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Summary: This paper examines the mechanisms of industrial structure change and its impact on economic
growth and demonstrates the necessity of maintaining a reasonable proportion of manufacturing. Theoretical
results of the study are twofold. First, during economic development, (1) faster exogenous technological
progress, higher capital output elasticity, and stronger “learning-by-doing” effects in the industrial sector
lead to continuously rising industrial productivity relative to the service sector, thereby driving up service
prices relative to industrial goods. (2) The relative productivity decline and rising prices in the service sec-
tor drive increasing labor and capital shares in the sector. (3) Despite rising factor input shares in the ser-
vice sector, due to capital accumulation and technological advancement, the rising productivity in the indus-
trial sector leads to a steadily growing real output ratio between the industrial and service sectors. (4) When
the elasticity of substitution between the two sectors is less than 1, relative price changes exceed changes in
real output ratios, leading to a continuous decline in the nominal output ratio of the industrial sector to the
service sector. Second, changes in the output ratio between the two sectors affect real economic growth
through four channels. (1) A declining industrial output share reduces the contribution of faster industrial
technological progress to final output growth. (2) A shrinking industrial capital share weakens the driving ef-
fect of its stronger “learning-by-doing” capacity on final output growth. (3) With positive population
growth, the service sector’ s higher labor output elasticity implies that a rising industrial output share may
lower final output growth. (4) With positive capital accumulation, the industrial sector’ s higher capital out-
put elasticity means that a rising industrial output share may enhance final output growth.

Empirical findings of the paper based on two panel datasets are as follows. (1) At both national and
city levels, the industrial sector exhibits faster exogenous technological progress, higher capital output elas-
ticity, and stronger “learning-by-doing” effects than the service sector. An increasing industrial output share
significantly promotes real GDP growth, while the service sector’ s output share exhibits insignificant or
negative effects. (2) Interaction term analysis of cross-country data shows that rising service output shares
boost economic growth mainly through employment expansion, whereas rising industrial output shares am-
plify the growth-enhancing effect of capital accumulation. (3) Interaction term analysis of Chinese city data
reveals that employment growth does not significantly moderate the relationship between structural change
and economic growth, and the employment expansion effect observed in global samples is notably weaker
in Chinese cities.

Based on these findings, this paper argues that maintaining a reasonable proportion of manufacturing
requires first ensuring that its real output share does not decline. This can be achieved by promoting techno-
logical upgrading through new quality productive forces and preventing capital outflows that could lead to
industrial hollowing-out. Second, controlling excessive price increases in the service sector is essential. This
involves removing entry barriers and enhancing competition to improve overall service productivity, as well
as accelerating the integration of new quality productive forces into the service sector to strengthen its own
“learning-by-doing” dynamics.

The main contributions of this paper are as follows. First, it proposes a new mechanism driving indus-
trial structure change—the differential intensity of “learning by doing” across sectors. Second, this paper
provides the first theoretical analysis of the mechanisms and effects through which industrial structure
change affects economic growth, and empirically tests these mechanisms and effects using both cross-
country and Chinese city-level panel data.
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