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ABSTRACT 

 

Massive domestic migration in China has attracted public concern for the living status of 

migrants in urban areas. Migrant workers in China do not have the same legal standing as 

local residents. Although the abundant and cheap labor provided by migrants has fueled the 

rapid growth of China's urban economy, migrants remain adrift between rural poverty and 

the unattainable privileges of urban citizenship (Mackenzie 2002). Using data from nine 

provinces collected by the China Health and Nutrition Survey, 2006, this paper examines the 

effect of household registration on labor income differentials between migrants and local 

residents in urban areas. The findings are ambiguous. Migrants are markedly different; they 

are less educated and are concentrated in manual and service occupations. However, 

residence only has a marginally significant income effect. Though migrants are 31 percent 

more likely to fall below poverty, residency does not explain poverty differentials. The 

findings suggest hukou reforms have been successful at eliminating the income effects of 

residency, yet migrants continue to live on the margin. However, a contracting export sector 

and massive job losses in China threaten the future success of past reforms and increase the 

likelihood that residency status may restrict the future livelihood of migrants. 
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I.  INTRODUCTION 

Migrant workers emerged in China in the 1980s as a by-product of two disparate 

policies: first, the household registration system, which was established in 1958 to control 

internal migration and, second, the economic reforms begun in 1978 to liberalize and 

boost the economy. Early economic reforms favored the agricultural sector, but soon, 

policy focus shifted toward exports which favored the development of coastal urban areas 

(Naughton 2008). As urbanization expanded, so did the gap between urban and rural 

incomes. According to a report by the Chinese Academy of Social Sciences, in 1 `978 

urban incomes were 2.57 times those of rural incomes.  However, by 2006, that gap had 

widened to 3.27 times. The discrepancy between rural and urban incomes drew rural 

workers into the cities in search of better pay.  

In 1989, there were approximately 30 million migrant workers in China. By 1993, 

the number had increased to 62 million and by the end of 2006 to 131.8 million (Migrant 

workers in China). This was not a bad thing.  Migrants are an integral component of the 

labor force in many major cities and provinces.  Yet, migrant workers per se do not have 

the same legal status as an urban local. Many employers do not provide migrants with the 

same benefits as local, urban workers. A 2006 State Council study of three central 

provinces found that although migrants worked 50 percent longer than urban workers, 

they earned about 60 percent less. Moreover, a migrants’ actual hourly wage was about 

one-quarter of an urban residents’ wage (Migrant workers in China).   
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After more than a decade of reform, many restrictions on internal migration have 

been lifted, and the rights of migrant workers have improved. However, the fundamental 

root of rural/urban discrimination – the hukou system – is still in place.  

History of Hukou System 

The official designation “urban” in China does not denote a customary place of 

residence, such as a city.  Rather, “urban” is a personal attribute as opposed to a spatial 

designation (Hussain 2003). In China, urban and rural distinctions are blurred due to legal 

designations implemented after the establishment of the People's Republic of China in 

1949.  The household registration system, introduced by Mao Zedong in 1958 (Chan and 

Zhang 1999) specified that citizens could only live and work in their province of birth. 

Household registration had existed for hundreds of years but the hukou system is a unique 

artifact of the command economy. Unlike population registration systems in other 

countries, the hukou system was not just designed to provide population statistics; it was 

created to regulate the supply of low-cost labor for State enterprises by managing the 

mass rural-to-urban migration of millions of farmers to the cities.  It also ensured some 

structural stability for the economy by keeping peasants on in farms to ensure food 

production (Luard 2005).  

The hukou system originated as a matrilineal hereditary residency permit system 

defining where people could work. Chinese citizens were assigned to either a rural or an 

urban household hukou based on their place of residence. Local governments were 
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responsible for providing everyone whose hukou was in its jurisdiction with daily needs 

and services, such as education, housing and medical care. Urban residents were also 

entitled to food rations, grain subsidies and job allocation (Mackenzie 2002). To prohibit 

internal migration, residents were not allowed to work or live outside the administrative 

boundaries of their household registration without approval of the authorities. The 

number of workers allowed to make such moves was tightly controlled.1 Once they left 

their place of registration, they would also leave behind all of their rights and benefits 

(Migrant workers in China). Discrete economic, population, social, and health policies 

treated sectors differently, and advantages, including medical coverage and economic 

investment, accrued to urban areas and urban residents.  

The enforcement of non-portable rights associated with one's domicile created an 

underclass. Urban dwellers benefited from a wide range of social, economic, and cultural 

benefits. Yet, China's rural population of 800 million was relegated to second-class 

citizenry. “Since the 1980s, an estimated 200 million Chinese live outside their officially-

registered areas, with much less access to education and government services, and in 

several respects occupy a social and economic status similar to illegal immigrants”(Luard 

                                                                                                                                                                                                                                                                                                             

1 Migrant laborers, numbering in hundreds of millions, who have been ejected from state concerns and co-
operatives since the 1980s as China instituted "socialist capitalism", have to have six passes before they are 
allowed to work in provinces other than their own. In many cities, private schools for migrant laborers are 
routinely closed down to discourage migration. "From politics to health policies: why they're in trouble", 
The Star, February 6, 2007. 
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2005). Because of its discriminatory nature and the social divisions it created, the hukou 

system is often likened to South Africa’s apartheid. 

The hukou system has been relaxed, starting in the mid 1980s. The first relaxation 

allowed rural residents to buy a temporary urban residency permit which allowed 

migrants to work legally, but at a very high cost. Fortunately, fees decreased gradually to 

an affordable level by the mid 1990s. The discrimination against rural women has 

lessened since 1998, when hukou became inheritable through either the father’s or the 

mother’s line (Guha and Windrow 2005). On National Day (1 October) 2001, China's 

government announced that it would ease hukou restrictions, and that it planned to 

abolish the system within five years (Mackenzie 2002). Nevertheless, reforming the 

hukou system remains a controversial topic within China. 

Fears that liberalization might spur a massive influx of workers to cities and strain 

city services, result in massive economic loss to rural areas and higher crime rates in 

cities, have and continue to stall the reform process. By mid-2007, a dozen local and 

regional governments, including Henan, Guangdong and Ningxia, had started to eliminate 

the rural and non-rural hukou classification and to relax the restrictions on hukou transfer, 

but no complementary administrative policies were in place to enforce these reforms 

(Migrant workers in China). The goal of this research is to test the extent to which 

reforms to the hukou system have been effective in eliminating distortions to the labor 
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market by testing the effect of hukou on income differentials. Data was collected nearly 

five years after the government announced its intent to eliminate the hukou system.   
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II. LITERATURE REVIEW 

Because economic development has disproportionately favored coastal urban 

areas, migration restrictions created by the hukou system have barred rural residents from 

the benefits of economic development and have spurred a widening urban-rural gap. The 

growing gap in urban-rural income inequality is the focus of most contemporary research 

regarding poverty in China (Yhao 2004; Hertel and Zhai 2006; Xinzheng et al. 2002). 

However, this body of research studies the trends in income disparity between those 

residing in cities versus those residing in the interior without examining the interaction 

between the income gap and legal residency.  

Literature on the effects of the household residency system calculate the effect 

that hukou has on the urban and rural labor markets. Xinzheng et al. (2002) are able to 

quantify the effect of rural-urban separation effects (including acquisition of urban 

hukou) on labor income differentials. This study focuses on income differentials in labor 

markets as a function of geographical location and mobility restrictions. According to the 

study, rural-urban separation effects explain 77.43 percent of the income differences not 

explained by individual characteristics.  

Prior to the mid 1990’s poverty in China was segregated to rural China. Due to 

economic pressures, during the 1990’s the State enterprises that employed most urban 

citizens were forced to restructure. Formerly all urban citizens were guaranteed a job, 

albeit low paying. When that guarantee was eliminated, a lag in job creation left the able 
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and willing to work jobless; and, for the first time, poverty became a con`cern in the 

cities. Research on urban poverty focuses almost exclusively on poverty amongst 

permanent urban residents. Limited efforts have been made to quantify the disparity in 

well-being between rural and urban citizens living in the same geographic area. Appleton, 

Song, and Xia (2008) study poverty trends in urban China from 1998 to 2002 and 

conclude that absolute poverty fell during the period regardless of the poverty line 

definition. They also conclude that income differentials widened over the period, chiefly 

differentials by education and gender. However, the findings are only generalizeable to 

registered urban citizens because, as with most surveys, data from the Household Income 

Project (CHIP) used excludes information on migrants. 

The official figure of the urban poor population in China is 14.7 million if 

calculated using a per capita income measure; other estimates range from 10 million to 50 

million (Hao 2001). Official statistics underestimate the urban poor population, because 

most poor rural migrant workers are excluded from official surveys (Zhu 2007). Those 

excluded are part of the “floating population” (Yao 2004; Mackenzie 2002). As of 2001, 

there was an estimated 150 million “floating workers” (excluding commuters) in the 

cities. “Floating workers” lack the same legal standing as locals they may be at greater 

risk of falling into poverty; therefore, existing measures of urban poverty are unreliable.  

Some studies suggest that if measures of urban poverty included information on 

migrants, the real rate of poverty would be about 150 percent of current estimates (Yao et 
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al. 2004). Measures of urban poverty vary widely because China has not established an 

urban poverty standard. A minimum living standard (dibao) has been established in each 

city to designate an income threshold for eligibility for government subsidies. These vary 

by city size and relative wealth (Park et al. 2006). But like unemployment insurance, the 

minimum livelihood guarantee also excludes migrant workers, regardless of how long 

they have lived in a city.  

Relaxations of the hukou system in the 1980s and 1990s, plus the introduction of 

the “temporary residential permit”, allowed rural residents greater mobility to migrate to 

the cities and obtain work.  However, there were limitations on the types of jobs they 

could obtain. Higher-paid jobs remained reserved for urban workers. Meanwhile, the 

least desired and more hazardous jobs were available to rural migrants (Zhihui 2007).  

Migrant workers are directed to the  poorly-paid, arduous jobs in coal mines, on 

construction sites, in factories, or cleaning the city streets – jobs referred to in Chinese as 

zhan (dirty), lie (physically demanding), ku (bitter), and xian (dangerous) (Migrant 

workers in China) . Migrant workers make up 58 percent of all workers in secondary 

industries and 52 percent in the tertiary industries. In fact, those who work in the 

manufacturing and construction sectors are predominantly agricultural hukou holders as 

well as a large proportion of workers in the service sector (Hao 2001). In addition to low-

skill employment in residual jobs, the lack of an urban hukou means that migrants face 

higher risk of wage cuts, wage arrears, layoffs, and unemployment. According to a 



 

9 

Ministry of Labor and Social Security (MOLSS) spokesman, the total wages in arrears 

bill across China from 2005 to July 2007 reached 66 billion Yuan.  

Although the minimum wage is intended to provide a safety net protection for all 

workers, migrants often receive less than the minimum wage. According to the 

Guangdong Labour and Social Security Bureau, many employers deduct costs for 

accommodation and meals from employee’s wages. In some cases more than 300 Yuan 

are deducted from a wage of less than 700 Yuan.2 In other cases, employers make 

minimum wage contingent on the employee fulfilling a wide range of onerous 

requirements, such as never taking any time off. According to the MOLSS, conditions are 

even worse for temporary workers because they typically lack a signed labor contract 

(Wages in China).3  

By eliminating the hukou system the government hopes to give migrants equal 

standing in the labor market so that employers cannot discriminate against them on the 

basis of residency and hold them and their pay hostage. The rural-urban distinction may 

never be fully gone but hopefully the past five years have worked to lessen that gap. 

                                                                                                                                                                                                                                                                                                             

2  Minimum wages in the provincial capital city Guangzhou rose to 860 Yuan ($120) per month from 780 

Yuan, an increase of 10% in 2008. China's other provinces took similar actions. Starting January 1,2008, 
four provinces hiked their average minimum wages by more than 20%, with the increase in Tibet topping 
the list. Five other provinces increased average wage caps by more than 10%. (MOLSS; March 3, 2008) 
 
Beijing and Shanghai, China's two biggest cities, last year raised their minimum wages to 730 Yuan and 
840 Yuan respectively, in the face of rising consumer prices. Average minimum wages in China have risen 
15% in 2007, and 21% in 2008. (Citigroup) 

 
3 The Labour Contract Law that came into effect in January 2008 (MOLSS). 
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III. CONCEPTUAL FRAMEWORK AND HYPOTHESIS 

This research will focus on three models. Two of the models will be ordinary least 

squares (OLS) models. One in which annual the log of per-capita wages is the dependent 

variable, and one in which the log of total annual per-capita income, including wages, 

bonuses and subsidies, is the dependent variable. The models will use the same set of 

explanatory variables.  The models will control for demographic factors, which include 

age, gender, marital status, total years of education completed or highest degree 

completed, and residency status. The models also control for labor market characteristics 

that affect wages directly such as: occupation, employment sector, size of work unit and 

total hours worked. Provincial controls as well as medical insurance and health status 

indicators are included. The two models will differ in one respect; the second model will 

include non-wage compensation such as subsidies and bonuses - which may significantly 

(positively) affect the overall income and therefore economic well being of the 

individuals – these are tied to the occupation and are a possible source of discrimination.  

The two OLS models are outlined below. 

Model 1: LnWage= β0 + β1Migrant + β2Demographics+ β3Labor + β4ProvinceDummies+ 

β5Health Status+ β6MedicalInsurance+ ε 

Where: β2 is a vector of all demographic variables and β3 is a vector of labor market 

variables. 
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Model 2: LnIncome = β0 + β1Migrant+ β2Demographics+ β3Labor+ β4ProvinceDummies 

+ β5HealthStatus+ β6Medical Insurance + ε 

The third model is an asymptotic fit (logistic) model. The model measures the 

predicted probability that an individual will fall below the prescribed poverty line, given 

their respective characteristics including residency status. The independent variable is a 

dichotomous variable equal to 1 if a person falls below the $2 a day PPP income poverty 

line (World Bank 2008). The control variables are identical to those in the OLS models. 

 

Model 3: Prob (Y= below poverty line) = β0 + β1Migrant + β2Demographics+ β3Labor+ 

β4Province Dummies+ β5Health Status+ β6Medical Insurance 

Empirical Specification of the Wage Model 

If we assume that firms are price-takers then individual characteristics alone 

would explain all variation in wages. However, demographic information has limited 

explanatory power. Demographic variables such as education, age, and experience 

typically only explain about one quarter of the variation in the log of wages (Hertel 

2003). Wages may vary by employer in the order of 10 to 15 percent, and though this 

differential may be slightly higher/lower, employer wage differentials are usually 

uniform across occupations. Employer wage effects are linked to measurable 

characteristics of employers, such as industry, size, union status, technology and product 

(Groshen1990). Additionally, including information regarding occupation and 
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characteristic of the labor market (industry) in a wage model is necessary because it 

increases the explanatory power of a model markedly. However, it is important to note 

that even a model that controls for age, sex, gender, education, experience, occupation, 

unionization and industry only explains about half of all the variation in the log of wages. 

The remaining unexplained variation is likely due to unobserved effects.  

Hypothesis 

Despite the policy shift announced in the 2001 plenum, residency may continue to 

be a significant determinant the kind of job and pay an individual can secure. 

Anecdotally, alternative housing projects have been successful in providing resources 

previously unavailable to migrant residents. Even so, the hukou system may continue to 

distort the labor market. Labor-market distortions may be manifested through 

significantly lower wages and lower per-capita annual incomes those for citizens with 

rural hukou relative to urban hukou holders in similar sectors and occupations. Holding 

all other factors constant, migrants may have lower wage and non-wage earnings than 

permanent urban residents and therefore have inferior levels of economic well-being due 

to their residency status. Furthermore, migrants may be significantly more likely to earn 

annual income levels below the $2 a day PPP poverty line than those with permanent 

urban residency. 
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IV. DATA AND METHODS 

Data 

The data used is from the China Health and Nutrition Survey (CHNS), an 

ongoing, longitudinal study of a socio-economically and demographically diverse sample 

of the Chinese population. CHNS data are collected by an international team of 

researchers and sponsored by the Carolina Population Center at the University of North 

Carolina at Chapel Hill, the Institute of Nutrition and Food Hygiene and the Chinese 

Academy of Preventive Medicine. Data are available periodically from 1989 to 2006. The 

survey employs a multistage random cluster sampling process4 to draw households from 

urban and rural areas in nine provinces that vary substantially in geography, economic 

development, public resources, and health indicators5. The survey covers 3,800 

households and 14,000 individuals.  

CHNS data are useful because unlike other surveys, CHNS includes detailed 

information regarding earned income, employment and other determinants of well-being 

for both permanent and temporary migrants in urban cities. This study uses the 2006 

Adult survey, because it focuses on individuals 18 years of age or older, the only ones for 

which employment and income is data collected. Adult respondents were directly 

                                                                                                                                                                                                                                                                                                             

4 A multistage, random cluster process was used to draw the sample surveyed in each of the provinces. 
Counties in the 9 provinces were stratified by income (low, middle, and high) and a weighted sampling 
scheme was used to randomly select 4 counties in each province. Villages and townships within the 
counties and urban and suburban neighborhoods within the cities were selected randomly. 
 
5 Provinces included are Guangxi, Guizhou, Heilongjiang, Henan, Hubei, Hunan, Jiangsu, Liaoning, and 
Shandong. 
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interviewed as part of their individual dietary intake survey about their occupations that 

produced income in cash or in kind.  

Analysis Plan 

The most common approach used to measure economic welfare is based on 

household consumption expenditure or household income. When divided by the number 

of household members, this gives a per capita measure of consumption expenditure or 

income (World Bank 2008). To gauge the economic welfare of those in the sample, a per-

capita income measure is used. Because most income is derived from labor wages the 

sample is limited to survey participants presently working– the only group for whom 

information on wages was collected. 6 This research focuses on the income gap between 

permanent local residents and migrant residents in urban cities therefore the sample only 

includes individuals living in urban strata. Urban and rural definitions for the CHNS and 

consequently for the current study are based on those used for administrative purposes by 

the central government of China. The CHNS classifies cities and suburban areas, defined 

as metropolitan places with populations of at least 100,000, as urban locales and 

classifies other areas, including towns and farming areas, as rural locales.  To be included 
                                                                                                                                                                                                                                                                                                             

6 Because wages are collected only for those individuals currently working for pay, a Heckman correction 

is needed to control for possible sample selection bias, which may exist if the decision to work can be 
affected non-randomly by discrimination). A Heckman correction adjusts parameter estimates by the 
probability that the individual will appear in the sample. Because no Heckman correction has been made, 
there may be some sample selection bias which violates the requirement that the disturbance term be equal 
to zero. Labor force participation rates vary significantly across groups; therefore, the significance of the 
sample selection term is likely to vary dramatically between the different groups. Omitting a self-selection 
correction in estimating wage equations will usually impose a more serious bias on women's estimated 
returns to education than for men (Kimbell 2003). 
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in the earnings estimating equations, an individual has to be currently working, reside in 

an urban locale, and have earnings (greater than 0).  

This research uses ordinary least squares (OLS) regression to examine the 

relationship between the log of wages and household registration type hukou.7 In the first 

model annual per-capita wages from the primary occupation is the dependent variable. In 

the second model total per-capita income, constructed as a sum of wages, annual bonuses, 

subsidies and other cash income, is the dependent variable. The second model includes 

non-wage earnings sources which are typically non-cash wage benefits tied to jobs which 

only permanent residents are eligible for. An important feature of the income 

composition is that urban households receive much more of their earnings as the form of 

non-wage benefits, which include subsidies for grocery, health care, housing, etc. 

(Xinzheng et al. 2002).  

The goal is to find whether there is an income effect based on residency status and 

to observe whether the effect changes when other employment related benefits are taken 

into account. Information regarding wages or non-wage benefits from a secondary 

occupation are not taken into account, because less than five percent of those in the 

sample had a secondary occupation and there was no significant difference between the 

proportion of migrants and locals with a secondary occupation.  

                                                                                                                                                                                                                                                                                                             

7 It is convention to log earnings in wage models because the relationship between personal and labor 
market characteristics to earnings is assumed to not be constant. Therefore, in order to best model the 
relationship between individual or labor characteristics and earnings, earnings are logged to take into 
account any non-linearity in the relationship. 
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A full explanation of how variables were constructed is included in the Appendix. 

Demographic variables included are age, gender, migrant/residency status, marital status 

and province of residence. Human capital variables are included as regressors to control 

for capital investments in education and experience. The job characteristics included are 

occupation type, work unit sector, firm size, and hours worked.  

In China, job security depends largely on the type of work unit or ownership 

structure of the employer i.e. government versus private. According to Zhu (2007) the 

type of work unit an individual works in determines both the length of contract and 

benefits attached to the occupation. Wages may also vary because of compensating 

differentials for different employment conditions such as high wages in exchange for 

poor working conditions or few fringe benefits.   

Health indicators are included to control for the effects of long term health 

problems and lack access to health on long terms earnings potential (Thomas and Strauss 

1998). In China this is a concern due to the urban/rural division of medical services based 

on residency.  Most urban residents maintain subsidized care through insurance programs 

financed from the national budget, have access to qualified medical personnel, and can 

draw on an array of resources unlike migrants (Guha et al. 2005). Most rural workers are 

deprived of all kinds of benefits like health insurance and employment-related insurance 

(Zhu 2007). A positive effect on health status will indicate that there is a positive return 

on earnings for being in good health. A positive effect on medical insurance access 
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confirms that those with access to social health services have a greater long term earnings 

potential. 

Poverty Line:  

An income indicator rather than a consumption indicator for economic welfare is 

used because income is a better measure of opportunity for consumption than actual 

consumption when savings are positive as they tend to be in China. The Chinese have an 

extremely high savings rate; a result of Confucianism tradition, which advocates “anti-

extravagance.” Migrants remit around 63 percent of their income back home (Zhu 2007).  

 For the third model, the dependent variable is an indicator variable for whether 

an individual falls below the $2 a day PPP poverty line. The most commonly used 

definition of global poverty is the absolute poverty line set by the World Bank of $1 a 

day. For the purpose of global aggregation and comparison, the World Bank uses 

reference lines set at $1.25 and $2 per day (2005 Purchasing Power Parity terms). 8. The 

$2 mark was created for developing nations with slightly better income levels than their 

$1 a day counterparts. More developed countries are permitted to set their poverty lines 

elsewhere (Poverty Manual 2008). Because urban locales have developed substantially 

over the last 30 years, the $2 a day measure is a better indicator of poverty for this study. 

                                                                                                                                                                                                                                                                                                             

8 World Bank Poverty Net Overview  
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V. RESULTS 

Descriptive Statistics 

Table 1 summarizes the distribution of the sample population. Only 16 percent of 

the adults in the sample are rural hukou holders or migrants, the remaining 84 percent are 

permanent local residents or urban hukou holders.  Although migrants and local workers 

are similar in age, sex ratio, and health status, there are some noticeable differences in 

personal characteristics. The largest difference is in years of schooling: while the average 

years schooling of urban workers is 11.6, the corresponding number for migrant workers 

is 9.0. As shown on Table 3, the highest educational degree achieved by over 70% of the 

migrants in the sample is lower middle school. Meanwhile, about 60% of permanent 

residents have completed upper-middle school or more. Four times as many permanent 

residents as migrants have completed college or above while four times as many migrants 

have no formal schooling than do permanent urban residents.  

Over half of the sample is employed in a government department or state owned 

enterprise. The distribution across occupations is roughly equal with 30 percent of the 

sample employed in service occupations. About half of the sample works in large work 

units with 100 employees or more. And on average, those in the sample worked 2,036 

annually. 

The distribution of adults in the sample is evenly distributed across the nine 

provinces. The fewest individuals (3%) come from Guangxi- the furthest south west 
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province in the sample bordering the north of Guangdong province, the manufacturing 

epicenter of China. Residents of Guangxi in the sample had the lowest average monthly 

wage at 781 Yuan per month. The largest proportion (15%) of adults in the sample are 

from Jiangsu province which borders the Yellow Sea. However, the overall highest 

average monthly income is earned by residents living in Heilongjiang province with an 

average wage of 1,281 Yuan a month.  

Over 71 percent of those in the sample report being in excellent or good health; 

the same percentage also reports having some form of health insurance. Even though the 

proportion of those in good health is roughly equal for locals and migrants, locals are 

significantly less likely to have access to medical insurance than locals (54 versus 73 

percent).  Having medical insurance and good health status are only weakly positively 

correlated (r =.0334). Therefore, even though locals have greater access to social 

programs like medical insurance it does not guarantee that they are in good health and 

perhaps has little positive impact on their earnings potential. 
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Age 41 years Marital Status

Years of Education 11.21          Married 84%

Gender     Not married 16%

     Male 44% Unit Type

     Female 56% Government or state enterprise 52%

Residency Collective Enterprise (TVE, county, province owned) 11%

    Migrant 16% Private or Foreign owned enterprise; other 37%

    Local 84% Unit Size

Education     < 20 25%

   No Schooling 1%     20-100 32%

   Some Primary 4%      >100 43%

   Primary Degree 7% Occupation

   Lower-Middle School Degree 30%    Professional/Technical 21%

   Upper Middle School Degree 14%    Managerial 26%

   Trade School Degree 20%    Service 30%

   College and above 24%    Manual 23%

Province Health Insurance

   Liaoning 13%     Yes 71%

   Heilongjiang 13%      No 29%

   Jiangsu 15% Health Status

   Shandong* 10%      Excellent 18%

   Henan 11%      Good 53%

   Hubei 11%      Fair 27%

   Hunan 12%      Poor 2%

   Guangxi 3% Average Hours Worked Annually 2,036        

   Guizhou 12% Average Monthly Wages CNY 1,092

Notes: N=967. *Shandong Province has the highest Regional Gross Product - China Statistical Yearbook 2007

Source: China Health and Nutrition Survey, 2006.

Table 1. Sample: Distribution of Employed Adults ages 18-76, 2006

 

Tables 2a and 2b summarize the average monthly wages for each of the sub-

samples based on unique characteristics. Results show that permanent residents earn 
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higher monthly wages regardless of gender, marital status, work unit type, and work unit 

size. Also, men in both sub-samples earn more than women. As with gender, regardless 

of marital status, permanent residents earn higher labor wages; married individuals earn 

higher wages in both sub-samples. At lower levels of education, permanent residents earn 

lower labor wages than do migrants, perhaps this is explained by the fact that migrants 

tend to work in more dangerous jobs which may compensate for poor working conditions 

with higher pay. When we look at groups who obtain more than a primary education, we 

again observe that permanent residents earn higher wages than migrants.  

The overall average wage of migrants in the sample is only 75% the average wage 

earned by permanent residents. Table 2b shows that in jobs that require fewer skills such 

as, fishermen, ordinary policemen and non-skilled work, permanent and migrant workers 

earn roughly equivalent wages. However, in higher ranking occupations like senior 

professionals or technical workers, migrants earn only a fraction of what permanent 

urban residents in similar occupations earn. The average wage of government employees 

is higher than the wages earned by individuals working for collectives (county, region or 

village) and those working in private or foreign owned companies.  

Overall average wages are highest in Heilongjiang province, this may be 

explained by the fact that 104 of the 126 Heilongjiang residents in the sample are urban 

hukou holders. Additionally, 127 of the 148 people in the sub-sample from Jiangsu, the 

most populous province in the sample, are urban hukou holders and 100 of them work in 
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the government sector in senior professional, junior professional or administrative 

occupations. Jobs in the SOE sector are reserved for those holding a permanent urban 

hukou (Zhihui 2007).  This is consistent with the hypothesis that permanent residents 

occupy the best jobs and earn the highest wages. 

Unit: Chinese Yuan 

Gender** N Mean SD N Mean SD

     Male 93 CNY 997 CNY 519 453 CNY 1,245 CNY 830

     Female 59 748 369 362 981 531

Marital Status

    Married 128 911 484 683 1,137 743

    Not married 23 866 465 129 1,089 621

Education**

   No Schooling 6 900 569 5 450 122

   Some Primary 17 847 417 21 823 497

   Primary Degree 22 904 628 47 838 356

   Lower-Middle School Degree 60 812 446 229 961 754

   Upper Middle School Degree 21 971 492 113 1,109 1,048

   Trade School Degree 15 930 284 180 1,129 523

   College and above 11 1,287 475 218 1,421 611

Work Unit**

   Government or state enterprise 23 880 448 472 1,233 590

   Collective Enterprise 25 742 358 79 788 363

   Private or Foreign owned, other 101 939 513 257 1,042 957

Note: ** Statistically significantly different at 99% confidence level, * significant at 95%

Source: China Health and Nutrition Survey, 2006

Table 2a. Average Monthly Wage by Select Characteristics, 2006

Migrant Local
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Unit: Chinese Yuan 

N Mean SD N Mean SD

Unit size**

    < 20 65 830 512 167 946 639

    20-100 38 928 453 257 1,237 856

     >100 39 892 385 363 1,157 644

Province*

   Liaoning 7 786 626 119 1,131 1,005

   Heilongjiang 22 995 662 104 1,342 403

   Jiagnsu 21 926 469 127 1,299 778

   Shandong
1

0 n/a n/a 96 876 473

   Henan 24 825 41 84 1,141 793

   Hubei 19 846 404 87 954 891

   Hunan 24 1,180 479 94 1,229 575

   Guizhou 32 710 318 80 1,044 462

   Guangxi 3 1,033 839 24 750 361

Occupation**

   Professional/Technical 12 904 426 192 1,362 521

   Managerial 31 963 566 223 1,210 848

   Service 47 830 446 244 960 571

   Manual 62 CNY 922 CNY 476 156 CNY 984 CNY 858

Note: ** Statistically significantly different at 99% confidence level, * significant at 95%

Source: China Health and Nutrition Survey 2006.

Migrant Local

Table 2b. Average Monthly Wage by Select Characteristics, 2006
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Migrant Local Total

Highest Schooling Level Completed

    No formal schooling 4% 1% 1%

    Some primary 11% 3% 4%

    Completed Primary 14% 6% 7%

    Completed Lower middle School 39% 28% 30%

    Completed Upper Middle School 14% 14% 14%

    Trade or Some college 10% 22% 20%

    College and above 7% 27% 24%

Total 16% 84% 100%

Notes: Chi-stat=87, p<.001

Source: China Health and Nutrition Survey, 2006.

Table 3. Educational Attainment by Residency, 2006

 

Table 4 shows that while 88% of local workers were employed for a full 12 

months in their primary job the previous year, only 58% of migrants report being 

employed for a full 12 months. The proportion of migrants employed from 4-10 months 

is anywhere from 4 to 7 times greater than for local residents. Moreover, despite the fact 

that migrants work an average of one a half months less than local workers migrants 

work significantly longer hours on average than local urban residents. In fact, migrants 

work an average of 110 hours more annually. Additionally, the variance in the number of 

hours worked is nearly twice as large for migrants than for locals, the same is true for 

number of months worked. This is consistent with the theory that migrants are 

concentrated in time demanding and temporary occupations like construction jobs which 

offer little stability or job security.  
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Table 4. Average number of months and hours worked by residency, 2006

Months Worked**

N Mean SD

Migrant 152 10.8            2.6            

Local 815 11.5            1.7            

Hours Worked*

N Mean SD

Migrant 151 2,130          896           

Local 811 2,021          559           

Total 100% 100%

Note: *significant at 5%, *significant at 1%

Source: China Health and Nutrition Adult Survey, 2006

 

As shown in Table 5, even though the distribution of workers is roughly equal across 

occupations in the sample, migrants are concentrated in service and manual occupations 

(72 percent), whereas over half of urban workers are employed professional or 

managerial occupations.  
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Table  5. Distribution of Occupations by Residency, 2006

Migrant Local Total

Occupation

Professional/Technical 8% 24% 21%

Managerial 20% 27% 26%

Service 31% 30% 30%

Manual 41% 19% 23%

Total 100% 100% 100%

Pearson chi2(3) = 43.94 Pr = 0.000

Source: China Health and Nutrition Survey, 2006  

Sample participants exhibit many of the general characteristic differences 

observed between migrants and locals in the general Chinese urban population. Migrants 

work fewer months and yet work longer hours and they earn lower average wages in low-

skilled occupations. Meanwhile, locals are better educated, better paid and work fewer 

hours in high-skill occupations. 

Estimation Results 

In order to test the hypothesis of interest, multivariate analysis is used to test 

whether residency affects the (cash and non-cash) earnings earned by migrants and 

locals. The dependent variable is the logarithm of annual earnings, independent variables 

include gender and marriage dummy variables, years of schooling, age, age squared, 

occupation dummies, work unit type and size dummies, health status and regional 

dummy variables.  The first model focuses on variations in labor wages only. The first 
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model adheres to the theoretical expectations of demographic variables assumed in a 

wage specification model. Full results are shown on Table 6.  

All else equal, males earn wages 19 percentage points greater than females 

(p=.01). A bivariate test showed that married males earn significantly higher monthly 

wages than unmarried males and that married females earn significantly less than 

unmarried females. To test whether the effect of gender on wages varies depending on 

marital status or vice versa, an interaction term between marital status and gender was 

included in the regression. The interaction term was not significant. For males and 

females in the sample wages do not vary significantly by marital status because, in this 

sample, marital status has no significant effect on wages.  

Age and age squared are both highly significant. The direction of the effects has 

an inverted “U” shape and suggests that the effect of age on earnings is initially positive 

but decreases over time eventually becoming negative. Because the dependent variable is 

the log of wages the age at which returns to education decline cannot be directly 

interpreted from the parameter estimates.  

As individuals obtain higher levels of education they earn substantially more than 

those with no education. For every additional year of schooling an individual can expect 

to earn wages 6 percentage points greater. If schooling is represented as a categorical 

variable, indicating the highest degree earned, (See Appendix Table 9), the results show 

increasingly positive returns for each additional degree earned. Someone with a lower 
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middle school degree earns 38 percent more than someone with no schooling; someone 

with an upper middle school degree earns 56 percent more and someone with a college 

degree or above earns 81 percent more than someone without any formal schooling.  

Job sector variables help to explain some of the variation in wages. While workers 

in collective enterprises earn significantly less than workers in government jobs (21 

percent); workers in private or foreign owned firms also earn less than government 

employees but the difference is not significant. The size of the work unit is also 

significant in explaining differences in earnings; workers in medium sized work units 

earn 16 percent more than workers in small work units. As expected, workers in service 

occupations and those in manual occupations earn significantly less than those in 

professional/technical occupations, 17 percent and 11 percent respectively.  

 Provincial variations are not easy to interpret. The omitted province is 

Heilongjiang, the second largest proportion of those in the sample resides in Heilongjiang 

(13 percent) and they have the highest average monthly wages. Individually some 

provinces are not statistically significant, but a test of joint significance shows that 

province – used as a control for regional endowment is significant in explaining 

variations in wages. The effects for Liaoning, Guizhou, Hubei and Shandong are 

statistically significant. All other factors equal, workers in these provinces earn wages 18 

to 33 percent lower than those residing in Heilongjiang.  
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Health status is represented as a dummy indicator for being healthy (in excellent 

or good health) or not being healthy (if in fair or poor health). The effect of health on 

predicting variation in labor wages is marginally significant. Nevertheless, health status 

must be included in this estimation because health status is a long term determinant of 

wages. Health status controls for chronic conditions which may place limits on the kind 

of jobs an individual can perform or limit the number of hours worked (Thomas and 

Strauss 1998). In this sample, health status is not a strong determinant of the labor wages 

earned by individuals and therefore does not help explain a significant amount of 

variation observed in labor wages.  

The variable of interest migrant, which measures the effect of residency status 

(being a migrant) on the log of per-capita annual wages, is not statistically significant at 

conventional levels but it is at least marginally significant (t=.08). With at least 90 

percent confidence, we can be certain that the income effect of being a migrant is not due 

to random chance. Holding all other factors constant, migrants earn 9.4 percent less than 

local residents- a very substantial income differential.  

The goodness of fit measure (R squared) shows that personal characteristics, labor 

sector factors and controls for regional differences only explain 39 percent of the total 

variation in the log of wages. Despite expectations that residency might explain a large 

portion of the variation in wages, residency only explains a marginally significant amount 

of variation and at least for individuals in this sample once key components like 
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education, hours worked, and occupation are controlled for, the economic well being of 

migrants is not affected by discrimination based on residency.  

Results do not vary significantly when non-labor earnings are included as part of 

total earnings. Full results show on Table 7. Results from the second model, including 

non-wage benefits such as bonuses and subsidies (including: housing, grocery, health and 

other), show few differences. Whilst the effects of gender, age, education, work unit size, 

hours worked and occupation remain significant and are in fact bigger, the relative 

magnitudes are not much greater.  

The most notable change is in the effect of being employed in a private enterprise. 

Including non-wage benefits the total income earned by employees of private enterprises 

are 21 percentage points lower than those of government employees. Additionally those 

employed in any non-professional/technical occupation earn significantly less. Those in 

managerial, service and manual occupations earn total incomes 10, 31 and 29 percentage 

points lower than those in professional occupations. The economic well being of 

employees in government departments/enterprises is notably better in terms of the labor 

wages and in-kind benefits these jobs provide.   The only other two notable effects to 

total income are for residents of Jiangsu and Hunan province; both groups earn 

significantly higher total incomes.  

The second model explains a greater percentage of the variation in total income, 

R-squared=0.45. Overall, labor sector characteristics are much more important in 
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explaining variations in total income because, as postulated, certain work units and 

occupations provide more than a salary, they have large in kind benefits tied to them. The 

variable of interest migrant is not significant and is much smaller in magnitude (6.8 

percent). Besides any discrimination migrants may experience in obtaining higher skilled 

occupations or being employed in government job units, for individuals performing the 

same job in the same industry and firm size and working the same number of hours there 

is no observed residency income effect in the sample.  

To look at another dimension of the relative position of migrants to locals a 

measure of relative poverty is appropriate. The third model tests factors that contribute to 

falling into poverty. The $2 a day poverty line translates to 6,037 Yuan per-capita 

annually. 9 The indicator variable equals one if an individual falls below the $2 a day 

poverty line, i.e. if total annual income is less than or equal to 6,037 Yuan. 17 percent of 

the sample population falls below the $2 a day poverty line. The pseudo R-square 

measure gives us an estimate for the goodness of fit of the model; roughly speaking the 

model can explain 30 percent of the variation in the factors that contribute to an 

individual falling below the $2 a day PPP poverty line. The factors that are significant for 

determining whether an individual will or will not fall under this poverty line are gender, 

education, total hours worked, work unit type, occupation, access to medical insurance, 

and province of residence. 
                                                                                                                                                                                                                                                                                                             

9 The $2 a day poverty line is derived by multiplying $2USD by the fixed exchange rate used prior to the 
un-pegging of the Yuan in July of 2005 (8.27 Yuan to the dollar), and multiplying it by 365 days. 
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The variables of interest are defined in table 8. The results are expressed as odds 

ratios—the probability of one group having a particular outcome as compared to the 

reference group having that outcome, after adjusting for other potentially confounding 

factors.  

Males, older and more educated workers are less likely to fall into poverty. 

Workers in collectives and private enterprises are far more likely to fall into poverty than 

workers in government jobs. Interestingly workers in service occupations have much 

greater and significant odds of falling into poverty than workers in manual occupations 

relative to workers in professional occupations. Those with access to medical insurance 

and those in good health are significantly less likely to fall into poverty than those who 

do not. In some smaller and poorer provinces like Liaoning, Shandong, Henan and Hubei, 

the likelihood of falling into poverty is significantly greater than for those living in 

Heilongjiang province. Residents in these provinces are 4 to 7 times more likely to fall 

into poverty than residents of Heilongjiang.  

Migrants in the sample face a higher likelihood of falling into poverty than local 

permanent residents. The odds that a migrant will fall into poverty are 1.31:1; in other 

words, migrants are 31% more likely to be in poverty than local residents. However, the 

observed difference is not significant at any conventional level of confidence, p=.39. The 

findings are consistent with the previous models. There is no observed income effect for 

residency. 
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Table 6.  Regression Results
Dependent Variable: LnWage

Coefficient Robust S.E.

Age 0.03 (0.01)**

Age
2

-0.0003 (0.0002)*

Male 0.19 (0.04)**

Migrant -0.09 (0.07)               

Married -0.02 (0.07)               

Years of Education 0.06 (0.006)**

Hours Worked 0.0003 (0.00003)**

Unit Type

   Collective -0.23 (0.05)**

   Private/Foreign -0.09 (0.05)               

Unit Size

   Medium (20-100) 0.17 (0.05)**

  Large (>100) 0.07 (0.05)               

Occupation

   Managerial 0.03 (0.05)               

   Service -0.17 (0.05)**

   Manual -0.11 (0.06)               

Province

   Liaoning -0.19 (0.07)**

   Jiangsu 0.12 (0.06)*

   Shandong -0.30 (0.06)**

   Henan -0.13 (0.06)*

   Hubei -0.33 (0.08)**

   Hunan -0.01 (0.06)               

   Guangxi -0.21 (0.13)               

   Guizhou -0.18 (0.06)**

Health Indicators

   Medical insurance 0.15 (0.04)**

   Healthy 0.07 (0.04)               

Constant 7.07 (0.30)**

Observations 913

R-squared 0.39

Standard errors in parentheses

* significant at 5%; ** significant at 1%  
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Table 7.  Regression Results
Dependent Variable: LnTotal Income

Coefficient Robust S.E.

Age 0.03 (0.01)**

Age
2

-0.0004 (0.0001)*

Male 0.22 (0.04)**

Migrant -0.07 (0.06)               

Married -0.01 (0.07)               

Years of Education 0.07 (0.007)**

Hours Worked 0.0003 (0.00003)**

Unit Type

   Collective -0.30 (0.06)**

   Private/Foreign -0.21 (0.05)**

Unit Size

   Medium (20-100) 0.14 (0.05)**

  Large (>100) 0.05 (0.05)               

Occupation

   Managerial -0.10 (0.05)*

   Service -0.31 (0.05)**

   Manual -0.29 (0.06)**

Province

   Liaoning -0.14 (0.07)*

   Jiangsu 0.33 (0.06)**

   Shandong -0.27 (0.07)**

   Henan -0.08 (0.07)               

   Hubei -0.23 (0.08)**

   Hunan 0.18 (0.07)*

   Guangxi -0.05 (0.17)               

   Guizhou -0.02 (0.05)               

Health Indicators

   Medical insurance 0.18 (0.05)**

   Healthy 0.06 (0.04)               

Constant 7.21 (0.31)**

Observations 913

R-squared 0.45

Standard errors in parentheses

* significant at 5%; ** significant at 1%  
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Table 8.  Regression Results
Dependent Variable: Prob(Y<$2aday PPP poverty line)

Odds Ratio Robust S.E.

Age 0.88 (0.07)                    

Age
2

1.00 (0.001)                  

Male 0.47 (0.11)**

Migrant 1.31 (0.42)                    

Married 1.06 (0.41)                    

Years of Education 0.81 (0.03)**

Hours Worked 1.00 (0.0002)**

Unit Type

   Collective 3.20 (1.06)**

   Private/Foreign 1.73 (.48)*

Unit Size

   Medium (20-100) 0.61 (0.18)                    

  Large (>100) 0.74 (0.20)                    

Occupation

   Managerial 1.92 (1.03)                    

   Service 5.48 (2.68)**

   Manual 3.75 (2.02)*

Province

   Liaoning 5.39 (3.09)**

   Jiangsu 0.46 (0.30)                    

   Shandong 4.19 (2.30)**

   Henan 2.95 (1.67)                    

   Hubei 2.96 (1.78)                    

   Hunan 1.11 (0.68)                    

   Guangxi 2.45 (2.16)                    

   Guizhou 2.69 (1.53)                    

Health Indicators

   Medical insurance 0.42 (0.10)**

   Healthy 0.66 (0.17)                    

Observations 913

Log likelihood   -310.51

Pseudo R2 0.30

* significant at 5%; ** significant at 1%  



 

36 

VI. CONCLUSIONS AND POLICY IMPLICATIONS 

Unfortunately, the quality of Chinese socio-economic data falls far short of 

established Western standards.  The sample available for this study is small. In and of 

itself, this is not necessarily a problem.  However, China is a large and a diverse nation 

and the sample is not representative of the large, diverse nation that is China today.  

Thus, the findings here are not generalizable, per se. In addition, the sample suffers from 

some selectivity bias because the data is centered on earnings, and earnings information 

is only available from persons who are “working” at the time the data was collected. This 

means that the error terms arising from the estimations fail to meet the exogeneity 

constraint. Therefore, the estimated coefficients likely exhibit upward bias and overstate 

the effects of personal and labor characteristics as wage determinants. Nevertheless, we 

can offer a few insights, by way of the inferences that arise from our analysis.  

The provincial governments appear to have had success in relaxing restrictions on 

the household registration system as outlined in 2001. Second, residency, per se, does not 

seem to explain the large variation in the economic well-being of individuals as 

represented by earnings. Perhaps the models applied here over-control for the 

mechanisms through which residency works. We know, for example, that jobs in 

government are reserved for urban hukou holders and that migrants are concentrated in 

service occupations. The results of this analysis show that government employees 

continue to be the best economically well off because they consistently have the highest 
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earnings and are the least likely to fall into poverty. Similarly, service workers are the 

least well off as they earn significantly less than workers in other higher skilled 

occupations and even more than manual workers-who may be economically compensated 

for inferior working conditions. Our model presumably takes into account the 

mechanisms through which discrimination via residency continues to manifests itself in 

China’s labor market- through the lack of access to certain sectors and occupations.  

It is also noteworthy that residency is at least marginally significant (p=.08) in 

explaining variation in labor wages.  This suggests that there is only an 8 in 100 chance 

that the lower labor wages earned by rural hukou holders observed is due to chance. 

Nevertheless no income effect is observed when a total income measure is used to 

compare the relative well being of migrants to local urban residents. Presumably the 

relative income gap between these two groups has lessened contrary to findings by other 

studies. 

Rural immigrants face challenges in Chinese cities and suffer a higher incidence 

of poverty than indigenous urban workers. There are, however, exceptions to this rule. 

Therefore it is not entirely surprising that the likelihood of falling into poverty observed 

for migrants is not significant. Two considerations are relevant.  First, low pay does not 

automatically translate into relative poverty because wages are generally low for both 

urban and migrant rural workers. Thus, “poverty” conclusions depend on both formal and 

subtle definitions of “poverty” per se.  Second, the unemployment rate among migrants in 
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the sample is lower than that among permanent residents. This is likely a result of 

selection if the decision to migrate is conditional on the perceived promise of a job. In 

addition, immigrants are probably more likely to return home should they experience 

unemployment. Permanent residents don’t have this option (Hussain 2003).  Thus, urban 

migrants create an elastic quasi-urban labor pool.   Therefore the findings are consistent 

in that residency does not significantly determine the likelihood of being in poverty for 

those working, but what does matter is where a migrant is able to find a job and the sector 

he/she is able to enter into. 

The Future of the Hukou 

Throughout China's economic boom, migrant workers provided a sort of social 

pressure release valve, allowing millions of farmers to move into factory jobs along the  

developing coastal regions. Unfortunately, these factory jobs disappear quickly when 

growth diminishes. U.S. statistics in December 2008 showed an estimated 11.1 million 

Americans were without jobs, a rate of 7.2 percent unemployment. Meanwhile, with 

demand for Chinese toy, shoe and electronics exports plummeting overseas, as many as 

26 million of China's estimated 130 million migrant workers are now unemployed 

(Chang 2009). 

Scarce jobs, falling wages, sputtering assembly lines, and labor scams are some of 

the rising problems faced by millions of Chinese migrant workers struggling to weather 

the downturn in export hubs like Guangdong as economic growth has slumped. The fear 
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among Communist leaders is that legions of idle rural workers could pose a threat to 

social stability and that unrest could spread to the countryside. Rural migrants to the 

cities provide 65 percent of the average rural family's cash income (Chang 2009). These 

fears have not materialized. Nevertheless, anecdotes of workers getting duped by job 

schemes and dubious bosses fleeing factories and leaving workers in the lurch with 

months of unpaid wages are growing. Even for those with work, job security has been 

diminishing. Smaller factories with no new orders have been asking idle staff to take days 

off and even to forego basic wages. Migrants focus on economic survival -- scouring 

factory towns for jobs, adjusting their expectations, living frugally, and waiting for 

economic revival (Wages Tumble). As demand for work grows, some factories have 

begun openly recruiting for jobs paying less than the minimum wage in clear violation of 

labor laws.  

China is already taking steps to combat the social repercussions of massive 

unemployed migrants by launching different employment plans. It most recently 

launched a plan to raise its annual production capacity to 500,000 hybrid or all-electric 

cars and buses by the end of 2011. The new plan will provide a new lifeline of jobs to the 

slumping manufacturing sector. While the number of hours worked by sample 

participants did was important in explaining variations in total income and in determining 

the probability of falling into poverty it may become a more important measure as 
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migrants adjust by finding more than one job (to make up for lower pay) or turn to the 

underground economy.   

The Chinese government needs to act collectively and decisively in order to keep 

social unrest at bay. Like South Korea it must work hard to keep people in their jobs even 

if that means cutting back on pay or benefits for the benefit of long term growth and 

stability. Residency is becoming increasingly important in order to secure a job during 

this economic downturn and the income effects of residency observed prior to 2001 may 

manifest themselves again in future years. It may be a worthwhile exercise to analyze 

future rounds of CHNS data to see if the relationships observed in this sample hold up or 

if they revert. Regardless the findings of this analysis are striking because despite the lack 

of faith and bad reputation expressed toward China and it’s welfare system by many 

critics, it appears that some notable progress as been made in eliminating the 

discriminatory effects of the hukou system. 
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APPENDIX 

Table 9: Regression Results
Dependent Variable: LnWage

Coefficient Robust S.E.

Age 0.04 (0.012)**

Age
2

-0.0004 (0.000)**

Male 0.20 (0.036)**

Hukou 0.10 (0.06)

Married -0.02 (0.06)

Highest Education Level

   Some primary 0.28 (0.18)

   Primary 0.21 (0.18)

   Lower middle 0.38 (0.17)*

   Upper middle 0.56 (0.17)**

   Some college 0.64 (0.18)**

   College and above 0.81 (0.18)**

Hours Worked 0.0003 (0.000028)**

Unit Type

   Collective -0.21 (0.06)**

   Private/Foreign -0.06 (0.05)

Unit Size

   Medium (20-100) 0.16 (0.05)**

  Large (>100) 0.07 (0.05)

Occupation

   Managerial 0.04 (0.06)

   Service -0.17 (0.05)**

   Manual -0.11 (0.06)

Province

   Liaoning -0.18 (0.07)**

   Jiagsu 0.11 (0.07)

   Shandong -0.29 (0.08)**

   Henan -0.12 (0.07)

   Hubei -0.32 (0.07)**

   Hunan -0.02 (0.07)

   Guangxi -0.18 (0.15)

   Guizhou -0.19 (0.07)**

Health Indicators

   Medical insurance 0.15 (0.04)**

   Healthy 0.06 (0.04)

Constant 7.08 (0.32)**

Observations 913

R-squared 0.39

Standard errors in parentheses

* significant at 5%; ** significant at 1%  
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Variable Construction 

Dependent Variable  

Annual wages from primary occupation are derived by multiplying the average 

monthly wage (excluding subsidies and bonuses) earned from primary occupation and the 

number of months the individual worked at this occupation. To create the aggregate 

measure of total income from all sources, average monthly subsidy earned in the last year 

are annualized (including: grocery subsidy, health allowance, bath and haircut allowance, 

book and newspaper allowance, housing and other subsidies) by multiplying this by 12 

months. The total income variable is created by adding across 1) total annual wages 2). 

total annual subsidies and 3) bonuses for the entire year.  

Control Variables 

Residency/Household registration type: to illustrate the residency status of an 

individual an indicator is included to denote whether the individual is a migrant, 

otherwise they are an urban hukou holder or a permanent urban resident (local).  

Age: age and age-squared are used to model the curvilinear relationship between 

age and wages. It is expected that the returns to age are positive but decline over time, 

this is true if the first ordered term is positive and the squared term is negative. Because a 

direct experience measure is not observed in the data, age serves as a proxy for labor 

market experience rather than tenure. 
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Gender: Traditionally men have higher earnings. Assuming the theory holds, are 

the indicator controls for any underlying non-random differences in the earnings potential 

of men and women. The purpose is to isolate the effect of gender from the effect of 

residency.  

Married: This is a dichotomous variable indicating the marital status of the 

respondent. Married people typically earn higher wages than their non-married 

counterparts (reference!!) Married=1 if he/she is currently married and 0 otherwise.  

Province: The sample includes nine provinces, these are economically, and 

geographically diverse. Indicator variables for province of residence are included to 

control for provincial variations that may affect wages. A negative effect will indicate the 

percentage loss of wages not earned by those residing in a province other than 

Heilongjiang.10  

Education: There are two education variables. One is a continuous variable that 

measures the total number of years of formal schooling completed, where years of school 

in a technical or vocational school are equivalent to years of schooling in secondary or 

upper-middle secondary school.  

There are two types of vocational schools in China. There are vocational schools 

which are replacements/complements for upper-middle school, the U.S. high school 

equivalent, and there are also vocational schools that serve as non-university 
                                                                                                                                                                                                                                                                                                             

10 Shandong has the highest income from wages and salaries of the nine regions in the dataset. Per Capita 
Annual Income of Urban Households by Source and Region. China Statistical Yearbook, 2006.  
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postsecondary institutions. In China, the latter institutions are known as workers colleges, 

junior colleges, and two-year vocational universities (Anning 2009). The vocational 

university (VU) is a new type of regular institution that resembles the American 

community college to some extent, providing sub-baccalaureate degree programs.  

Also, students in China can drop out of senior/upper middle school to obtain 

vocational training. Increasingly, there are vocational schools meant to complement 

senior middle schools (Vocational Schools Alternative). Vocational schools were set up 

as a way to prepare students who do not go beyond lower middle school with skills 

because many students cannot afford to attend upper-middle school and go on to college. 

About 8 million junior middle school graduates directly entered the labor market in 2003.  

Vocational schools are designed and promoted to meet the growing need for skilled 

workers in China, especially in the service industry.  In 2006 enrollment in these 

vocational schools reached 5.5 million. China has 908 higher vocational training schools, 

which account for 58.5 percent of the Chinese universities (Vocational Schools 

Alternative). Because vocational schools can complement or substitute an upper-middle 

school education the years of education variable codes years spent in vocational school 

equivalent to years in upper middle school.  

The second education variable is a categorical variable that measures the highest  

educational degree earned. Education is categorized as (having no formal schooling, 

some primary education, completing primary, completing lower-middle school, 
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completing upper-middle school, or completing college and above). The omitted category 

is no schooling so a positive coefficient for any of the six categories would reflect 

positive returns for additional educational degrees earned.  

Primary Occupation: This is a categorical variable with 4 categories. Occupation 

is collapsed into four broad categories (professional/technical, managerial, service and 

manual). The professional/technical category includes respondents whose primary 

occupation is as a senior or junior professional. Managerial jobs include administrators, 

executives, managers, skilled-workers (foremen) and army or police officers. Athletes, 

actors and musicians are also in this category because their average monthly earnings are 

similar to wages earned in managerial occupations.  In the service category are service 

workers, drivers and ordinary police/soldiers. Manual workers include non-skilled 

workers, construction workers, farmers & fishermen. The omitted category 

professional/technical. Many relative high payment positions, such as accountants and 

capital managers, only accept employees from local areas with city registered hukou. This 

is a requirement for people who are looking a steady and good paid job in a city (Zhu 

2007).   

Type of work unit: This is a categorical variable describing the structure of the 

work place as either government owned, a collective enterprise (county or town owned), 

or private/foreign owned. The omitted category is government or state owned enterprises 

(SOEs). SOE’s pay on average much higher wages than other work unit types, jobs in 
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this sector are typically restricted to those with urban hukou. A negative effect will reflect 

how much worse off people employed in a non-government department or work unit are 

compared to their SOE employed counterparts. 

Work Unit Size: This is a categorical variable that describes the size of a work 

unit based on the number of workers it employs. There are three categories, small, 

medium and large. Small work units employ less than 20 workers, medium units employ 

between 20 to 100 workers and large units employ more than 100 workers. According to 

Hertel (2003), firm size and union status are positively related to wages. A positive effect 

will indicate that, all else equal, larger work units pay higher wages.  

Total Annual Hours Worked: The variable is created by creating multiplying the 

average number of hours worked in a day times the average number of days in a week 

worked and multiplying by 4 (the average number of weeks in a month) and then 

multiplying this by the number of months the individual worked at this occupation. The 

parameter will indicate the impact on earnings of each additional hour spent working. 

Health: A health indicator is included. The existing health status variable 

classifies individuals as being in excellent, good, fair or poor health. The dummy 

(healthy) equals one if the person is in good or excellent health otherwise it equals zero.  

Medical Insurance: This is an indicator variable. If people have access to medical 

insurance the indicator is equal to one, otherwise it equals zero  


