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Preface

The income inequality has become the hot issue in the international economics re-
gime during the past half century. It’s inevitable fact that the wage inequality ( mainly
refer to the wage gap between the skilled and unskilled workers) is increasing
whatever in the developed or developing countries. As a developing country, China has
played a more and more important role in international economy since its economic re-
form. International trade increased by relatively high rate every year, and technology
has improved dramatically which is followed by the severe social problem of the
obvious income inequality. The change of Chinese GINI index indicated that the gap
between the rich and the poor is showing the tendency of slow increase which is unbe-
neficial to the establishment of the stable and equal society. In the meantime, Chinese
economy is developing by the rate of high growth accompanied with the increasing ratio
of international trade by GDP as well as the upgrade and remotion of the technical
change which is represented by the computer and communication reform. In order to
resolve the current wage inequality, a lot of researchers tried to analyze the many dif-
ferent factors influencing the wage inequality from different angles and by various re-
search methodologies. Internaional trade and technical change are obviously the most
two important factors.

The theories as to the wage inequality are based on those different research tech-
nics which made the conclusion so various even sometimes totally opposite and this
confused many researchers. The same situation occurred in the empirical analysis re-
sulted by the different choices of research targets and sample data. So, this dossier
tried to analyze the relative theories and modeling methods for the wage inequality with
the objective appraisal to show the internal correlations among the international trade,

technical change and wage inequality. In addition, the empirical analysis of income in-
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equality mostly focused in the conditional mean regression compared to the quantile re-
gression which is used more in the abroad. In China, this field is almost blank espe-
cially in the field of the wage effect of international trade and technical change. This
dossier analyzed the corresponding issue of Chinese regional disparity through this
entry point and come up with the feasible recommendations.

The dossier is divided into the following parts: firstly, on the basis of the relative
references of wage inequality, including the reasons for the increasing wage gap, the
international chanel of technology diffusion, this part focused on the simple analysis
and conclusion of the wage inequality references bibliography; secondly, this part ana-
lyze the main theoretical foundation of wage inequality, clear up the internal relation-
ship between international trade, technical change and wage inequality and conclude
the corresponding research methods; finally, this part is focused on the empirical a-
nalysis through the conditional mean regression and quantile regression using the Chi-
nese panel data of different regions to inspect the wage effect of international trade and
technical change and how they influence the Chinese regional wage inequality. To be
specific, the dossier is made up of six chapters:

The first chapter is induction. This chapter includes the research backgroud and
significance analysis which proposes the main ideas of theoretical and empirical re-
search with respect to the research purpose, research frame and methodology in this
dossier. In addition, this chapter pointed out the innovation and future research direc-
tion.

The second chapter is the relative literature review. The main literature review in-
cludes: the factors for the increasing wage inequality bewteen the skilled and unskilled
workers including the wage growth of skill=intensive industry workers, the SS theory,
outsourcing and skill=biased technology change ete. These factors are more or less re-
lated to the international trade and technical change. Then bulk of literature regarding
how those factors influenced the wage inequality are analyzed and summarized several
models based on the international trade, external and internal technology progress.
This chapter also outlines the international technology spillover which links the inter-
national trade with technology change.

The third chapter reviews some of the previous work on the theoretical and empir-
ical studies on wage inequality. There are three parts in this chapter; the first part ex-

plores the wage effect theories of international trade. Internation trade theory is the
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basic theory to research the wage inequality, even the wage effect of technological
change can be explained by the change of some hypothesis assumptions in the trade
theory. The second part refers to the other theories of wage inequality like theory of
outsourcing, the theory of sticky wage and worker union theory, ete. Those theories
provide the other explanations for wage inequality. The final part concludes three
methodologies used by the economists to study the wage inequality and found out that
during the change of the wage level, international trade and technological change are
intensively complementary in their effects on wages and verfies the factor content ap-
proach is the proper way to analyze the topic.

The fourth chapter introduced a theoretical model of international trade, techno-
logical change and wage inequality. Jones and Easton established a model to explain
the wage effect of international trade and technological change to the countries with
different stages of economy. Compared to the traditional trade model of production fac-
tors, this model is more generalized and common by introducing the definition of
skilled worker to explore the relative income effect of production factors of skill-biased
technology.

The fifth chapter is the empirical research of Chinese regional wage inequality.
This chapter has three parts: the current situations of Chinese wage inequality are de-
scribed firstly, including the macro—level wage gap between the poor and the rich, the
regional wage gap and the industrial wage gap; then two quantitative ananlysis are
used to testify the wage effect of international trade and technological change for chi-
nese different regions ; the conditional mean regression and conditional quantile regres-
sion. There are many restrict hypothesis of traditional conditional mean regression in
the income inequality research, while the invalidity resulted by the heteroscedasticity
and the outlier data as well as regression shape can by dealt by the quantile regression.
From the regression result in this chapter, we can see that the technological change
has postive effect to promote the regional wage level and reduce Chinese regional wage
inequality, in the other way, international trade also can increase the wage level but
worsen the wage inequality from one region to another region.

The last chapter is the conclusions and policy recommendations. We propose some
suggestions to improve Chinese wage inequality based on the previous work. The main
proposals are as follows: the government should balance the resource allocations be-

tween the eastern, the middle and the western regions to promote the international
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trade development in the middle and the western regions, and to create innovation eco-
nomical environment for encouraging the regions to invest more in innovation, the last
but not the least, the income allocation policy is demanded to be reformed in order to

establish more equal and reasonable income system.
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