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Capital-output Ratio Distortion, Investment Structure Optimization and
Stable Economic Growth
HE Jingtong, WANG Zhen, WEI Zhe
(Nankai University, Tianjin 300071 )

Abstract:In the context of deepening high-quality development in China, investment plays a key role in
supply-side structural reform, and inefficient capital utilization caused by misallocation is a major cause of supply
structure imbalance. This paper investigates the impact of investment structure imbalance on economic growth
through the industry-level capital-output ratio distortion, and proposes a method to measure the misallocation caused
by the distortion. Then, it empirically analyzes the impact of capital misallocation between industries on economic
growth based on the measured capital misallocation index of industries in China from 2004 to 2020. The findings
show that China’ s investment is experiencing structural imbalance, particularly in the high share of investment in
low-investment-efficiency industries and the low share of investment in high-investment-efficiency industries,
resulting in the coexistence of over-investment and under-investment. Moreover, capital misallocation between
industries creates a gap of about 9. 31% between actual and potential output. Therefore, when optimizing the
investment structure, the government should fully consider the impact of capital misallocation between industries,
and give play to the crucial role of investment in improving the supply structure by resolving capital misallocation to
maintain stable economic growth.

Keywords: capital-output ratio; capital misallocation; investment structure imbalance; supply structure;

supply-side structural reform; dual circulation
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