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TR IH A B 1 R AT . 55 (3) SRS (4) 5145 Hh 1R 53 AR wEZERAN R (4 4ol (4 ] ) 45
Ho WA HY, 6k 53T BCREAN™ S BCRE R e i Aol , e A eAS BT, 4l B Sk T 9 i< i
v [ R B v TR B R R SRAS e i A A ARl . XV, 25 R T ARl A AR 7 B
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Research on the Impact of Labor Costs on Manufacturing
Enterprise Upgrading Modes

Zhu Lan (Chinese Academy of Social Science )
Wang Yong (Peking University )

Abstract How to boost the upgrading and transformation of manufacturing firms is an important way
to implement the national strategy of "building a strong manufacturing power". This paper examines how ris-
ing labor costs affect firms' choices of upgrading and the related mechanisms by using the firm-level survey
data that cover the whole manufacturing sector in 20 prefectures of Guangdong Province. The following em-
pirical results are obtained. (1) Rising labor costs significantly increase firms' probability of substituting labor
with machines, but have little or no significant impact on the other modes of upgrading such as innovation,
product diversification and branding. (2) Most firms choose two different modes of upgrading and correla-
tions between different modes are generally weak. However, evidences show that automation is complementa-
ry to innovation, the building of sales network, adjustment of management mode and branding. (3) Firms' de-
cision of automation is affected by both demand side and supply side factors. After controlling for the de-
mand side factors, the supply side cost-compelling mechanism is still empirically significant. (4) Firms in in-
dustries that are consistent with the comparative advantage of Guangdong Province, or firms in middle-
stream industries, or firms in prefectures with a higher manufacturing share or higher labor cost relative to re-
gional factor endowment are more likely to substitute labor with machines. Our paper not only strongly sup-
ports the main theoretical predictions of New Structural Economics, but also might help the government to
formulate better industrial policies.

Key words labor costs; upgrading and transformation choice; manufacturing firm; New Structural Eco-

nomics

W UFRER 2021-11-25
BEEEN A 22 &5t hE SR BEER ST S EORG T AT 5L A6 R 100871

¥ BOEIMER) , &5, AW RS WA B2 5T Be Rl 805 1A 500 A6 R 100871,
B EERE A



