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ABSTRACT

Since the implementing of reform and opening up in 1978, China’s
foreign trade has experienced a sustainable expansion and boosted the
country’ s economy. The country has been the third largest one in the
total amount of the world trade in 2003. However, whether the benefits
from the growth of foreign trade have been equally shared across the
Chinese population is still an issue. The fact is that the inequality be-
tween individuals and between regions has been being increasing since
1978. Does the foreign trade have any influence on the country’ s income
inequality level? If it does, how does the foreign trade affect the income
inequality? All these are the problems we have to solve urgently and the
answers to these questions could provide the references for us to choose
and arrange the future policies, however, until now there appears to be
no clear consensus among research works on these questions. In light of
this, this book investigates how foreign trade influences the country’ s
income inequality.

On the basis of reviewing the theories of foreign trade on income
distribution, the book demonstrates the impacts of China’ s foreign trade
on income inequality with much empirical analysis. This book is struc-
tured as seven chapters. The first chapter is an introduction. Besides put-

ting forward target of this book, this chapter also reviews related research
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literatures, and outlines the study methodology in this book. The second
chapter explains the basic theories of foreign trade on income distribu-
tion. In this chapter, the author summarizes the mechanisms of foreign
trade affecting income distribution. Chapter three describes the reality
background of foreign trade on income distribution. In this chapter, the
author analyzes the characteristic of China’ s foreign trade and the situa-
tions of income inequality, which reflects the necessity of the income dis-
tribution effect of China’s foreign trade. Chapter four explores the effect
of foreign trade on the inequality of economic growth and income distri-
bution within regions and provinces. In this chapter, the author starts the
analysis on the relation between the imbalanced development strategy and
the imbalanced development of foreign trade, according to the hypothesis
of foreign trade promoting industry agglomeration and economic growth,
then discusses the process of income inequality within regions and prov-
inces and provides an empirical test. Chapter five discusses the effect of
foreign trade on the wage income inequality. In this chapter, the author
analyzes the impacts of foreign trade on the style of technological pro-
gress, which suggests the wage inequality between skilled workers and
unskilled workers. Chapter six explores the effect of income distribution
of trade policy. Starting with the political economics of trade protection,
the author describes the formation of China’s trade policy and the effect
of the interest groups-on the trade policy. Chapter Seven summarize the
main conclusions and proposes the problems of further study. The main
viewpoints of the study are as follows;

1. China’s foreign trade witnesses the rising inequality. Although a
lot of scholars have explained the rising inequality through the system
reform, the degree of marketization and the efficiency of factor distribu-

tion, this book puts more importance on foreign trade. With its rapid
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growth, China’ s foreign trade presents some peculiar characteristics,
such as foreign-funded enterprises becoming the most important contribu-
tors, the processing trade becoming the overwhelming trade pattern, dif-
ferent regions (or provinces) with different openness and imbalanced
trade amounts. In particular, the imbalance of trade across China
directly affects each region’ s benefit from trade equally. Simultaneously,
China’ s income inequality is rising between coastal regions and internal
regions, between urban and rural, among different industries and differ-
ent funded enterprises during the past two decades. The peculiarity of
China’s foreign trade and its essence as an instrument of market compe-
tition suggest that foreign trade is the most important factor influencing
China’ s income inequality probably.

2. The book concludes that foreign trade has a strong effect on the
inequality of economic growth and income distribution within regions and
provinces, and such conclusion is based on the dynamic benefits of trade
and the analysis of trade promoting industry agglomeration. The spatial
economics demonstrates that the low cost and the specialization as well as
comparative advantages from trade are helpful to push industry agglomer-
ation. China has practiced an imbalanced development strategy with for-
eign trade as one of the essential strategic measures since 1978. The ine-
quality of openness between the east region and the center and west
regions means that the east region attracts the industry agglomeration and
the inflow of capital and human resources. The positive feedback effect of
industry agglomeration, such as technologic spillovers and employment
enlarging, plays a more profound role in causing regions’ income gap,
which is argued in the simulation of the spatial equilibrium model. Using
the cross-sector data on enterprise numbers and the degree of openness in

28 provinces, the book demonstrates a distinet correlation between trade
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and industry agglomeration. The imbalance of industry agglomeration
between regions itself is the exhibition of the income inequality between
regions. In order to reducing the inequality between regions, it is neces-
sary that China’ s development strategy and trade policies put more atten-
tion into the center and west regions.

3. Trade brings into_ endogenous technological progress under the
background of production globalization and labor distribution globaliza-
tion. Trade and technological progress both push developed countries and
developing countries to enlarge the demand of skilled workers. The wage
income inequality is rising globally. According to the S — S Theorem, the
wage gap between skilled workers and unskilled workers should reduce in
China. However, the industry which opens up more gets more benefits ,
and shares a higher salary. The book discusses the impact of trade on
wage inequality based on trade promoting technological progress, and re-
ferring to the theoretical analysis of foreign scholars, builds an innova-
tion-imitation model to describe the endogenous relationship between the
three variables in the South-north Trade System. The innovation-imitation
model shows that technological progress means increasing the varieties of
exports for the South in South-north Trade. Supposing the manufacture
industry as the skilled workers intensive industry with higher openness,
the author uses the data from the manufacture indusiry and tests the
impact of trade on wage inequality. The result reports a positive correla-
tion between trade and wage inequality, which suggests increased exports
of manufacturing products expand the demand of skilled workers in man-
ufacture industry, and raise the level of wages. The style of technological
progress suggests China’ s situation in international labor distribution,
not higher innovation ability in China’s manufacture industry.

4. The analysis of regional inequality and wage inequality is simply
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based on the trade activities without considerations of trade policies. In
fact, the impact of trade policies on income inequality is predeter-
mined. On the benchmark of empirical analysis, the political economics
of trade policy argues that the effect of income distribution is the begin-
ning of the political decision-making process of trade policy, and the for-
mation of trade policy is the result of benefit sharing across different
interest groups in the market of policy supply and policy demand. Taking
China into consideration, although the state benefit and government tar-
get are the core of the decision-making of trade policy, the local govern-
ment, enterprises, international organizations and foreign governments
are playing growing important roles in the decision-making process,
which to some extent can explain the situation of income inequality in
China. The book builds the benefit functions of individual decision-mak-
ers and the target functions of government on the basis of utility function,
and makes an econometrical test using the cross-sector/time series data
from agriculture and industry. The estimated results show that industry
plays a more essential role in the formation of trade policies, and gets
more benefits from the reduction of tariff, such as the higher salary level
. Agriculture has a minor effect on trade policies. Foreign-funded enter-
prises and state-ownership enterprises plays a special role in the form of
trade policies. The effect of income distribution of the decision-making of
_trade policies means that government can use it as a policy measure to
control the income gap.

In summary, the book provides a powerful argument about the
impacts of foreign trade on China’s rising income inequality mainly
through two analysis approaches: one discusses the regional inequality
from the perspective of trade pushing industry agglomeration; the other

discusses the wage inequality from the perspective of trade promoting
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technological progress. Simultaneously, this book analyzes the possible
impacts of trade activities and trade policies on the income
inequality. However, such conclusion is based on China’ s political and
economic environment. To some extent, the rising inequality between re-
gions is the result of practicing an imbalanced development strategy with
foreign trade as one of the essential strategic measures since 1978. The
wage income inequality is related to the present trade pattern with for-
eign-funded enterprises and the manufacture industry being the most con-
tributors. The effect of income distribution of trade policies is based on
China’ s political system. Therefore, it is necessary that China’s devel-
opment strategy and trade policies pay more attention to the center and
west regions to reduce the regional inequality. Some industry policies and
open policies should be implemented to encourage less-developed indus-
tries such as agriculture to enter the international market and to form a
multi-participant trade mode in order to reduce wage income
inequality. Meanwhile, a more democratic decision-making process of

trade policy is desirable.

Keywords: Foreign trade Income inequality Industry agglomera-

tion Technological progress Trade policy



