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Abstract

That the income inequality in China has increased from 1980s is an
indisputable fact. The key is to find out the causes of this income equali-
ty. Then the government can take measures to narrow the income gap and
polarization can be avoided so that people can share the benefits of rapid
economic growth. For most of people, earning from work is the main
source of their income. Therefore, the functioning and the regulations of
the labor market will definitely have important impact on income distri-
bution. From this point of view, this dissertation provides a micro-per-
spective to understand the impact of transition of China’s labor market on
personal income distribution.

In 1950s, the goal of setting up China’s labor system is to balance
the two goals of industrialization and equality. On the one hand, it had
achieved income equality and had avoided serious problems happened in
the urbanization of many other countries. On the other hand, it was im-
mobility, lack of incentives and micro-inefficiency. Since the open and
reform in late 1970s, great changes have taken place in China’s labor
system. The administrative system of determination of wage and labour al-
location has been replaced by market-originated labour market. This re-
form has not only increased the efficiency of labor allocation, but also
has great impact on income distribution.

China’s urban labor market is segmented into “three tiers” ; prima-
ry labor market, subordinate primary labor market and secondary labor
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market. The primary labor market consists of white-collar workers with ef-
ficient wages in internal labor markets. The subordinate primary labor
market consists of blue-collar workers who are protected by city govern-
ments and whose wages are determined by the profitability of enterpri-
ses. The secondary labor market consists of migrant workers whose wages
are much lower than the survival wages.

The income inequality in part represents the differences of education
between workers. This can be explained by the principle that income is
the compensation for workers’ human capital investment. However, in
China, the differences of human capital investment are not caused by
the free choices of workers, but by the differences of their educational
opportunities.

Flexibility is understood as allowing the labour market to function as
freely as possible without the interference from trade unions and govern-
ment regulation. As the research reveals that stronger unions or wage leg-
islation reduce inequality through reducing wage differences meanwhile a
flexible labor market tend to reduce the security of empolyment and earn-
ings. For the last nearly 30 years, Chinese government has enforced a
variety of policies to increase the flexibility of the labor market. The la-
bour market flexibility not only improves allocative efficiency but also un-
dermines the protection from government and trade unions and reduces
the security of empolyment and earnings.

When China and countries in transition were experiencing reform
from planned economy to market-directed economy, the labor markets
had changed dramatically. Because of the difference of initial states and
the path in transition, the change of labor market in China differed from
most transition nations. As a result of changes in the labor market, the
earning distributions in transition nations varied considerably. A “dual-
track” approach as a gradual reform was used in China’s labor market
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Abstract

for Pareto-improving without creating losers, so as to maximize the inter-
ests of most people and reduce the shock of reform.

Thus this dissertation stresses that the goal of reform of China’s labor
market is not to create the perfect competitive labor market defined by
textbooks. In any real labor market, there are market failures. Focussing
narrowly on the allocative efficiency of labor market may result in some
social problems. In order to correct market failures, labor market institu-
tion should be designed to increase the quality of labor force and also re-

duce the income equality.

Key Words: Labour Market; Transition; Wage; Earnings Distri-

bution
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