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ABSTRACT
The idea that the wage gap (W.G.) between the public sector (P.U.S.)
and private sectors (P.R.S.) has widened is a point of contention
among scholars, but to date, there has been no systematic discussion
of changes in the W.G. and their causes in China. This article com-
bines data from China’s Urban Household Survey (U.H.S.) for 2004,
2008 and 2013 to examine changes in between-sector W.G.s and
identify the causal factors by wage decomposition methods. Using
ordinary least squares and a Heckman sample selection model, this
study finds that public-sector workers consistently earn more than
private-sector workers and that the W.G. is expanding, especially in
upstream industries where state-owned enterprises (S.O.E.s) have
monopoly status. In addition, the Oaxaca–Blinder (O.B.) decompos-
ition method is adopted to reveal that the characteristic effect is the
main cause of the W.G. Further, the regression and decomposition of
the recentered influence function show that the effect of characteris-
tics and coefficient effects differ across wage quantiles. This article
indicates that the intersectoral W.G. in China is widening mainly as a
result of differences in labour endowments and provides evidence to
support government decision-making.
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1. Introduction

There is a long-standing interest in the public sector (P.U.S.) because of its huge size,
its ability to formulate and implement social management policies, and that it pro-
vides numerous jobs. The wage gap (W.G.s) between the P.U.S. and private sectors
(P.R.S.) is widely discussed in the literature (e.g., Alesina et al., 2002), as it directly
affects workers’ choices between sectors and the resulting differential among social
classes. In recent years, Chinese college graduates have preferred to become civil serv-
ants or take up positions with state-owned enterprises (S.O.E.s). The W.G. between
P.U.S. and P.R.S. is commonly recognised as responsible for this phenomenon.
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For reasons of history (e.g., a Soviet system) and ideology (e.g., socialism), China’s
transition from a planned to a market economy has seen P.U.S. and P.R.S. differ in
their wage-determination mechanisms as a result of the differences in the forms of
ownership. Workers often earn wage premiums in the P.R.S., and an unreasonable
inter-sector W.G. causes an inefficient allocation of human capital. With China enter-
ing a critical period in its ownership reform, an important part of the change in the
income distribution system is the increasing attention given to P.U.S. wages.

This P.U.S. reform involves important issues such as government efficiency,
income redistribution and optimal resource allocation, and setting suitable wages is
essential. The low wages in the P.U.S. may lead to the departure of high-quality
employees under the influence of the market economy, thereby reducing the quality
of public services and the government’s management capabilities. Conversely, the
high wages in the P.U.S. mean that the government needs to spend a greater propor-
tion of taxes received on employee wages, which is not conducive to efficient resource
allocation.

The current ownership reforms in China have not been effective because the
P.U.S. still controls most basic factors of production (e.g., land, electricity, energy,
communications, finance, transportation). On the one hand, S.O.E.s reforms have
increased their market competitiveness and monopoly power which makes the market
mechanism to determine wages in the P.U.S. weaker; on the other hand, the forma-
tion of interest groups and their control over market opportunities have squeezed the
market opportunities and profit margins of the P.R.S. These factors limit the ability
of the PRS market to capture the corresponding returns.

This article focuses on three questions: (1) How large is the W.G., and how does it
change between the P.U.S. and P.R.S. since China’s reforms of the twenty-first cen-
tury? (2) Is the W.G. typical of SOEs with monopolistic status? (3) What factors are
responsible for the WG? In response to these three questions, this study tests the fol-
lowing four hypotheses:

Hypothesis 1: There is a W.G. between the P.U.S. and P.R.S. that is expanding
over time.

Hypothesis 2: The P.U.S., which is concentrated in upstream industries and contains
monopolies, has greater internal W.G.s than the P.R.S.

Hypothesis 3: The W.G. between the P.U.S. and P.R.S. is mainly caused by
characteristic effects.

Hypothesis 4: In different income quantiles, the characteristic effects causing the W.G.
between the P.U.S. and P.R.S. are different.

This article investigates the intersectoral W.G. by combining data from China’s
2004, 2008, and 2013 Urban Household Surveys (U.H.S.) using a wage decomposition
approach to identify the influencing factors. First, this article first employs the ordin-
ary least squares (O.L.S.) and Heckman sample selection models to determine the
intersectoral W.G. and changes therein and analyse the wages of S.O.E.s in upstream
industries with monopoly status. This article then analyses the main factors impacting
the W.G. using the Oaxaca–Blinder (O.B.) decomposition method. In addition, this
study utilises the regression and decomposition of the recentered influence function
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(R.I.F.) to explore the variability of the effects of characteristic and coefficient effects
across wage quartiles.

The rest of this article is structured as follows. Section 2 reviews the important lit-
erature that elaborates on the W.G. between sectors. Section 3 describes the basic
framework of the empirical analysis and introduces both the data source and descrip-
tive statistics. Section 4 provides the results of regression analysis and the wage
decomposition approaches. Section 5 summarises the full text, considers the usability
of the results, and provides relevant policy recommendations.

2. Literature review and hypotheses

2.1. W.G. in developed countries

The main discussion of the P.U.S. wage premium was initiated by scholars in devel-
oped countries. Shapiro and Stelcner (1989) identify the P.U.S. wage based on
Canadian census data and decompose the W.G. into endowment and residual differ-
ences. For Germany, Dustmann and van Soest (1998) find no premiums on wages for
the P.U.S., for which wages are significantly lower. Krueger (1988) carries out an
empirical study on U.S. panel data and finds that the average salary of federal
employees is 10–25% higher than that of P.R.S. employees. Mueller (1998) supports
Krueger (1988) on the basis of Canadian data, although their findings are not univer-
sally accepted. Van der Gaag and Vijverberg (1988) and Vanophem (1993) use
Heckman sample selection to study the W.G. between the P.U.S. and P.R.S., consider-
ing the possible endogeneity when individuals choose to work in different sectors.
Cho et al. (2010) compare the W.G. between the P.U.S. and P.R.S. in the U.S. and
South Korea, revealing huge differences between countries. In the U.S., P.R.S. employ-
ees have higher hourly wages but work slightly more hours than those in the P.U.S.,
while in Korea, P.R.S. employees have lower hourly wages and work more hours than
those in the P.U.S.

2.2. W.G. in developing countries

The intersectoral W.G. in developing countries has attracted increasing academic
attention in recent years, especially in Asia and Africa. Using nationally representative
household surveys from 68 developing countries, Gindling et al. (2020) find that the
P.U.B. typically contributes a wage premium. Hyder and Reilly (2005) use quantile
regression to analyse Pakistani data and find that the wages of P.U.S. are higher than
those of P.R.S., with the difference decreasing as the percentile of wage distribution
increases within the sector. Further, Hakro et al. (2021) find that individuals with
higher levels of education are more likely to choose the P.U.B. in Pakistan and that
the W.G. is reflected in higher income levels. Clark et al. (2021) use data from
Malaysia to show that wages are higher for P.U.B. employees and that gender and
racial wage differentials have declined.

Kahyalar et al. (2018) emphasise that education and experience are key determi-
nants of the W.G. Meanwhile, Dao et al. (2022) examine the impact of COVID-19 in
Vietnam and show that the pandemic has increased the intersectoral W.G. For
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transitional countries, the W.G. between the P.U.S. and P.R.S. may constantly change,
and cross-sectional or panel data with shorter time series may differ significantly. In
recent years, several scholars have recognised this problem. Imbert (2013) uses
Vietnamese panel data from 1993 to 2006 and finds that, in the first stage
(1993–1998), the wages of P.U.S. workers with technical advantages are lower than
those of P.R.S. workers, but the reverse is true in the second stage (2002–2006).

Research on the intersectoral W.G. in Africa has recently seen rapid growth.
Botchway and Asiedu (2020) analyse the Ghanaian labour market for the period 2009
to 2015 and find that the employee characteristics observed explain only 36% of the
intersectoral W.G., which is mainly reflected in respect of lower-wage groups. El-
Haddad and Gadallah (2021) and Shahen et al. (2020) investigate the case of Egypt
using R.I.F. and O.B. decomposition and find a widening intersectoral W.G. The ana-
lysis of Aderemi and Alley (2019) also shows that the W.G. between sectors is con-
centrated in the low-income group because of educational differences between
workers in the respective sectors. Kwenda and Ntuli (2018) similarly confirm the
W.G. in South Africa using cross-sectional data and show that the W.G follows an
inverted U-shaped distribution.

2.3. Wage gap in China

Although China has officially been engaged in reform and opening since 1978, the
discussion of the WG between sectors has mainly emerged in the twenty-first century.
Scholars analyse it from different perspectives and over different time periods, but
the studies are not systematic and even reach contradictory conclusions.

Demurger et al. (2012) analyse the change of W.G. between two sectors in 2002
and 2007 for local residents in urban China and find that the W.G. between the sec-
tors declined over the period, which also means the trend of convergence was in
favour of the P.R.S. and semi-P.U.B. However, Nawakitphaitoon et al. (2016), using
the U.H.S., find that in the mid-2000s and following sectoral reforms, the average
earnings of workers in the P.U.S. were much higher than their counterparts, and the
difference tended to widen over time.

Liu et al. (2017) use a multilevel approach with microdata from 1% of the total
population to show that the W.G. varies considerably across regions because of the
interaction between market expansion and state intervention. Song (2016) uses a dif-
ference-in-difference estimation and shows that in urban China, the P.U.B. discrimi-
nates more against rural hukou holders than the P.U.B. Whalley and Xing (2016)
make it clear that wages in the P.U.B. are increasing more rapidly than those of the
P.R.S. If additional labour is allocated to the P.R.S., urban wage inequality may widen
further. Wang and Xie (2015) and Xiao et al. (2022) evaluate both income and happi-
ness and find that the P.U.B. employees report significantly higher levels of happiness
than their P.R.S. peers. Gustafsson and Wan (2020) caution that foreign firms also
carry a revenue premium that may need to be considered separately.

Li et al. (2015) build a general equilibrium model to show that the P.U.S. is con-
centrated in upstream industries and has monopoly status, concluding that upstream
S.O.E.s will gain rent through monopoly status. Lin (2021) points out that Chinese
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S.O.E.s are concentrated in the monopolistic industries of water, electricity, gas, tele-
communications, roads, railways, ports and financial institutions. Lin et al. (1998)
and Xu (2011) demonstrate that the central government has attempted to improve
S.O.E. performance while maintaining state ownership and control over a significant
swath of the economy. Xu et al. (2015) examine labour compensation in the indus-
trial sector from 2005 to 2010 and find both S.O.E.s and non-domestic firms pay
higher wages than private firms. Similarly, Sun et al. (2021) use provincial data from
1993 to 2013 to find that overall inequality increases while the share of S.O.E.s in the
economy decreases. Liu et al. (2017) examine government regulation of industries
and find that regulation increases the W.G. between the monopolistic and non-mon-
opolistic sectors of the state, while strong redistributive power increases the wage pre-
mium. Sun (2018) finds that recruitment of high-quality labour by S.O.E.s is
associated with the industrial composition of S.O.E.s. Further, Ma (2018) observes
that the W.G. declines, and the effect of individual characteristics increases from
35.23% in 1995 to 74.51% in 2007.

3. Methodology and data

China’s industrial structure and occupational classification have undergone several
profound changes in the twenty-first century, resulting in inconsistent statistics cali-
bration that leads to difficulties during data processing. In particular, cross-provincial
and cross-city macro data are difficult to obtain. The micro-level data in this study
are obtained from the China U.H.S. conducted by the Economic Survey Team of the
National Bureau of Statistics of China through public access provided by the
Tsinghua–China Data Center.

3.1. Methodology

This study estimates the effect of the specific sector on wages with reference to the
settings in Krueger (1993):

lnwi ¼ aþ Sectoribþ cXi þ ui, (1)

where lnwi is the logarithmic form of the annual income and the core explanatory
variable Sectori represents the labour sector, including P.U.S. and P.R.S.; Xi represents
the control variables, including personal characteristics (e.g., gender, marital status,
province), human capital characteristics (e.g., education and work experience) and
job characteristics (e.g., occupation and industry); and b represents the salary pre-
mium in a particular sector. The differences in wage structure between the two sec-
tors are clarified using wage functions. Sample selection bias is avoided using the
selectivity-bias corrected wage function model (Heckman, 1979). The married dummy
serves as an identification variable.

The estimated results of the distribution function and the density function of the
sector selection probability are used to calculate the correct item-named adverse
Mill’s ratio (k). Two decomposition methods are used to estimate determinants of
wage differentials. The first is the O.B. decomposition based on variable means
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(Blinder, 1973; Oaxaca, 1973). The income of workers is expressed as Ypub for PUS
and as YPri for PRS.

Assuming that income is determined by productivity conditions, then:

lnYpub ¼ Xpubbpub
lnYpri ¼ Xpribpri

, (2)

where Xpub and Xpri represent factors related to productivity conditions (determinant)
of P.U.S. and P.R.S., such as education level, working years and working hours; bpub
and bpri are the wage return coefficients for P.U.S. and P.R.S. in the labour market,
respectively; and notably, lnYpub � lnYpri cannot be directly understood as sectoral
discrimination. The counterfactual group is constructed as ‘P.R.S. workers who are
considered to work in the P.U.S.’ (C) in the labour market. The income of this group
is expressed as Yc, with the basic setting as their remuneration. Therefore, the WG
between sectors can be decomposed as:

lnYpub�lnYpri ¼ lnYpub � lnYCð Þ þ lnYC � lnYprið Þ
¼ bpub Xpub � Xprið Þ þ bpub � bpri

� �
Xpri

, (3)

where the interpretable part is lnYpub � lnYC ¼ bpub Xpub � Xprið Þ, that is, the W.G.
generated under different productivity conditions (e.g., Xpub 6¼ Xpri). The unexplain-
able part is lnYC � lnYpri ¼ bpub � bpri

� �
Xpri, that is, W.G. generated under different

departmental return coefficients (e.g., bpub 6¼ bpri), which can be understood as sec-
toral discrimination.

However, the above analysis is limited to cross-sectional data and does not further
examine the wage distribution. Moreover, an imbalance may occur in the income dis-
tribution among departmental employees; that is, the P.R.S. may exhibit more serious
income polarisation than the P.U.S. on the basis of differences in means. Therefore,
this study uses the R.I.F. regression and decomposition to explore the impact of sec-
tors on W.G. and determine which changes in individual characteristics reduce the
inequality of income distribution. Proposed by Firpo et al. (2009), R.I.F. redistributes
the distributional statistics to influence the function. The advantage of the R.I.F.
quantile regression is the comprehensive display of the wage distribution for each
quantile. The W.G. is decomposed into sectors according to characteristic and coeffi-
cient effects, and the contribution of each explanatory variable is then estimated.
R.I.F. can be expressed as:

RIFðY; vÞ ¼ v FYð Þ þ IFðY; vÞ, (4)

where v FYð Þ are various statistics like mean and variance, and IFðY; vÞ is the influ-
ence function corresponding to the specific statistic Y: When the distribution statistic
is quantile, the R.I.F. regression is of the unconditional quantile. Furthermore, the
R.I.F. of the Y variable at the Qt quantile can be expressed as:

RIF Y; vð Þ ¼ Qt þ s� Y6Qtf g
fY Qtð Þ , (5)
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where fY is the marginal density function of Y , and Qt is the unconditional distribu-
tion of t quantiles. RIFðY; vÞ is a function that can linearly represent other explained
variables. The unconditional quantile regression to analyse the influence of variables
such as sectors on the wages of different quantiles of each sample, using the following
equation:

RIF lnw; Qrð Þ ¼ Xibi þ e, (6)

where Qr is the quantile of wages and Xi represents variables such as human capital
and work characteristics. The influence of different variables on W.G. between sectors
is then analysed through R.I.F. decomposition and the construction of counterfactual
wage distributions. Furthermore, the W.G. can be decomposed into two parts, as:

Qr lnwpub
� �� Qr lnwpri

� � ¼ Qr lnwpub
� �� Qr lnwcð Þ� �þ Qr lnwcð Þ � Qr lnwpri

� �� �
, (7)

where lnwpub and lnwpri are the logarithm of the annual incomes of P.U.S. and P.R.S.,
respectively, and lnwc is the counterfactual function. The characteristic variables and
wage structure of P.R.S. and P.U.S. are used to construct the counterfactual wage distri-
bution, that is, the function when the P.R.S. and P.U.S. have the same return rate in
respect of the labour characteristics. Based on this, the following equation is derived:

Qr lnwpub
� �� Qr lnwpri

� � ¼ Xpub � Xprið Þbpub þ epubc
� �þ bpub � bpri

� �
Xpri þ ecpri

� �
,

(8)

where Xpub and Xpri are the characteristic variables, bpub and bpri are the characteristic
return rates, and epubc and ecpri are approximate error terms of the P.U.S. and P.R.S.,
respectively. The first term on the right side of Equation (8) represents the W.G.
caused by differences in sector characteristics; that is, the characteristic effect. The
second term is caused by the difference in the return rate when the characteristics of
the sector elements are the same, that is, the parametric effect (also considered as the
portion of the W.G. caused by market discrimination). Rios-Avila (2020) discusses
R.I.F.s in Stata and further optimises R.I.F. regression and decomposition.

3.2. Data description

The U.H.S. is a comprehensive survey of urban and rural households that includes
over 40,000 detailed data for four provinces, namely, Guangdong, Liaoning, Sichuan
and Shanghai (Eastern, Northeast, Western and Southern China, respectively). This
study selects three years (2004, 2008, 2013) as the sample period. The statistics
include age, experience, gender, education, occupation, working industry, wage, fam-
ily status and ethnicity. As mentioned, the most challenging part of data processing
involves the presence of severe statistical calibration inconsistencies in the three-year
data. In 2004, the U.H.S. followed the 16 categories in the Chinese Industry
Classification and Codes for National Economic Activities (GB 4754-84). However, in
2008, the National Bureau of Statistics referred to the International Standard
Industrial Classification of All Economic Activities, re-establishing industry standards
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and dividing Chinese industries into 20 categories. The samples of the last industry
for both, which are ‘others’, are few and are thus excluded in this study. After the
classification standards are meticulously compared, the industry data in 2008 and
2013 are summarised into 15 categories (Appendix Table A).

Table 1 shows the descriptive statistics classified by sector for the three years of
2004, 2008 and 2013, suggesting that P.U.S. has higher wages than P.R.S. in the three
years, and the W.G. tends to expand, which matches our Hypothesis 1. In Table 1, ln
w is the logarithm of the annual income level and Edu is the number of years of edu-
cation. In the U.H.S. database, the degree of education is divided into eight categories
(with the corresponding number of years of education in parenthesis: postgraduate
(18), university (16), junior college (14), technical secondary school (12), high school
(12), junior high school (9), elementary school (6) and illiterate. The last category is
extremely and is included in the elementary school category in actual research.
Furthermore, P.U.S. employees have always had higher education levels than those in

Table 1. Descriptive statistics for 2004, 2008 and 2013.
2004 2008 2013

Public Private Public Private Public Private

Inw 9.6 9.2 10.1 9.7 10.5 10
Edu 12.4 11.3 13.1 11.3 13.5 11.8
Exp 21.5 19.8 20.6 18.9 22.5 20.5
Male 58.5% 41.5% 56.3% 46.7% 53.2% 46.8%
Han 98.0% 97.0% 98.0% 98.0% 97.0% 97.0%
Married 88.0% 84.0% 83.0% 84.0% 74.0% 75.0%
Province
Liaoning 41.8% 44.6% 38.5% 39.0% 40.9% 40.0%
Shanghai 13.0% 11.2% 3.9% 3.2% 13.0% 9.8%
Guangdong 20.0% 22.7% 27.5% 34.3% 19.6% 25.8%
Sichuan 25.2% 21.6% 30.1% 23.4% 26.5% 24.4%

Occupation
Public manager 22.8% 9.2% 7.9% 0.5% 4.8% 0.7%
Technician 5.0% 1.1% 31.4% 13.6% 29.1% 16.2%
Clerk 34.8% 19.3% 37.9% 18.0% 44.6% 24.3%
Service 2.5% 18.5% 4.1% 40.2% 4.1% 37.8%
Agriculture 7.8% 28.8% 0.3% 0.6% 0.1% 0.4%
Production 26.3% 19.0% 16.2% 15.7% 15.2% 12.6%
Soldier 0.1% 0.2% 1.1% 0.0% 0.9% 0.0%
Others 0.7% 3.8% 1.2% 11.3% 1.1% 8.0%

Industry
Agriculture 1.1% 0.6% 1.3% 0.5% 1.1% 0.6%
Mining 1.7% 0.6% 3.5% 0.5% 3.2% 0.4%
Manufacturing 23.4% 17.9% 16.6% 17.4% 15.4% 16.8%
Electricity, gas and water 4.4% 1.0% 5.4% 1.1% 4.5% 1.0%
Construction 2.5% 3.1% 1.9% 4.3% 1.7% 5.3%
Environment management 1.8% 0.6% 2.0% 0.3% 1.4% 0.6%
Transport and information 11.1% 8.5% 10.5% 9.8% 9.7% 26.9%
Sales, hotel and restaurants 5.9% 31.7% 2.7% 30.7% 2.6% 14.2%
Financial intermediation 3.4% 1.2% 4.1% 2.4% 4.6% 3.1%
Real estate 1.9% 4.0% 0.8% 1.6% 1.1% 2.4%
Households and business services 6.7% 21.1% 4.0% 24.8% 4.7% 20.4%
Health, sports and social welfare 4.8% 1.0% 7.2% 1.7% 7.1% 1.7%
Education, culture and broadcast 10.9% 3.1% 13.6% 2.6% 13.0% 3.1%
Scientific research 3.0% 0.9% 2.5% 0.3% 2.7% 0.5%
Social organisation 17.5% 4.9% 24.0% 1.7% 27.4% 3.1%

Observations 6969 4778 5800 7476 5638 8393

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
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the P.R.S. Moreover, the proportion of male employees in the P.U.S. is slightly higher
than in the P.R.S., but there is no significant difference in terms of ethnicity and mari-
tal status between employees in the two sectors. In terms of occupation, the higher pro-
portion of P.U.S. employees is engaged in technical, production and public
management, while most P.R.S. employees are engaged in service, clerical and technical
positions. From an industrial perspective, P.U.S. employees are primarily employed in
administrative departments and educational and cultural institutions, while those in the
P.R.S. mainly work in transportation, social services and manufacturing.

Figure 1 shows the Kernel density distribution of the logarithm of wages in 2004,
2008 and 2013. The wage distribution is approximately normal. Both sectors demon-
strate a rising trend, but wages are consistently higher in P.U.S. In addition, variances
increase from 2004 to 2013 in both sectors, which shows that the W.G. within sectors
increases during the economic transition.

Figure 2 shows the W.G.s of two sectors under different quantiles. The ordinate
on the left represents the logarithm of wages, and that on the right represents the
proportion of wages in the two sectors. Clearly, the wages in the P.U.S. are higher
than those of the P.R.S. in all quantiles. Moreover, the W.G.s of the two sectors
decrease as the quantile increases. Specifically, at the low-income quantile level, the
W.G. between the two sectors is relatively large and shows a tendency to expand over
the three years. However, at the high-income quantile level, the W.G. is very small,
and the wage ratio of the two sectors approaches 1.

Figure 1. Kernel density distribution in public and private sector wages for 2004, 2008 and 2013.
Source: Calculated based on UHS 2003, UHS 2008 and UHS 2013.
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4. Results of the empirical research

4.1. O.L.S. regression

Table 2 sets out the results of the preliminary O.L.S. regression following Equation
(1). From 2004 to 2013, wages in the P.R.S. were significantly lower than those in the
P.U.S. Without considering other control variables, the wages of P.R.S. are approxi-
mately 40% lower than those of P.U.S. In respect of the other control variables,
P.U.S. wages are still approximately 10% higher than those of the P.R.S. with an
expansionary trend (�0.100 to �0.153) that also verifies the correctness of
Hypothesis 1. The adjusted R2 is within the range of 0.228–0.409.

Industries are classified as monopolistic or non-monopolistic based on the position
of S.O.E.s (and taking account of existing studies) in order to test Hypothesis 2.
Monopolistic industries include water, electricity, transport, postal services and
finance, while non-monopolistic industries include all others in the Appendix.
Table 3 reports the W.G. in the monopolistic industries for the three years of the
study. Controlling for covariates, the W.G. between the P.U.S. and P.R.S. is larger
than in the sample regression for all industries and increases from 10.7% to 16%.
Table 4 reports the change in the W.G. for the non-monopoly industries. In contrast
to the dramatic changes in the monopolistic industries, the W.G. in the monopolistic
industries remains at around 10% over the period. This is a strong indication that

Figure 2. Wage difference between public and private sectors by wage percentiles for 2004, 2008
and 2013.
Source: Calculated based on UHS 2003, UHS 2008 and UHS 2013
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upstream and monopolistic S.O.E.s widen the W.G. between sectors and also proves
the validity of Hypothesis 2.

4.2. Heckman selection model

Table 5 shows the regression results based on the model using Heckman sample
selection. Employee work experience and wages have a significant positive correlation
in both sectors. Employee education level and wages in P.R.S. are significantly and
positively correlated. However, what is interesting is that in the P.U.S., education

Table 2. Results of wage gaps between public and private sectors for 2004, 2008 and 2013.
Ownerships (Public sector) 2004 2008 2013

Private sector �0.428��� �0.100��� �0.415��� �0.0745��� �0.406��� �0.153���
(0.014) (0.014) (0.013) (0.016) (0.015) (0.017)

Control variables No Yes No Yes No Yes
N 11,747 11,747 13,276 13,276 14,031 14,031
adj. R2 0.071 0.409 0.067 0.308 0.05 0.228

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
Note: (1) The explanatory variables also include years of schooling, working experience and its square, one marital
status dummy, one ethnicity dummy (Han/non-Han), one gender dummy, six occupation dummies, three province
dummies and fourteen (one digit) industry classification dummies.
(2) Standard errors in parentheses: � p< 0.1, �� p< 0.05, ��� p< 0.01.

Table 3. Results of wage gaps between public and private sectors in Monopoly industries for
2004, 2008 and 2013.
Ownerships (Public sector) 2004 2008 2013

Private sector �0.431��� �0.107��� �0.430��� �0.0817��� �0.415��� �0.160���
(0.0147) (0.0140) (0.0138) (0.0157) (0.0154) (0.0179)

Control Variables No Yes No Yes No Yes
N 898 898 737 737 760 760
adj. R2 0.043 0.378 0.001 0.225 0.027 0.173

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
Note: (1) The explanatory variables also include years of schooling, working experience and its square, one marital
status dummy, one ethnicity dummy (Han/non-Han), one gender dummy, six occupation dummies, three province
dummies and fourteen (one digit) industry classification dummies.
(2) Monopoly industries include Electricity, gas and water, Transportation, warehousing and postal industry
and Financial.
(3) Standard errors in parentheses: � p< 0.1, �� p< 0.05, ��� p< 0.01.

Table 4. Results of wage gaps between public and private sectors in non-monopoly industries for
2004, 2008 and 2013.
Ownerships (Public sector) 2004 2008 2013

Private sector �0.354��� �0.110�� �0.225� �0.0813 �0.214��� �0.109�
(0.0569) (0.0535) (0.133) (0.119) (0.0573) (0.0626)

Control variables No Yes No Yes No Yes
N 10849 10849 12539 12539 13271 13271
adj. R2 0.076 0.409 0.069 0.311 0.053 0.229

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
Note: (1) The explanatory variables also include years of schooling, working experience and its square, one marital
status dummy, one ethnicity dummy (Han/non-Han), one gender dummy, six occupation dummies, three province
dummies and 14 (one digit) industry classification dummies.
(2) Non-monopoly industries include 11 industries in Appendix which not mentioned in Table 3.
(3) Standard errors in parentheses: � p< 0.1, �� p< 0.05, ��� p< 0.01.
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factors are significantly and negatively correlated with wages (e.g., a coefficient of
�0.205 in 2013). The main reason for this lies in the following two elements.

First, nepotism on the part of management often occurs in the P.U.S., which leads
to a wage distribution that is not entirely based on personal ability. Second, a consid-
erable number of current P.U.S. employees (especially in management) were already
working at the end of the twentieth century, when China was in the early stages of
reform and opening up, and people’s level of education was generally low. The
impact of education level and work experience on employee wages increase over the
three years, indicating that human capital plays an increasingly important role in
wage distribution. Furthermore, the income of male employees is significantly higher
than that of female employees, by approximately 20%. However, the W.G. between
Han and ethnic minorities is not significant.

4.3. Oaxaca–Blinder decomposition

Table 6 shows the decomposition results using the O.B. decomposition model. In
general, although the W.G. has slightly declined over the three years, the interpretable
part (i.e., characteristic effects) first decreases and then increases (from 63.7% to
67.25%, to 55.26%). Although the characteristic effect fluctuates, it is consistently
above 50%, which shows that individual endowments are the main cause of the W.G.

Table 5. Estimated results of wage function by public and private sectors for 2004, 2008
and 2013.

2004 2008 2013

Public sector Private sector Public sector Private sector Public sector Private sector

Exp 0.0211 0.0312��� 0.0163�� 0.0332��� 0.0225�� 0.0349���
(0.015) (0.010) (0.007) (0.005) (0.009) (0.005)

Exp2 �0.000171 �0.000488�� �0.000238 �0.000527��� �0.000510��� �0.000582���
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Edu �0.35 0.270��� �0.194��� 0.263��� �0.205��� 0.270���
(0.310) (0.104) (0.074) (0.064) (0.077) (0.066)

Male 0.210�� 0.179��� 0.228��� 0.153��� 0.253��� 0.190���
(0.092) (0.047) (0.045) (0.028) (0.051) (0.027)

Han �0.0056 0.0519 �0.0875 �0.0382 �0.0526 0.0138
(0.229) (0.109) (0.130) (0.071) (0.128) (0.055)

Unmarried 1.254 �0.746�� 0.346� �0.506��� 0.482�� �0.564���
(0.980) (0.341) (0.178) (0.144) (0.214) (0.172)

Province (Liaoning ¼ 0)
Shanghai 0.738��� 0.656��� 0.807��� 0.566��� 0.711��� 0.497���

(0.146) (0.069) (0.117) (0.070) (0.087) (0.039)
Guangdong 0.503��� 0.548��� 0.411��� 0.356��� �0.158�� �0.131���

(0.114) (0.060) (0.051) (0.034) (0.063) (0.035)
Sichuan �0.043 0.0132 0.0349 �0.0802�� 0.0233 �0.0203

(0.116) (0.056) (0.057) (0.032) (0.065) (0.030)
IMR 5.016 2.662� 2.717��� 1.605��� 3.222��� 1.494���

(3.588) (1.397) (0.732) (0.538) (0.845) (0.579)
Cons 1.238��� �1.238��� 2.309��� �2.309��� 2.326��� �2.326���

(0.061) (0.061) (0.057) (0.057) (0.058) (0.058)
N 11747 11747 13276 13276 14031 14031
adj. R2 0.415 0.389 0.355 0.255 0.174 0.264

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
Note: (1) The explanatory variables also include occupations and industries as control variables.
(2) Standard errors in parentheses. � p< 0.1, �� p< 0.05, ��� p< 0.01.
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during this period, and also justifies Hypothesis 3. The unexplainable part (i.e., the
coefficient effect) first decreases and then increases, suggesting that the differential
treatment or discrimination in terms of wages suffered by P.R.S. employees in the
labour market initially decreases and then increases over the three years.

These results denote the smaller influence of market mechanisms as a factor in the
W.G., while the influence of institutional factors increases as economic reforms progress.
In particular, educational factors contribute the most to the characteristic effect, suggesting
that enterprises’ requirements for highly educated talents are constantly increasing. The
contribution of industrial factors to characteristic effects is second only to that of educa-
tional factors, which is attributed to the monopolies in many industries in China (such as
oil, natural gas, infrastructure) that earn a revenue premium. In respect of the coefficient
effect, employee work experience is the most important influencing factor, while province,
industry and education are the other relatively important factors. Specifically, work experi-
ence is the largest contributor in the three years, accounting for approximately 40% of the
income effect, despite its considerable uncertainty.

Table 6. O.B. decomposition results.
Characteristics effects Coefficients effects

Values Percentage (%) Values Percentage (%)

2004
Wage gaps
0.428 0.272 63.70 0.155 36.30
Exp 0.038 8.92 0.107 25.06
Edu 0.113 26.54 0.078 18.29
Male 0.037 8.69 0.017 3.89
Han �0.001 �0.24 0.064 15.04
Unmarried 0.001 0.33 0.042 9.74
Occ 0.003 0.70 0.036 8.33
Ind 0.101 23.56 0.030 7.00
Province �0.015 �3.52 0.032 7.50
Cons 0.000 0.00 �0.057 �13.39
2008
Wage gaps
0.415 0.279 67.25 0.136 32.78
Exp 0.030 7.25 0.240 57.87
Edu 0.173 41.79 �0.191 �45.93
Male 0.020 4.83 �0.042 �10.01
Han 0.000 0.03 0.065 15.63
Unmarried 0.007 1.73 �0.047 �11.25
Occ 0.005 1.15 �0.255 �61.41
Ind 0.089 21.51 0.122 29.50
Province �0.029 �7.08 0.200 48.22
Cons 0.000 0.00 0.144 34.64
2013
Wage gaps
0.406 0.224 55.26 0.182 44.74
Exp 0.037 9.16 0.290 71.47
Edu 0.150 36.90 0.249 61.40
Male 0.024 5.87 �0.022 �5.51
Han 0.000 0.03 0.056 13.81
Unmarried 0.008 1.96 �0.056 �13.92
Occ 0.001 0.16 �0.042 �10.36
Ind 0.053 13.04 0.169 41.64
Province �0.020 �4.87 �0.052 �12.72
Cons 0.000 0.00 �0.254 �62.65

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
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Table 7. R.I.F. quantile regression by public and private sectors for 2004, 2008 and 2013.
10% 50% 90%

Public Private Public Private Public Private

2004
Exp 0.0483��� 0.0345��� 0.0260��� 0.0163��� 0.0118� 0.0168���

(0.009) (0.006) (0.004) (0.005) (0.007) (0.006)
Exp2 �0.000799��� �0.000461��� �0.000372��� 0.000170� �0.0000911 �0.000273�

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Edu 0.0846��� 0.0514��� 0.0738��� 0.105��� 0.104��� 0.160���

(0.009) (0.007) (0.004) (0.006) (0.009) (0.010)
Male 0.339��� 0.243��� 0.175��� 0.246��� 0.175��� 0.394���

(0.035) (0.032) (0.017) (0.030) (0.034) (0.042)
Han 0.0585 0.0683 0.228��� 0.128� 0.457��� 0.239���

(0.077) (0.094) (0.039) (0.074) (0.039) (0.073)
Unmarried �0.0632 0.087 �0.0989��� �0.00859 �0.0973 �0.175���

(0.073) (0.057) (0.033) (0.048) (0.060) (0.061)
Occ �0.0587��� �0.0545��� �0.0338��� �0.140��� �0.0268��� �0.163���

(0.010) (0.009) (0.005) (0.009) (0.010) (0.015)
Ind �0.000248 �0.0130��� 0.00974��� �0.0323��� 0.00914�� �0.0273���

(0.004) (0.004) (0.002) (0.004) (0.004) (0.007)
Province 0.0313�� 0.00198 0.0253��� 0.0505��� 0.0544��� 0.0555���

(0.014) (0.015) (0.007) (0.012) (0.009) (0.014)
Cons 6.922��� 7.325��� 7.961��� 8.003��� 8.292��� 8.546���

(0.196) (0.171) (0.088) (0.147) (0.166) (0.190)
N 6969 4778 6969 4778 6969 4778
2008
Exp 0.0459��� 0.0139��� 0.0265��� 0.0176��� 0.0156��� 0.0199���

(0.009) (0.005) (0.004) (0.004) (0.005) (0.006)
Exp2 �0.000802��� �0.000215�� �0.000381��� �0.000231��� �0.000296�� �0.000376���

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Edu 0.0971��� 0.0602��� 0.0862��� 0.0950��� 0.0736��� 0.138���

(0.010) (0.006) (0.005) (0.004) (0.007) (0.008)
Male 0.275��� 0.199��� 0.209��� 0.260��� 0.165��� 0.309���

(0.040) (0.028) (0.022) (0.022) (0.028) (0.034)
Han �0.105 �0.125 �0.0472 0.0756 0.262��� 0.0683

(0.081) (0.076) (0.055) (0.062) (0.051) (0.086)
Unmarried �0.239��� �0.180��� �0.154��� �0.169��� �0.169��� �0.273���

(0.087) (0.050) (0.040) (0.034) (0.045) (0.050)
Occ �0.0703��� �0.0466��� �0.0377��� �0.0893��� �0.0333��� �0.0893���

(0.014) (0.008) (0.007) (0.006) (0.008) (0.010)
Ind �0.00307 �0.0212��� 0.00748��� �0.0202��� �0.00334 �0.0169���

(0.004) (0.004) (0.002) (0.003) (0.003) (0.006)
Province 0.0325�� 0.0241�� �0.0278��� 0.0938��� 0.0000603 0.0646���

(0.015) (0.012) (0.008) (0.009) (0.008) (0.011)
Cons 7.533��� 8.200��� 8.698��� 8.350��� 9.566��� 9.059���

(0.214) (0.138) (0.109) (0.103) (0.134) (0.151)
N 5800 7476 5800 7476 5800 7476
2013
Exp 0.00373 0.0107 0.0306��� 0.0114��� 0.0212��� 0.0252���

(0.011) (0.010) (0.004) (0.004) (0.006) (0.005)
Exp2 0.000111 �0.000394� �0.000464��� �0.000191�� �0.000340��� �0.000531���

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Edu 0.0973��� 0.0554��� 0.0986��� 0.0877��� 0.0967��� 0.123���

(0.013) (0.011) (0.004) (0.004) (0.007) (0.007)
Male 0.239��� 0.316��� 0.199��� 0.249��� 0.189��� 0.309���

(0.053) (0.057) (0.019) (0.022) (0.029) (0.030)
Han �0.126 �0.350��� 0.0205 �0.0324 0.220��� 0.0626

(0.093) (0.103) (0.041) (0.054) (0.050) (0.069)
Unmarried �0.186� �0.393��� �0.106��� �0.141��� �0.148��� �0.213���

(0.096) (0.089) (0.035) (0.033) (0.044) (0.044)
Occ 0.0107 �0.0252 �0.0176��� �0.0681��� �0.0299��� �0.0912���

(0.016) (0.018) (0.007) (0.007) (0.010) (0.009)
Ind �0.0236��� 0.0305��� �0.0128��� �0.0144��� �0.0142��� �0.0204���

(continued)
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4.4. R.I.F. regressions and decomposition

R.I.F. regressions are conducted for different income quantiles to test Hypothesis 4.
The characteristic and coefficient effects are then obtained by R.I.F. decomposition.
The R.I.F. quantile regression method is used to test the influence of the sector on
quantile wages. Table 7 reports the coefficients of the 10th, 50th and 90th quantiles,
showing that most of the regression results are significant.

Work experience has a significant impact on income at each quantile and
decreases as the quantile increases. Thus, the effect of work experience on wages is
mainly concentrated on middle or low-income employees. Moreover, this effect in
the 90th quantile is higher in the P.R.S. than in the P.U.S. However, the opposite is
true in other quantiles, indicating that high-income employees in PRS are more
affected by work experience factors. Education has always had an important effect on
employee wages, which is reflected in their significant positive correlation and the
similar coefficient at all quantiles. Similar to work experience, in the 90th percentile,
the effect of education on P.R.S. wages is higher than in the P.U.S., which means that
the impact of education level on income is more apparent for P.R.S. employees.
Moreover, male employees have higher incomes in all quantiles, with no downward
trend. Furthermore, compared with the results for the P.U.S., the estimation coeffi-
cient is much higher for males than females in the P.R.S., suggesting that females
may be discriminated against in this sector.

The effects of industry and occupation types on wages increase directly with quan-
tiles, which means that there is no W.G. for newcomers across sectors, but this
increases with years of work. The regression coefficient of ethnicity is small, indicat-
ing no significant difference in income treatment between the Chinese and Han eth-
nic groups. Similarly, the regression coefficient of marital status is not significant.

The R.I.F. decomposition is further used to decompose W.G. into characteristic
and parametric effects. Table 8 shows the total W.G. between the two sectors, the
characteristic and coefficient effects, and the influence of each variable. In general,
the W.G. between the P.U.S. and P.R.S. continues to expand from 2004 to 2013.
Furthermore, in the 10th and 50th quantiles, the W.G. for low- and middle-income
employees of the two sectors is larger than for high-income employees. In the three
years, the characteristic effect for each quantile shows an increasing and then decreas-
ing trend; for example, the characteristic effect in the 10th quantile increases from
36.4% to 39.8% and then decreases to 37.9%. This means that the coefficient effect of

Table 7. Continued.
10% 50% 90%

Public Private Public Private Public Private

(0.006) (0.009) (0.002) (0.003) (0.003) (0.004)
Province �0.0639��� �0.167��� �0.0274��� 0.0114 0.00304 0.0078

(0.017) (0.020) (0.007) (0.009) (0.009) (0.010)
Cons 8.425��� 8.869��� 8.958��� 9.192��� 9.620��� 9.741���

(0.249) (0.247) (0.095) (0.100) (0.150) (0.129)
N 5638 8393 5638 8393 5638 8393

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
Note: Standard errors in parentheses. � p< 0.1, �� p< 0.05, ��� p< 0.01.
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Table 8. R.I.F. decomposition results.
10% 50% 90%

Values Percentage (%) Values Percentage (%) Values Percentage (%)

2004 Wage gaps 0.504 0.458 0.296
Characteristics effects 0.183 36.4 0.329 71.9 0.409 138.1

Exp 0.057 11.2 0.058 12.6 0.013 4.5
Edu 0.054 10.7 0.120 26.3 0.186 63.0
Male 0.036 7.1 0.039 8.6 0.062 20.9
Han 0.000 0.0 0.000 0.0 0.000 �0.1
Unmarried �0.004 �0.7 �0.001 �0.2 0.010 3.5
Occ 0.039 7.8 0.113 24.6 0.130 43.9
Ind 0.003 0.6 0.006 1.2 0.005 1.7
Province 0.000 0.0 0.005 1.1 0.005 1.9

Coefficients effects 0.321 0.129 �0.113
Exp 0.408 81.1 �0.107 �23.4 0.329 111.2
Edu 0.225 44.7 �0.544 �119.0 �1.083 �365.9
Male 0.031 6.2 �0.056 �12.2 �0.083 �27.9
Han 0.090 17.8 0.008 1.7 0.102 34.4
Unmarried �0.011 �2.1 �0.011 �2.5 0.037 12.5
Occ 0.053 10.4 0.410 89.6 0.149 50.2
Ind 0.263 52.2 0.315 68.8 0.176 59.5
Province 0.038 7.5 �0.011 �2.4 0.015 5.1
Cons 0.042 8.3 0.163 35.6 0.263 88.8

2008 Wage gaps 0.515 0.476 0.170
Characteristics effects 0.205 39.8 0.337 70.7 0.356 208.7

Exp 0.012 2.3 0.018 3.8 0.011 6.2
Edu 0.101 19.5 0.157 33.0 0.230 135.0
Male 0.020 3.8 0.026 5.4 0.030 17.8
Han 0.001 0.2 �0.001 �0.1 �0.001 �0.3
Unmarried 0.007 1.3 0.007 1.4 0.011 6.3
Occ 0.044 8.6 0.085 17.9 0.085 49.8
Ind �0.011 �2.1 �0.010 �2.1 �0.009 �5.1
Province 0.000 0.1 0.001 0.3 0.001 0.5

Coefficients effects 0.310 60.2 0.140 29.3 �0.185 �108.7
Exp 0.012 2.4 0.025 5.3 �0.065 �38.0
Edu 0.312 60.7 �0.757 �158.9 �0.044 �25.6
Male 0.001 0.1 �0.028 �5.9 �0.061 �35.9
Han 0.241 46.8 �0.092 �19.3 �0.159 �93.0
Unmarried 0.001 0.3 0.002 0.4 �0.001 �0.5
Occ �0.163 �31.7 0.302 63.4 0.046 27.2
Ind 0.042 8.1 0.219 46.1 0.107 63.0
Province 0.015 2.9 �0.323 �67.8 �0.233 �136.7
Cons �0.430 �83.5 0.775 162.7 0.405 237.9

2013 Wage gaps 0.610 0.457 0.161
Characteristics effects 0.231 37.9 0.249 54.6 0.303 188.1

Exp �0.019 �3.0 0.008 1.7 0.004 2.7
Edu 0.085 14.0 0.131 28.6 0.184 114.2
Male 0.034 5.6 0.026 5.8 0.032 20.0
Han 0.003 0.6 0.000 0.1 �0.001 �0.4
Unmarried 0.018 2.9 0.006 1.4 0.011 6.8
Occ 0.017 2.7 0.044 9.7 0.059 36.8
Ind 0.033 5.4 �0.017 �3.7 �0.025 �15.4
Province 0.016 2.6 �0.001 �0.3 �0.001 �0.7

Coefficients effects 0.379 62.1 0.208 45.4 �0.142 �86.4
Exp 0.177 29.0 0.004 0.9 0.131 79.7
Edu �0.005 �0.8 �0.637 �139.3 �0.716 �436.3
Male 0.029 4.8 �0.005 �1.0 �0.076 �46.6
Han 0.072 11.8 0.006 1.2 �0.098 �59.9
Unmarried 0.027 4.4 0.005 1.0 0.013 7.7
Occ 0.167 27.4 0.315 68.9 0.199 121.6
Ind �0.368 �60.3 0.105 23.1 0.221 134.9
Province 0.287 47.0 �0.122 �26.7 �0.025 �15.0
Cons �0.033 �5.3 0.526 115.0 0.211 128.6

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
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the unexplained part, including sectoral discrimination, first decreases and then
increases. Moreover, for low- and middle-income employees, education, occupational
type and gender have the greatest influence on the characteristic effect, and the import-
ance of industry continues to increase. For the coefficient effect, work experience and
occupation type account for the largest proportion of the effect. For high-income
employees, education and industry have always been the two most stable factors affect-
ing the characteristic effect. Considering that work experience has no significant influ-
ence on the coefficient effect for high-income employees, the type of occupation
becomes the most important factor. The above analyses of the R.I.F. decomposition all
illustrate the validity of Hypothesis 4, that the characteristics and coefficient effects
causing the W.G. are particularly diverse across various income quantiles.

4.5. Results discussion

The wages of the P.U.S. are consistently higher than those of the P.R.S. in these three
years, and that W.G. tends to expand. This result is consistent with our Hypothesis 1
and supports the study of Nawakitphaitoon et al. (2016) and Whalley and Xing
(2016) rather than that of Demurger et al. (2012).

Following the model in Li et al. (2015) and the findings of Lin (2021), representa-
tive monopolistic industries (water, electricity, transportation, post and finance) are
selected in this study. The empirical results show that the intersectoral W.G. for mon-
opolistic industries remains around 10% during this period, which clearly indicates
that upstream and monopolistic S.O.E.s are important factors influencing the W.G.,
and also verifies Hypothesis 2.

The O.B. decomposition reveals that the explainable component (i.e., characteristic
effect) of W.G. declines and then rises. While the results are similar to the consistent
increase in the characteristic effect observed in Ma (2018), we find that the character-
istic effect consistently remains above 50%, supporting Hypothesis 3. The effects of
education and work experience on wages continue to increase, indicating the increas-
ing importance of human capital. In other words, individual endowments are the
main cause of intersectoral W.G. in the twenty-first century.

Further, the article shows that for high-income employees, education and industry
have been the two most stable factors in the characteristic effect. For low- and mid-
dle-income employees, education, occupation and gender have the largest role in the
characteristic effect. This also verifies Hypothesis 4 that the causes of the characteris-
tic effects of W.G. differ between the P.U.S. and P.R.S. in different wage quartiles.

5. Conclusions and policy recommendations

Based on the U.H.S. survey data for 2004, 2008 and 2013, this study investigates the
wage structure and gap between the P.U.S. and P.R.S. First, the OLS regression with
Heckman selection reveals that the WG between the P.U.S. and P.R.S. is expanding.
Moreover, the O.B. decomposition suggests that the characteristic effect has an
increasing and then decreasing trend but still takes the dominant position.
Furthermore, the R.I.F. quantile regression and R.I.F. decomposition show that work
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experience, education, gender, occupation and industry have significant effects on the
W.G. In particular, work experience has a greater impact on middle- and lower-
income employees, while high-income employees are more sensitive to education,
occupation and industry.

The findings of this article provide evidence to support future policy development.
First, behind the continued expansion of the W.G. is partial government control of
the wage-setting system; market mechanisms are unable to play a full role in wage
setting in the P.U.S. Further antitrust regulation of S.O.E.s is needed, especially in
upstream industries. Second, since education and work experience are important fac-
tors in the characteristic effect, improvements are needed in education policy and
labour law, including increasing education and vocational training for P.R.S. employ-
ees, introducing policies to attract high-level talents to the P.R.S., and setting a suit-
able minimum wage.

However, this study has certain limitations. First, the research is based on the
cross-sectional data for three non-contiguous years, and the sample selection may be
accidental. Second, other labour demand factors such as firm productivity, human
resource management and unobservable variables of firms may also affect the W.G.
and are not considered in this study.

Finally, there are possible avenues for further research along the lines of this study.
First, future research could focus on a particular and essential characteristic of the
W.G., such as education and work experience. Second, it is necessary to explore the
impact of monopolistic industries on the W.G. through a more precise industry clas-
sification; this article only considers monopolistic industries as a whole. Third, other
classifications of industries are also worth considering, such as service versus produc-
tion industries. Fourth, the article does not consider any specific policies or shocks
that could cause fluctuations in the W.G., which also has practical meaning.
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Appendix

Table A. Industry-classification in 2004, 2008 and 2013.
15-category industry (2004) 20-category industry (2008/2013)

Agriculture Agriculture, forestry, animal husbandry and fishery
Mining Mining
Manufacturing Manufacturing
Electricity, gas and water Electricity, gas and water
Construction Construction
Water and environment management Transportation, warehousing and postal industry
Transport and information Information transmission, computer service and software
Wholesale and retail, hotel and restaurants Wholesale and retail
Financial intermediation Accommodation and catering
Real estate Financial
Households and business services Real estate
Health, sports and social welfare Leasing and business services
Education, culture and broadcast Scientific research, technical services and

geological prospecting industry
Scientific Research Water conservancy, environment and public facilities management
State and social organisation Resident services and other services

Education
Health, social security and social welfare
Culture, sports and entertainment
Public administration and social organisation

Source: China Urban Household Survey (2004, 2008 and 2013). http://www.tcdc.sem.tsinghua.edu.cn/en/About_Us/
Contact_us.htm.
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