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Industrial Division Sector and Department Relations and the

Total Profit Ratio of Production

CHENG Yuan" HU Qiuyang” and YAO Wanjun”
(a: Institute of Quantitative & Technical Economics Chinese Academy of Social Sciences;
b: School of Economics Nankai University)
Summary: China’s total profit ratio of production is relatively low and its trend has changed from rising to declining in
recent years. This paper uses input-output analysis to construct a factor decomposition model of the total profit ratio of
production that incorporates the factors of intra-industry and industrial structure. Our model incorporates the perspective of
industrial division into the industrial structure factors so that it can cover both horizontal and vertical division structures.
This approach allows us to see how the structural evolution of the industrial division system has affected the total profit ratio
of production.

Our analysis of China’s total profit ratio of production from 2002 to 2015 shows that the profit share in the initial
distribution structure an intra-industry factor has changed from rising to declining. This change is the driving force behind
the rise and fall of the total profit ratio of production. The structural factor of the industrial division system has changed to
increasing the total profit ratio of production and this change is reflected in several ways. The scale expansion of the
vertical division of the “large input large output” mode has been mitigated in the latter stage and the vertical division
structure has changed from a “self-expanding industrialization of the production chain” to a “servitization of the production
chain. ” The horizontal division structure has changed with the upgrading of the consumption structure and the investment
structure. These changes in the industrial division system have driven the industrial structure into the tertiary industry with
higher profit shares which is conducive to increasing the total profit ratio of production. From the perspective of political
economics these results mean that the capital of some unproductive sectors achieved relatively faster growth by continuously
extending their specialized unproductive business into the final demand field and by continuously extending into the
intermediate links in production and circulation against the background of vertical specification deepening and the organic
composition of capital rising obtaining a higher share of the surplus. Together with the relatively high profit distribution
ratio these changes increased the social profit share increasing the average profit rate.

The development of the modern industrial system relates to the adjustment and upgrading of the industrial structure and
to the coordination of capital relations between various sectors especially between the productive and unproductive sectors.
This coordination affects the overall operational efficiency of the economy. Our results thus have important policy
implications. First it is necessary to promote high value-added production use intermediate inputs intensively and reduce
the intermediate input rate. It is also important to improve the skill of labor to improve the productivity of initial factors and
increase the value added rate. Second it is more beneficial for the value creation and value realization of the productive
sectors to drive consumer services through consumption upgrading and by promoting the vertical division to become more
technical and orientated toward information and service industries.

This paper makes three contributions. First compared with the literature focusing on the profit ratio of production and
its determinants at local levels such as the enterprise level and industrial level we pay special attention to China’s total
profit ratio of production and use the industrial division perspective capturing the relationship between the industrial
division system and the operating efficiency of the national economy completely and systematically. This is an important
contribution to the literature. Second we use an input-output analysis model that covers all aspects of the industrial division
and reflects the structural and systematic links. We extend the model to investigate the total profit ratio of production by
constructing a determinant model of the total profit ratio of production and a structural decomposition analysis model for the
variation in the total profit ratio. Finally these models allow us to quantitatively investigate the influence of intra-industry
factors and industrial division structure factors on the variation in China’s total profit ratio of production. We interpret the
variation from the perspectives of development economics and political economics and put forward policy suggestions.
Keywords: Profit Ratio of Production; Industrial Structure; Input-Output Model
JEL Classification: E25 014 C67
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