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Abstract: This paper uses the year of household registration policy of 286 prefecture-
level cities as instrumental variables to analyze how the relaxing Household
Registration System affects labors’ performance in urban cities. We find a negative
influence on monthly and daily wages after one become city dwellers. It is not
meaning that becoming citizens has negative effects on city dwellers. Although the
effect is indistinctive in metropolis, the access to household registration renders more
opportunities for formal urban labors to work in other state-owned units. Reduced
working hours and more accessible social insurance can also explain why the negative
effects appear.

1.Introduction

The large scale of off-farm employment is a representative feature under the Urban-
rural Dualistic Economic Structure (UDES) in China. A steady urbanization can be
observed in the past 40 decades. However, rural resident cannot freely become city
dwellers due to the restriction of China’s Household Registration System (Hukou
hereafter).

In reality, the enforcement of HRS varies across regions and has in fact been gradually
relaxing since 1984. As a result, rural-urban migrant with urban hukou has been rapidly
increasing during the past decades. The question arises as to whether and how becoming
an urban resident affects migrant worker’s labor market performance. there is no doubt
that rural migratory workers are significantly disadvantaged by the government policy
of denying their right to permanent urban residency(Zhao, 1999).

A large growing body of empirical studies have payed much attention to this issue
(Zhao,1999; Démurger et al., 2009; Meng, 2012). However, previous studies have
extensively focused on labor wage (Zhang et al.,2016) and participation (Feng et al.,
2017), while the occupation has generally been ignored. Besides, previous studies on
labor market effects of rural-urban migrants generally focus on the identification of
causal relationship between wages and its potential drivers, but little systematic analysis
of the underlying mechanisms has been conducted with only a few exceptions. This
paper fills this research gap by estimating the effect of becoming a rural-labor migrant
on either employment income, opportunity or occupational pattern.

This research is to contribute to this emerging literature by evaluating both economic
impacts and occupational pattern of the HRS relaxation. Previous empirical research is
limited due to the limitation of data and methodology. More and more migrant workers
and rural-urban migrants in citied give us a chance to evaluate the causal relationship
by using micro data. Therefore, our research and findings may have important policy
implications on promoting fairness in the labor market and coordinating rural-urban
relationship.



2. The Household Registration System in China

In 1958, a rigid household registration system implemented to segment the population
into two status groups: agriculture and non-agriculture. Each status of this two groups
cannot change their status freely in that time.

In 1984, the government kept a tight hold on city scale. In 1985, the resident identity
cards are issued in most areas of China. Regarding the finance, food, employment and
the urban infrastructure, the State Council mapped out the index of population control
in October 1989. At the same time, the policy and ministry of food had the right to
refuse to handle the settlement procedure and grain supply in towns in 1989. In May
1997, the ministry of public security launched the policy of reform and pilot of small
towns, the development of small towns took shape. After 2000, the non-agricultural
index was identified and migrant workers capable to have a stable job and life were
encouraged to settle in cities and enjoy the same rights and obligations with urban
dwellers.

For rural resident, this process is irreversible to some extent!, the HRS directly
determines the difficulty of obtaining an urban hukou, while the staggered and
successive relaxation in HRS at regional level is generally independent of individual
characters and also rule out other confounding policies.

3. Data and descriptive statistics

Data used in this research comes from two datasets: the first dataset is from the China
Labor-force Dynamics Survey (CLDS) conducted by the Center for Social Science
Survey at Sun Yat-sen University, China. The data was collected from years 2012, 2014
and 2016, while the related information concerned by this research such as the obtaining
time of urban hukou and migrants’ employment situation are from 1984 to 2015.

The second dataset is the information on the enforcement details of the HRS in 29
provinces and 264 counties (in line with dataset 1). We complied the exact time when
the relaxing regulation was piloted.

This paper leaves out the samples who are employers, retirees and students during the
survey period. And the samples are healthy people who aged between 16 and 65. And
we replace the wages of farmers with their operating income. The individual income
tax and are deducted from the wages. Due to the limit of our data, we cannot see the
amount of social security and the public housing in wages in 2012. During our research
period, we denote an individual as a rural-urban migrant once he/she obtained a formal
urban Hukou.

' Some municipal governments in China have also allow eligible residents to be back to their village.



Tablel Comparisons among city dwellers and migrant workers

Rural-urban Migrants
Migrants
Variable Mean Std.Dev Mean Std.Dev

Monthly wages (Chinese yuan) 2888.21  2470.78 2059.909 2291.96

Daily wages 133.21 128.41  86.51 104.35
Hourly wages 3.68 4.11 2.37 3.08
Working months per year 10.96 2.31 10.54 2.75
Working days per month 23.52 5.67 25.40 5.86
Working hours per week 45.20 18.27 51.49 22.43
Gender 1.52 0.50 1.49 0.50
Marriage 0.89 0.32 0.81 0.39
Education 2.85 1.05 2.16 0.93

(1- Primary school or below., 2-
Junior high school 3-senior hl%l’l
school 4-college -
postgraduate and above

Urban endowment insurance 0.39 0.49 0.14 0.34
%ﬂ?ﬁlclal inesrllllr%lr?cyement basic 0.54 0.29 0.17 0.38
Housing fund 0.36 0.48 0.09 0.29
Sectors 5.46 2.69 4.77 2.82

(1- Manufacturing Z-Electricitgf,
%as, transportation and IT 3-
ransportation and comm. 4-
Wholesale and retail 5-Social
welfare  6-Financial, estate,
health 7- Science, education
and other social undertakings 8-
Agriculture and other industries

Ownership 4.07 1.96 5.47 1.50

(1-State = owned or _ state
controlled 2-Urban collective
Private ownership Foreign-
owned or joint venture other
ownership ~ Individual Other
shared holders

4. Empirical Methodology and Basic results

As mentioned above, the main challenges for estimating the causal effects of the hukou



conversion effect on the labor markets are the issues of reverse causality and joint
determination. Our research goal is to identify the causal effects of becoming rural-
urban migrants on their subsequent labor market performance (wage /opportunity /
occupation). The identification is challenged by at least two reasons. First, we may omit
confounders that affect both migration decision and labor performance, such as migrant
driven forces and unobservable individual’s ability. Second, there is an obvious reverse
causality since better labor performance may lead migration easier. To address the
endogeneity, we use the variation of the enforcement of HRS across regions and times
as a plausibly exogenous shock to rural-urban migrants. In this section, we employ
empirical strategies for addressing these difficulties.

We begin by testing the distributional and heteroskedasticity assumptions required for
the validity of our IV as the most previous studies. Iny;.s = Xcve + 20 + B *
Convert; + €;.;(1)Then we present both OLS and IV estimates of the wage effects of
the migrant workers who have achieved urban residency where y;. stands for the
wages or employment in this stage for an individual i in city ¢ and in year t. y.and &;
are full sets of city and time fixed effects. Convert, codes 1 if the migrant worker
from rural residency to the urban residency in year t and later (due to the strict residency
policy in China, it is tough for one to change status from urban residency to rural
(Yan,2012). And [ is the coefficient of interest, capturing the effect of the hukou
conversion, conditional on fixed differences across time and cities. Similar to Nunn and
Qian(2014), we use the Convert, = Y. V. + Xt 6; + Policy. + 9;.:(2) . Between
1984 and 2016, different Chinese cities in different years carried out different policies
for rural to urban residency conversion. The staggered urbanization) of migrant workers
across cities allows us to identify its causal effects. We collect policies from the
government website and classify them into different categories to conduct the IV
procedure. Conceptually, instrumenting for Convert, is similar to a difference-in-
differences (DD) estimation strategy.

Table2 Wage equations for rural urban migrants and migrants
) ) 3) (4) (5) (6)
Inmwage Indwage Inhwage Inmwage Indwage Inhwage
migrant -0.658™ -0.358"  -0.170" -0.833" -0.469™  -0.088
(-2.04) (-1.82) (-1.84) (-2.38) (-2.17) (-0.81)

*kk

age -0.101 -0.014 0.131
(-0.79) (-0.18) (3.29)
age2 0.002 0.001 -0.001
(1.42) (1.11)  (-1.37)
gender -0.705 -0.736 -0.564
(-0.53) (-0.90) (-1.39)
marriagel -0.933"  -0.507"  0.003
(-2.53) (-2.23) (0.03)
edu2 0.063 0.066 0.051

(0.40)  (0.67)  (1.03)
selfhea -0.084  -0.059  -0.026



(-0.88) (-0.99) (-0.87)
ownership -0.416™" -0.226™"  0.006
(-5.87) (-5.10) (0.28)
sectors 0.036 0.023 0.012
(1.06) (1.10) (1.16)
_cons 6.163™" 3.649™" 0.698™" 10.868"" 5.299" -2.608™
(46.34)  (45.22)  (18.36) (3.26) (2.55) (-2.51)
N 7516.000 7433.000 7383.000 6039.000 5981.000 5955.000
r2 0.003 0.002 0.002 0.059 0.061 0.090
t statistics in parentheses
“p<0.10, " p<0.05 " p<0.01

This table presents the results from the simple estimation of wages. Column 1 to column
3 correspond to the most parsimonious version of pooled OLS regression, which only
includes migrant and the fixed effect. Column 4 to column 6 reports the results from

adding control variables.

Table3 IV results: wage equations for rural urban migrants and migrants

1) ) ©) (4) () (6)

Inmwage Indwage Inhwage Inmwage Indwage Inhwage

migrant -1.141™  -0.598"™"  -0.139  -1.142""  -0.469™  -0.622"
(-3.09) (-2.66) (-1.31) (-2.83) (-2.18) (-2.49)
age -0.104 -0.014 -0.016
(-0.82) (-0.18) (-0.20)
age2 0.002 0.001 0.001
(1.44) (1.12) (1.13)
gender -0.637 -0.736 -0.702
(-0.48) (-0.92) (-0.86)

marriagel -0.934™  -0.507"  -0.507"
(-2.55) (-2.24) (-2.24)
edu2 0.062 0.066 0.065
(0.39) (0.67) (0.66)
selfhea -0.079 -0.059 -0.056
(-0.84) (-1.00) (-0.95)

ownership -0.4177"  -0.226™"  -0.227
(-5.91) (-5.12) (-5.14)
sectors 0.036 0.023 0.023
(1.05) (1.11) (1.10)
N 2623 2570 2545 1889 1859 1859
R? 0.001 0.001 0.002 0.058 0.061 0.061

t statistics in parentheses
“p<0.10, " p<0.05 " p<0.01

Table 4 Remove the Beijing, Shanghai, Guangzhou, Shenzhen from the equation

(1)

(2)

(3)

(4)



Inmwage IV: Inmwage Indwage IV: Indwage

migrant -0.965™" -1.228™" -0.538™ -0.660™

(-2.63) (-2.59) (-2.26) (-2.21)
age 0.072™ 0.070™ 0.072™" 0.071™

(2.34) (2.26) (3.87) (3.79)
gender -0.483 -0.421 -0.613 -0.585

(-1.13) (-0.90) (-1.64) (-1.53)
marriage -0.341 -0.352 -0.198 -0.203

(-1.35) (-1.34) (-1.30) (-1.28)
edul 0.039 0.040 0.036 0.036

(0.41) (0.43) (0.59) (0.62)
selfhea -0.115 -0.111 -0.081 -0.080

(-1.05) (-1.01) (-1.20) (-1.17)
ownership -0.475™ -0.4777 -0.259™" -0.260™"

(-4.08) (-4.16) (-3.56) (-3.64)
sectors 0.055 0.054 0.034 0.034

(1.33) (1.33) (1.30) (1.30)
_cons 7.4367 3.566™"

(4.42) (3.20)
N 5126 1666 5075 1638
R? 0.063 0.062 0.067 0.067

t statistics in parentheses
“p<0.10, " p<0.05 " p<0.01
5. Conclusion

Our preferable IV estimates show that one standard deviation decrease the hourly wages
and the monthly wages. However, formal urban resident status helps rural-urban
migrants move into occupations of significantly higher quality. We conduct complete
robustness test. The evidence provided above also indicates that a formal urban Hukou
has effected the rural-urban migrant in more ways than one.
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