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Capital Deepening, Biased Technical Change and Capacity
Utilization of China’ s Manufacturing Industry
Chen Ruying and Yu Donghua
( School of Economics, Shandong University)

Abstract: Speed of capital deepening and biased technical change are important factors affecting
capacity utilization. By expanding the CES production function, this paper analyzes the
mechanism of speed of capital deepening and biased technical change on the capacity utilization
of manufacturing industry, and empirically tests it by using the panel data of manufacturing
industry from 1998 to 2016. The study finds that during this sample period, capital and labor in
China’ s manufacturing industry show a substitution relationship, while technical change and
factor structure are biased toward capital. Under the existing conditions, appropriate speed of
capital deepening can help to increase the growth rate of total factor productivity, and then has a
positive indirect effect on capacity utilization. However, during the research period, rapid speed
of capital deepening of China’ s manufacturing indusiry has a negative direct effect on capacity
utilization, which is significantly greater than the positive indirect effects. Therefore, the overall
impact of speed of capital deepening on capacity utilization is negative. The capital — biased
technical change is appropriate to the existing factor structure. Thus, it increases capacity
utilization through improving total factor productivity. The combined effect of speed of capital
deepening and capital—biased technical change on capacity utilization is positive. Consequently,
for the too—fast capital deepening, we can slow down of even reverse the downward trend of
capacity utilization by promoting capital—biased technical change.

Keywords; Capacity Utilization, Total Factor Productivity, Capital Deepening, Biased
Technical Change, Normalized System Approach
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