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Estimation and Decomposition of the Theory Labor Share.

Based on the Time-varying Elasticity Production Function Model
ZHANG Shang-feng
(College of Statistics and Mathematics, Zhejiang Gongshang University, Hangzhou 310018, China)

Abstract: The labor share is the key to understand the national income distribution pattern. In this paper, we utilize the time-
varying elasticity production function model to estimate the theory labor share, and decompose the actual labor share into theory labor
share and market distortions. The market distortion is the residual of actual and theory labor share. The empirical results find that,
the theory labor share is the determinant of actual labor share in the long-running, and they show the consistent trend. However, the
market distortions are the deciding factors of actual labor share in the short-term, and they show consistent fluctuations. The labor
wage deviation from its marginal output is the root cause of market price distortions. This paper provides a new reference for under-
standing the China’s time-varying labor share.
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