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The Key of the Large Developing Countries to Promote Total
Factor Productivity

YUAN Li, OUYANG Yao
(School of Business, Hunan Normal University, Changsha 410081, China)

Abstract: This paper introduces the institutional comparative advantage into the framework of appropriate
technical change, and interprets the appropriate effect of biased technical change and comparative advantage on
total factor productivity (TFP) in the CES production function by changing the technological progress rate and
resource allocation efficiency. Applying normalized supply —side system, we estimate the biased technical change.
From the perspectives of the incremental structure of factor and the evolution of the institutional environment, we
examine the appropriateness of the biased technical change and comparative advantage and their effects on TFP in
the large developing countries. The results show that: biased technical change is endogenized by the factor
endowment structure, but the institutional comparative advantage will make it deviate from the appropriate choice.
Whether the large developing countries can effectively identify changes in factor and institutional comparative
advantages, and choose appropriate technical change is the key to raise TFP. The increase of effective capital
supply and gradual elimination of institutional barriers, China and India have chosen capital —-biased technical
change and improved appropriateness of biased technical change and new comparative advantages, increasing TFP.
While Indonesia, South Africa and Mexico have not been able to change the direction of technological change in
response to changes in the effective supply of factor markets timely, inappropriate technical change path leads to a
decline in technological progress rate and allocation efficiency, and TFP increases first and then decreases. The
role of technical change exceeds the resource allocation efficiency.

Key Words: biased technical change; appropriate technical change; comparative advantage; Total Factor
Productivity
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