g -0.1 -0.4 0.1 0.0 0.1 0.0 -0.3
Expectations 0.0 0.1 0.2 1.6 2.1 2.2 7.9
Initial capital, K953 3.2 -0.1 0.1 0.1 0.0 0.0 3.1
Total 1.0 -6.9 4.6 -2.7 -1.7 -2.9 -12.5
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 34: Wedge decomposition of changes in labor share, (percentage points), 1953-78
1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 16.4 -11.0 36.9 16.7 3.8 -6.0 56.4
Agric. TFP, X4 14.2 -29.6 17.4 -5.3 6.9 -3.4 4.2
Cons. wedge,7¢ -0.8 17.5 -17.7 -0.9 -7.0 8.4 1.4
Prod. wedge, 7% -0.9 9.0 -7.2 -4.1 -3.4 -1.1 -3.0
Mobil. wedge,m™ -2.0 -4.9 -3.7 -1.0 5.0 1.3 -4.8
Non-cons. comp. capital wedge,r !t -0.9 -2.8 -3.1 -1.1 -1.3 -0.3 -9.7
Investment wedge, 7 -0.9 1.5 12.1 22.5 18.3 11.7 68.6
Defense, ¢ -2.6 0.7 0.1 -1.6 -0.6 0.0 -4.0
Lab. force, xIV 7.5 9.0 14.4 23.5 9.8 5.6 73.1
Population, N -1.2 -0.4 -2.7 -9.2 -6.3 -3.8 -25.6
Agric. trade, x -0.4 1.9 -0.9 -0.4 -0.1 0.0 0.0
Manuf. trade, g 0.1 0.8 -0.9 -0.3 -0.4 -0.1 -0.8
Expectations 0.0 -0.1 -0.8 -5.0 -6.6 -6.5 -23.0
Initial capital, K953 3.4 1.2 0.5 0.2 0.0 0.0 5.4
Total 32.0 -7.2 444 34.1 18.2 5.8 138.3
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 35: Wedge decomposition of changes in GDP, (log points), 1953-78
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v = 0.07 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -2.8 -0.1 -3.4 -0.3 -0.2 1.1 -5.5
Agric. TFP, X4 -5.2 38.2 -8.8 2.2 -2.9 1.9 15.9
Cons. wedge,7¢ 0.1 -22.5 15.1 -3.5 3.8 -5.7 -15.6
Prod. wedge, 7" 0.8 -6.6 2.7 0.8 0.7 0.4 -4.3
Mobil. wedge,m™ 2.0 3.4 0.4 0.1 -2.1 -0.4 2.9
Non-cons. comp. capital wedge, 7% 0.3 3.5 1.4 0.1 0.6 0.1 6.2
Investment wedge,rx 0.5 -1.0 -2.6 -4.8 -4.4 -2.1 -13.6
Defense, g 1.6 0.1 0.0 0.5 0.2 0.0 24
Lab. force, xN -1.5 -2.4 -3.0 -3.9 -1.6 -1.0 -12.9
Population, N 2.6 0.2 4.0 5.3 2.5 1.4 18.2
Agric. trade, x 0.3 -3.7 -0.6 0.0 0.0 0.0 -4.0
Manuf. trade, g -0.1 -0.4 0.1 0.0 0.1 0.0 -0.1
Expectations 0.0 0.1 0.2 1.4 1.9 1.9 7.0
Initial capital, K953 0.7 -1.1 -0.5 -0.1 0.0 0.0 -1.0
Total -1.0 -3.5 3.1 -2.8 -1.8 -2.9 -12.6
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 36: Wedge decomposition of changes in labor share, (percentage points), 1953-78

v = 0.07 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 15.7 -7.6 32.7 14.7 3.6 -5.7 52.9
Agric. TFP, X4 16.5 -35.9 16.1 -7.1 8.5 -4.1 -1.1
Cons. wedge,7¢ -2.1 20.9 -11.2 1.7 -7.8 7.9 10.4
Prod. wedge,r” -0.7 10.6 -3.7 -2.3 2.7 -0.8 4.5
Mobil. wedge,m™ -2.0 -3.7 -3.4 -1.0 4.3 1.3 -3.9
Non-cons. comp. capital wedge,r !t -1.1 -3.5 -6.0 -2.7 -2.0 -0.7 -16.5
Investment wedge, 7 -0.7 1.6 11.2 22.8 17.8 11.9 68.6
Defense, ¢ -2.2 1.1 0.4 -14 -0.5 0.1 -2.5
Lab. force, xIV 7.9 10.0 16.3 26.9 11.6 6.7 83.2
Population, N -2.1 -1.4 -5.4 -13.3 -8.6 -5.1 -38.5
Agric. trade, x -0.5 2.3 5.0 2.3 0.6 0.2 10.0
Manuf. trade, g 0.1 0.7 -0.8 -0.2 -0.3 0.0 -0.5
Expectations 0.0 -0.1 -0.7 -4.7 -6.1 -5.9 -21.1
Initial capital, K953 4.3 1.9 1.0 0.5 0.1 0.1 7.9
Total 33.1 -3.0 51.5 36.1 18.5 5.9 153.2
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 37: Wedge decomposition of changes in GDP, (log points), 1953-78
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v=0 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -4.2 10.3 -8.3 2.7 1.2 2.3 2.7
Agric. TFP, X4 0.0 0.0 -0.1 0.0 0.0 0.0 -0.1
Cons. wedge,7¢ -4.2 -13.6 14.5 -3.9 1.7 -6.8 -15.0
Prod. wedge, 7" 1.7 -5.1 4.7 0.5 0.7 0.7 -2.0
Mobil. wedge,m™ 2.4 6.7 -0.9 0.1 -2.9 -0.3 4.4
Non-cons. comp. capital wedge,r !t -0.9 1.4 0.1 0.0 -0.1 0.0 0.4
Investment wedge,rx 0.6 -1.8 -3.8 -4.3 -5.3 -1.1 -13.6
Defense, g 2.1 0.7 0.1 0.6 0.3 0.1 3.8
Lab. force, xIN -0.4 0.7 -0.7 -0.5 -0.2 -0.1 -1.4
Population, N 0.5 -1.5 0.6 1.2 0.7 0.4 2.2
Agric. trade, x 0.1 -1.7 -0.1 0.0 0.0 0.0 -1.7
Manuf. trade, g -0.1 -0.6 0.0 0.0 0.1 0.0 -0.5
Expectations 0.0 0.1 0.3 1.8 2.6 2.8 10.0
Initial capital, K953 3.0 0.3 0.1 0.0 0.0 0.0 3.4
Total 0.5 -6.3 5.3 -2.2 -1.6 -2.7 -11.1
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 38: Wedge decomposition of changes in labor share, (percentage points), 1953-78

v=0 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 17.5 -17.1 41.0 13.4 1.6 -8.0 47.5
Agric. TFP, X4 10.6 -15.7 15.7 -2.5 3.2 -1.6 11.4
Cons. wedge,7¢ 1.4 12.9 -18.0 0.6 -3.6 10.1 7.8
Prod. wedge,r” -1.6 8.8 -10.9 -4.6 -3.6 -1.3 6.6
Mobil. wedge,m™ -2.2 -6.6 -3.4 -1.0 6.3 1.4 -4.8
Non-cons. comp. capital wedge, 7% 0.0 -1.3 -1.2 -0.4 -0.4 0.0 -3.2
Investment wedge, 7 -1.2 1.6 13.9 21.8 19.7 11.1 69.3
Defense, ¢ -2.8 0.3 -0.1 -1.8 -0.8 -0.1 -5.3
Lab. force, x N 7.1 7.1 11.6 18.0 7.1 3.9 57.3
Population, N 0.0 0.7 0.8 -2.9 -2.9 -1.8 -7.2
Agric. trade, x -0.2 1.2 -0.2 -0.1 0.0 0.0 0.7
Manuf. trade, g 0.1 0.9 -0.6 -0.1 -0.4 -0.1 -0.2
Expectations 0.0 -0.1 -0.8 -5.6 -7.8 -7.9 -27.1
Initial capital, K953 1.0 0.3 0.0 0.0 0.0 0.0 1.3
Total 29.8 -7.0 47.9 34.9 18.4 5.7 140.9
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 39: Wedge decomposition of changes in GDP, (log points), 1953-78
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oc=20.5 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -1.2 1.8 -1.9 0.1 -0.4 0.7 -0.9
Agric. TFP, X4 -5.8 31.1 -9.9 2.9 -3.5 2.3 8.1
Cons. wedge,7¢ -1.5 -28.2 17.2 -5.2 3.6 -6.9 -24.9
Prod. wedge, 7" 1.0 -4.6 2.8 0.7 0.7 0.4 -1.7
Mobil. wedge, ™™ 1.4 3.3 0.3 0.2 -1.7 -0.3 2.8
Non-cons. comp. capital wedge, 7% 0.6 2.2 0.9 0.1 0.7 0.1 4.7
Investment wedge,rx 0.2 4.0 -4.3 -6.3 -6.1 -3.1 -14.9
Defense, g 1.8 0.2 0.1 0.5 0.2 0.0 2.8
Lab. force, xIN -0.7 -1.4 -1.7 -3.2 -1.4 -0.9 -9.5
Population, N 2.1 -0.8 2.6 4.7 2.4 1.4 14.1
Agric. trade, x 0.4 -2.6 0.0 0.0 0.0 0.0 -2.2
Manuf. trade, g -0.1 -0.4 0.1 0.0 0.1 0.0 -0.2
Expectations 0.0 0.2 0.7 3.6 4.2 4.1 16.6
Initial capital, K953 2.7 -0.6 -0.1 0.0 0.0 0.0 1.8
Total 0.6 -7.3 4.5 -2.8 -1.7 -2.9 -13.5
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 40: Wedge decomposition of changes in labor share, (percentage points), 1953-78

oc=0.5 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 13.8 -9.3 31.1 16.8 5.9 -3.7 54.8
Agric. TFP, X4 17.0 -29.5 18.2 -8.0 9.4 -4.7 7.7
Cons. wedge,7¢ -2.1 23.7 -12.1 4.3 -7.0 10.1 20.1
Prod. wedge, 7% -1.1 7.5 -4.7 -2.8 -2.9 -1.1 -1.8
Mobil. wedge,m™ -1.3 -3.4 -3.6 -2.1 3.2 0.9 -5.8
Non-cons. comp. capital wedge,r !t -1.6 -2.6 -3.4 -2.0 -2.0 -0.7 -12.8
Investment wedge,7x 1.1 -6.6 8.3 26.4 22.9 16.1 73.4
Defense, ¢ -2.7 0.9 0.4 -14 -0.5 0.1 -3.1
Lab. force, xIV 6.5 8.6 13.4 25.0 11.6 7.0 76.2
Population, N -1.1 -0.3 -2.3 -114 -8.8 -5.6 -32.4
Agric. trade, x -0.5 0.9 -1.5 -0.9 -0.3 -0.1 -2.5
Manuf. trade, g 0.2 0.9 -1.0 -0.5 -0.5 -0.1 -1.3
Expectations -0.1 -0.4 -2.3 -12.0 -14.0 -12.8 -48.8
Initial capital, K953 5.0 2.7 1.7 1.1 0.3 0.2 11.0
Total 32.9 -6.8 42.3 324 17.5 5.5 134.7
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 41: Wedge decomposition of changes in GDP, (log points), 1953-78
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agym =any = 0.5 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -2.7 3.1 -4.2 0.8 0.9 1.5 -1.0
Agric. TFP, X4 -3.0 21.2 -6.3 1.2 -1.8 1.1 8.2
Cons. wedge,7¢ -1.5 -19.9 14.0 -3.2 2.5 -5.3 -15.8
Prod. wedge, 7" 0.3 -4.3 3.3 0.9 0.5 0.4 -2.0
Mobil. wedge,m™ 1.9 4.7 0.1 -0.1 -2.0 -0.3 3.7
Non-cons. comp. capital wedge,r !t -0.3 2.8 0.6 0.0 0.3 0.0 3.5
Investment wedge,rx 0.9 -4.4 -24 -4.0 -4.0 -1.4 -13.9
Defense, g 1.8 0.5 0.1 0.5 0.3 0.1 3.1
Lab. force, xN -1.1 -1.1 -1.8 -2.1 -0.8 -0.4 -7.3
Population, N 1.7 -0.3 2.3 3.2 1.5 0.8 10.1
Agric. trade, x 0.2 -3.0 0.0 0.0 0.0 0.0 -2.8
Manuf. trade, g -0.1 -0.5 0.1 0.0 0.1 0.0 -0.3
Expectations 0.0 0.0 0.1 0.7 1.0 1.1 3.8
Initial capital, K953 2.7 -0.2 0.2 0.2 0.0 0.0 2.8
Total 0.6 -7.0 4.8 -2.5 -1.7 -2.8 -12.6
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 42: Wedge decomposition of changes in labor share, (percentage points), 1953-78

agym =any = 0.5 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 16.1 -16.1 25.1 11.8 -1.1 -8.3 27.3
Agric. TFP, X4 13.2 -23.8 12.7 -5.0 5.3 -2.6 2.7
Cons. wedge,7¢ -1.2 13.6 -8.0 -2.9 -4.8 4.5 2.5
Prod. wedge, 7" 0.2 6.8 -4.2 -3.4 -2.8 -1.0 -1.9
Mobil. wedge,m™ -1.4 -4.0 -3.9 -1.2 3.0 1.0 -5.9
Non-cons. comp. capital wedge,r !t 0.2 -1.9 -2.7 -1.3 -1.0 -0.3 -7.1
Investment wedge,7x -2.3 6.5 17.6 28.3 21.4 15.0 92.2
Defense, ¢ -2.6 0.8 0.4 -1.6 -0.7 0.0 -3.6
Lab. force, xIV 6.8 9.3 13.3 214 9.2 5.4 68.5
Population, N -0.6 -1.4 -1.4 -7.1 -5.6 -3.7 -21.8
Agric. trade, x -0.3 0.4 -1.1 -0.6 -0.2 -0.1 -1.9
Manuf. trade, g 0.1 1.0 -1.0 -0.4 -0.5 -0.1 -1.0
Expectations 0.0 0.0 -0.3 -2.3 -3.4 -3.6 -12.0
Initial capital, K953 6.0 3.0 1.6 0.8 0.2 0.1 11.8
Total 34.3 -5.9 48.0 36.6 19.2 6.4 149.9
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 43: Wedge decomposition of changes in GDP, (log points), 1953-78
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ag.A = 0.06 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -3.4 4.9 -5.6 1.5 0.7 1.7 -0.6
Agric. TFP, X4 -3.1 22.6 -8.8 1.1 -2.6 1.4 5.1
Cons. wedge,7¢ -1.7 -22.0 19.0 -4.8 3.4 -6.8 -16.7
Prod. wedge, 7" 1.1 -5.6 3.7 0.7 0.6 0.4 -2.8
Mobil. wedge,m™ 2.2 4.4 -0.2 0.0 -2.4 -0.3 3.1
Non-cons. comp. capital wedge,r !t -0.5 1.9 0.3 -0.1 0.1 0.0 1.8
Investment wedge,rx 0.5 -1.5 -3.0 -4.2 -4.5 -1.4 -12.7
Defense, g 1.8 0.5 0.1 0.5 0.3 0.1 3.2
Lab. force, xN -1.2 -0.6 -2.1 -2.4 -0.9 -0.5 -7.8
Population, N 2.0 -1.0 3.0 3.8 1.7 0.9 11.5
Agric. trade, x 0.3 -3.9 -0.1 -0.1 0.0 0.0 -3.8
Manuf. trade, g -0.1 -0.4 0.0 0.0 0.1 0.0 -0.4
Expectations 0.0 0.1 0.3 1.6 2.1 2.2 8.1
Initial capital, K953 4.7 0.3 0.3 0.1 0.0 0.0 5.1
Total 2.4 -7.2 4.3 -2.7 -1.7 -2.8 -11.9
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 44: Wedge decomposition of changes in labor share, (percentage points), 1953-78

ag.A = 0.06 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 16.6 -14.3 38.7 13.1 2.0 -7.0 48.3
Agric. TFP, X4 12.9 -29.3 24.2 -2.3 9.5 -3.1 16.3
Cons. wedge,7¢ 0.1 18.5 -27.1 1.8 -7.8 10.6 -1.7
Prod. wedge,r” 1.1 9.1 7.3 -3.7 -3.0 -1.0 -1.9
Mobil. wedge,m™ -2.2 -4.3 -2.4 -0.6 5.2 1.2 -2.4
Non-cons. comp. capital wedge,r !t 0.7 -1.6 -1.4 -0.4 -0.4 -0.1 -3.1
Investment wedge, 7 -0.8 1.9 114 20.4 17.5 10.3 63.1
Defense, ¢ -2.7 0.4 -0.1 -1.6 -0.6 0.0 -4.6
Lab. force, x N 7.9 8.1 14.7 22.6 9.1 5.1 70.6
Population, N -1.9 0.2 -4.3 -9.9 -6.2 -3.6 =277
Agric. trade, x -0.4 3.3 -0.6 -0.2 0.0 0.0 2.0
Manuf. trade, g 0.1 0.8 -0.7 -0.2 -0.4 -0.1 -0.5
Expectations 0.0 -0.1 -0.8 -5.1 -6.8 -6.6 -23.3
Initial capital, K953 1.7 0.7 0.2 0.1 0.0 0.0 2.7
Total 30.9 -6.5 44.7 33.9 18.0 5.8 137.8
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 45: Wedge decomposition of changes in GDP, (log points), 1953-78

135




ag.A=0.3 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 3.1 1.8 -4.2 -0.9 -0.4 1.1 -5.6
Agric. TFP, X4 -3.9 23.4 -4.9 2.5 -1.0 1.4 13.7
Cons. wedge,7¢ -1.2 -19.2 11.8 -2.5 2.7 -5.0 -15.4
Prod. wedge, 7" 0.9 -6.6 3.7 1.0 0.9 0.5 -3.0
Mobil. wedge, ™™ 2.0 5.3 0.6 0.2 -2.3 -0.5 4.8
Non-cons. comp. capital wedge,r !t 0.5 4.2 1.3 0.2 0.8 0.1 7.3
Investment wedge,rx 0.5 -1.4 -3.3 -5.4 -4.9 -2.6 -15.9
Defense, g 1.8 0.1 0.0 0.5 0.2 0.0 2.6
Lab. force, xIN -1.0 -2.0 -1.8 -3.0 -1.3 -0.8 -9.8
Population, N 1.6 -0.1 1.9 3.4 1.8 1.1 10.8
Agric. trade, x 0.2 -2.8 0.1 0.0 0.0 0.0 -2.4
Manuf. trade, g -0.1 -0.5 0.2 0.0 0.1 0.0 -0.2
Expectations 0.0 0.1 0.2 1.5 2.0 2.1 7.6
Initial capital, K953 -0.1 -1.2 -0.5 -0.1 0.0 0.0 -1.9
Total -2.0 -5.0 4.2 -2.9 -1.8 -2.9 -14.0
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 46: Wedge decomposition of changes in labor share, (percentage points), 1953-78

ag.a=0.3 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 16.0 -6.4 35.1 22.9 7.1 -4.0 70.8
Agric. TFP, X4 16.4 -29.3 8.0 -11.0 2.2 -4.4 -15.5
Cons. wedge,7¢ -2.2 14.1 -4.4 -3.6 -5.6 5.2 5.0
Prod. wedge, 7% -0.5 9.1 -6.9 -4.7 -4.1 -1.4 -4.4
Mobil. wedge,m™ -1.8 -5.8 -6.0 -2.2 4.5 1.4 -9.2
Non-cons. comp. capital wedge,r !t -3.7 -3.8 -6.0 -3.0 -2.8 -0.9 -20.8
Investment wedge, 7 -0.9 0.8 13.1 26.0 19.9 14.1 77.8
Defense, ¢ -24 1.0 0.5 -14 -0.6 0.0 -2.8
Lab. force, x N 7.0 10.0 14.4 25.0 11.0 6.5 77.6
Population, N -0.1 -1.1 -0.6 =77 -6.3 -4.1 -22.0
Agric. trade, x -0.3 0.2 -1.3 -0.7 -0.2 -0.1 -24
Manuf. trade, g 0.1 0.9 -1.2 -0.5 -0.5 -0.1 -1.3
Expectations 0.0 -0.1 -0.7 -4.8 -6.4 -6.3 -22.2
Initial capital, K953 6.9 2.4 1.4 0.7 0.2 0.1 11.6
Total 34.6 -8.0 45.2 35.0 18.6 6.0 142.3
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 47: Wedge decomposition of changes in GDP, (log points), 1953-78
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in Tables 50-51, we consider the effects of replacing Chow’s sectoral capital series by data
for farm capital taken from Tang (1982), also discussed in Section 1.8. This change increases
observed manufacturing capital stock and thus has an overall effect similar to an increased share
of capital in manufacturing production. The contribution of manufacturing TFP is reduced,
while the contributions of the non-consumption component of the capital wedge and of the
investment wedge are amplified. These effects are noticeable, but do not change the main
results or conclusions.

Finally, in Tables 52-53, we present results where gross fixed capital formation from the
CSY is the primary source for overall investment and consumption of manufacturing goods
is computed as the residual between production, investment, defense and international trade.
This change implies a much larger decline in the consumption component of the labor wedge and
a much larger decline in the investment wedge in the pre-1960 period, which greatly amplifies
the contributions of both wedges in that period, which nonetheless largely compensate each
other. Such amplification is hard to believe given that it is inconsistent with available data on
manufacturing consumption, hence the main reason for the change in the way we construct the
data. However, even with this method, the main results regarding the effects of wedges and

TFPs pulling in opposite directions, and varying in unison along the policy cycle remain intact.
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1% as in Young (2003) 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -3.3 3.4 -5.0 0.6 0.3 1.5 -2.6
Agric. TFP, X4 -3.4 22.6 -7.2 1.5 -2.0 1.3 7.9
Cons. wedge,7¢ 0.3 -25.1 14.9 -4.3 3.6 -5.8 -19.7
Prod. wedge, 7" -0.6 -0.7 4.8 1.5 0.2 0.1 1.7
Mobil. wedge,m™ 2.1 4.7 0.1 0.0 -2.3 -0.4 3.6
Non-cons. comp. capital wedge,r !t -0.3 2.3 0.5 -0.1 0.4 0.1 3.0
Investment wedge,rx 0.5 -1.4 -3.1 -4.6 -4.7 -1.8 -13.9
Defense, ¢ 1.8 0.4 0.1 0.5 0.2 0.0 3.0
Lab. force, xN -1.1 -1.2 -1.9 -2.6 -1.0 -0.6 -8.6
Population, N 1.9 -0.5 2.5 3.7 1.8 1.0 11.3
Agric. trade, x 0.3 -3.0 0.0 0.0 0.0 0.0 -2.7
Manuf. trade, g -0.1 -0.4 0.1 0.0 0.1 0.0 -0.3
Expectations 0.0 0.1 0.2 1.6 2.1 2.2 7.9
Initial capital, K953 3.2 -0.1 0.1 0.1 0.0 0.0 3.1
Total 1.0 -6.9 4.5 -2.7 -1.7 -2.9 -12.5
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 48: Wedge decomposition of changes in labor share, (percentage points), 1953-78

% as in Young (2003) 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 16.4 -11.0 36.9 16.7 3.8 -6.0 56.4
Agric. TFP, X4 14.2 -29.6 17.4 -5.3 6.9 -3.4 4.2
Cons. wedge,7¢ -1.9 18.6 -15.4 0.9 -7.5 8.2 4.7
Prod. wedge, 7" 0.2 6.9 -10.3 -6.4 -2.8 -0.8 -8.6
Mobil. wedge,m™ -2.0 -4.9 -3.7 -1.0 5.0 1.3 -4.8
Non-cons. comp. capital wedge, 7 -0.9 -1.8 -2.3 -0.6 -1.4 -0.4 -7.5
Investment wedge, 7 -0.9 1.5 12.1 22.5 18.3 11.7 68.6
Defense, ¢ -2.6 0.7 0.1 -1.6 -0.6 0.0 -4.0
Lab. force, xN 7.5 9.0 14.4 23.5 9.8 5.6 73.1
Population, N -1.2 -0.4 -2.7 -9.2 -6.3 -3.8 -25.6
Agric. trade, x -0.4 1.9 -0.9 -0.4 -0.1 0.0 0.0
Manuf. trade, g 0.1 0.8 -0.9 -0.3 -0.4 -0.1 -0.8
Expectations 0.0 -0.1 -0.8 -5.0 -6.6 -6.5 -23.0
Initial capital, Kig53 3.4 1.2 0.5 0.2 0.0 0.0 5.4
Total 32.0 -7.2 444 34.1 18.2 5.8 138.3
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 49: Wedge decomposition of changes in GDP, (log points), 1953-78
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KtA as in Tang (1982) 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -3.8 5.2 -5.6 0.8 0.4 1.5 -1.9
Agric. TFP, X4 -2.0 16.5 -5.7 1.1 -2.5 1.4 5.1
Cons. wedge,7¢ -0.7 -22.0 16.1 -3.8 3.1 -6.1 -16.6
Prod. wedge, 7" 0.6 -5.6 3.8 0.8 0.7 0.5 -2.8
Mobil. wedge,m™ 2.1 4.8 0.1 0.0 -2.3 -0.4 3.7
Non-cons. comp. capital wedge,r !t -2.0 12.8 -0.5 0.5 0.7 -0.1 10.9
Investment wedge,rx 1.6 -7.9 -2.7 -4.8 -4.6 -1.8 -18.1
Defense, ¢ 1.6 0.5 0.1 0.5 0.2 0.0 3.0
Lab. force, xN -1.0 -1.4 -1.9 -2.6 -1.0 -0.6 -8.6
Population, N 1.8 -0.5 2.5 3.7 1.8 1.0 11.3
Agric. trade, x 0.1 -2.9 -0.1 0.0 0.0 0.0 -2.8
Manuf. trade, g 0.0 -0.5 0.1 0.0 0.1 0.0 -0.3
Expectations 0.0 0.1 0.2 1.5 2.1 2.2 7.8
Initial capital, K953 3.9 0.0 0.1 0.0 0.0 0.0 3.8
Total 1.9 -7.6 4.7 -2.6 -1.7 -2.9 -12.4
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 50: Wedge decomposition of changes in labor share, (percentage points), 1953-78

KtA as in Tang (1982) 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 20.8 -23.0 35.4 13.4 2.4 -6.3 42.2
Agric. TFP, X4 9.4 -23.3 14.2 3.1 8.9 -3.3 6.5
Cons. wedge,7¢ -1.8 20.0 -18.1 -0.5 -7.0 8.4 3.0
Prod. wedge, 7" -0.3 10.5 -6.8 -3.9 -3.4 -1.1 -0.2
Mobil. wedge,m™ -2.3 -4.8 -3.5 -0.9 5.0 1.4 -4.5
Non-cons. comp. capital wedge, 7% 4.3 -12.9 -2.4 -3.9 -2.7 -0.5 -18.2
Investment wedge,7x -4.4 14.6 18.2 26.9 19.4 12.1 90.3
Defense, ¢ -2.6 0.6 0.2 -1.6 -0.6 0.0 -4.0
Lab. force, xIV 7.6 9.8 14.6 23.7 9.8 5.6 74.4
Population, N -1.3 -0.4 -2.7 -9.3 -6.3 -3.8 -25.9
Agric. trade, x -0.1 1.8 -0.9 -0.4 -0.1 0.0 0.2
Manuf. trade, g 0.1 0.8 -0.9 -0.3 -0.4 -0.1 -0.9
Expectations 0.0 -0.1 -0.7 -5.0 -6.6 -6.5 -22.8
Initial capital, K953 2.5 0.8 0.3 0.1 0.0 0.0 3.7
Total 31.8 -5.6 46.9 35.3 18.5 6.0 143.9
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 51: Wedge decomposition of changes in GDP, (log points), 1953-78
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Investment as GFCF, CM residual | 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM -2.2 3.6 -5.5 -0.3 -0.1 14 -3.2
Agric. TFP, X4 -3.2 22.6 -7.1 0.9 -2.5 1.2 6.8
Cons. wedge,C 11.8 -27.2 12.0 5.1 3.5 6.1 -17.2
Prod. wedge, 7" 1.0 -6.8 4.0 1.0 0.8 0.4 -3.4
Mobil. wedge,m™ 2.4 5.0 0.2 0.0 -2.4 -0.4 4.1
Non-cons. comp. capital wedge,r !t -0.1 2.8 0.7 0.0 0.4 0.0 3.9
Investment wedge,rx -11.3 6.7 -0.1 -2.9 -4.6 -1.9 -13.5
Defense, ¢ 1.9 0.2 0.2 0.6 0.2 0.0 3.0
Lab. force, xN -1.1 -1.1 -2.2 -3.0 -1.1 -0.6 -9.0
Population, N 2.0 -1.1 2.8 4.2 1.8 1.0 11.9
Agric. trade, x 0.6 -3.1 0.0 0.0 0.0 0.0 -2.6
Manuf. trade, g -0.2 -0.3 0.1 0.0 0.1 0.0 -0.3
Expectations 0.2 0.5 0.9 2.6 2.7 2.6 11.8
Initial capital, K953 0.3 0.0 0.0 0.0 0.0 0.0 0.3
Total 0.5 -7.5 4.8 -2.6 -1.7 -2.9 -13.3
Data change -1.8 -4.1 4.4 -2.6 -1.7 -2.7 -11.9
Table 52: Wedge decomposition of changes in labor share, (percentage points), 1953-78

Investment as GFCF, CM residual | 1953-57 1957-61 1961-66 1966-72 1972-75 1975-77 1953-78
Manuf. TFP, XM 9.7 -6.1 37.3 24.6 8.6 -3.2 71.6
Agric. TFP, X4 10.1 -33.4 17.4 -4.3 8.2 -2.9 -1.2
Cons. wedge,7¢ -21.1 15.8 -14.0 8.4 -5.0 9.6 -4.2
Prod. wedge,r” 0.8 2.2 6.9 4.7 -3.1 -1.2 -10.1
Mobil. wedge,m™ -2.3 -6.4 -3.8 -1.7 4.8 1.2 -7.8
Non-cons. comp. capital wedge,r !t -1.0 -3.6 -2.8 -1.2 -1.3 -0.3 -10.5
Investment wedge, 7 51.8 12.4 13.0 12.9 12.1 8.7 113.2
Defense, ¢ -2.2 1.0 0.0 -1.4 -0.5 0.0 -3.0
Lab. force, xIV 7.5 7.1 15.1 23.8 9.8 5.7 72.1
Population, N -1.5 0.7 -3.8 -10.3 -6.3 -3.8 -27.1
Agric. trade, x -0.8 -4.1 -1.0 -0.5 -0.1 -0.1 -6.6
Manuf. trade, g 0.2 0.7 -0.8 -0.3 -0.2 -0.1 -0.5
Expectations -0.3 -0.8 -2.5 -8.1 -8.5 -7.8 -32.4
Initial capital, K953 0.4 0.2 0.1 0.1 0.0 0.0 0.9
Total 49.6 -14.3 47.3 37.1 18.4 5.7 154.5
Data change 29.7 -4.5 46.6 33.8 18.2 5.7 140.5

Table 53: Wedge decomposition of changes in GDP, (log points), 1953-78
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