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Abstract In this paper we build a heterogeneous firms and endogenous capital spatial
model to explain the decline of labor-income share in China’s manufacturing industries. Theo-
retically, we find that the decline of transport cost and increase of productivity heterogeneity
will both lower the labor-income share. Using the provincial panel data from 1999 to 2014,
the empirical results confirm the theoretical predictions, which are also supported by further
robust tests. We conclude that spatial market forces contribute to the decline of labor-income
share.
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