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Structural Transformation in Supply and Demand, Evolution of Income
Distribution, and the Prospect of China’s Common Prosperity in 2035

GUO Kai-ming, WANG Yu-bing
(Lingnan College, Sun Yat-sen University, Guangzhou 510275, China)

Abstract: Common prosperily is an essential requirement of socialism. All the China’s efforts to promote
social and economic development can boil down to the realization of common prosperity for everyone. In its new
development stage, China should upgrade the supply and demand structure to foster the new development dynamic,
as well as improve the distribution structure to fully implement the new development philosophy. Moreover, the
structural transformation in supply and demand and the evolution of income distribution are closely associated. This
paper builds a multi—sector dynamic equilibrium model with structural transformation in supply and demand and
with evolution of income distribution. The model facilitates us to decompose changes in factor income distribution
into the structural transformation in supply and demand, which reveals a novel mechanism that the demand
structure may affect factor income distribution by affecting the supply structure. This paper then conducts
development accounting for the evolution of labor income share and skill premium in more than forty economies
over the last three decades, which in turn quantifies the stylized facts, the underlying economic forces, and the
international comparative results for China’s income distribution. This paper shows that China has undergone a
distinct evolution path of income distribution. On the one hand, China’s labor income share turns to increase, with
the rises of labor intensity in the labor—intensive sector and in the consumption sector as the most influential
forces. On the other hand, China’s skill premium constantly increases, with the rises of skill intensity in all the
sectors and in the consumption sector as the most influential forces. This paper also forcasts the prospect of China’s
income distribution based on the latest trends, with which it discusses about realistic basis and policy implication
for China’s common prosperity in 2035.
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