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• Dynamic Trends of Absolute Wage Differentials Among Cities

Rural Migrants Urban Employees



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 of dynamic changes of wage differentials among regions:
inequality index and wage convergence.

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

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

• New economic geography: Agglomeration effect widens wage differentials
among regions (Stafford, 2003; Krugman, 1991). Urban scale, market potential,
industrial agglomeration, ... (Zong and Zhou, 2015; Liu Xiuyan et al., 2007; Fan
Jianyong, 2006)

Issue

• Lack of research on the interaction of the two theoretical mechanisms
• Lack of geographically precise discussion focusing on cities.
• Assume different regions have the same economic status. (Luo and Xue, 2015)





Hukou Segregation
• 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 Segregation: rural migrants and urban residents are unequally

treated (Meng and Zhang, 2001; Cai and Wang, 2007):
• wage or income
• employment opportunities
• public services
• social welfare
• ...



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





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. (Jiang Ting et al., 2018; Wei Houkai, 2014; Moomaw and Shatter,
1996)

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

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





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.

II. Data and Description







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.

III. Baseline Results



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

basically unchanged.



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.



i. Absolute β-Convergence OLS Regression Results



• 2011-2018, rural migrants: the wage convergence among low-level cities changes from strong
to weak.



• 2011-2018, rural migrants: taking 2014 as the turning point, the wage convergence among
high-level cities turnes into divergence.



• 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



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."

IV. Mechanism Tests





• 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. Mechanism: 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



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



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



ii. 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



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



Main results:
• 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.

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

• Why rural migrants among high-level cities diverges after 2014? Rural
migrants face stronger hukou restrictions in high-level cities.

Discussion:
• Remove administrative barriers to labor mobility, a unified national market.
• Relax the hukou restrictions and promote fair distribution of public welfare.

V. Empirical Results



• 8⽉3⽇公安部召开新闻发布会，公安部将探索户籍准⼊同城化，试点实施
灵活落户政策，⼤⼒推进以⼈为核⼼的新型城镇化，全⾯放宽Ⅰ型⼤城市落
户条件，完善超⼤特⼤城市积分落户政策。

• ⻓期来看，此政策会使经济资源和⼈⼝客观上向⼤城市集中，发挥经济发展
的规模效益。⼤城市及周边的都市圈范围在促进创业就业，提⾼劳动⽣产率
等⽅⾯的增⻓极作⽤会越来越明显。户籍制度从⼩城市开始改⾰，但最终还
是要在⼀线和准⼀线城市循序推进。（陆铭，8⽉6⽇）



THANK YOU!
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