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Labor costs heterogeneity, factor substitution and corporate performance
WU Yonggiu*,MAO Qin*,PU Yanping”
(a.School of Economics and Business Administration ;b.School of
Public Affairs, Chongqing University ,Chongqing 400044, P. R. China)

Abstract: Although much work has been done in labor costs rising effects, the labor costs were treated as
the exogenous variable and the internal heterogeneity was neglected. For different reasons, the cost are broken
up into efficiency wage costs and non-wage labor costs in this paper.Next, the paper builds a economic model
based on the Efficiency Wage Theory, and proposes the hypotheses that the impact of two types of labor costs on
enterprise labor productivity, factor substitution rate and financial performance is different. The empirical
research based on the data from Chinese A-share companies show the heterogeneity of two types of labor costs.
All efficiency wage cost and non-wage cost improve the labor productivity, but the positive impact of efficiency
wage cost is higher than that of the non-wage cost.The non-wage labor cost can lead to the substitution of capital
for labor more than the efficiency wage cost. Efficiency wage has a significant positive impact on corporate
performance, but non-wage cost has a negative impact on corporate performance.lt change the traditional way of
regarding labor costs as a “black box”. Meanwhile, The conclusions of the study have specific implications for
how people view the current rising labor costs. Increasing efficiency wages in enterprises can achieve win—win
situation between enterprises and employees. Although the rising cost of non-wage labor cost will force
enterprises to upgrade the technology, it will negatively affect to the enterprise performance.

Key words: efficiency wage; non-wage costs; heterogeneity; factor substitution; corporate performance;

cost structure
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