
 

Accepted Manuscript

Capital-Labor Substitution, Structural Change and the Labor Income
Share

Francisco Alvarez-Cuadrado, Ngo Van Long, Markus Poschke

PII: S0165-1889(17)30258-0
DOI: 10.1016/j.jedc.2017.12.010
Reference: DYNCON 3505

To appear in: Journal of Economic Dynamics & Control

Received date: 15 March 2017
Revised date: 21 December 2017
Accepted date: 27 December 2017

Please cite this article as: Francisco Alvarez-Cuadrado, Ngo Van Long, Markus Poschke, Capital-
Labor Substitution, Structural Change and the Labor Income Share, Journal of Economic Dynamics &
Control (2017), doi: 10.1016/j.jedc.2017.12.010

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.jedc.2017.12.010
https://doi.org/10.1016/j.jedc.2017.12.010


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

Capital-Labor Substitution, Structural Change and the
Labor Income Share∗

Francisco Alvarez-Cuadrado, Ngo Van Long and Markus Poschke
Department of Economics, McGill University, Montreal H3A 2T7, Canada

October 2017

Abstract

Recent work has documented declines in the labor income share in the United States
and beyond. This paper documents that this decline was more pronounced in manufac-
turing than in services in the U.S. and in a broad set of other industrialized economies,
and shows that a model with cross-sectoral differences in productivity growth and in the
degree of capital-labor substitutability is consistent with these trends. We calibrate
the model exploiting additional information on the pace of structural change from
manufacturing to services, on which the model also has predictions. We then con-
duct a decomposition to establish the relative importance of several potential drivers
of changes in factor income shares and structural change that have been proposed in
the literature. This exercise reveals that differences in the degree of capital bias of
technical change across sectors, combined with differences in substitution possibilities,
are key determinants of the observed patterns.
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