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Large Wage Inequality Across Regions

• From the perspective of regional labor market, there exits large
wage inequality across regions in China’s labor market.

• Measure the degree: dynamic changes of wage differentials
among regions.

• Two types of existing studies:
• Neoclassical economic theory: Free movement of labors will

eventually lead to wage convergence among regions (Topel, 1986;
Barro et al., 1991; Blanchard et al.,1992).

• New economic geography: Agglomeration effect widens wage
differentials among regions.(Krugman, 1991; Stafford, 2003).

Issue
• Lack of geographically precise discussion focusing on cities.
• Assume different regions have the same economic status.

I. Background and Motivation
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China’s Administrative Hierarchy System
• The unique economic resource allocation system in China – a

centralized state since ancient times.

• "Administrative center bias" – Important production materials
are often distributed in a cascading order from central to local
and from higher to lower level cities. (Wei Houkai,2014; Wei et al.
2013; Moomaw and Shatter, 1996)

• We introduce city administrative level as an important factor
into our analytical framework on wage differentials among
cities.

I. Background and Motivation
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Hukou Discrimination
• Hukou System: In the 1950s, agricultural vs non-agricultural

hukou.

• In the 1980s-1990s, movement restrictions relaxed, a large
number of rural migrants flooded into urban labor market.

• Hukou Discrimination: rural migrants and urban residents are
unequally treated (Meng and Zhang, 2001; Cai He and Wang Jin,
2007):

• wage or income
• employment opportunities
• public services
• social welfare
• ...

I. Background and Motivation
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• Consider the heterogeneity of different hukou rather than just
see as a whole or a single group for labors.



Hukou Reform

• Chinese government accelerated Hukou Reform after 2010.

• At the end of 2013, the document proposed:

"fully relax Hukou restrictions of towns and small cities, orderly relax
Hukou restrictions of medium-sized cities, reasonably determine the
requirements for Hukou in large cities, and strictly control the population
size of megacities."

I. Background and Motivation
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• The policy shows two facts:
• Different intensity of policy implementation for different

administrative-level cities (Zhang Jipeng and Lu Chong, 2019).
• Different preferences for different hukou or skill of labor.

• We can compare the difficulty of obtaining local hukou from
hard to easy (hukou index):

• rural migrants: high-level cities, low-level cities
• urban employees: high-level cities, low-level cities
• high-level cities: rural migrants, urban employees

• Test whether hukou reform promotes wage convergence.
• Easier of obtaining local hukou, more likely wage convergence

occuring.

I. Background and Motivation
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• Theory Basis: Wage convergence and agglomeration theory.

• Data: China Migrants Dynamic Survey (CMDS) and urban
statistical data in 2011-2018.

• Research Questions:

1 Analyze the dynamic changes of wage differentials
among 176 cities of higher and lower administrative levels
for rural migrants and urban employees.

2 Test the mechanism of wage convergence in combination
with hukou reform.

I. Background and Motivation
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Contributions:

1 Establish an comprehensive empirical analysis framework to
depict the dynamic changes of wage differentials among cities in
China’s labor market.

2 Combine with the unique hukou reform to test the mechanism
of wage convergence.

3 Build a unique city-panel dataset:
• Latest
• Large-scale nationwide survey for migrants
• publish the administrative codes

I. Background and Motivation
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Preview the Results:

1 In 2011-2018 for rural migrants:
• The wage convergence among low-level cities changes from

strong to weak.
• Taking 2014 as the turning point, the wage convergence among

high-level cities turns into divergence.

2 In 2011-2018 for urban employees:
• The degree of wage convergence among low-level and high-level

cities is basically unchanged.

3 Why rural migrants among high-level cities diverges after
2014?

• Rural migrants face stronger hukou restrictions in high-level cities.

I. Background and Motivation
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II. Theoretical Framework
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China Migrants Dynamic Survey (CMDS), 2011-2018

1 Screening sample for rural migrants (> 400,000): agriculture hukou,
employment status, wage>0, 16-60 years old, no self-employed.

2 Urban average monthly wage of rural migrants: using CPI.

China Urban Statistical Yearbook and Other Urban Statistical Data

1 Urban average monthly wage of urban employees: using CPI.

2 Urban economic variables: physical capital, human capital,
government expenditure, foreign investment, transportation
infrastructure, financial development, industrial structure, employment
competition.

3 Housing price: from Macroeconomics and real Estate Database,
National Information Center.

China’s Labor Market Index Report

1 Hukou index: measures the degree.

III. Data and Description
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β-Convergence OLS Regression

• Convergence coefficient of low-level cities: Θ
• The effect of administrative level on the degree of wage convergence: σ
• Convergence coefficient of high-level cities: Θ+ σ

• If the convergence coefficient is significantly negative, there exits wage
convergence.

• If the absolute value is greater, the degree of convergence is greater.

IV. Empirical Results
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i. Absolute β-Convergence OLS Regression Results



i. Absolute β-Convergence OLS Regression Results
• 2011-2018, rural migrants: the wage convergence among low-level

cities changes from strong to weak.



i. Absolute β-Convergence OLS Regression Results
• 2011-2018, rural migrants: taking 2014 as the turning point, the wage

convergence among high-level cities turnes into divergence



i. Absolute β-Convergence OLS Regression Results
• 2011-2018, urban employees: the degree of wage convergence among

low-level cities and high-level cities is basically unchanged.



ii. Conditional β-Convergence OLS Regression Results



iii. Mechanism of Inspection: Interaction Term Test

• The impact of hukou index on wage convergence among low-level cities: B
• The impact of hukou index on wage convergence among high-level cities: B+D

IV. Empirical Results

22/27 Yi Wang HCEO-IESR Summer School, Jinan University



iii. Mechanism of Inspection: Interaction Term Test

• In 2014-2018, hukou reform in low-level cities is stronger, attracting not
only urban employees but also rural migrants.



iii. Mechanism of Inspection: Interaction Term Test

• In 2014-2018, in high-level cities, the restrictions on rural migrants are
severe, but urban employees are expected to be attracted.



iv. Mechanism of Inspection: DID Test

• Exogenous policy impact: the hukou reform accelerated in 2014.
• Treatment group (Treat = 1): high-level cities

Control group (Treat = 0): low-level cities
• Before 2014 (Post = 0): two groups have no difference in hukou

reform.
After 2014 (Post = 1): high and low-level cities have different
intensity of hukou reform.

• Treatment effect: β3

IV. Empirical Results
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iv. Mechanism of Inspection: DID Test

• After the hukou reform accelerated in 2014, rural migrants face
stronger hukou restrictions in high-level cities than in low-level cities.



iv. Mechanism of Inspection: DID Test



Main results:

1 The wage convergence of rural migrants among low-level cities
decreases from strong to weak, while among high-level cities, it first
converges and then diverges with 2014 as the turning point.

2 The wage convergence of urban employees among low-level and
high-level cities remained constant.

3 Rural migrants face stronger hukou restrictions in high-level cities.

Discussion:

1 Remove administrative barriers to labor mobility.

2 Relax the hukou restrictions and promote fair distribution of public
welfare.

IV. Empirical Results
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