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Directed Technological Change, Structural Transformation, and
Wage Income Gap

GUO Kai-ming, LUO Min
(Lingnan College, Sun Yat-sen University, Guangzhou 510275, China)

Abstract: Both the relationship between efficiency and equality and the relationship between production and
distribution are associated with the process of structural transformation along China’s economic development. The
paper comprehensively studies the effects of directed technological change on structural transformation and wage
income gap. The paper proposes that directed technological change within the sector causes the substitution between
labors with different skills and the substitution between sectoral goods, which in turn affect skill intensity and wage
income gap in the whole economy by changing skill intensity within the sector and the output shares of different
sectors. Directed technological change within the sector may also affect skill intensity of the other sector by the
mechanism of structural transformation. The paper derives the conditions and the mechanisms that determine the
direction of these effects. The quantitative results reveal opposite directions of the effects of directed technological
change within different sectors on skill intensity or wage income gap, where the process of structural transformation
plays a key role. It implies that policies that directly affect income distribution may impede the process of
structural transformation, because they distort the price on the demand-side of the labor market. Policies that
promote the reform of the supply—side of the labor market would be more effective. By improving labor quality to
reap the talent dividend and by removing labor mobility barrier to reap the reform dividend, China can
simultaneously promote the process of structural transformation and narrow the income gap. China’s 2035 long—
range objectives, proposed in the Fifth Plenary Session of the 19th Central Committee, include not only steady
economic growth to make the per—capita income rising to the level of medium developed countries, but also
include narrowing income gap to achieve more substantial progress in common prosperity for everyone. The paper
discusses the related policy implications about the balance between efficiency and equality.

Key Words: structural transformation; directed technological change; skill-intensive economy; wage income
gap; income distribution
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