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Long-Term Evolution of the Wage Gap in Urban China

LI Shi" ?, WU Shan-shan®, XING Chun-bing’

(1. School of Public Affairs, Zhejiang University, Hangzhou 310030, China; 2. Innovation Center of Yangtze River Delta, Zhejiang
University, Jiaxing 314102, China; 3. School of Labor Economics, Capital University of Economics and Business, Beijing 100070,
China; 4. School of Agricultural Economics and Rural Development, Renmin University of China, Beijing 100086, China )

Summary: Achieving common prosperity is one of the essential requirements of Chines - style modernization, and
improving the income distribution system is a critical link in achieving the goal of common prosperity. Due to China’
dualistic economic structure, the gap between urban and rural development and income distribution remains large,
significantly impacting the overall income gap. Against the background of a further increase in urbanization rate, the
income gap of the urban labor force has an increasing impact on the income gap of the nation’s residents. This paper
explores the evolution and causes of the wage gap in urban China using data from the China Household Income Survey
from 1988 to 2018. The findings show that during 1988-2018, the urban labor force’s average annual wage increased
by about 6%, but the wage gap kept widening. The benchmark regression results indicate that the return to education
of the urban labor force has continued to rise, and the wage gap between different gender groups has been widening.
Using the Shorrocks decomposition method, this paper finds that education, work experience, and region are the most
important factors among the observable factors in determining wage inequality, with education playing an increasing
role in the wage distribution, the influence of the work experience showing a U-shaped change and the influence
caused by regional differences keeping weakening. Using the counterfactual method to decompose the wage gap into
conditional distribution (price effect) and characteristic distribution (composition effect), this paper finds that the
price effect plays a more significant role in explaining the rising wage gap and the composition effect is less potent in
explaining wage inequality.

The results in this paper validate that the widening wage gap is embedded in the evolution of the wage formation
mechanism, which has an essential reference value for understanding the evolution of China’s labor market, changes in the
wage distribution, and promoting common prosperity. Main policy recommendations are as follows. First, the government
should further improve the labor market, strive to eliminate labor market discrimination and create a level playing field, and
strengthen the protection of fundamental rights of disadvantaged labor. Second, the government should deepen the reform of
the income distribution system, establish a fair and competitive employment system and a wage distribution system with
equal pay for equal work, curb the widening wage gap, and achieve social equity. Third, the government should attach
importance to the critical role of education in narrowing the income gap, ensure equitable access to education, promote
educational equity by enhancing the universality of education, continuously enhance the quality of education, and equalize
investment in human capital.

Key words: wage gap; education level of loabor force; Shorrocks decomposition; counterfactual decomposition method
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