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Abstract
In July 2009, Zhou Xiaochuan, the governor of China’s central bank, made a statement that there
was no increase in Chinese household savings rate between 1993 and 2007 and that China’s low
consumption is explained by slow household income growth. Governor Zhou singled out
urbanization in his speech as a process that has not brought much income gain to the Chinese
households. This paper explores some of the issues raised by Governor Zhou. The paper starts with
an intriguing empirical observation: The acceleration of China’s pace of urbanization coincided
almost perfectly in timing with a sharp decline of household consumption as a ratio to GDP. While
this timing confluence is interesting, this paper does not examine it in detail except to note its
existence. The paper focuses on two prominent institutional conditions under which Chinese
urbanization has occurred. One is that the land assets are completely controlled by the government;
the other is the persistence and the stringency of the hukou system after 30 years of economic
reforms. These two features of Chinese urbanization may have exerted substantial effects on the
income development and consumption patterns among three groups of Chinese population—rural
migrant workers, urban hukou holders and rural hukou holders. Two datasets are used in this paper.
The first dataset draws from a large-scale survey on rural migrant workers in five cities in Guangdong
province. The survey was conducted in July and August 2009. The second dataset is a compilation of
China Household Income Project (CHIP) and China Urban Socioeconomic Indicators (CUSI).
CHIP_CUSI is used to examine the effects of urbanization on those who hold urban and rural hukou.
We found that urbanization—of the kind that is more market-based, i.e., driven by migration—has
improved the income position of rural migrant workers substantially but it may have increased their
precautionary savings motivations due to the bifurcation created by the hukou system. For the rural
and urban hukou holders who did not migrate, there does not appear to be overwhelming evidence
that the Chinese urbanization process—especially of the kind based on government policies— has
substantially improved their household income. We believe that our empirical findings are quite
consistent with the observations made by Governor Zhou Xiaochuan.
JEL codes: O43, O53, P26 and R51
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URBANIZATION, HUKOU SYSTEM AND GOVERNMENT LAND OWNERSHIP:
EFFECTS ON RURAL MIGRANT WORKERS AND ON RURAL AND URBAN
HUKOU RESIDENTS
The most important objective of this OECD research project is to understand the nature of global
imbalances and to recommend a course of policy actions that will mitigate against future economic
shocks of the magnitude of the one we are experiencing today. One of the key developments in the
current global imbalances, as well understood by many, is the glaring contrast between the
developing countries and developed countries in their propensities to consume. This paper will focus
on one of the most important—if not the most important—developing countries, China, and will
delve into some background factors that may shed some light on this development.
Consumption and changes in consumption patterns are a complex topic and the purpose of this
paper is not to explain why consumption/GDP ratio declined in China. But since the primary purpose
of this OECD research project is to provide new ideas and to debate about global imbalances, in
order to be useful to the project, this paper puts the findings on linkages between urbanization and
household income development in this macro context of consumption decline. It is up to the reader
to draw (or not to draw) any linkages between China’s consumption decline and the phenomenon of
interest in this paper—that the particular features of China’s urbanization process may have not
alleviated the precautionary savings motivations on the part of rural migrant workers and do not
seem to have produced substantial positive effects on urban or rural hukou household income
growth. The paper makes a quick note of an intriguing confluence of two major developments in
China since the late 1990s—rapid urbanization seems to have coincided with a substantial
consumption decline (against GDP). The paper does not probe explicitly into how exactly these two
developments are linked other than noting its existence. The main purpose of the paper is to focus
on those effects of urbanization that may suggest productive ways to think about this consumption
decline.
One measure of urbanization is migration from rural to urban areas. There are two ways in which
migration is measured. One is by household registration (or the hukou system) whereby a rural
migrant attains the urban status when he or she has gone through a legal process of having acquired
an urban registration status. The other is by residence—specifically an individual is considered as an
urban resident if he or she has resided in the urban area for more than six months. The latter
measure is more expansive than the first measure and there are some substantial complications as
to which one is the optimal measure of Chinese urbanization (in addition to the complications about
how available the relevant data are). I will go into some of these complications later in the paper.
Here let me note that by the more expansive urbanization based on residency the number of rural
migrants who have moved to the Chinese cities in the last ten years has been massive. According to
an analysis of the 2000 population census in 2000 there were 144 million individuals who resided in
areas away from their registration abodes (e.g., a rural hukou resident having resided in a city for
more than six months)1. According to a report by the National Bureau of Statistics (NBS), there were
1
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225.4 million “rural migrant workers” who resided in the urban areas as of the end of 2008. Thus
between 2000 and 2008, 81 million rural residents moved to the cities. This figure, in all likelihood, is
an under-estimate of the true magnitude of rural migration because the 144 million figure may have
contained an unknown number of urban residents moving to those cities outside their household
registration. The basic trend, irrespective of these complications, is clear—by population/migration
measure urbanization has been substantial between 2000 and 2008. (The conclusion is exactly the
same if we use a different measure of urbanization sometimes found in the literature on
urbanization—spatial expansion of urban areas, as will be shown later.)
It is intriguing to note that during this period of rapid urbanization the Chinese household
consumption to GDP ratio declined sharply. Figure 1 presents data from World Bank’s World
Development Indicators database on household consumption as a ratio to GDP in China and in the
United States. It shows a divergence between the two countries that lie at the heart of the global
imbalances: China’s ratio, especially since 2000, declined substantially, whereas that of the United
States rose. The magnitude of China’s decline cannot be overstated. In 2000, the household
consumption stood at 47 per cent of the GDP; by 2007 it stood at 33 per cent. China is not just
under-consuming compared with the United States but it is under-consuming—by some
20 percentage points—as compared with Japan, Korea, India, Brazil and South Africa. Another
pattern in the graph holds a special interest to this paper—the turning point seemed to be anchored
around 2000.
Figure 1. Household consumption/GDP ratios in China and the United States, 1990-2007
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Figure 2. The population size of an average city in China, 1996-2004 (10000 persons)

Source: China Urban Socioeconomic Indicators Database

The year 2000 is also a turning point for Chinese urbanization, as shown in Figure 2. The average
population size of Chinese cities remained flat until 2000 when the population size began to increase
substantially. As I will show later in this paper, the spatial expansion of Chinese cities also intensified
substantially beginning in 2000. Are these two developments—household consumption decline and
urbanization—purely coincidental? The confluence of these two developments is both a motivation
for writing this background paper as well as providing a helpful perspective for the OECD project on
global imbalances.
While this paper does not attempt to explain this decline in China’s consumption/GDP ratio, some of
the discussions on the topic may help us identify those mechanisms whereby urbanization may or
may not have affected this outcome. A paper by two IMF economists argues that the rising
household savings rate in China is the culprit. They showed that the urban savings rate rose from 15
to 25 per cent from the early 1990s to 2005 (Chamon and Eswar 2008). The idea that Chinese
households save a large portion of their income—for precautionary purposes—is the established
view among mainstream macroeconomists and, to some extent, among Chinese policy makers2. One
part of the current stimulus package is devoted to rebuilding China’s social protection. The rationale
2
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is to reduce the precautionary savings and to increase household consumption. This is considered as
a vital part of the strategy to move China away from export-dependent model of economic
development.
There is some debate whether or not rising household savings rate is behind China’s declining
consumption/GDP. To some extent, this boils down to an empirical issue, “Has the Chinese
household savings rate actually risen?” In July 2009, Zhou Xiaochuan, the governor of the People’s
Bank of China—China’s central bank—observed at a conference that “Chinese household savings
rate, although high, has remained highly stable” and therefore household savings rate cannot
explain China’s consumption decline. According to the data he provided, between 1992 and 2007,
China’s household savings rate fluctuated closely around 20 per cent of GDP. There was no
substantial increase. But during the same period, corporate savings rate doubled from 11.3% of GDP
to 22.9% and the government savings rate doubled from 4.4% to 8.1%. In his speech, Mr. Zhou
specifically singled out the role of urbanization in explaining why corporate savings rate has risen so
fast. He argued that during the urbanization process personal income rose slowly relative to
corporate profits. “The vast majority of Chinese labourers,” he observed, “failed to share the rising
profits with the corporate sector.” In particular, he advocated increasing household asset income—
income from stock ownership and land transactions—as a way to reduce the aggregate savings rate3.
Two IMF economists have looked into this issue in more details. They show that the purported rising
savings rate in fact explains a miniscule portion of the consumption decline—about 1 per cent of an
8 percentage point decline in consumption during the period they looked at. Reaching a similar
conclusion as Governor Zhou, they argue that low household income growth—relative to GDP
growth—is the main factor behind China’s consumption decline (Aziz and Cui 2007). (The title of
their paper is, “Explaining China’s low consumption: The neglected role of household income.”) In
my previous work, I have shown that rural household income growth in the 1990s lagged GDP
growth by close to 50 per cent and the population-weighted rural and urban household income
growth also lagged GDP growth (Huang 2008).
These two hypotheses—the precautionary savings and low income growth—can be fruitfully
explored by examining the role of urbanization in these two stories. Does urbanization increase or
decrease the precautionary motivations? Does urbanization raise or depress household income
growth? How has urbanization affected the three main groups of the population involved in the
urbanization process—rural migrant workers, urban hukou residents, and rural hukou residents.
Exploring these effects of urbanization should be helpful in trying to understand the declining
consumption/GDP ratio even if urbanization may not be the entire story behind this development.
This paper starts with the assumption that the patterns depicted in Figures 1 and 2 are more than
coincidental.
Let me start with theories that urbanization should, in principle, reduce precautionary motivations
and raise income (and therefore raise consumption through those channels identified by Chamon
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and Eswar, Governor Zhou and Aziz and Cui). Thus to the extent that we observe the opposite in the
aggregate data, it is a puzzling question that requires an explanation.
That urbanization should reduce precautionary savings motivations is premised on the idea that
cities have a special advantage in providing social services that are particularly valuable to the poor
people. Because the population density is high, it is cheaper—on a per capita basis—for the
government to provide unemployment benefits, health care and education. In a paper entitled,
“Why do the poor live in cities?” Glaeser, Kahn and Rappaport argued that this is the reason why
poor people in the United States preferred to live in urban areas despite having to incur higher costs
of living. Access to social services is cheaper and more plentiful (Glaeser et al. 2000). Applying this
logic to the Chinese urbanization process, we should expect to see a reduction in precautionary
motivations on the part of rural migrants when moving to the cities if the provision of social services
is indeed socialised. If, on the other hand, the access to social services is not made easier and
cheaper despite urbanization, one would not expect to see this effect on precautionary motivations.
On the connections between urbanization and income growth, as Bloom, Canning and Fink pointed
out in their paper, “*t+he economics literature is replete with references to urbanization as a natural
concomitant of modernization and industrialization” (Bloom et al. 2008). There are many such
channels identified by economists why urbanization promotes income and the following is a short
and incomplete summary of this vast literature.
Cities are commonly believed to be the engines of economic growth in a developing country (Jacobs
1985). Urbanization process itself, not just the status quo of being urban, is often said to influence
the efficiency of economic growth as well as the income distribution of a country (Black and
Henderson 1999; Davis and Henderson 2003). The two usual channels associated with the positive
economic contributions by urbanization are external scale economies and knowledge spillovers.
Scale economies can be achieved because urban centres are more efficient in job creation due to
industrialization (Yuki 2007). Knowledge spillovers occur with a higher than average human capital
concentrated in certain, primarily urban, locations (Rauch 1993; Eaton and Eckstein 1997; Au and
Henderson 2006) and (Henderson 1988, 2003).
Against these strong priors, however, the empirical evidence supporting the positive effects of
urbanization on income growth is mixed or even negative (Bloom et al. 2008). A theme that is
probably more relevant to a developing country such as China is migration during the urbanization
process. The effect of the rural-to-urban migration can be an improvement in rural labour
productivity and a more efficient rural sector (Au and Henderson 2006; Yang and An 2002). But the
opposite effects are possible as well. Given the presence of non-agricultural activities in the rural
economy, an unrestricted rural-to-urban migration may lead to a compression of the average
income of both rural and urban dwellers (Fan and Stark 2008). This is a highly relevant theme for the
purpose of this paper. We know that China had a thriving rural industry (in the form of TVEs). We
also know that the Chinese migration is highly restricted and thus it should not lead to the effect
postulated by Fan and Stark (2008). But on the other hand it may not achieve what Yang and An
(2002) predicted because of the lack of large-scale migration.
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A number of papers on Chinese urbanization process have examined the size distribution of cities,
growth city population, and growth in city numbers(Henderson and Wang 2007)4. The general
verdict on Chinese urbanization by economists is quite positive. A number of empirical studies find a
strong association between GDP growth and urban spatial expansion (Deng et al. 2008; Ho and Lin
2004). A natural topic is the effect of urbanization on land values. Urbanization was found to
improve the value of urban land and the budgetary strength of the local governments (Lichtenberg
and Ding 2009). Another study found substantial pricing pressures on land assets in the Chinese
cities (Zhang et al. 2007). To the extent there is any downside, economists believe that the land
acquisitions may have resulted in increasing social tensions that may impose a long-term threat to
stability and sustainable development (Ding 2007). Also some have questioned the fast urbanization
pace in the context of rather stringent restrictions on migration (Au and Henderson 2006).
This discussion suggests the importance of factoring in the country-specific factors in understanding
urbanization. A theme running through this paper is that to explore whether urbanization has
reduced precautionary motivations or raised income requires spelling out explicitly those conditions
under which urbanization has occurred in China. Two well-documented institutional conditions are
particularly relevant here. One is the persistence of the hukou system—a system that embeds
certain rights and obligations not to residence but to the birth status of an individual—after 30 years
of economic reforms. (To illustrate the bifurcation created by the hukou system, I refer to those rural
residents who have migrated to cities to work but lack an urban hukou as rural migrant workers. I
refer to those non-migrants as rural or urban hukou residents or holders.) The other condition is the
government ownership of land assets. These two conditions in turn suggest, although not prove,
that the Chinese urbanization process is heavily a function of policy and political factors.
I rely on two datasets to examine the effects of urbanization on income/savings dynamics. Because
of the enormous importance of rural migrant labour and because of the serious omissions of the
existing household surveys on this group, in the summer of 2009, in collaboration with the
researchers at Sun Yat-sen University in Guangzhou of Guangdong province, we conducted a survey
on about 1500 rural migrant labourers working in five cities in Guangdong province. While this
survey offers some valuable insights, it has some serious limitations. One is that the survey was
conducted in the middle of the global financial crisis that has hit Guangdong province very hard.
(Guangdong is a large exporting economy.) Second, we have not been able to link this dataset with
surveys conducted in previous years (in part because few such surveys were conducted). Third, the
dataset is cross-sectional and we cannot examine before-and-after dynamics. Fourth, we do not
have sufficient data to compare the situation of the rural migrant labourers in Guangdong province
with the situation in their home villages.
These limitations aside, this survey is useful in illustrating two important aspects of Chinese
urbanization process. One is that there is indirect evidence that the level of income earned by rural
migrant workers in Guangdong is substantially higher than what could be inferred as the comparable
income in their home villages. Thus for this group of Chinese, there is no question that urbanization
has had a substantial positive effect on their income. Second, this group of Chinese also has a very
4
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high savings rate—almost 40 to 60%--and thus this positive effect of urbanization on income levels
may not have led to a comparable rise in consumption. This dynamic may have to do with a
particular institutional feature of the Chinese system: Rural migrant labourers, while residing in
urban areas and having worked in the cities for many years, enjoy very little those benefits
customarily associated with urban citizenship—such as access to free education and healthcare. We
will show that the savings rate on the part of rural migrant labourers is substantially higher than the
national average (at 25%) and that education of their children and concerns about healthcare loom
extremely large when asked to explain why they are saving so much of their income.
We also need to examine the effects of urbanization on two other groups of the Chinese
population—those holders of rural and urban hukou who have not migrated. We rely on a second
dataset to do so. This is a compilation of two separate datasets to undertake empirical explorations
of any links between urbanization and income development on the part of rural and urban hukou
holders. One is a comprehensive household survey conducted in 2002 called China Household
Income Project (CHIP). The other is a comprehensive dataset on more than 300 Chinese cities. These
are the tentative findings of this paper. In a set of regressions, our urbanization measures are
positively associated with household income level. However, any positive associations disappear
once a set of household, city and provincial characteristics are added to the regressions. This
suggests that Chinese household income is a function of urbanization only if urbanization is treated
as a proxy for those social, historical and economic characteristics. In fact, of twenty-two
urbanization coefficients on income produced in the regression analysis, eight are statistically
significant but negative on various measures of household income developments. In contrast, only
four coefficients are statistically significant and positive. Ten coefficients lack any statisticallysignificant effects on income. This is definitely not overwhelming—or even underwhelming—
evidence that the kind of urbanization China has experienced is associated with high household
income growth or its level on the part of rural and urban hukou residents.
This study follows Au and Henderson (2006) and takes as given that the Chinese urbanization
process ocurred under two prominent institutional conditions. One is the persistence of the hukou
system and the other is the government ownership of all the land assets. There are two sets of
questions that motivate this research project. First, we ask whether urbanization has not just
benefited the fiscal position of the local governments as documented by Lichtenberg and Ding
(2009) but also the financial conditions of the average Chinese households (either of rural migrants
or hukou residents). Second, we want to know whether the economically beneficial effects of
urbanization—such as its positive association with GDP growth—also extend to household income
growth. This latter question should not be presumed simply on the basis of a positive association
between urbanization and GDP growth. The reason is that historically Chinese household income
growth has lagged GDP growth by a substantial margin (Khan and Riskin 1998).
The first section of this paper provides more details on some of the stylised facts about Chinese
urbanization. One feature is that Chinese urbanization occurred under a stringent hukou system. The
other prominent feature of Chinese urbanization is that it is heavily about spatial expansion of the
city area. This suggests the important role of land ownership in Chinese urbanization process. Then
the paper will introduce the migrant worker survey conducted in 2009 and present some preliminary
findings from this dataset. (At the time of this writing, the dataset is still being compiled and
11

collated.) The third section introduces the CHIP_CUSI dataset and presents findings on rural and
urban hukou residents. The last section concludes.
URBANIZATION IN CHINA
It is common knowledge among China academics that the Chinese urbanization process has a set of
very unique features. Barry Naughton (2007, p.126), a prominent China economist, observed,
“China’s urbanization rate….reached its present stage through a trajectory that is utterly unique, and
even bizarre.” In this section, I will discuss those features of the Chinese urbanization process that
may have affected many aspects of Chinese economy, such as income growth of Chinese
households.
One way to think about the Chinese urbanization process is that it is a composite process of two
opposing forces. One is relatively market-based and it is driven by cumulative decisions made by
millions and even hundreds of millions of individuals to move from rural to urban areas. The other
force is less market-based and is more political and this has to do with the spatial expansion of the
urban boundaries. The spatial expansions involve land transactions and because land assets are
completely owned by the government the spatial expansions are then putatively driven by a political
process.
In the empirical analysis, we have used multiple measures of urbanization: rural migration, hukou
population and spatial expansions. There is no presumption here that one measure is superior to
other measures in ascertaining the true pace of urbanization in China. We simply start with the
premise that Chinese urbanization process has encompassed all three of these processes and
therefore they should all be studied. That said, it is plausible to argue that some urbanization
processes are more market-based than others. Rural migration is probably the most market-based
and the spatial expansions are the least. At the current time, we are not able to incorporate all three
measure of urbanization simultaneously in our empirical analysis because of lack of necessary data.
We hope to remedy this shortcoming in the future.
Some stylised facts on urbanization in China
Until the late 1990s, the pace of urbanization in China was modest. Chinese cities, as a number of
scholars have noted, have historically been under-sized. According to the data provided by Naughton
(2007), in 1978, the resident urban population only accounted for 18 per cent of the Chinese
population. This compares with the industrial share of GDP estimated around 30 to 40 per cent.
Since then, the share of urban population—by residency—has risen steadily and continuously. In
1999, the share of urban population nearly doubled compared with the level in 1978, reaching
34 per cent. In 2005, the urban resident population share stood at 43 per cent.
However, measured by the urban hukou population, the China’s urbanization rate is much lower. In
2005, it was only 30 per cent of the total population, some 13 percentage points lower than the
urbanization rate as measured by urban residency, defined as having resided in a city for more than
six months. The urban hukou population accounted for 15 per cent of the population in the late
1970s. It is not clear how this ratio doubled between 1978 and 2005. The most likely explanation is
the spatial expansion of the urban boundaries that encroached upon previously rural areas rather
12

than a relaxation of hukou controls. Canning et al. (2008) observed (not specifically referring to the
Chinese context), “a person can become ‘urbanized’ while standing still.”
The persistence of the hukou system, in the face of the massive scale of rural migration, is the first
institutional detail we need to consider when studying urbanization in China. One of the notable
features of the hukou system is that it is not based on profession, on residence or strictly on the
basis of birthplace. For example, state farm workers are classified as urban hukou despite the fact
that they work in the rural areas. By the same logic, a rural resident who works at an industrial job
(e.g., at a TVE) is classified as rural hukou. Rural migrant workers who have resided in cities for a long
period of time are still classified as rural hukou5. The hukou system is highly discriminatory against
rural hukou holders. Naughton (2007, p. 129) compares Chinese rural migrants to undocumented
Mexican migrants working in the United States. They “remain on the fringes of urban society,
sleeping in substandard housing, typically on the outskirts of the city, working long hours and
planning a return to the countryside.”
One difference with the undocumented Mexican migrants in the United States is the sheer number
of rural migrant workers. In Dongguan, those who hold urban hukou only numbered around
1.5 million people. But Dongguan reportedly has between 9 and 10 million rural migrant workers. It
is plausible to argue that given their sheer number their income developments and consumption
patterns have a substantial effect on many of China’s macroeconomic aggregates (such as
consumption/GDP ratio).
The other prominent characteristic is the government ownership of land. This institutional feature of
the Chinese system is made particularly important given the following development in China Chinese urbanization process is a result of a large increase of the number of cities rather than a
result of increasing the size of existing cities. Even though more and more Chinese are being
classified as urban residents, the population density of the Chinese cities—measured by either
population per city or by population per unit of urban area—has remained low, constant over time
and has even declined by some measures.
Figure 2 presents data on the population size of an average Chinese city between 1996 and 2004.
The graph is based on data from China Urban Socioeconomic Indicators database (CUSI, to be
explained later in the paper). The data are broken down in two ways. One covers the entire
population of a Chinese city; the other only covers those residents who have an urban registration
status (or urban hukou). Cities in China are more appropriately understood as jurisdictional, rather
than as socioeconomic units in the sense that they are defined by the jurisdictional power granted to
them rather than being classified by economic criteria (although the two can be correlated). Thus a
Chinese city—or its government—exercises jurisdiction over the population residing within its
border regardless of the specific hukou status. Shanghai, widely regarded as the most cosmopolitan
city in China, still had around 2 to 3 million rural residents as late as 1995.
Figure 2 shows that the average population size of the Chinese cities remained fairly flat until 2000.
This does not show the population of rural migrants who live in the cities but who have not obtained
an urban registration status. This is an important empirical as well as an analytical point, to which I
5
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will return later. In 1996, in terms of all the residents, the average size of a Chinese city was only
1 million; in 2000 it went up to 1.09 million. By 2004, it was 1.23 million. The non-agricultural
population measure shows an even more modest level of urbanization. Between 1996 and 2000, the
average non-agricultural population fluctuated between 600 000 per city and 640 000 per city.
Starting in 2000, the size increased, 750 000 by 2004.
Figure 3 presents the population size of a median Chinese city. Because the Chinese urbanization
process seems to be associated with a numerical expansion of the number of the cities, it is
worthwhile examining the characteristics of a median Chinese city. As in the case of the mean
population, the all-resident measure—including both urban and rural hukou residents—shows an
increase. But apparently almost all of the increase resulted from more rural people being included in
the jurisdiction of a city rather than from the conversion from rural to urban population. The median
measure of the non-agricultural population only experienced a modest change between 1996 and
2004. In fact, between 1997 and 2002 the median Chinese city was actually losing population rather
than gaining it.
Figure 3. Population size of a median city

Source: China Urban Socioeconomic Indicators Database

Figure 3 suggests one dynamic behind China’s urbanization process—that the Chinese urbanization
process is more about a geographic expansion of cities than about population movement. Figure 4
brings out this dynamic more explicitly. It shows that the Chinese cities were in fact becoming less
14

dense over time (as measured by population per square kilometre). This is true both of the mean
and the median measures of Chinese cities. In 1996, a mean Chinese city had about 1200 people per
square kilometre; by 2004, this number was 1061 per kilometre.
Figure 4. Population density of Chinese cities, 1996-2004

Source: China Urban Socioeconomic Indicators Database

Spatial expansions—through land acquisitions—are probably the most important feature of the
Chinese urbanization process. This raises some analytical implications such as whether the massive
land acquisitions have contributed to income growth on the part of the original landholders (i.e. the
rural residents). The main purpose of this paper is to explore this connection between land
acquisitions and income growth. For now, however, let me present some data on the geographic
expansions of the Chinese cities.
We present three measures of spatial expansions of the Chinese cities. These three measures range
from being the broadest to the narrowest and they are consistent among themselves in showing two
things. First, until 1999/2000 or so, the geographic size of the Chinese cities remained relatively
constant. The year 2000 seemed to mark a major turning point—the geographic size of the Chinese
cities began to expand. Second, the size of geographic expansions—since 2000—is massive. The
average size of the Chinese cities—in terms of our broadest measure—increased by some 60 per
cent between 1996 and 2004.
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The broadest size measure used here is roughly the jurisdictional boundary of a city. A less broad
measure is one based on the nature of economic activities—if those economic activities are more
urban, the area that supports these activities is said to be “urban.” The narrowest measure is also
based on economic characteristics and this is an area in which the urban infrastructures are
relatively complete (for example, this area encompasses an airport, a downtown area, etc.).
For the sake of simplicity, I will call these three measures, respectively, jurisdictional, urban and
infrastructural measures of urbanization. Let me illustrate by a concrete example. In 1996, by the
jurisdictional measure, Shanghai had an area of 6341 square kilometres but its urban area was only
2057 square kilometres and its infrastructural area was only 412 kilometres. There are massive
differences among these three measures of the area of Shanghai. Figure 5, Figure 6 and Figure 7
show clearly that Chinese cities became bigger rapidly since 2000 by all three of these urbanization
measures. That there was a turning point in 2000 is very visible in the data.
Figure 5. Jurisdictional measure of urbanization

Source: China Urban Socioeconomic Indicators Database
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Figure 6. Urban area measure of urbanization

.
Source: China Urban Socioeconomic Indicators Database

This part of the discussion focuses more heavily on those urbanization dynamics that are more
politics-based. I will discuss the more market-based migration urbanization later in the paper.
Several hypotheses suggest themselves from inspecting these patterns of Chinese urbanization.
First, the Chinese urbanization seems to be a discrete process rather than a continuous process. This
is most obvious in the spatial measure of the Chinese urbanization, although the hukou population
measure is not inconsistent with this hypothesis. The second hypothesis is logically derived from the
first hypothesis—that political or policy decisions probably played a major role in shaping the pace
and the pattern of Chinese urbanization. The political hypothesis can take one or a combination of
the following two forms—there was something in place, policies or institutions, before 2000 that
prevented urbanization from going forward as would have been predicted by China’s pace of
industrialization. After 2000, these restrictions were lifted and/or other policy practices were
introduced to greatly accentuate the spatial expansions of the Chinese cities. Unfortunately, we are
not able to identify a clear measure of this change.
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Figure .7 Infrastructural measure of urbanization

Source: China Urban Socioeconomic Indicators Database

But we can easily rule out one policy event as a potential explanation—the removal of the hukou
system for the simple reason that we know that the hukou system was not removed and as of 2009
it is still alive and well in China. We know that it was not any change in the hukou system also
because the population measure of the Chinese urbanization is inconsistent with a hukou-based
explanation—the density of the Chinese cities declined since 2000. Although we do not demonstrate
this directly in this paper, the operating assumption in the paper is that the policy intervention has
something to do with land acquisitions. Since 2000, the various levels of the Chinese government are
able to acquire land for the purpose of urban development in a way they were not able to before
2000. Since all the land assets are state-owned, by definition, land transactions in China are heavily
political in nature. A fair question to ask is, “How does this political process of urbanization affect
income growth?”
The third and the related hypothesis relates to the drivers of the Chinese urbanization process. From
the few stylized facts presented in the previous paragraphs, it is safe to assume that Chinese
urbanization is not about agglomeration of economic activities. Urbanization is assumed to be
economically beneficial because it creates clusters of economic activities that reduce transaction
costs. This would have been inconsistent with the Chinese data as the Chinese cities, by some
measures, were actually losing population rather than gaining population. Politics, more than
economics, is probably the more relevant dynamic explaining Chinese urbanization.
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URBANIZATION AND RURAL MIGRANT WORKERS: EVIDENCE FROM A MIGRANT WORKER SURVEY
Of course, urbanization is a complex phenomenon and as noted previously there is a market-based
component in the Chinese urbanization process—the massive rural migration. Our empirical
exploration will start first with a look at this form of urbanization. However, it is important to note
that even though the rural migration itself is market-driven the institutional and the policy
environment that has shaped the incentives of the rural migrants is not necessarily market-driven.
Keep in mind that the sharp increase of rural migration in the 1990s coincided in timing with a
number of policy decisions that probably magnified the rural-urban income gap. These policy
decisions include reducing financial resources to the rural areas, heavy investments in
infrastructures in the coastal and urban areas of the country, and regulatory restrictions placed on
rural industry. Another factor, as already noted, is the hukou system. The hukou system constitutes a
most thorough rejection of a basic principle in a market economy—that those who participate in a
market exchange are doing so from positions of political and legal equality.
The academic research on rural migration is hampered by the lack of quality data. In collaboration
with researchers at the Center for Public Administration at Sun Yat-sen University in Guangzhou,
Guangdong province and Southern Metropolis, a major newspaper in Guangdong province, we
designed and conducted a survey on 1500 rural migrant workers in five cities in Guangdong
province, Guangzhou, Foshan, Shenzhen, Dongguan and Zhuhai. The five cities were chosen because
they are the major destinations of rural migrant workers rather than because they are
representative of the economy and society of Guangdong. In 2007, the average per capita GDP of
these five cities was 54887 yuan, compared with only 33151 yuan for the Guangdong province as a
whole. So the findings presented here should be properly interpreted as describing the highest
income group of rural migrant workers rather than a typical income group of rural migrant workers
in Guangdong. It is also not clear how the rural migrant workers covered in our survey compared
with those working in another major destination of rural migration—the Yangtze River Delta
(encompassing Shanghai, Zhejiang and Jiangsu).
The survey was piloted and conducted in July and August 2009 during the unfolding of the global
financial and economic crisis. This raises a host of issues regarding survivor bias—that the hardesthit rural migrants already left for home villages—and how the findings presented below accurately
describe the situation in a more normal situation. Another issue is that the income figures we
collected are not seasonably adjusted. We asked the rural migrant workers to provide their income
for the first six months of 2009. From many of the interviews conducted in July, August, October and
November, we learned that typically the income of the rural migrant workers peaked in August or
September. We are planning to resurvey about 300 migrant workers in January 2010 in order to
obtain information on their income for the whole of 2009.
We trained and employed 20 students at Sun Yat-sen University to conduct the survey. To ensure
recording accuracy and high response rate, we did not distribute the questionnaires to the rural
migrant workers and asked them to fill out the survey on their own. We had our investigators read
each survey question to the rural migrant workers and then our investigators recorded the
responses. We obtained 1453 completed questionnaires and of those about 39 were judged by our
investigators as “poor quality”—many missing responses, etc. In the data analysis presented below, I
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have omitted these 39 observations but it should be noted that the results do not change whether
these 39 observations are included or not.
We focused on these locations to distribute our survey—factory dormitories, bus stations, and what
is known in China as “urban villages”—residential areas that were exclusively rented out to migrant
workers. Respondents were randomly selected in these three locations. It is quite important to
survey people at bus stations and urban villages in order to minimize the bias that our survey was
heavily weighted to people already employed. But only nine respondents recorded zero for their
income for the six months of 2009. The most likely reason is the survivor bias—that those without a
job quickly went back to their home villages.
During July and August, our investigators also conducted detailed interviews with a large number of
respondents and we are able to match the verbal information provided by the respondents with the
numerical responses recorded in the survey. We are still transcribing the massive information we
have gathered. In November, I went to Dongguan and conducted a series of interviews with about
10 rural migrant workers who answered our survey in July and August. I was able to ask questions
about why they recorded certain answers the way they did. This was enormously helpful in terms of
properly framing the discussion and empirical questions.
In this section, let me first describe the profile of the people we surveyed and then present the
findings on their income, consumption, and the potential effects of hukou system on their
consumption and other matters. I will try to present as many facets of rural migrant workers as
possible. Rural migrant workers have played an enormous role in Chinese manufacturing industries
and export success but we know very little about them. This is a very preliminary exploration of this
rich dataset and we hope to obtain more information and augment the survey with additional
questions when we revisit some 300 respondents in January 2010. We are also in the process of
combining our 2009 survey with two surveys conducted by other researchers at Sun Yat-sen
University in 2006 and 2008.
Profile of the survey respondents
The average age of the survey respondents is 30; their median age is 27. This suggests that the rural
migrant workers are in their prime of working age. However, it is not clear whether the unfolding
financial crisis had an effect on the demographic composition of the rural migrant workers. It is
possible that the old workers or very young workers were the first ones to leave. From the
interviews, it is very clear that the rural migrant workers are extremely mobile between their home
villages and their urban destinations. Several respondents said that they went back and forth
between their current urban regions and home villages depending on changes in economic
conditions and their own personal health situations. (Several respondents said that they would not
seek medical care in their current cities. They would go back to home villages when ill.) This high
level of mobility is likely to increase the survival bias of our survey and to increase the complications
in trying to understand the economic impact on rural migrant workers from financial crisis and other
changes in the economy.
They are also mobile when it comes to moving among different urban destinations. We asked them
when they first went to a city to work and when they first come to the city in which the survey was
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conducted. Of the total of 1411 valid answers to these two questions, 793 respondents settled in
their current cities when they first left home villages. Six hundred and eighteen respondents
changed their urban destinations.
Thirty-five per cent of the respondents were female and we may have under-surveyed the female
migrant workers. Our investigators reported that female migrant workers were less willing to be
surveyed. Forty-six per cent reported having finished middle school; 19.3 per cent, high school, and
13 per cent reported having studied at technical community colleges. This is a fairly well-educated
group.
Domestic private enterprises accounted for the largest share of firms employing the surveyed rural
migrant workers (48.5%), followed by single proprietorships (18.4%). Interestingly, in this province
with the most developed market economy in China, state-owned enterprises and collective
enterprises (6.87%) accounted for a larger share of the employment of the rural migrant workers
than each of these categories of enterprises: Taiwanese firms (6.44%), Hong Kong firms (5.23%), and
joint ventures (6.3%).
Income and consumption dynamics of rural migrant workers: Some preliminary findings
One of the most important sources of income improvement associated with urbanization is
migration. Here evidence is clear—that the rural migrants improved their income significantly as
they moved from rural to their current urban areas. This is in part because of the selection bias—
that our survey was conducted on those already residing in a city and already holding a job. We do
not know what happened to those who failed to land a job in a city and who have returned back to
their villages.
That caveat aside, it is plausible that not all the income improvement is due to this selection issue.
There are several ways to illustrate this point. First, we compare the income levels of our rural
migrant workers with those hukou residents who live in the same city.
Table 1 does so in a number of ways.
In 2007, the average per capita income for a rural migrant worker was 19094 yuan in Guangzhou.
This compares with an average per capita household income of a hukou Guangzhou resident at
26670 yuan (from the NBS household survey). There is an earning gap of around 30%. The gap
narrowed further to 16% if one uses the disposable income of the hukou residents. Urban hukou
residents pay taxes that have to be deducted from their income. For the Shenzhen sample, the two
earning gaps are 45% and 41%, respectively. There is no parity, to be sure, but it does not seem that
the gap is too big. (Data on urban household income for the other three cities are still being
collected at the time of this writing.)
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Table 1. Per capita income of rural migrant workers and urban residents in 2007 (yuan)
Rural Migrant Survey

NBS Urban Household survey

Poverty
standard

Mean
income

Median
income

Bottom
Mean
10th
income
percentile

Mean
disposable
income

Mean
Minimum
wage of living
staff
allowance
and
workers

Guangzhou

19,094

15,600

0.0

22,468

41,734

3,960

Foshan

19,979

18,000

9,000

28,331

2,760

Shenzhen

20,042

15,600

8,160

33,592

38,797

4,332

Dongguan

21,546

16,800

10,800

27,025
(Rural:
11,606)

35,279

3,360

Zhuhai

19,610

17,400

7,200

26,611

4,320

26,670

36,320

Sources: 2009 Guangdong Rural Migrant Survey, NBS urban household survey, and data provided by
researchers at Sun Yat-sen University.

However, the gap is much larger if we compare rural migrant workers with those hukou residents
who are actively employed. Because of the high mobility of the rural migrants, the unemployed rural
migrants are unlikely to stay in the city for a long period of time. So by default almost all the
surveyed rural migrants hold a job. The more meaningful comparison, therefore, is with those urban
hukou residents who are currently employed. Then the gap is much bigger. In Guangzhou, an
employed urban hukou resident earned more than twice as much as a rural migrant worker. In
Foshan, the ratio is 1.43; Shenzhen, 1.93; Dongguan, 1.63, and in Zhuhai, it is 1.35. It will be
interesting to explore further why we observe such big variations across these five cities, from a
ratio of more than 2 in Guangzhou to only 1.35 in Zhuhai and whether these ratios have increased or
decreased over time.
There is substantial variation in the income levels among rural migrant workers. The median income
per capita is lower than the average income in all five cities, especially in Shenzhen and Dongguan. In
Shenzhen the average income is 20042 yuan compared with the median income of 15600 yuan.
Given the substantial variations, is it possible that there are rural migrant workers who are similar to
the urban under-class—those who depend their living on government assistance. That does not
seem to be the case. Except for Guangzhou which has a larger number of unemployed rural
migrants, those rural migrant workers who are at the bottom 10th percentile of income are earning
significantly more than the poverty allowances that the local governments provide. For example, in
Dongguan, the government-devised poverty line, which entitled those urban hukou residents
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earning below this level to some government assistance, is 3360 yuan. But the rural migrant at the
bottom 10th percentile of income earned an income of 10800 yuan. In other developing countries,
rural residents flocked to cities in order to receive handouts from the government. This does not
appear to be the case in China. Rural migrants come to cities to work.
In order to compare their current income situation in a city with their income situation in home
villages, we asked the respondents to tell us the household income level in their home villages. In
2008, the average household income in their home villages is 8277 yuan and the median income is
only 4500 yuan. Twenty-five percent of the households back in the home villages had income of
zero. In contrast, the rural migrant household income in the cities averaged 31195 yuan in 2008 and
the median income was 22000 yuan. So by moving to the urban regions of Guangdong a rural
migrant family significantly improved its income. In order to guard against a selection bias in which
the most able-bodied rural residents leave and those who stay are the least productive, we also
asked the respondents to tell us how much a household of similar size, age profile, and capabilities in
the home village as the respondent households earned in 2008. This is partially to control for the
“hollowing-out effect” in which urbanization and industrialization in Guangdong may have
impoverished home provinces by attracting the most productive workers to Guangdong. The gap is
still substantial. Such a household in the home village earned 15159 yuan on average according the
estimates by our respondents. This is roughly half of what a rural migrant household earned in
Guangdong.
There are a number of complications that are not addressed in the descriptive results presented
above. One weakness of our survey is a poor wording of those questions about labour hours. We are
now remedying this problem and plan to go back to 300 respondents in January 2010 and collect
information on labour hours. Interviews with rural migrants indicate that they work extremely long
hours so the returns per labour hour are probably low. We are currently collecting data on their
home regions and trying to match those data with the years when the rural migrants left their home
villages. This is to proximate the before-and-after dynamics and to provide more accurate estimates
on the extent of the income improvement associated with the labour migration to Guangdong. We
are also interested in exploring what type of individuals is prone to leaving their home villages. The
third issue is that we have not controlled for gender, education and other individual attributes that
impact income earnings. In several interviews, I was struck by the fact that some of the rural
migrants in fact are very well educated but they appear to be doing very menial jobs in Guangdong.
One young woman we interviewed earned a college associate degree in computer science but she
was working as a foot massager in Dongguan. It is possible that some of the rural migrant workers
may be under-performing given their potentials. To address these issues requires performing
regression analysis that controls these factors and includes more variables on their home regions.
We hope to accomplish this task in the future.
Hukou system and precautionary savings motivations
Even with these caveats, it is plausible to argue that rural migrants improved their income position
significantly when they moved to Guangdong. (In the example of the young woman with a computer
science degree, one way to think about her situation is as follows: However serious the underperformance issue is in Dongguan it is probably more serious in Zhuzhou of Hunan province where
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her home village is.) To reconnect to the context that has set up this paper, keep in mind that two
dynamics have affected China’s consumption patterns—the precautionary savings motivation and
income growth. For the rural migrant workers, we can safely rule out lack of income growth as a
factor affecting their consumption. Let me now turn to those factors that may have affected their
precautionary savings motivation.
First, some facts. The rural migrant workers seem have a far higher savings rate as compared with
their urban hukou counterparts. At the time of this writing, we only have household savings rates for
urban hukou residents in two cities, Guangzhou and Shenzhen. (For the urban hukou households,
the savings rate is given by 1 minus consumption/disposable income. For rural migrants, total
income is used in the calculation.) In 2007, the urban hukou household savings rate for Guangzhou is
15.6%; for Shenzhen it is 27.5%. By contrast, the rural migrant workers in Guangzhou in 2007 had a
household savings rate of 41% and those in Shenzhen had a savings rate of 42%. (By the way this is
much higher than the 25% reported by Chamon and Eswar for urban China as a whole in 2005.)
One explanation is that the rural migrant workers are at their prime working age and belong to the
highest savings groups. Another explanation is the lack of any social safety net extended to this
group of workers in the Chinese cities. The rural migrant workers may have very strong
precautionary savings motivations as compared with urban hukou residents. If this hypothesis is
correct, then the way to link our findings to the consumption decline is to say that while
urbanization has significantly improved the income positions of Chinese rural migrant workers the
particular path of Chinese urbanization—that one can become a long-term resident in a city but
without any of the social benefits associated with an urban citizenship—may have increased
precautionary savings motivations.
There are several ways to explore the effects of the hukou system in our dataset. The average family
size is 5, of which 2 still lived in the home villages at the time of the survey. Ten percent of the
respondents said that they have no family members still living in the home villages. This shows the
permanence of the rural migration—many of these rural migrants probably identified themselves as
residents in their current cities rather than still as residents of home villages. Long-term residency is
defined as residing in a place more than six months. In the survey, 53 per cent of the respondents
left their home villages either in 2003 or years before 2003. (Four respondents left their villages
before 1980). There is no question that this is a group of long-term urban residents.
Given that, it is interesting to note that only 29% of the respondents “expect” to change their hukou
to urban hukou. Not a single person has actually obtained urban hukou. This is the prima facie
evidence of how stringent the hukou system has remained after 30 years of economic reforms. All
the respondents reported having a rural hukou although 20% reported having a rural Guangdong
hukou. Seventy-three percent of the respondents told us that it is either extremely difficult or
difficult to change to an urban hukou. (In a number of probit regressions that control for a number of
individual characteristics, such as age, gender, education levels, income levels, the length of urban
residency, as measured by the number of years a rural migrant has resided in a city, has no
statistically significant impact on the expected probability of acquiring an urban hukou.)
In interviews, the respondents repeatedly told us that because they do not expect to become full
urban citizens (despite having resided there for a long period of time) they do not view their current
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residences as permanent. In my visits to the rural migrant homes, I did not see a single home
equipped with a refrigerator or other home appliances (other than TV), home furnishings other than
beds and dining tables, or any decorations. The only durable good that was purchased by all the
rural migrant workers interviewed for the project is the cell phone and this is the single biggest
expenditure on any durable goods.
One particular channel through which the hukou system may affect the precautionary savings
motivation is education. An urban hukou entitles its holder to free or low-cost basic education in the
cities. A rural hukou has two separate disadvantages. One is that a rural hukou holder cannot access
the local school system in the city of their residency. They typically send their children to private
schools run by entrepreneurs. These schools can be very expensive. A school I visited in Dongguan
charged 1400 yuan per semester and 2800 yuan per school year in tuition. If one factor in other
charges (for books, notebooks, school bus, meals), this school charges 5000 yuan per school year.
The other disadvantage is that rural basic education is not provided for free. The Chinese
government has talked about reducing school fees in the rural areas but in our survey many
respondents report spending a lot of money on education in their home villages.
In 2008 a rural migrant household spent 4684 yuan on education in both urban areas of Guangdong
and in their home villages. In the same year, their total consumption expenditure was 14678 yuan.
The educational expenditure is one third of their consumption expenditure. If we only look at those
who report having children in school, their educational expenditure jumped to 6000 yuan. When
asked to name top two reasons why they save, education (40%) tops the list, followed by saving to
build houses in home villages (32%), and saving for illnesses and disaster planning (28.5%). The
descriptive evidence is straightforward—precautionary savings motivations are high among rural
migrant workers because they are excluded from those benefits associated with an urban hukou.
URBANIZATION AND RURAL AND URBAN HUKOU RESIDENTS
We now turn to those who have not migrated—the holders of rural and urban hukou. In this section,
we will first introduce our datasets and then explain the construction of the variables. This is then
followed by presenting the regression results. By default, in this part of the empirical analysis, we
are relying on those urbanization measures that are more politics-based (such as spatial expansion
measures). The ideal way is also to include the more market-based measures of urbanization such as
rural migration but we currently do not have the necessary data to do this. This is a shortcoming of
our empirical analysis that should be acknowledged at the outset.
Data
In this paper we rely on two datasets in order to study the effect of urbanization on income
development. One is a household dataset called China Household Income Project (CHIP). CHIP was
jointly designed by a group of researchers at the Institute of Economics, Chinese Academy of Social
Sciences and scholars from other countries. The implementation was carried out by the Team of
Urban Surveys at the National Bureau of Statistics (NBS). The survey was obtained from larger
samples used by NBS to produce official statistics for China. CHIP has been used by many China
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researchers study poverty, income distribution, gender bias, labour market characteristics6. The
sampling frame for CHIP—as well as for other similar urban and rural household surveys conducted
by NBS—is based on the registration status of the respondent households. So use this dataset to
examine the hukou residents.
CHIP was implemented in three separate waves, in 1988, 1995 and 2002. Because urbanization is a
recent phenomenon, in this paper we use the CHIP dataset primarily for 2002. CHIP is a repeated
cross-section of Chinese rural and urban hukou households. The maximum number of observations
for the 2002 rural CHIP is 9200 households (with 37969 household members) and the maximum
number of observations for the 2002 urban CHIP is 6835 households (with 20632 household
members). CHIP originally sampled household members and because our objective is to study the
effects of urbanization on household income developments we first aggregated individual CHIP data
into the household level by retaining the information on the household heads and their spouses and
by dropping information on other household members.
A substantial advantage of the CHIP surveys—as compared with similar surveys conducted by NBS
itself—is that they have a more comprehensive coverage of income sources of households. A critical
component of income for this paper is that the imputed rental income accruing to those households
who own housing stock. Given that the previous empirical work has documented the rising property
values during the urbanization process, it is important to know the patterns of the distributional
gains from the land asset appreciation. We know from the previous work that this asset appreciation
has strengthened the fiscal position of the Chinese local governments. The question is whether it has
similarly benefited the Chinese households. Rental income, while far from being a complete
measure, at least captures some of this dynamics.
This household dataset is then combined with Chinese Urban Socioeconomic Indicators dataset
(CUSI). CHIP and CUSI have a six-digit administrative code which enabled us to merge the two
datasets. CUSI is compiled by NBS and the dataset covers the period from 1996 to 2004 and ranged
between 264 cities in 1996 and 284 cities in 2004. The data include regional GDP, employment,
education, government finance, and, most importantly for this paper, a number of alternate
indicators of urbanization. One important feature of CUSI is that it covers not just urban regions of a
city but also the adjacent rural areas around a city centre. For each region, CUSI provides two data
points. One is for the city proper (市区); the other is for the region under the jurisdiction of a city
(市辖区), which covers the rural area adjacent to a city. In combining CHIP and CUSI, we used both
indicators. In the rural CHIP the regions with the same administrative codes as regions in CUSI are
assumed to be the adjacent rural areas.
The merging of the two datasets involved some substantial complications. For one thing, CHIP was
implemented only in a subset of Chinese provinces whereas CUSI, which was based on government
reporting of data, covered the entire country. Thus out of 284 cities for which we have data from
CUSI, only the maximum matchable number of cities for CHIP is 122 for the rural CHIP and 77 for the
urban CHIP. However, there are a number of cities in CHIP that have administrative codes that not
6

The empirical literature based on the CHIP datasets is large. See, for example, (Khan et al. 1993), (Khan
and Riskin 1998), (Khan and Riskin 2005), and (Sicular et al. 2007).
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matched with the administrative code in CUSI. We attempted to match these by their Chinese
names but all of them can be matched manually. We thus had to drop those observations7. One
complication is that CUSI collected data at a higher level of the Chinese administrative hierarchy as
compared with CHIP. Not all the administrative details of the subordinate rural counties covered by
CHIP are readily available. (In the future version of this paper, I hope to achieve a better matching of
the two datasets.)
The merging of the CHIP and CUSI datasets, which we label as CHIP_CUSI dataset in this paper, made
it possible to study a dynamic at the city level (such as urbanization) and its effect at the household
level. CHIP_CUSI contains information on vital household characteristics, such as their level of
income in 2002 and in 1998, age, education level, employment status, ethnic makeup of the main
household members, and information on household wealth and assets.
Variables
We have two main groups of dependent variables. One group consists of those variables that denote
household income levels and their growth. The 2002 CHIP asked for the income data for 2002 as well
as for the income data in the previous four years. Thus we can derive growth rates of household
income from this retrospective question in the 2002 CHIP. This is our primary dependent variable-household income growth (HIG). For the rural sample, this is defined as the percentage change of
net rural household income per capita of 2002 over the level in 1998. Net household income is
defined as the gross income netted out of all the production expenses incurred by rural households.
For urban sample, this is defined as the percentage change in the household income of 2002 over
the level in 1998. We do not have information on the number of household members for 1998 in
urban CHIP and thus we cannot calculate per capita income change. The urban household income
data are thus at a household level. Both rural and urban household income series include imputed
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For rural data, when combined with the 2002 urbanization level, we dropped 25 cities out of a toal of
122: Liulin (Shanxi); Baojing (Hunan); Hechuan (Chongqing); Mianning (Sichuan); Puer, Jinghong,
Nanjian, Fengqing (Yunnan); Dingxi (Gansu); the whole of Guizhou (6 counties), and Xinjiang
(8 counties). There are two counties that lack any name match and their administrative codes are
342521 and 370911.

When we use the 1996~2002 urbanization growth rate, we dropped 37 cities out of a total of 122 cities:
Jiexiu, Liulin (Shanxi); Jinyun (Zhejiang); Lixin (Anhui); Juancheng (Shandong); Jianli (Hubei); Baojing
(Hunan); Mashan, Du’an (Guangxi); Hechuan (Chongqing); Meishan, Mianning (Sichuan); Dingxi ,
Zhangye, Zhenyuan, Jingning (Gansu); the whole of Guizhou (6 counties), Yunnan (5 counties), and
Xinjiang (8 counties) province. There are two counties that lack any name match and their
administrative codes are 342521 and 370911.
For urban data, when combined with the 2002 urbanization level, we dropped 5 cities out of a total of 77
cities: Fenyang, Xingxian (Shanxi); Gejiu, Puer, Dali (Yunnan). When we use the 1996~2002
urbanization growth rate, we dropped 12 cities out of 77 cities: Fenyang, Xingxian (Shanxi); Bozhou
(Anhui); Jingzhou, Honghu (Hubei); Baoshan, Gejiu, Puer, Dali, Lijiang (Yunnan); Wuwei, Pingliang
(Gansu).
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rental income. This is a critical component of household income for a study on the income effects of
urbanization.
The other group of dependent variables concerns some stock measures such as household wealth or
assets. The 2002 CHIP contains data on estimated values of production-related fixed assets, owned
housing stock, financial assets and the value of the durable goods. We then subtracted household
debt from the value of household wealth to arrive at an estimate of net household wealth. We label
this variable HWL or household wealth level. (We have also run regressions on an alternative
definition of household wealth without including the production fixed assets and the value of the
durable goods. The results are qualitatively similar between the two measures.)
In this part of empirical analysis, we measure urbanization in two principal ways. One is a measure
based on population composition between the rural and urban hukou or legal registration status. As
pointed out before, there are three definitions of a “city” in China—jurisdictional, urban and
infrastructural. The jurisdictional definition covers all the residents residing in a city regardless of
their household registration status. By this definition, a Chinese “city” can have a sizable number of
rural hukou residents. An illustration is the city of Chongqing, a city that is often heralded as the
largest city in the world because its jurisdictional population is about 33 million. But in fact out of
32.35 million Chongqing population, 72.89% (23.58 million) is classified as rural population (based on
the website of Chongqing Municipal People’s Government, 2007).
Our population measure of urbanization is the ratio of urban population to the jurisdictional
population of a city. This is roughly equivalent to the ratio of those residents with an urban hukou to
the total population residing within the boundaries of a city. We use the demographic information in
CUSI to construct a measure of urbanization which we call “hukou urbanization.” CUSI provides the
ratio of those residents with an urban hukou to the total population residing within the jurisdictional
boundaries of a city (in Chinese: 非农业人口/全市年底总人口). This is our hukou urbanization
measure (HUK).
We call this measure of urbanization hukou urbanization (HUK). It should be emphasized that this
measure of urbanization excludes the rural labour migrants, an issue that complicates this and many
other survey-based research projects on China. For this reason, we have devised other measures of
urbanization.
Our second group of urbanization variables consists of measures based on construction activities. As
stated previously, the Chinese urbanization process is more heavily about geographic expansions of
city boundaries rather than about changing rural-urban population composition (at least in the sense
of hukou). In order to accurately capture the urbanization dynamics in China, it is important to
develop a set of variables that reflect this spatial expansion of city geography.
On the geographic side, one indicator is what is known as “constructed area” (城建区or 建成区),
defined as the area acquisitioned for the purpose of urban infrastructural developments. This is the
infrastructural definition mentioned before. The second geographic indicator is known as
“construction area” (建设用地). The difference between the constructed area and the construction
area is that the former encompasses an area that has been completely built whereas the latter
encompasses an area that is still under construction. In our regression analysis we use two ratios.
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The first is the ratio of constructed area to the total administrative area of a city (城建区/行政区域)
or CST1. The second ratio is the ratio of construction area to the administrative area of a city or
CST2(建设用地/行政区域). These are two measures of our “construction urbanization” and they are
used as a proxy for the land acquisitions during China’s urbanization process.
The specific definitions of the key dependent variables and independent variables are in the Table 2.

Table 2. Definitions of the key variables
Variables

Definitions and notes
Dependent variables for rural CHIP:

Household income growth
(HIG)

The growth of the net rural household income per capita from 1996 to 2002. Net
household income=Gross income-production expenses.

Household wealth level
(HWL)

The log value of rural household net wealth per capita defined as the sum of the
value of household fixed assets for production, self-owned housing stock, all the
financial assets, and value of durable goods minus the household debt)
Dependent variables for urban CHIP:

Household income growth
(HIG)

The growth of urban household income from 1996 to 2002. Household rather
than per capita income is used because data on household size for 1998 are not
available.

Household wealth level
(HWL)

The log value of net household wealth per capita defined as the sum of the value
of household fixed assets for production, self-owned housing stock, financial
assets, value of durable goods, and other assets, minus the household debt.

Independent variables for rural CHIP and for urban CHIP:
Hukou urbanization level
in 2002 (HUK02)

The ratio of those residents with an urban hukou to the total population residing
within the boundaries of a city as of 2002.

Hukou urbanization
growth (HUKG(96-02))

The growth of those residents with an urban hukou to the total population
residing within the boundaries of a city from 1996 to 2002.

Construction urbanization
level (CST1(02))

The ratio of the constructed area to the total administrative area of a city in 2002

Construction urbanization
growth (CSTG1(96-02))

The growth of the ratio of the constructed area to the total administrative area of
a city from 1996 to 2002

Alternative construction
urbanization level
(CST2(02))

The ratio of the current construction area to the total administrative area of a city
in 2002.

Alternative construction
urbanization growth
(CSTG2(96-02))

The growth of ratio of the current construction area to the total administrative
area of a city from 1996 to 2002.

PRIEMP02

The share of self-employment in the total employment in 2002
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We include many controls in our regression analysis. There are two main groups of controls—
household characteristics and regional characteristics. The following household characteristics are
included in the regressions: log value of the number of household members, log value of cultivated
land area, log value of household wealth (except for those regressions with household wealth as the
dependent variable), the log value of initial household income in 1998, housing ownership dummy, a
dummy for the household inclination to adopt new technology, a dummy whether a relative lives in
the city, a dummy whether a relative is a cadre, the gender of the household head, the average age
of the household head and of his/her spouse, the average education of the household head and
his/her spouse, a dummy for the ethnicity of the household head and his/her spouse, and a dummy
for the Party members. This is a battery of controls that is commonly used in other studies
employing CHIP data.
Three types of regional characteristics are controlled for: village characteristics (such as whether a
village is located in a mountainous area, the physical distance from a city, whether the village is a
revolutionary base for the CCP), city characteristics (log value of GDP per capita, log value of city
population, ratios of agricultural value-added and tertiary value-added, and the share of selfemployment in the total employment), and provincial dummies. We report the regression estimates
explicitly on two of these controls—the initial income level in 1998 (INCOME98) and the share of
self-employment in the total employment (PRIEMP98). For other variables, we indicate whether
they are includes or not in the regression analysis.
Empirical results
A huge advantage of CHIP is that it has data on both rural and urban households. We are particularly
interested in the effect of urbanization on rural households—the rural households that have stayed
in home villages—because of both the Chinese specific context and economic theory. In the 1980s
and 1990s, China had a vibrant rural industry known famously as township and village enterprises
(TVEs). It will be interesting to know the effects of urbanization on TVEs. Does it draw the most
capable labour and entrepreneurs away from TVEs? Or does it create more market opportunities for
them? While we cannot examine this dynamic explicitly in the empirical analysis, we assume that the
rural household income in CHIP incorporate the effects of TVEs.
There are also good reasons to believe that urbanization should benefit rural residents who live in
the nearby regions. The idea that urbanization positively contributes to rural income goes back to
the classic work by Shultz (1953), who posited that the urbanization process does not just affect
income developments within the boundaries of the cities but also has exerted substantial effects on
the rural periphery. For example, one effect of urbanization should be an increase in the business
opportunities available to those still residing in the rural periphery. While the CHIP data do not cover
rural migrants explicitly, it should be noted that the rural income data implicitly incorporate the
effects of rural migration. One component of rural household income is remittances sent by rural
migrants.
Because the CHIP dataset consists of two independent rural and urban samples, we will present all
the results separately for rural CHIP and for urban CHIP. Tables 3 and 4 present summary statistics of
the key variables in the regression analysis. Some of the variables have substantial variances. For
example, the measure of urbanization based on urban hukou ranges from 0.71 to 0.11 (HUK02). This
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implies that some of the Chinese cities are nearly completely populated by residents with an urban
hukou and others are barely so populated.

Table 3. Summary statistics of the main dependent and independent variables: Rural CHIP
Variable

Obs

Mean

Std. Dev.

Min

Max

HIG

8918

0.59

6.63

-1.12

60.1

HWL

9103

8.81

0.92

2.53

12.53

HUK02

88

0.27

0.13

0.11

0.71

CST1(02)

87

0.01

0.01

0.00

0.07

CST2(02)

87

0.13

0.16

0.01

1

HUKG(96-02)

75

0.12

0.31

-0.82

1.85

CSTG1(96-02)

76

0.29

0.62

-0.98

2.59

CSTG2(96-02)

76

1.09

6.00

-0.99

48.52

PRIEMP02

88

55.60

31.41

4.88

170.89

Table 4. Summary statistics of main dependent and independent variables: Urban CHIP
Variable

Obs

Mean

Std. Dev.

Min

Max

HIG

6815

0.55

1.16

-1.79

62.08

HWL

6728

10.30

1.07

3.91

13.78

HUK02

57

0.31

0.16

0.10

0.71

CST1(02)

56

0.01

0.02

0.00

0.07

CST2(02)

56

0.19

0.22

0.02

1

HUKG(96-02)

51

0.14

0.34

-0.80

1.85

CSTG1(96-02)

51

0.45

0.70

-0.98

2.79

CSTG2(96-02)

51

1.50

6.93

-0.95

48.52

57

0.55

0.32

0.0488

1.70

²
PRIEMP02
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Let’s turn to the regression results. Table 5, Table 6, Table 7 and Table 8 present some simple
OLS/probit estimates of the different urbanization measures on three measures of economic
conditions of Chinese rural and urban households—household income growth, household income
level and per capita level of net wealth holding. Table 5 presents regression results on the income
effects as a result of a dynamic measure of urbanization—the growth of three urbanization
measures between 1996 and 2002. Table 6 focuses on the effects of the urbanization level (as of
2002) on household income levels. Table 7 explores the potential effects on one particular source of
rural household income that is expected to benefit the most from urbanization—construction
income and Table 8 looks at the effects of urbanization growth on the per capita net wealth levels of
Chinese households.
My interpretations of empirical findings assume the Chinese urbanization to be a political process.
One may wish to challenge this assumption. First, one may point out that the deck is stacked against
finding the economic driver of urbanization. The reason is that the measures we used in this section
are more politics-based as compared with the measure based on rural migration. This is a legitimate
criticism but rather beside the point. The simple fact is that spatial expansions of Chinese cities are
an important feature of Chinese urbanization process. Anyone who has visited China in recent years
cannot fail to notice the massive construction activities going on in the country. If spatial expansion
is an important development, we want to know what it does to household income.
Second, some people may identify an endogeneity issue. A political explanation assumes the causal
direction to go from urbanization to income development. One may wish to assert that the true
causal direction runs in the opposite direction. It should be noted that many of our findings
uncovered either a weak relationship between urbanization and income growth or a negative
relationship. It is incumbent on those who wish to see Chinese urbanization as an economic process
to explain these findings. In contrast, a political explanation sits more comfortably with the findings
generated by our analysis. But it is true that our analysis has not successfully identified a variable
that does explain urbanization. That variable is omitted from our regression analysis because we
have not developed a sufficient understanding of the urbanization process and we do not have the
right variable(s).
Unless otherwise noted, all the regression analysis was performed with key household and regional
characteristics as controls. First, as expected, the initial household income per capita in 1998 is
negatively related to the growth rates of the household income between 1998 and 2002. Second,
PRIEMP02 is also negatively related to income growth and some of the coefficients reached a
statistically significant level. One plausible explanation is that private sector development tends to
be stronger in poorer areas in China, a pattern that has been noted elsewhere (Huang 2008). Our
measure of private sector development—the share of self employment in the total employment—is
an indicator of the most private form of private businesses. Historically speaking, self employment
has been most prominent in the rural and thus poorer parts of the country.
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Table 5. Income effects of urbanization growth measures
Dependent Variable=Rural or urban household income growth between 1998 and 2002
Hukou Urbanization
Rural
CHIP

Construction Urbanization

Urban
CHIP

Rural
CHIP

Urban
CHIP

Rural
CHIP

Urban CHIP

Panel (1) Substantive variables:
HUKG(96-02)

0.048

-0.166***

(0.12)

(0.0514)
0.155**

-0.0469**

(0.0694)

(0.0272)

CSTG1(96-02)

-0.0013

0.0036**

(0.0064)

(0.0018)

CSTG2(96-02)

Panel (2) Other variables:
-1.65***

-0.95***

-1.65***

-0.95***

-1.65***

-0.95***

(0.06)

(0.02)

(0.06)

(0.02)

(0.06)

(0.02)

-0.212

-0.144***

0.04

-0.2***

0.2

-0.2***

(0.161)

(0.051)

(0.1)

(0.05)

(0.2)

(0.05)

INCOME98

PRIEMP02

Panel (3) Control Variables:
Household
Characteristics

YES

YES

YES

YES

YES

YES

Regional
Characteristics

YES

YES

YES

YES

YES

YES

9.23***

5.27***

9.75***

5.12***

9.51***

5.14***

(1.46)

(0.62)

(1.51)

(0.63)

(1.45)

(0.69)

Observations

5358

5483

5450

5483

5450

5483

R-squared

0.14

0.29

0.15

0.29

0.145

0..29

Constant

Notes: Standard errors are in parentheses.

***

p<0.01, ** p<0.05, * p<0.1.

Let’s turn to some of the substantive variables. Table 5 provides results from six “growth-on-growth”
regressions. Six measures of urbanization growth are regressed on growth of rural and urban
household income between 1998 and 2002. Of those six measures four are statistically significant
and of those four coefficients that reached a statistically significant level two are actually negative.
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The hukou measure of urbanization growth has no effect on rural household income growth and a
statistically significant negative effect on urban income growth. CSTG1(96-02)—the growth of the
infrastructural measure of urbanization—is positively related to rural household income growth but
negatively related to urban household income growth. CSTG2(96-02), a measure of current ongoing
urban construction activities, has no effect on rural income growth but a positive effect on urban
income growth. The relationship between urbanization growth and household income growth is
decidedly mixed, at least as far as these urbanization measures are concerned.
Table 6 regresses six measures of urbanization level on the level of rural or urban household income.
The data are for 2002 only. Of six coefficients, five reached a statistically significant level and of
these five coefficients four are negative. So the aggregate evidence implies that urbanization level is
actually associated with a lower household income per capita, not higher household income per
capita, all else being equal. In a number of regressions (not shown here), when the urbanization
measure is regressed on household income levels without any controls, the coefficients are positive
and statistically significant. This suggests that when urbanization contributes to high household
income only when urbanization is used as a proxy of structural or historical socioeconomic dynamics.
Net of the influences of those socioeconomic conditions, urbanization does not independently
contribute to high household income or to high household income growth. Of course, there are
endogeneity issues here. One can argue that the results show that a lower level of household
income—as opposed to GDP per capita, which is almost always positively correlated with our
urbanization measures in the regressions—somehow implies a higher level of urbanization in China.
Either way, this is a striking result.
The findings on the differential effects of hukou urbanization on rural and urban household income
growth and levels are quite interesting. Can these results be driven by an omitted variable in the
regressions—the rural labour migration? It is difficult to resolve this question with complete
confidence in large part because we do not know the systematic relationships—if any—between
hukou migration and labour migration. Are they positively or negatively correlated with each other?
Knowing the underlying relationships between these two types of migration is critical for us to draw
any meaningful inferences about rural labour migration from our findings.
The findings show that the hukou urbanization has actually a negative effect on urban household
income growth or its level. This would be consistent with the view that urban hukou embodies a
substantial rent and thus a relaxation of the hukou system would have the effect of dissipating some
of this rent. This may very well be the reason why the Chinese urbanization has not been
substantially about relaxing the hukou barriers. This is probably a clue that the hukou urbanization,
as imperfect as it is, may move in a directionally similar fashion as the rural labour migration.
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Table 6. Household income level and urbanization level measures
Dependent Variable=Rural or urban per capita household income level in 2002 (log value)
Hukou Urbanization
Rural
CHIP

Urban
CHIP

Construction Urbanization
Rural
CHIP

Urban
CHIP

Rural
CHIP

Urban CHIP

Panel (1) Substantive variables:
HUK02)

-0.287

-0.205**

(0.18)

(0.096)
-3.97*

0.08***

(2.21)

(0.03)

CST1(02)

-0.38***

-0.032**

(0.06)

(0.014)

CST2(02)

Panel (2) Other variables:
0.0

-0.1

0.1

-0.1

0.1*

-0.05*

(0.0)

(0.1)

(0.1)

(0.1)

(0.03)

(0.02)

PRIEMP02

Panel (3) Control Variables:
Household
Characteristics

YES

YES

YES

YES

YES

YES

Regional
Characteristics

YES

YES

YES

YES

YES

YES

3.67***

4.86***

3.5***

4.81***

3.75***

5.39***

(0.32)

(0.31)

(0.33)

(0.33)

(0.32)

(0.36)

Observations

6399

5981

6363

5940

6363

5495

R-squared

0.40

0.56

0.402

0.56

0.404

0.565

Constant

Notes: Standard errors are in parentheses.
household income level in 1998.

***

p<0.01, ** p<0.05, * p<0.1. All the regressions include the initial

The lack of any beneficial impact on rural household income from this hukou urbanization is contrary
to the postulations offered by Yang and An (2002). But it may offer a clue about how the hukou
urbanization interacts with the rural labour migration and about the nature of rural labour migration
itself. One possibility is that the stringent hukou restrictions mean that only the best and the most
capable rural residents were able to migrate into the cities and legally change their hukou. This
would have reduced the rural productivity and lowered the rural income. But an offsetting
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development is the unrestricted rural labour migration, which may have reduced the pressures on
rural labour market and raised the rural income per capita. Our empirical results reported in these
tables encompass these two offsetting trends and the net effect is a neutral effect from hukou
migration.
This interpretation also implies that the returns from rural labour migration those rural residents still
in their home villages are fairly modest. (Previously, we showed that the returns to rural migrants
themselves from migration are substantial.) It seems that the returns on the part of over 200 million
rural labour migrants in the form of remittances were only sufficient to offset the productivity losses
on the part of a few select rural migrants who were able to change their legal hukou status. One
would have expected that the returns from remittances, the easing of rural labour markets, and
increasing property value and rental income because of China’s rapid pace of urbanization should
have easily offset and overwhelmed the productivity losses of select rural entrepreneurs.
The lack of substantial positive associations between other measures of urbanization growth or level
with household income growth prompted two further lines of inquiries. One possibility is that
urbanization may have an effect on income composition, not so much on income level or its growth.
For example, urbanization is heavily a process of geographic expansions and land development.
When rural land is turned into industrial or commercial usage, it is possible that farmers may lose
income because of a decline in the farm income. Of course this is predicated on the idea that the
income gains from other sources—such as industrial, trading, remittances and property income
streams that are more urban-centric—are not sufficiently remunerative to offset the loss of farm
income. If the decline of the farm income exactly offsets the gains from other non-farm sources of
income, Chinese urbanization may have left a modest or a neutral effect on the remaining rural
residents. Note also those non-farm sources of income may lack one feature that farm income has—
rural land is traditionally a source of not only current income but future income security as well.
We will explore two sources of income gains (or losses). One is the construction income. Chinese
urbanization may raise the demand for farmers as providers of construction services or as operators
of construction businesses. So urbanization growth should boost rural households’ construction
income while it may be detrimental to the growth of farm income of rural households. The result is a
compositional change in rural households’ income. The second potential source of income that can
be affected by urbanization is the income from land sales or rentals. Here the data are not complete
in CHIP2002 but we will use a broader measure of private wealth holding to denote the potential
upside gains from land sales or rentals.
Table 7 presents the regression estimates on construction income. Because the construction income
is especially germane to the rural households (and also because only rural household income is
disaggregated into construction and other sources of income), we will run this set of regressions on
rural CHIP. It turns out that only a small number of rural households derive any income from
construction activities at all—about 10 per cent of the rural households. So our first step is to
ascertain the likelihood of a rural household receiving positive construction income due to
urbanization rather than trying to determine the effect of urbanization on the levels of construction
income. We will only measure the effect of construction urbanization since this is the likely channel
by which rural households’ construction income is increased or decreased.
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Table 7. Urbanization growth and rural household construction income: Rural CHIP
Dependent Variable=Dummy variable for construction income more
than zero (=1) or per capita construction income (log value)
OLS models

Probit models

Panel (1) Substantive variables:
-0.076
CSTG1(96-02)

0.279

(0.065)
(0.18)
-0.012*

0.04

(0.007)

(0.03)

CSTG2(96-02)

Panel (2) Other variables:
0.14**

0.14**

0.423**

0.43**

(0.057)

(0.057)

(0.18)

(0.18)

0.0

0.0

-1.4**

1.2

(0.0)

(0.0)

(0.7)

(0.7)

INCOME98

PRIEMP02

Panel (3) Control Variables:
Household
Characteristics

YES

YES

YES

YES

Regional
Characteristics

YES

YES

YES

YES

-2.88*

-2.99***

-8.43

-8.88

(1.65)

(1.648)

(7.04)

(6.99)

Observations

5450

5450

396

396

Pseudo R-squared or
R-squared

0.16

0.164

0.314

0.31

Constant

Notes: Standard errors are in parentheses.

***

p<0.01, ** p<0.05, * p<0.1.

The two probit models in Table 7 did not produce any positive effects of urbanization the likelihood
of a rural household receiving any construction income. Both coefficients for CSTG1(96-02) and
CSTG2(96-02)—our two narrow and broad measures of construction urbanization—are negative and
one, for CSTG2(96-02), is statistically significant. So the fast pace of urbanization in fact reduces the
likelihood of rural households going into the construction industry. The two OLS models in the table
similarly reject the hypothesis that urbanization growth may boost construction income. The two
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coefficients produced for CSTG1(96-02) and for CSTG2(96-02) are positive but neither is statistically
significant.
Table 8 probes into the question whether urbanization is associated with wealth creation. One
channel of wealth creation could be land sales but both ex ante expectations and ex post
confirmations make it clear that this is unlikely to be a major source of private wealth creation. In
China, all the land assets are owned by the government and the government sets the acquisition
terms in such a way to reduce the government expenditures and to facilitate the speed of land
transactions. Upside gains to the original landholders are not one of the top policy concerns. Ex post,
although the data here are exceedingly sketchy, the 2002 CHIP reveals that less than 100 rural
households ever received any compensations “related to land transactions.” This is either because
land transactions are infrequent, which is unlikely in those regions experiencing fast urbanization, or
because the financial terms of land transactions were set very unfavourably to rural residents.
It is still possible that Chinese households were indirectly compensated. For example, they might
have received allocation of residential properties in exchange for selling their land. Or they might
have received cash payment not directly billed as income from land sales (as such transactions
would have been prohibited) but as “settlement fees”—the amount of money received to relocate
and settle the displaced families. Our hypothesis is that rapid pace of urbanization may bring about a
balance sheet effect in which a Chinese household added to its balance sheet newer and more
valuable assets such as a new apartment or cash. The more rapid pace the urbanization, the stronger
this balance sheet effect is.
Table 8 puts this hypothesis to test. The dependent variable is the net wealth level of a household (in
the form of its log value). This variable is defined as the sum of fixed assets (for production
purposes), the value of self-owned housing, financial assets, and the value of durable goods minus
the household debt. There is no overwhelming evidence that the pace of urbanization is positively
related to the level of net wealth holdings of Chinese rural or urban households. Of the six
coefficients in the table, two are statistically significant but one is negative. The positive coefficient is
on urban CHIP and the negative coefficient is on rural CHIP. For rural residents, for whom the pace of
urbanization probably matters more than for urban residents, there is simply no evidence that
urbanization contributes to private wealth formation. We have also experimented with regressions
that have a different measure of private wealth holding. For example, we excluded the productionrelated fixed assets and the value of durable goods in the definition of private wealth and
constructed a variable that is based purely on the financial assets of a household. The results—not
reported—are identical to those reported in Table 8.
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Table 8. Household wealth and urbanization growth
Dependent Variable=Rural or urban household per capita net wealth level (log value)
Hukou Urbanization
Rural
CHIP

Urban
CHIP

Construction Urbanization
Rural
CHIP

Urban
CHIP

Rural
CHIP

Urban CHIP

Panel (1) Substantive variables:
HUKG(96-02)

-0.16***

1.24

(0.04)

(1.58)
-0.03

0.06

(0.02)

(0.06)

CSTG1(96-02)

-0.002

0.005**

(0.002)

(0.002)

CSTG2(96-02)

Panel (2) Other variables:
0.1**

0.1**

0.1***

0.1***

0.2***

0.1

(0.0)

(0.0)

(0.0)

(0.0)

(0.0)

(0.1)

PRIEMP02

Panel (3) Control Variables:
Household
Characteristics

YES

YES

YES

YES

YES

YES

Regional
Characteristics

YES

YES

YES

YES

YES

YES

7.41***

4.43***

7.22***

4.91***

7.3***

5.16***

(0.49)

(0.70)

(0.49)

(0.76)

(0.49)

(0.76)

Observations

5403

5945

5495

5500

5495

5500

R-squared

0.363

0.386

0.36

0.388

0.36

0.388

Constant

Notes: Standard errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1. All the regressions include the initial
household income level in 1998. In the regressions in this table, we dropped the household wealth and the 1998
household income variables from the control variables.
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CONCLUSION
Economists and business analysts have strong priors that urbanization improves income growth. This
paper does not directly examine whether these priors are correct. The purpose of the paper is to
study the effects of urbanization on rural migrant workers and hukou residents in the context of two
significant institutional features of the Chinese system—the persistence of the highly discriminatory
hukou system despite the massive scale of rural migration and the government ownership of land.
We showed that under these two institutional conditions while urbanization has significantly
improved the income position of the rural migrant workers it may have constrained their
consumption because of the strong precautionary savings motivations that are not allayed by
Chinese urbanization. This part of the empirical findings on rural migrants supports the argument
advocated by Chamon and Eswar (2008).
We showed that urbanization, especially of the political kind, entails very little positive effects on
income growth of rural and urban hukou residents. This finding supports the view advocated by
Governor Zhou Xiaochuan that urbanization has not brought about significant income gains to the
Chinese households. We suspect that this is due to government ownership of land assets.
The paper starts with an intriguing empirical confluence—that China’s consumption decline and
urbanization seemed to have gone hand in hand with each other. The findings in this paper do not
explicitly link these two developments together but do suggest a number of ways they can be linked.
If urbanization has increased China’s production capacity but without increasing the consumption of
the rural migrant workers or the income of the Chinese urban and rural hukou population,
urbanization may very well lead to a decline in the consumption/GDP ratio. This analysis suggests
that the right way to move Chinese economy away from its current high dependency on export
market is to implement institutional reforms, such as abolishing the hukou system and privatising
land ownership.
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