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Effects of Infrastructure Investment on Structural

Change and Productivity Growth

Guo Kaiming; Wang Tenggiao

Abstract: The rapid growth of infrastructure investment has been one of the most striking features of
the Chinese economy during the reform and opening up era. It not only stimulates aggregate demand, but
also affects structural change and productivity growth on the supply-side. This paper builds a multi-sector
general equilibrium model, which shows how the infrastructure investment affects structural change through
the price, investment and income effects, while it also influences productivity growth through intensive and
extensive marginal effects. By quantifying the model with Chinese economy data between 1981 and 2017,
the paper finds that infrastructure investment restrained the rise of services, but promoted labour productivi-
ty growth in that period. The policy implications are that while China should continue to promote infrastruc-
ture investment to increase productivity in the high-quality development era, the infrastructure investment
composition should weigh more on new infrastructure that related to people’s livelihoods.
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