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Development of Tertiary Industry and Relative Poverty Alleviation .
Perspective from Labor Share in GDP

ZUO Congmin' ZHANG Yuan®* WANG Yue®

(1. College of Economics and Management, Nanjing Agricultural University;

2. School of Economics, Fudan University)

Summary: Achieving shared prosperity is a historic mission of the Chinese Communist Par-
ty. While China has eradicated absolute poverty by today’s standards and become the world’s sec-
ond largest economy, it faces persistent challenges in addressing income inequality and relative
poverty. Over the past few decades, income inequality in China has remained high. Relative pov-
erty, characterised by the wealth gap between low-income groups and the rest of society, has e-
merged as a critical issue in China’s pursuit of inclusive development. Against the backdrop of in-
dustrial transformation and the growing importance of the service sector, this study examines
how changes in the employment structure, especially the rising share of service sector employ-
ment, affect relative poverty through the labour income share channel.

This study develops a theoretical model to illustrate the mechanism by which the share of
employment in the service sector affects the share of labour income and, consequently, relative
poverty. The theoretical framework posits that a higher share of employment in the service sector
contributes to an increase in the labour income share, which leads to a pro-poor effect by reducing
relative poverty. Using provincial panel data from 1993 to 2017, the study empirically tests these
hypotheses and finds several key findings. First, an increase in the employment share of the serv-
ice sector significantly raises the labour income share, while the employment share of the manu-
facturing sector shows no such effect. Second, the positive effect of service employment on the
labour income share becomes more pronounced after China passes the Lewis tipping point, reflec-
ting a shift in labour market dynamics. Third, an increase in the labour income share significant-
ly reduces both the incidence and depth of relative poverty, confirming its role as a critical factor
in reducing income inequality. Finally, further mechanism analysis shows that the labour income
share serves as an important intermediary linking the employment structure to the reduction of
relative poverty.

The contribution of this study is twofold. First, it enriches the literature on relative poverty
in China by filling a research gap in the theoretical and empirical analysis of its determinants.
While previous studies have mainly focused on descriptive statistics, this study constructs a rigor-
ous general equilibrium model to capture the dynamic relationship between employment struc-
ture, labour income share and relative poverty. Second, it extends the understanding of how the
development of the service sector affects income distribution, in particular its impact on the wel-
fare of low-income groups.

Our findings can help to understand the role of employment structure in determining income
distribution and shed light on policy-making to reduce inequality and relative poverty as China
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moves towards shared prosperity. Given China’s large agricultural population and relatively low
levels of education among middle and low income groups, promoting the growth of the service
sector and labour-intensive industries is essential to absorb employment and raise wages for vul-
nerable groups.

Key words: common prosperity; tertiary industry; labor share in GDP; relative poverty
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