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Agglomeration and Selection Effect for Wage Gap between Cities in China
——Study Using the “Unconditional Distribution Feature—Parameter
Correspondence” Approach

ZHANG Guo—feng', WANG Yong-jin®
(1. School of International Trade and Economics UIBE, Beijing 100029, China;
2. School of Economics, Nankai University, Tianjin 300071, China)

Abstract: Optimizing the income distribution and narrowing the income gap are the key policies of the
“13th five —year” plan. Based on the population census data in 2005, this paper attempts to be the first to
analysize the sources of wage gap between cities in China through agglomeration and selection effect, using the
“unconditional distribution feature —parameter correspondence” approach. We find that: Firstly, both agglomeration
and selection effect are important sources of wage gap between cities, in which the agglomeration effect dominants.
However, neglecting the selection effect will severely overestimate the agglomeration effect. Secondly, the high—-wage
workers and low—wage workers coexist in the megalopolis. The medium-wage workers are mainly clustered in the
middle —scale cities. Thirdly, the high—wage workers benefit more through the agglomeration effect in the large
cities, and wage inequality in these cities is more remarkable. Thus the wage gap between cities is even more
pronounced for high—-wage workers. Finally, high—-wage workers are mainly concentrated in the private firms of large
cities. In addition, the workers of private firms are the main embodiment of wage gap between cities, who benefit
more from the agglomeration effect.

Key Words: wage gap between cities; agglomeration effect; selection effect
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