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For an economy �n trans�t�on, development of the market �s a s�gn of a 
successful trans�t�on and a prem�se for a susta�nable form of econom�c growth. 
development and �ntegrat�on of labour markets are key components that 
�nd�cate the move towards a market system. desp�te w�de acknowledgment 
of success �n ch�na’s market-or�ented reform, there �s d�sagreement about the 
effects of market�sat�on, espec�ally �n regard to the level of reg�onal market 
�ntegrat�on. reforms of product�on factor markets, for �nstance—espec�ally �n 
the labour and cap�tal markets—have been cons�dered less far reach�ng than 
the reform efforts made �n commod�ty markets (lardy 1994:8–14). There are 
also scholars who bel�eve that segmentat�on of the market has become severe 
as a result of decentral�sat�on �n the reform process. such scholars argue that 
although decentral�sat�on rect�fied the concentrat�on of dec�s�on mak�ng and 
resource allocat�on, �t has also generated a ‘border effect’—someth�ng present 
�n �ndependent econom�es and �n adm�n�strat�vely d�v�ded reg�ons—thus 
prevent�ng the labour markets of separate reg�ons from �ntegrat�ng �nto a 
nat�onal market (Poncet 2002, 2003a, 2003b; Young 2000). others suggest 
that the deepen�ng of the ch�nese reform process w�ll �ncrease the degree of 
market�sat�on �n the country, �nclud�ng the reg�onal �ntegrat�on of product�on 
factor markets (Fan and Wang 2001; Wang and Fan 2004; Fan et al. 2003).

labour market �ntegrat�on �s a h�stor�cal concept. stud�es �n econom�c h�story 
show that dur�ng the era of pre-�ndustr�al�sat�on, even �n now-�ndustr�al�sed 
countr�es, labour markets were not �ntegrated due to l�m�ted reg�onal mob�l�ty. 
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The process of labour market �ntegrat�on through �ndustr�al�sat�on beg�ns �n the 
local labour market and then w�dens to reg�onal labour markets and, finally, to 
the nat�onal labour market (rosenbloom 1990, 1997). Th�s process �s �ntegral 
to �mprov�ng the market mechan�sm. 

in add�t�on to spontaneous forces of market�sat�on, outs�de shocks can 
be sources of encouragement for labour market �ntegrat�on. For example, 
the common market �n europe promotes labour market �ntegrat�on between 
member countr�es of the european Un�on. Another example �s the �mpact that 
the North Amer�can Free Trade Agreement (NAFTA) has had on �ntegrat�on, 
br�ng�ng labour markets closer �n border areas of the Un�ted states and mex�co 
(robertson 2000).

ch�na’s trans�t�on from an adm�n�stered labour system to a labour market �s 
un�que—not only because �t �s the largest economy �n the world to exper�ence 
such a process, but because �t has adopted a typ�cally ch�nese style of gradual 
change. Three elements of ch�na’s labour market �ntegrat�on are �mportant. 
F�rst, �t has been carr�ed out w�th an emphas�s on �ncremental reforms, wh�le 
not ent�rely negat�ng the �mportance of shock reform. second, econom�c 
global�sat�on has st�mulated the process of labour market �ntegrat�on. F�nally, 
the move towards a labour market parallels the transformat�on from a dual 
economy to one that �s �ntegrated.

As ch�na’s demograph�cs change and the country approaches a turn�ng 
po�nt that w�ll lead to a labour shortage, the speed of labour market �ntegrat�on 
has �ncreased. Through �ntegrat�on �nto the global d�v�s�on of labour, ch�na has 
�ncreased �ts product�on of labour-�ntens�ve exports and accepted world-w�de 
employment opportun�t�es. As a result, more than 100 m�ll�on rural labourers 
have m�grated to urban jobs, and la�d-off and unemployed workers have been re-
employed �n an economy w�th h�gh growth rates. W�th econom�c development, 
the pattern of resource endowment �n ch�na �s be�ng restructured, �mply�ng 
the com�ng of a h�stor�cal turn�ng po�nt. 

Accord�ng to populat�on pred�ct�ons, the des�rable populat�on structure 
that has brought about a demograph�c d�v�dend �n the past three decades w�ll 
d�sappear w�th�n the next 10 years. At th�s po�nt, the dependant populat�on rat�o 
(the rat�o of the populat�on aged younger than 16 and older than 64 w�th respect 
to those aged between 16 and 64) w�ll stop decreas�ng and beg�n �ncreas�ng. 
When compar�ng the growth rates of labour forces �n other countr�es, �t becomes 
clear that ch�na w�ll have no advantage �n labour supply w�th�n two decades. 
Wh�le the populat�on sh�ft w�ll not occur overn�ght, �t w�ll be necessary to dr�nk 
from the r�ver wh�le the water levels are h�gh: labour abundance must be taken 
advantage of wh�le �t st�ll ex�sts. in fact, the outcome of demograph�c changes 
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has already appeared �n the labour market. The spread of labour shortages 
from coastal areas to the rest of the country not only �nd�cates the end of an 
era of unl�m�ted labour supply, �t marks the com�ng of a ‘lew�s�an turn�ng 
po�nt’. Th�s �s also a dr�v�ng force beh�nd labour market �ntegrat�on, g�ven that 
the compet�t�on for sk�lled and unsk�lled workers has �ntens�fied the level of 
labour mob�l�ty.

Th�s chapter seeks to demonstrate that econom�c reform, open�ng up and the 
trans�t�on from a dual economy have all encouraged �ntegrat�on of the labour 
market. F�rst, we expla�n how the labour market has developed and �ntegrated 
w�th respect to three d�st�nct changes �n the econom�c order: the move from 
a planned labour system to market-based labour allocat�on; the move from a 
closed economy to one that �s �ncreas�ngly global�sed; and, finally, the move 
from a dual economy character�sed by unl�m�ted labour supply to a lew�s�an 
turn�ng po�nt. second, we �ntroduce br�efly the effects on the urban labour 
market of m�grant labour. The th�rd sect�on demonstrates emp�r�cally that the 
wages of m�grant workers have converged, wh�ch �s ev�dence of labour market 
�ntegrat�on. 

The labour market �n ch�na has developed �n two ways. F�rst, the expans�on 
of the pr�vate sector has absorbed labourers made redundant as the planned 
system came to an end. second, there has been compet�t�on from the pr�vate 
sector to force state-owned enterpr�ses to reform the�r employment system 
and the state to deregulate the labour market. These aspects of reform tend 
to promote labour market �ntegrat�on, w�th an add�t�onal �ncent�ve prov�ded by 
the pressures of a com�ng labour shortage. By employ�ng a stat�st�cal method 
to household-level data, we are able to test the po�nts made above. The final 
sect�on concludes w�th some suggest�ons for further reform to the labour 
market.

Labour market integration as reform, opening up and growth 
move on

l�ke related �nst�tut�onal arrangements �n ch�na, labour pol�cy under the planned 
system resulted �n two k�nds of �neffic�enc�es. F�rst, the �nherent lack of labour 
superv�s�on and lack of an �ncent�ve mechan�sm �n the m�cro-management 
system led to low techn�cal effic�ency. second, the d�storted allocat�on of labour, 
cap�tal and other resources between reg�ons and sectors led to low allocat�ve 
effic�ency. Accord�ngly, the subsequent �ncent�ve mechan�sm and allocat�on 
system reforms have �mproved techn�cal and allocat�ve effic�enc�es, and have 
become dom�nant dr�vers of the h�gh econom�c growth that has occurred 
dur�ng the post-reform per�od �n ch�na. changes �n labour pol�cy have played 
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an �mportant role dur�ng the whole process of reform—contr�but�ng d�rectly 
and �nd�rectly to effic�ency �mprovements.

ch�na’s gradual �nst�tut�onal changes embod�ed two �n�t�at�ves: a ‘bottom-up’ 
�n�t�at�ve and one that �s ‘top-down’. in the first case, once the pol�t�cal cl�mate at 
large began to change, producers who had prev�ously suffered under the str�ct 
constra�nts of the old system and who could see the potent�al ga�ns from the 
new system act�vely encouraged reform. in the second case, the government 
perce�ved the way �n wh�ch the old �nst�tut�ons constra�ned product�v�ty, and the 
potent�al effic�ency ga�ns of a new �nst�tut�on, and after compar�ng the costs and 
benefits of an �nst�tut�onal change, �t �mplemented the pol�cy reform on �ts own 
�n�t�at�ve. The format�on of labour markets �n ch�na came about th�s same way: 
the �mplementat�on of the household respons�b�l�ty system meant that rural 
labourers were released from the�r engagement �n only the agr�cultural sector, 
and began m�grat�ng between v�llages and towns and even prov�nces. When 
a large number of m�grant workers found jobs �n urban sectors, compet�t�on 
began between the state-owned sector and the non-state sector, forc�ng the 
former to cons�der reform of the labour recru�tment and h�r�ng system. Partly as 
a response to th�s—and partly because of the problem of low product�v�ty—the 
government gradually relaxed �ts labour pol�cy. s�nce pol�cymak�ng �s, after all, 
a funct�on of government and s�nce �t �s a dec�s�ve force �n the l�beral�sat�on of 
a labour market, the �ntent�on and the extent of reforms of government labour 
allocat�on pol�c�es w�ll determ�ne the pace of labour market format�on.

in the process of �nst�tut�onal change, play�ng the role of suppl�er of the 
�nst�tut�on, government �s also a rat�onal agent, tak�ng �nto cons�derat�on 
econom�c and pol�t�cal aspects �n �ts dec�s�on mak�ng. Whether or not to abol�sh 
an old pol�cy wh�le adopt�ng a new one depends not only on the revealed 
effic�ency ga�ns, �t must be restra�ned by the costs and benefits of th�s change. 
The terms ‘cost’ and ‘benefit’ here can refer to econom�c and pol�t�cal effects. 
increas�ngly deepened reform br�ngs about an expans�on �n the market as a 
pr�nc�ple force of allocat�ng resources. To avert confl�ct between trad�t�onal 
government methods and market forces, the ch�nese government has duly 
adjusted �ts pol�c�es �n response to market development. labour pol�cy reforms 
have depended d�rectly on the overall extent of market matur�ty. Wh�le on the 
one hand, the development of the labour market makes up a key part of the 
econom�c reform as a whole, on the other, �t goes only as far as the reach of 
the overall reform. 

dur�ng the process of labour pol�cy reform, the ch�nese government 
and other players �nteracted w�th one another by follow�ng the rat�onale of 
pol�t�cal economy. As part of market�sat�on, the reform of labour pol�cy and 
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the �mplementat�on of other related reforms are pre-cond�t�onal on each 
other. Follow�ng th�s framework, the deregulat�on of labour mob�l�ty has been 
embod�ed ma�nly �n rural–urban m�grat�on, character�sed as gradual abol�t�on 
of the hukou (household reg�strat�on) system.

The gradual reform of hukou can be character�sed by a bottom-up process 
s�nce the beg�nn�ng of the twenty-first century: that �s, relaxat�on of hukou 
control began �n small towns and gradually extended to med�um-s�zed towns 
and b�g c�t�es. Hukou reform �n more than 20,000 small towns was character�sed 
by ‘m�n�mum cr�ter�a and complete open�ng-up’. After years of exper�mentat�on 
�n some reg�ons, �n 2001, the m�n�stry of Publ�c secur�ty �n�t�ated act�on to reform 
the hukou system �n small towns. in most small towns, the m�n�mum requ�rement 
for rece�v�ng local hukou �s that the appl�cants must have a permanent source 
of legal hous�ng �n the local�ty. Th�s was cons�dered one of the greatest and 
most complete steps �n hukou reform s�nce the system was formed �n 1958. 
relaxat�on of the hukou system �n some med�um-s�zed c�t�es (even �n some 
larger c�t�es and prov�nc�al cap�tals) �s character�sed by ‘abol�sh�ng quota and 
cond�t�oned entry’. The threshold for settl�ng �n those c�t�es w�th hukou status 
has been lowered substant�ally. Th�s approach to reform�ng the hukou system 
meets the needs of matur�ng labour markets and corresponds w�th gradual�sm. 
Hukou relaxat�on �n espec�ally large c�t�es such as Be�j�ng and shangha� �s 
character�sed by ‘l�ft�ng up the threshold and open�ng the gate’. Those c�t�es 
have act�vely encouraged the arr�val of �ntellectuals and profess�onals, wh�le 
�mpos�ng str�ct cr�ter�a of entry on ord�nary m�grant workers. in short, l�ft�ng 
the threshold means narrow�ng the doorway. comparat�vely, hukou reform �n 
those c�t�es has not made progress.

The reforms �n urban employment, soc�al secur�ty and welfare prov�s�on 
have created an �nst�tut�onal cl�mate for rural–urban m�grat�on. such reforms 
�nclude the expans�on of urban non-state sectors, the removal of rat�on�ng, the 
pr�vat�sat�on of the hous�ng d�str�but�on system and changes �n employment 
pol�c�es and the soc�al secur�ty system. These reforms have reduced the costs 
of m�grat�ng to, work�ng and l�v�ng �n c�t�es. in the late 1990s, wh�le the urban 
employment ‘�ron r�ce bowl’ was broken, rural workers began to enter the urban 
labour market on a mass�ve scale. it �s becom�ng more common and much 
eas�er for rural labourers to seek work and l�ve �n c�t�es, even though the hukou 
system st�ll funct�ons. in short, labour mob�l�ty mot�vated by reforms of the 
hukou system and other �nst�tut�ons deterr�ng m�grat�on �s not only an �mportant 
part of econom�c development, �t �s a s�gn�ficant process of the econom�c 
trans�t�on towards market forces. Th�s trans�t�on has been pre-cond�t�oned by 
the reforms �n a much w�der sphere. As the result of the reform �n th�s respect, 
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the allocat�on of the labour force across sectors and among reg�ons �s based 
�ncreas�ngly on market forces. The character�st�cs of m�grat�on �n trans�t�onal 
ch�na reflect that of market�sat�on as a whole.

in the process of demograph�c trans�t�on character�sed by a sh�ft from 
a pattern of h�gh death rates, h�gh b�rth rates and h�gh growth rates �n the 
populat�on to a pattern of low death rates, low b�rth rates and low growth 
rates, the t�me d�fference between the decl�nes of b�rth and death rates leads 
to three phases of age structure character�sed by a h�gh dependency rat�o 
of ch�ldren, a h�gh proport�on of work�ng populat�on and a h�gh dependency 
rat�o of the elderly, respect�vely (W�ll�amson 1997). dur�ng the per�od between 
the earl�er decl�ne �n death rates and the lagg�ng decl�ne of b�rth rates, the 
natural growth rate of the populat�on cl�mbed pers�stently and the share of 
dependant youth �n the total populat�on �ncreased accord�ngly. As the fert�l�ty 
rate beg�ns to fall, the share of work�ng-age populat�on �ncreases �n a lagg�ng 
pace of about 20 years. The further drop �n fert�l�ty rates w�ll lead to a slower 
growth �n populat�on and the populat�on w�ll age. Therefore, two sequent�al 
�nversely U-shaped curves, for the natural growth rate of the populat�on and for 
the growth rate of the work�ng-age populat�on, can be expected �f one tr�es to 
outl�ne the exper�ence of demograph�c trans�t�on by t�me ser�es. in the ent�re 
per�od of reform, ch�na has w�tnessed a cont�nu�ng �ncrease �n the share of 
the work�ng-age populat�on and ga�ned a demograph�c d�v�dend from the 
product�ve populat�on structure.

Th�s demograph�c d�v�dend, translated from success �n demograph�c 
trans�t�on, has been cap�tal�sed on through reform of the resource-allocat�on 
mechan�sm. Furthermore, the comparat�ve advantage of labour-�ntens�ve 
products has been real�sed by ch�na’s �ntegrat�on �nto econom�c global�sat�on, 
and thus, the phenomenon of d�m�n�sh�ng returns to cap�tal has been deterred 
by the extra sources of growth. Wh�le the total volume of global �nternat�onal 
trade has expanded rap�dly, �n just more than one-quarter of a century of reform 
�n ch�na’s economy, the country’s trade volume has �ncreased at a much faster 
rate. ch�na’s share of commod�ty �mports and exports as a proport�on of the 
world total has been enhanced from only sl�ghtly more than 1 per cent �n the 
early 1980s to more than 6 per cent �n 2004. The h�gh revealed comparat�ve 
advantage �n labour-�ntens�ve commod�t�es clearly l�nks trade expans�on to 
ch�na’s advantageous populat�on structure (Yue 2001; Batra and khan 2005). 
The world-w�de allocat�on and flows of �nternat�onal cap�tal make �t poss�ble for 
ch�na to ut�l�se more effic�ent capab�l�t�es of resource allocat�on from outs�de 
�nvestors and to fill up �ts tw�n gaps �n domest�c sav�ngs and fore�gn exchange 
at the early stage of reform and open�ng up. Tak�ng the total dependency rat�o 
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as a proxy of the advantageous populat�on structure �n the per�od between 1982 
and 2000, each 1 per cent decrease �n the dependency rat�o led to 0.115 per cent 
of growth �n per cap�ta gross domest�c product (GdP); that �s, the decl�ne �n 
total dependency rates contr�buted to more than one-quarter of the per cap�ta 
GdP growth �n the reform per�od (ca� and Wang 2005).

Under a dual economy, wage rates w�ll pers�st at a subs�stence level unt�l 
the expand�ng modern sector exhausts the surplus labour. As a consequence 
of the emerg�ng labour shortage, compet�t�on for the labour force w�ll �nev�tably 
lead to wage r�ses �n the modern sector and, �n turn, �n agr�culture, and the 
relat�onsh�p between wage rates and product�v�ty �n agr�culture w�ll become 
close to econom�sts’ expectat�ons (Watanabe 1994). in other words, once the 
demograph�c trans�t�on occurs, the lew�s�an turn�ng po�nt—character�sed as 
a trans�t�on from an unl�m�ted labour supply to labour scarc�ty—w�ll lead to an 
�ncrease �n wage rates and hence labour costs. The result of h�gher wages and 
the lew�s�an turn�ng po�nt �s an �ncrease �n compet�t�on for unsk�lled workers. 
employers, sectors and reg�ons w�ll compete for labour and th�s w�ll lead to a 
more �ntegrated labour market.

Migrant workers in the urban labour market 

due to the dual econom�c system �mplemented �n ch�na, there �s s�gn�ficant 
segmentat�on between the rural and urban labour markets. The two markets 
have d�fferent levels of regulat�on—lead�ng to m�grant and local workers be�ng 
employed �n two separate labour markets w�th�n the same c�ty. Governments 
tend to have less regulat�on for m�grant workers, protect�ng them less than 
local workers. For th�s reason, employment and wage format�on for m�grant 
workers are determ�ned ma�nly by market forces. s�nce the m�d 1980s, m�grant 
workers have been the major components of labour flows between urban and 
rural areas and across reg�ons. We can take th�s group of workers as those 
whose behav�our was the first to be market�sed �n ch�na. The follow�ng features 
of m�grant workers could reflect the mechan�sm of labour market �ntegrat�on 
across reg�ons.

m�grant workers have already been the major component of the urban labour 
market. rural–urban m�grat�on began �n the 1980s, and s�nce then m�grat�on has 
cont�nued to �ncrease. on the one hand, th�s has been because a fast-grow�ng 
economy creates �ncreas�ng labour demands �n non-agr�cultural sectors; on the 
other hand, the urban labour market tends to be fr�endl�er to m�grant workers. 
s�nce ch�na’s entry �nto the World Trade organ�zat�on (WTo), the labour-
�ntens�ve �ndustr�es �n wh�ch ch�na possesses �nternat�onal compet�t�veness 
have grown, �ntens�fy�ng the demand for the agr�cultural labour force. m�grant 
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workers �n the urban labour market prov�de an �mportant human resource that 
supports rap�d econom�c growth. in 2006, m�grant workers accounted for 46.7 
per cent of total employment �n urban areas (Table 8.1). Therefore, �t makes 
sense to understand reg�onal labour market �ntegrat�on through the exam�nat�on 
of employment and wage levels for m�grant workers.

The wage rates of m�grant workers are a good �nd�cator of the relat�on 
between the supply of and demand for labour. desp�te �nformal employment, 
the market mechan�sm plays an act�ve role �n m�grant workers’ employment 
determ�nat�on and wage format�on. relat�ve to that for urban res�dents, the 
market for m�grant workers �s more flex�ble. in part�cular, �nst�tut�onal factors 
�ntervene less �n wage format�on. Therefore, �t �s useful to analyse labour 
market �ntegrat�on across d�fferent reg�ons from the perspect�ve of the wage 
�nequal�ty of m�grant workers.

F�nally, m�grant workers mob�l�se across reg�ons frequently. in the beg�nn�ng 
of the reform per�od, soc�ety was sens�t�ve to m�grat�on from the country 
to the c�ty, and d�sputes arose about how best to judge m�grat�on. labour 
mob�l�ty across reg�ons d�d, however, reflect the fact that m�grant workers were 
respons�ve to market s�gnals wh�le the most concentrated areas of m�grant 
workers had always been the ones w�th fast growth rates and strong labour 
demands. meanwh�le, m�grants mov�ng back and forth between the�r place 
of work and the�r home towns pass market �nformat�on to one another, wh�ch 
helps to �nform new entrants �nto the labour market. labour mob�l�ty across 
reg�ons �s the prem�se for labour market �ntegrat�on. it �s m�grat�on that makes 
labour market �ntegrat�on poss�ble.

Convergence of wages among regions

As one of the key outcomes of the labour market, the wage rate �s the most 
�mportant �nd�cator ava�lable to observe the �nteract�on between labour markets 
of d�fferent reg�ons. s�m�lar�t�es and d�fferences are ev�dent �n research on 
labour market �ntegrat�on and on the product market or the cap�tal market. if 
wages converge between reg�ons, the trend �mpl�es a process of labour market 
�ntegrat�on that �s s�m�lar to the �ntegrat�on of the product market, reflected by 
the law of one pr�ce. There �s, however, a certa�n degree of un�queness �n each 
labour market, part�cularly when d�scuss�ng �ntegrat�on. h�r�ng or fir�ng �s often 
an �ssue of pol�t�cal economy, wh�ch means that changes �n the pr�ce of labour 
tend not to be reflected �mmed�ately �n the market. The market for m�grant 
workers undergoes dramat�c sh�fts about the t�me of ch�nese New Year, when 
�t �s often cons�dered �mportant to adjust labour allocat�on for the com�ng year. 
For th�s reason, annual data on product markets, rather than quarterly, monthly 
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or even weekly data, could be more helpful for understand�ng why there are 
reg�onal movements of m�grant workers. 

depend�ng on the ava�lab�l�ty of data, two poss�ble methods are employed 
when explor�ng wage changes and labour market �ntegrat�on. F�rst of all, 
analys�s on long t�me ser�es among var�ous labour markets explores whether the 
l�nk ex�sts between markets. When pr�ce changes �n one market are reflected �n 
another market, the two markets are regarded as �ntegrated. Based on th�s �dea, 
robertson (2000) stud�ed the �mpact of NAFTA on labour market �ntegrat�on 
between the Un�ted states and mex�co �n border areas. second, we can also 
take advantage of data that reflect long-term trends �n labour markets and apply 
the law of one pr�ce. s�nce the m�grat�on flow between markets el�m�nates the 
wage d�fference, the convergence of wages between markets w�ll eventually 
reflect market �ntegrat�on when controll�ng the d�spar�ty caused by �nd�v�dual 
character�st�cs.

There are advantages and d�sadvantages when apply�ng the two methods 
above. The t�me-ser�es analys�s �s useful for observ�ng the dynam�cs of the 
labour market, although long t�me-ser�es data are not usually r�ch �n �nd�v�dual 
�nformat�on. As �s the case w�th ch�na, the long t�me-ser�es data between var�ous 
markets are not currently ava�lable and won’t be �n the near future. Therefore, 
�t �s all but �mposs�ble to analyse reg�onal labour market �ntegrat�on �n ch�na 

Table 8.1  Migrant workers in China’s urban labour market, 2000–2006 
(‘000 persons)

 m�grant workers  Urban employment share of m�grant 
 (‘000) (‘000) workers �n urban 
   employment
   (per cent)
2000 78,490 212,740 36.9
2001 83,990 239,400 35.1
2002 104,700 247,800 42.3
2003 113,900 256,390 44.4
2004 118,230 264,760 44.7
2005 125,780 273,310 46.0
2006 132,120 283,100 46.7

Sources: The s�ze of the m�grant workforce from Nat�onal Bureau of stat�st�cs, var�ous years 
(a). Yearbook of Rural Household Survey, ch�na stat�st�cal Press, Be�j�ng. data on urban 
employment are from Nat�onal Bureau of stat�st�cs, var�ous years (b). Yearbook of Labour 
Statistics in China, ch�na stat�st�cal Press, Be�j�ng.
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based on such an �dea. The d�sadvantage of cross-sect�onal data w�th short t�me 
ser�es �s obv�ous: �t �s hard to observe long-term trends �n short per�ods. When, 
however, the �nd�v�dual character�st�cs are controlled �n the wage equat�on, we 
can exclude the �mpact of �nd�v�dual factors on wage �nequal�ty and observe 
the role of reg�onal factors more prec�sely.

in our prev�ous study, we used aggregated wage data on sub-sectors �n 
manufactur�ng to analyse the dev�at�on of average wages by prov�nce and found 
that markets were �ntegrated between reg�ons (ca� and du 2004). Although 
�ndustr�al factors that affect wages are controlled, the study cannot reflect the 
�mpact of purely reg�onal effects s�nce, w�th aggregated data, �t �s �mposs�ble 
to control �nd�v�dual character�st�cs. hence, we take advantage of data at a 
m�cro level and expect to observe �mpacts of reg�onal factors on labour market 
�ntegrat�on s�nce ch�na’s WTo entry.

data

data �n th�s chapter were collected by the research center of rural economy, �n 
the m�n�stry of Agr�culture. in the past decade, the centre has fixedly surveyed 
20,000 households d�str�buted through 300 v�llages. in each household, a bas�c 
form was filled �n that �ncluded �nformat�on such as level of educat�on, age, 
gender and health status. s�nce 2003, a complementary labour survey has 
been done �n order to ga�n more �nformat�on about labour m�grat�on. From 
the �nd�v�duals surveyed, we can ga�n �nformat�on about the dest�nat�ons �n 
wh�ch m�grants go to work. comb�n�ng the household and �nd�v�dual data, we 
can ga�n �nformat�on on �nd�v�dual character�st�cs, wages and work�ng places 
so we can beg�n to understand the �mpacts that geograph�c factors have on 
wage �nequal�ty. 

inequal�ty measures and decompos�t�on: reg�onal effects

in general, the d�spar�t�es of �nd�v�dual earn�ngs can be attr�buted to factors 
�n three categor�es. The first �s �nd�v�dual character�st�cs, �nclud�ng human 
cap�tal, and demograph�c character�st�cs such as age and gender. The second 
�s �ndustr�al and occupat�onal features. even �n �ndustr�al�sed countr�es, where 
labour markets funct�ons very well, earn�ng d�spar�t�es between �ndustr�es 
ex�st pers�stently: that �s, workers �n d�fferent �ndustr�es w�th s�m�lar �nd�v�dual 
character�st�cs can earn d�fferent �ncomes. The last factor �s reg�onal. reg�onal 
d�spar�t�es do not eas�ly d�sappear when labour mob�l�ty between reg�ons does 
not occur. As we saw before, the market mechan�sm plays an act�ve role �n the 
market for m�grant workers and the �ndustr�al and occupat�onal d�str�but�on 
of m�grant workers concentrates �n a few �ndustr�es and occupat�ons. it �s 
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therefore plaus�ble to explore the role of reg�onal effects of market �ntegrat�on 
when �nd�v�dual features of part�cular markets are controlled.

The wages of m�grant workers have converged �n recent years. No matter 
wh�ch �nequal�ty measure was appl�ed, wages were more equal �n 2006 than 
�n 2003 (Table 8.2). The�l entropy went down from 0.27 to 0.196 and the G�n� 
coeffic�ent went from 0.374 to 0.332; the other general entropy and Atk�nson 
�nd�ces also decreased. Percentage rat�os showed that the gap between the 
top 10 per cent and the bottom 10 per cent was sl�ghtly smaller �n 2006 than �n 
2003, wh�ch could be a result of more protect�on for m�grant workers �n recent 
years. desp�te the decreas�ng trend �n �ncome �nequal�ty �nd�ces, there �s a need 
to look further �nto the role of geograph�c factors �n �nequal�ty, wh�ch should 
be found by �nequal�ty decompos�t�on.

The data used here �nclude �nformat�on on d�str�but�on of dest�nat�on 
prov�nces, so we can s�mply decompose those decomposable �nequal�ty 
measures as �nequal�ty w�th�n prov�nces and �nequal�ty between prov�nces. in 
general, �nequal�ty w�th�n prov�nces dom�nates �nequal�ty between prov�nces, 
regardless of wh�ch �ndex of general entropy �s cons�dered (Table 8.3). For 
example, about 90 per cent of The�l entropy came from w�th�n prov�nc�al factors 
nd 10 per cent was between prov�nce factors �n 2003; and the shares were 93.4 
per cent and 6.6 per cent respect�vely �n 2006. The table also �nd�cates that 

Table 8.2  Income inequality measures, 2003–2006 

 
 2003 2004 2005 2006
Percent�le rat�os    

p90/p10 4.469  4.444  4.436  4.232 
p90/p50 2.083  2.222  2.096  2.081 
p10/p50 0.466  0.500  0.472  0.492 
p75/p25 2.143  2.143  2.013  2.083 

General entropy    
Ge(-1) 0.299  0.285  0.236  0.232 
Ge(0) 0.240  0.226  0.192  0.189 
The�l 0.270  0.246  0.204  0.196 
Ge(2) 0.436  0.377  0.282  0.258 
G�n� 0.374  0.360  0.334  0.332 

Atk�nson �nd�ces    
A(0.5) 0.119  0.110  0.093  0.091 
A(1) 0.214  0.202  0.175  0.172 
A(2) 0.374  0.363  0.321  0.317 

Source: Authors’ calculat�ons.
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the share of reg�onal factors fluctuates �nstead of monoton�cally decreas�ng. 
Therefore, we cannot �nfer that the labour market �s more �ntegrated based 
s�mply on such decomposed results, because �t �s poss�ble to correlate some 
reg�onal factors w�th �nd�v�dual character�st�cs—for example, more-able people 
are more capable of m�grat�ng to a place w�th h�gh wage rates. 

To further expl�cate the components of �ncome �nequal�ty, we w�ll decompose 
those decomposable �nd�ces based on regress�on of earn�ngs of �ncome 
determ�nants. Accord�ng to shorrocks (1982), the �nequal�ty �nd�ces can be 
expressed as a sum of we�ghted �ncomes

ii yaI ∑= )()( yy  (1)

in th�s equat�on, )(yI �s the total �nequal�ty �ndex—such as The�l entropy, G�n� 
coeffic�ents and coeffic�ents of var�at�on—and iy �s the �ncome of �nd�v�dual i 
and )(yia �s the we�ght appl�ed to every �nd�v�dual, wh�ch var�es w�th cho�ce of 
�nd�ces. in the regress�on equat�on, every regressor contr�butes to �nequal�ty. 
The symbol ks �s the contr�but�on of factor k, wh�ch �s an explanatory var�able 
or �s res�dual to the total �ncome �nequal�ty. 
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Table 8.3  Inequality decomposition by provinces: general entropy, 
2003–2006

 2003 2004 2005 2006

Ge(-1) 0.299  0.285  0.236  0.232 
W�th�n  0.275 0.258 0.223 0.219
Between 0.024 0.027 0.012 0.013

Ge(0) 0.240  0.226  0.192  0.189 
W�th�n  0.215 0.197 0.180 0.176
Between 0.025 0.029 0.012 0.013

The�l 0.270  0.246  0.204  0.196 
W�th�n  0.244 0.215 0.191 0.183
Between 0.027 0.031 0.013 0.013

Ge(2) 0.436  0.377  0.279  0.258 
W�th�n  0.407 0.342 0.268 0.245
Between 0.029 0.035 0.011 0.013

Source: Authors’ calculat�ons.
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s�nce k
iy �n equat�on 2 �s determ�ned by coeffic�ents of the explanatory 

var�ables and the magn�tude of k
ix , the �ncome �nequal�ty based on regress�on 

can be decomposed as:
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Follow�ng morduch and s�cular (2002) we decompose The�l entropy and the 
�ndex can be decomposed by sources based on regress�on results presented 
�n Table 8.4.
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Therefore, the component of each source of �nequal�ty �s expressed as
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regress�on-based decompos�t�on

A l�near earn�ng regress�on model �s used to fac�l�tate decompos�t�on of 
�nequal�ty measures. 
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where the left-hand s�de var�able �s monthly earn�ngs of a m�grant, and the first 
four r�ght-hand s�de var�ables are �nd�v�dual character�st�cs, �nclud�ng years 
of school�ng, gender, age and self-reported health status. except for an error 
term, the last two terms �nclude the sum of prov�nc�al dumm�es. Unl�ke typ�cal 
earn�ngs equat�ons us�ng a log of wages as a dependent var�able, for the purpose 
of decompos�ng the �nequal�ty �ndex—such as The�l entropy—we sacr�fice 
the advantage of a sem�-log equat�on s�nce the ma�n goal �n th�s research �s to 
look at the role of geograph�c factors �n wage �nequal�ty, �nstead of returns to 
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human cap�tal. Table 8.4 presents some of the regress�on results on �nd�v�dual 
character�st�cs; the prov�nc�al dumm�es are not �ncluded �n order to save space, 
wh�le the effects of spec�fic prov�nces are not of �nterest here. The regress�on 
results are generally cons�stent w�th trad�t�onal pred�ct�ons: that �s, educated, 
healthy, male and aged labour have a relat�vely better econom�c performance 
�n the labour market.

Table 8.4 prov�des the bas�s for wage �nequal�ty decompos�t�on. Accord�ng 
to equat�on 4 and equat�on 5, comb�n�ng the �nformat�on �n the r�ght-hand s�de 
var�ables, �t �s poss�ble to decompose The�l entropy �nto reg�onal effects, wh�ch 
are the sum of prov�nc�al effects, �nd�v�dual effects, constants and res�duals. 
The results are presented �n Table 8.5. our ma�n �nterest �n th�s chapter �s to 
look at the contr�but�on of reg�onal factors to general �nequal�ty measures 
when �nd�v�dual character�st�cs are controlled. in 2003, 28 per cent of wage 
�nequal�ty could be expla�ned through reg�onal factors, wh�le the share was 
20.3 per cent �n 2006 (Table 8.5). A monoton�c decreas�ng trend of reg�onal 
�nequal�ty �s also found dur�ng the years s�nce ch�na’s WTo entry. Although 
only a few observat�ons are ava�lable due to a very short t�me ser�es, the first 
row of the table tells us that reg�onal labour markets have been �ntegrated, at 
least for m�grant workers. 

The results of �nequal�ty decompos�t�on are also cons�stent w�th some other 
observat�ons. The shortage of unsk�lled workers, for example, was first reported 

Table 8.4  Regression results of linear wage equation, 2003–2006

 
 2003 2004 2005 2006

Years of school�ng 37.63  29.66 20.11 34.94
 (3.08) (3.17) (3.27) (2.71)
Gender (1 = male)  197.44 197. 86  54.33 231.78
 (15.96)  (15.56)  (15.81) (13.84)
Age  10.41 10.02 6.93 9.35
 (0.71) (0.69) (0.69) (0.60)
self-reported health status –59.97 –74.94 –17.37 –108.19
 (12.72)  (12.70) (13.30) (11.21)
Prov�nc�al dumm�es yes yes yes yes
r2 (adj-r2) 0.13  0.15 0.061 0.12
 (0.12) (0.15) (0.056) (0.12)
No. of observat�ons  8,372 7,986 6,040 10,094

Notes: standard errors �n parentheses. health status �s self-reported �n five ranks, where one 
�s more healthy than five.  
Source: Authors’ calculat�ons.
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�n coastal areas and then passed on to other parts of the country. The same 
pattern was found �n changes of wage rates, wh�ch �ncreased s�gn�ficantly �n 
coastal areas first and then transm�tted to the �nter�or (ca� and du 2007). Those 
styl�sed facts �nd�cate that employment and wage �nformat�on are passed on 
across prov�nces through m�grat�on flows, wh�ch �s the bas�s of an �ntegrated 
labour market.

Conclusions

ch�na’s employment expans�on has kept pace w�th �ts unprecedented econom�c 
growth �n the reform per�od. After access�on to the WTo, ch�na’s reform and 
open�ng up has not only cont�nued, �t has �ntens�fied �n a way that �s cons�stent 
w�th global�sat�on. By break�ng up the �ron r�ce-bowl �n urban employment 
pol�cy and el�m�nat�ng a ser�es of hukou-related �nst�tut�onal barr�ers deterr�ng 
labour mob�l�ty, more jobs have been created and more labourers now m�grate 
from rural to urban sectors. Furthermore, as a result of substant�al �ncreases 
�n employment �n rural and urban ch�na and a decl�ne �n the work�ng-age 
populat�on, labour shortage �s becom�ng an �ssue for the labour market. All 
those changes have created necessary �nst�tut�onal and structural cond�t�ons 
for labour market �ntegrat�on and the analys�s of wage convergence of m�grant 
workers has proven that the ch�nese labour market has �n fact moved towards 
�ntegrat�on.

labour market reform �s, however, far from complete. in add�t�on, the com�ng 
lew�s�an turn�ng po�nt further challenges �nst�tut�onal reforms. Abol�t�on of the 
var�ous �nst�tut�onal obstacles that h�nder the development of a labour market 
w�ll not only enhance m�grat�on flows, they w�ll make �t a rat�onal movement, 
by help�ng to create the developmental cl�mate and job opportun�t�es for labour 
mob�l�ty, wh�ch �n turn matures the cond�t�ons for abol�t�on of the hukou system. 

Table 8.5  Theil decomposition based on regression

components of �nequal�ty 2003 2004 2005 2006

The�l entropy 0.270  0.246  0.204  0.196 
reg�onal factors (per cent) 28.08 26.10 22.84 20.31
ind�v�dual factors (per cent) –63.88 –52.92 –33.03 –44.49
constant (per cent) –11.16 –26.22 –60.89 –41.06
res�dual (per cent) 146.96 153.04 171.08 165.24
Total (per cent) 100.00 100.00 100.00 100.00

Source: Authors’ calculat�ons.



148

China—Linking Markets for Growth

The ch�nese government, wh�ch has spec�fic development goals for the next 
10–20 years, should grasp every opportun�ty to push �nst�tut�onal reforms and 
to encourage labour m�grat�on once �ts �mportance �s further real�sed.

in the course of ch�na’s dual-economy development, modern urban econom�c 
sectors expand rap�dly and attract mass labour m�grat�on from rural to urban 
areas, supply�ng an �nexhaust�ble labour force to urban sectors at a low cost. 
Thanks to the unl�m�ted supply of labour, m�grant workers �n urban sectors have 
ne�ther collect�ve barga�n�ng power for the�r wage determ�nat�on, nor can they 
�nfluence the labour market pol�c�es of local governments. At the development 
stage, therefore, rural–urban m�grants confront a host of �nst�tut�onal obstacles, 
among wh�ch �s the hukou system, d�v�d�ng the rural and urban labour market. 
leg�t�m�sed by the hukou system and �ts result�ng d�scr�m�natory �nst�tut�ons, 
local governments often blame urban employment pressure on compet�t�on 
from m�grant workers and hence form a pol�cy or�entated towards d�scr�m�nat�ng 
aga�nst m�grants, cycl�ng �n accordance w�th the fluctuat�on of the employment 
s�tuat�on �n urban labour markets (ca� et al. 2003). every t�me labour mob�l�ty 
from rural to urban areas exper�ences systemat�c obstruct�on by government 
pol�cy, m�grant workers have no cho�ce but to return to contracted land or other 
fam�ly bus�nesses �n the�r home v�llages, wh�ch serve as a pool that cycl�cally 
absorbs the rural surplus of labour. 

Th�s ch�nese-style wage-shar�ng system causes labour m�grat�on to be 
temporary, �nstab�l�ty of off-farm �ncome for rural households and pers�stence 
of a rural–urban �ncome gap. only when the relat�onsh�p between supply of and 
demand for labour changes �n an �nverse d�rect�on aga�nst the long-stand�ng 
figures can these problems be solved. in the h�stor�es of most �ndustr�al�sed 
countr�es, the moment when systemat�c labour shortages occurred became 
a turn�ng po�nt �n wh�ch the employer–employee relat�onsh�p �mproved. 
Furthermore, at th�s po�nt, �ncome �nequal�ty tends to decl�ne and government 
pol�cymakers and leg�slators tend to favour ord�nary workers. As �nternat�onal 
exper�ence suggests, however, �f governments are �ncapable of mak�ng sound 
pol�cy cho�ces, even when they understand the requ�rements of the next phase 
of econom�c development, �t �s l�kely that the d�scr�m�natory �nst�tut�ons of the 
dual economy w�ll cont�nue. if such d�scr�m�nat�on aga�nst ord�nary workers 
cont�nues, �t w�ll leave the work�ng class severely d�sgruntled and could lead 
to fierce soc�al confl�ct.1
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Notes

1 korea �n the late 1980s �s an example that a major�ty of the cond�t�ons necessary for �nst�tut�onal 
changes sat�sfy�ng ord�nary workers matured, but the changes were not made, so the soc�ety 
exper�enced severe confl�ct between the government and the work�ng classes (Freeman 

1993).
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