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Comparison and Improvement of Estimating Methods

of Elasticity of Factor Substitution
Feng Yonggang' Jiang Yutong®

(1. The Institute of Population and l.abor Economics, Chinese Academy of Social Sciences;

2. School of Economics, Southwest University of Finance and Economics)

Research Objectives: To screen out the optimal estimation method of elasticity of factor
substitution and make an improvement to the optimal method to rcalize the leap from static
estimation to dynamic estimation of elasticity of factor substitution. Research Methods: This
paper compares and analyzes the advantages and disadvantages of the three estimation meth-
ods from the perspectives of scalability. comprehensiveness of parameter identification and
reliability; then, we make the judgment of the optimal estimation method through empirical
testing by taking the estimation of China’s elasticity ol [actor substitution in 1978 ~2017 as
an example, and put forward an idea of window movement from data envelopment analysis to
achieve the dynamic improvement of the optimal method. Research Findings: The optimal
first-order condition method and Kmenta series expansion method have the problems of poor
scalability, incomplete identification of paramcters, scrious multicollincarity, and contradic-
tory results; normalized supply-side system approach has higher flexibility, accuracy and re-
liability of cstimation, and it can still achicve the cffective estimation of clasticity of factor
substitution after dynamic improvement. Research Innovations: Under the combination con-
ditions of perfect or imperfectly competitive markets and constant or variable rate of technical
progress, we conduct a comprehensive empirical test on the advantages and disadvantages of
the estimation methods, and then we innovatively propose an improvement idea of window-
style dynamic estimation to solve the problem ol dynamic estimation ol elasticity ol [actor
substitution. Research Value: This paper helps to eliminate the disagreements in the estima-
tion on elasticity of factor substitution in existing researches, clarifies the accurate identifica-
tion of elasticity of factor substitution, and promotes the correct analysis of the economic
meaning of clasticity of factor substitution.
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