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Understanding the Dynamics of Labor Share and Wage
Growth in Taiwan: An Empirical Investigation

Hsin-Jung Yu"

Abstract

Over the past few decades, Taiwan has experienced a notable decline in labor share from
the 1980s to the 2000s, followed by a stagnation in real wages since the early 2000s. This paper
conducts a comprehensive analysis to unravel the underlying causes behind these two economic
phenomena. Our findings reveal that the imperfect substitution between capital and labor played
a pivotal role in shaping these dynamics. Specifically, the rapid growth of capital stock from
1981 to 2002 was a key driver behind the significant decline in labor share. Subsequently, the
"order from Taiwan, made in China" business model, fueled by globalization, resulted in reduced
domestic investment post-2000. This shift contributed to a deceleration in the decline of labor
share and stagnation of real wage growth alongside a slowdown in total factor productivity and

labor efficiency during the period spanning 2003 to 2020.
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