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Production Structure Income Distribution and Macroeconomic
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Summary: China’s macroeconomic efficiency is an important area of economic research. The prevailing methodology is to use
methods based on neoclassical economics to calculate the total factor productivity ( TFP) of the Chinese economy. This serves
as a basis for evaluating economic efficiency and the potential growth rate. Due to differences in calculation methods and data

the TFP estimation results are inconsistent. These calculation methods also do not take into consideration the impacts of the
macro production structure and the income distribution structure on the TFP. From a theoretical perspective both the macro
production structure and the income distribution structure have direct impacts on efficiency. Therefore it is necessary to
construct a theoretical framework of macroeconomic efficiency that accounts for the dual influences of income distribution
structure adjustments and production structure changes which will provide theoretical guidance for future empirical research.

In the third section of the second volume of Das Kapital Karl Marx lays out the two-sector reproduction schema which
includes production goods and consumption goods. This is a fundamental framework for analyzing the macroeconomy
production structure and income distribution in political economy. In recent years some scholars based on this theory
have used China’s macroeconomic data and provincial panel data to conduct empirical research and find that the trends of
transitions for both the economic structure and the income distribution structure basically follow the theoretical predictions of
Marxist political economy. This demonstrates that the two-sector reproduction model has a strong potential in real economic
investigations. However classical political economic theories do not systematically integrate fixed capital compensation and
renewal in their formal reproduction schema. They also do not discuss in depth how the income distribution structure can be
adjusted to ease the contradiction between relative surpluses of population and capital. Thus extending the classical two—
sector reproduction schema to a three-sector reproduction scheme encompassing a fixed—capital sector production goods
sector and consumption goods sector is important as it helps to understand the impacts of the production structure and of
changes in the structure of income distribution on macroeconomic efficiency. This forms an analytical political economy
framework for aggregate supply and aggregate demand.

Using this theoretical basis we do the following. First we construct a three-sector general equilibrium model
expanding classical reproduction theory in light of Marxist political economy and providing a theoretical framework for
examining the relationship between productive efficiency and structural changes. Second we use this new model as the
foundation for an index for evaluating macroeconomic efficiency which reflects the degree of realization of the optimal
distribution structure of wages and profits under the established production technology conditions. Third we use China’s
input-output table to calculate macroeconomic efficiency between 1987 and 2015. Under the conditions of joint production
and wage prepayment the equilibrium solution of the three-sector production price system is derived to calculate the wage—
profit curve that reflects the optimal income distribution relationship and the actual coordinates of the Chinese economy.
These results assess the dynamic changes in China’s macro efficiency.

We show that since the end of the 1980s Chinas macroeconomic efficiency has been at a relatively high level. Since
2007 however China’s macroeconomic efficiency has showed an obvious decline. The main innovation and contribution of
this paper is that we propose a quantitative macro political economy model and conduct empirical research to provide a
feasible analytical framework for systematic research on macro structure adjustments and efficiency changes. We
demonstrate that Marxist political economy is applicable to the study of macroeconomic performance and long-term structural
changes. This is a promising direction for the future development of Marxist political economy.

Keywords: Fixed Capital; Marx-Sraffa System; Three—sector Model, Wage-profit Curve, Macro-efficiency
JEL Classification: B51 047 P26 ( : ) ( : )
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