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Abstract

A Study on Regional Income Inequalities in China: 19972004
Ji Ning
Department of International Trade

Graduate School of Korea Maritime University

Since the economic reform has been put in practicEhina from 1978,
Chinese economy has been changed profoundly and imipehise income
of the people in China has been increased observAblthe same time,
income inequality and an imbalance of Chinese dewedop also have
emerged. And this trend has enlarged more quickignfthe end of period
1990.

In this paper, | used the recent data, investigateddbional development
in China from 1997~2004, analyzed the income dispafi Chinese regions
with the dispersion of extreme values, CV, WCV, Gncoefficient and
Theil's index. | used these kinds of mathematic measiuregder to search
direct numerical value for explaining the trends lése disparities and
discuss future development strategies which can leegldwant conclusions
for policymakers.

Through the empirical studies, | found that Chinesenecty had shown a
high growth rates during 1997~2004. At the same timewever, the
inequalities of regions in China have been increagdter study, | also
found that the regional inequalities have not bedy showed between rural
and urban, but also been showed between coastal land @rea especially.
And the Chinese central government also had actuaipetk policies to
reduce this inequality such as ‘the strategy of dmiel the western region’.
Through the numerical change, | can find whethesdhpolicies are active or
not. And then | try to give some countermeasures togthernment to
reconsider the economic strategy.



Chapterl. Introduction

1.3 The background and purpose

Since economic reforms were introduced in the 18&0%, China has
followed Deng Xiaoping’s ‘get rich first’ policy and ‘coastal development
strategy’? which have historically switched the national depetent
priority from the inland to the eastern coastalioag. And the Open Door
Policy consists of two major types of policy changes tipening up of
geographic regions to foreign investment, and thenioge of specific
institutions nationwide.

The geographic opening began in July 1979, when &Llgranted the
frontier provinces of Guangdong and Fujian prefea¢policy flexibility. In
May, 1980, the Shenzhen, Zhuhai, Shantou and Xia8patial Economic
Zones were created. In February, 1982, the Yangizer ®elta, Zhu River
Delta and three other regions in Fujian, Liaoniagd Shangdong were
opened. May, 1984, 14 additional coastal cities wapened. In 1988,
Hainan Island Province-heretofore a fishing commubggame the largest
Special Economic Zoné

During the new round of reform in 1990s, first, Puglaf Shanghai was
opened. In 1991, four border cities on China-Russiatier were opened. In
August, 1992, 15 more hinterland cities were opeaad, since that time,
major cities all over China have followed suit.

Compared to the speed of geographic opening, itistial openings for
foreign trade and foreign capital were slower, aadehalways been driven
by the geographic opening.

By the same time, China’'s dynamic economy has one e@fhighest
sustained growth rates in the"26entury. Gross Domestic Product (GDP)
growth averaged more than 8 percent per year fhaset periods. By 2004,
China had been the"6biggest economic entity of the world. And the
incomes of Chinese people have increased obviously. tiBaitincome
inequality has been a bigger and bigger problem hm& The result of

! Deng’s ‘get rich first' principle was derived frohis famous ‘white and black cats’ philosophy: it

doesn’t matter whether a cat is white or black; ¢an catch mice, it is a good cat.

% The ‘get rich first’ and ‘coastal development &gy’ was formally endorsed by the CCP (Chinese
Communist Party) at the Party’s conference in eH9§8.

3 200 James K. Galbraith, “Sustainable Developraedtthe open-Door Policy in ChindJTIP
Working Paper Number 06



increasing inequality may cause many kinds of probleansounteract the
growth of economic, imperiling the stabilization dfociety, even
overthrowing the regime of the country. And at preés€hina is being in an
essential development phase that average per persumantas been from
1,000 US dollars to 3,000 US dollars. So mmésessary to solve the income
disparity problem and construct the harmonious soci2tyy this way can
let China smoothly pass this encumbrance, enter thigrbemovement and
the healthy development track.

1.4 The plan of the paper

In general, recent studfesn regional income inequalities were only lasted
to 2000 year before ‘the strategy of developingwviestern region’ executed
in China. Therefore, it can not show the right tresfdregional income
inequalities in China and the correctness of ‘thatsyyy of developing the
western region’ also can not be rightly reflected.dAmcent studies on
regional income inequalities only show us a resultatadvhere it got, and
measures were not explained in detail. In this papeing at this problem, |
give the detail of mathematic measures and use thearigstal and newest
data (1997~2004) as far as possible.

In the rest of this paper, firstly, | explain ourthm@dology for analyzing the
inequality such as the dispersion of extreme values, W@V, Gini’s
coefficient, and Theil's index in Chapter2. Secgndllexplain the situation
of the inequality in China and the data | used, thime an empirical result
and explain the results | got in Chapter3. ThirdtyChapter4, | analyze the
cause of income inequality in China and counternreasuand finally, |
summarized my paper in conclusion.

4 See references



Chapter2. Estimation measures for income disparitie

There are many concepts of disparities from diffepenmnts of view. In this
paper, | will explain some of these and show whatcept| will use from
the economic view.

2.1 What is inequality?

What does inequality mean? It has many meanifgs:
1. The quality of being unequal or uneven
A. lack of evenness;
B. social disparity;
C. disparity of distribution or opportunity;
D. the condition of being variable: changeableness;
2. An instance of being unequal
We only focus on the economic inequality that maarguality measures
the disparity between a percentage of population twed percentage of
resources (such as income) received by that populdtiequality increases
means disparity increases. On the other hand, inegaddio can be defined
as if a single person holds all of a given resourcejualty is at a maximum.
If all people hold the same percentage of a resounsguality is at a
minimum. Inequality studies explore the levels of reseudisparity and
their practical and political implications. And ecomc inequalities can
occur by several reasons as follows:
a. physical attributes-distribution of natural abilig/not equal
b. personal preferences-relative valuation of leisurevemidk effort differs
c. social process-pressure to work or not to work var@esa particular
fields or disciplines
d. public policy-tax, labor, education, and other p@$ affect the
distribution of resources
And we also must get to know why inequality measuidsasuring
changes in equality helps determine the effectivenégmla@ies aimed at
affecting inequality and generates the data necessarge inequality as an
explanatory variable in policy analysis.

® Oxford Advanced Learner’s English-Chinese Dictigngktended fourth edition, The
Commercial Press and Oxford University Press, 280750



2.2 Estimation measures for income disparitie$

There are many measures for estimating the regionamedisparities. In
this paper, | will introduce the measures such as digpeddiextreme values,
CV, WCV, Gini’'s coefficient and Theil's index in ddéta

2.2.1 Measurement of the dispersion of extreme vwas

This measurement can be called Relation betweemextvalues.

R:i
X2

In this ratio, we choose 10 percent highest and 1€epéfowest regions of
average per capita income. Also we can use this ratiget every region
extreme values’ dispersion only between rural abamito get the inequality
of the two.

2.2.2 CV and WCV

The measuring techniques examined in the previousosedtave in
common that they take into consideration only thieegme values and do not
measure the dispersion of the observations as a whole.

We distinguish three measures of total dispersion:

a. the mean deviation

b. the standard deviation

c. the variance (the variance can be decomposed imidhan-group’ and a
‘between-groups’ variance)

d. the coefficient of variation (this coefficient cae lbecomposed in the
same way as the variance into a within-set and a leetset variation)

To compare countries and periods, the coefficientasfation is the only
adequate indication of dispersion. The coefficienvariation is defined as:

CV =s/x inwhich s is the standard deviation andl the mean.

The weighed CV is equal to:

® N.Vanhove & L.H. KlaasserRegional Policy: A European Approacto87, pp.84-88,



In which:

y=average national income’s per capita
y, =average income per capita in region i

P =the population (share) of region i

2.2.3 Gini’'s coefficient

The Gini's coefficient and the computation of Gimsefficient method is
that the Italian economist (C.Ginil912) proposes ia tlorenz curve
foundation. Afterwards, Ricci (1916), Dalton (1920yntema(1938),
Atkinson(1970), Newbery(1938), Sheshinski(1972) hadhér studied. It
is used in further calculating the income assignmenthef difference
degree. According to international usual standard, @ni's coefficient
below 0.3 is the best average condition and that elib¢ is the alert
posture, but that above 0.6 to be the critical doomdiwhich the social
turmoil occurs as necessary.

S

a

(S.+s)

For simply, Gini’s coefficient (G) formula isG =

In this formula, S,, S, expressed separately the area between the Lorenz

curve and the absolute fair line, the area betwherLbrenz curve and the
absolute unfair line encircled, these are well desdriim Figure 2-1. When

G=0, S,=0, it indicates the Lorenz curve and the absolute faie |
superpose. In this case, the income assignment is absagtedled to share
of population; whenG=1, S =0, it indicates the Lorenz curve and the

absolute unfair line superpose. In this case, all nmeaf the country
concentrates on a person hand. Obviously, it is sumind that Gini’s



coefficient ends up o< G <1.

In surveying income disparity literature, the Gini'®efficient use is most
widespread. The Gini's coefficient has the merits dsvist

1. The Gini's coefficient can reflect overall incomemirity condition by a
value.

2. The Gini's coefficient is the most popular index whibk international
economy educational world uses. Thus, it has the adsgn convenient
advantage.

3. There are many kinds of Gini's coefficient computaiomethods. So it
is convenient for using each kind of material.

4. Also it is advantageous for using the Gini's coeffitiearrying on the
decomposition analysis. The gross income Gini's coefficwith each

sub-item income relations can be wroteGs)_ (U, xC,).

U, and C, respectively are theé, share of income which occupies in the

gross income and the centralized rate.

Figure 2-1: Gini’s coefficient

income
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The Lorenz curve shows the relationship between ragidistribution of
the product, as an ordinate, and of the populatmn,the abscissa. The
concentration curve L is nearer to the diagonal qpfi-glistribution OA as
income disparities are lower. From the applicatiorthef Lorenz curve we



can derive Gini’s coefficient.

Gini's coefficient of concentration corresponds tocevihe area enclosed
between the diagonal of equidistribution and theceatration curve. It
varies, therefore, between 0 and 1, the former valdeating absolute
equality, the latter absolute inequality. It is defil as:

n

oL

i=1 j=1

Y_Y
R AP

Where P and Y are, respectively, the shares of taipllption and of
product in each region. If ten regions are considetbdre arel0x9

Y, )
diﬁerence{%—v’ each weighted by the correspondiH.

i ]

Because it gives a variable weighting to differensaslations, Gini’s
coefficient constitutes a better methodological apph than previously
mentioned ways to measure dispersion. However, théaest of variation
can also be weighted. We draw attention to the tlzatt Gini’'s coefficient
like any measure of dispersion is influenced by the bemof regions
considered.

2.2.4 Theil's index

The biggest merit of using the Theil's index to cadtalthe disparities is that
it may calculate the disparity in the group anddhaup disparity to the total
disparity contribution.

From economic point of view, Theil proposes to chi@we disparities in

regional products per inhabitant by the entropyheir distribution. l.e. by

the measurement of the ‘disorder’ of the observed galue

LY, Y/P
=) llog- 1.0
I Zl"v Jv/p

In whichY /Y represents the share of each region in the totalptad the

regions, and% the relation of the product per capita of eachamgo

the product per inhabitant of the regions taken ashale. It can vary



between 0 anldgg. The value 0 corresponds to the case of perfectiggual

in regional products per capita. The valumg corresponds to the case of
maximum inequality in regional products per inhalitam which the whole
of the product is concentrated in the region whieegpopulation is smallest.
Gini's coefficient of concentration and Theil's indare both weighted. But
while the former is weighted by population, thedait weighted by product
to conform more to the economic significance ofdbsired measurement.

Theil's index has, in addition, possibilities of aggtgn into
sub-assemblies (e.g. groups of regions) which make itpknly interesting
from the point of view of analysis of regional dispias: total variation is
variation of national average incomes per capitavéenh China’s provinces
plus variations of regional average income per capitathe China’s
provinces.

ny G Y
A ZY{%—Q R/P}
Where:

= part of province i in China product
= part of province i in China population
Y, = part of region g in China product

P, = part of region g in China population
G = number of regions
S, = number of provinces in region ¢{s; i is one element of the grop)

N = number of province in China



Chapter3. Income inequalities in China

3.1 The geography distributing of China

Figure 3-1: The map of three regions in China
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In this paper, | compared the regional disparitieshieyextreme value, CV,
WCYV, Gini's coefficient and Theil’'s index. Thereforlemust command how
to divide all of China to regions. The meaning o thhole China in my
paper is the mainland of China except Taiwan, Hongdkand Macao as the
map shows. According to the map above, China has Oesgdaed into 3
regions as coastal/ eastern region, middle/ centreneggid western region.
The netted part of this map (including 12 provinasshe coastal region; the
transverse lined part of this map (including 9 prov&ée the middle region;
the diagonal lined part of this map (including 1@\pnces) is the western

10



region.

Although there is another method to divide the regim economy (eastern
region including 10 provinces except Liaoning prma and Guangxi
province; middle region only including 6 provincescept Neimenggu
province, Heilongjiang province and Jilin provingeestern region including
12 provinces contained Guangxi province and Neimenggvince; and

another traditional region called northeast reginduding Heilongjiang

province, Jilin province and Liaoning province), dllow the geography
distribution because it is similar in numbers of provinoceeach region and
it is the direct sense from this map above also.

3.2 Data sources

From China Statistic Yearbook 1998, Chongqing is d#idi from the
Sichuan province for a municipality. Chongging whighs part of Sichuan
before 1997 is smaller than the Chongging municipalitgording to the
geography. So it is very difficult and complex tdlect and calculate the
data. Therefore, in this paper, | used the dataestdrom 1997 (the year that
Chongging was divided from Sichuan province) basedChina Statistic
Yearbook 1998-2005. On the other hand, China #tattearbook 2006 has
not come out by now. So, | can only use the last &’'yedata from the
State’s Statistic Bureau.

According to the geography distribution of China,ngdong, Macao and
Taiwan have not been vested in the mainland of Chetause of different
system of economy, so these three will not been ceresid And the data of
urban annual disposable income per capita (1997 31i898ibet had not
been promulgated by the State’s Statistic Bureau Tabk3-5). Hence, the
actual information must be some difference from tlseaech in this paper.

| have collected the last 8 years’ Chinese statistia fflam the Chinese
Statistic Yearbook published by the State’s StatisticeBu and tidied up the
population, GDP and average GDP per capita as fellow

11



(Table 3-1) The population of China from 1997-2004

tkn thousands)

1997 | 1998 1999 2000 2001 2007 2003 2004
Beijing 1240 1246 1257 1382 1383 1428 1456 1493
Tianjin 953 957 959 1001 1004 1007 1011 1024
Hebei 6525 6569 6614 6744 6699 6735 6769 6809
Shanxi(l) 3141 3172 3204 3297 32772 3294 3314 3385
Neimenggu 2326 2345 2362 2376 2377 2379 2380 2384
Liaoning 4138 4157 4171 4238 4194 4203 4210 42107
Jilin 2628 2644 2658 2728 2691 2699 2704 2709
Heilongjiang 3751 3773 3792 3684 3811 3813 3815 7381
Shanghai 1457 1464 1474 1674 1614 1625 1711 1742
Jiangsu 7148 7182 7213 7438 7395 7381 7406 7433
Zhejiang 4435 4456 4475 4671 4618 4647 4680 4720
Anhui 6127 6184 6237 5986 6328 6338 6410 6461
Fujian 3282 3299 3316 3471 3440 3466 3488 35111
Jiangxi 4150 4191 4231 4140 4186 4222 4254 4284
Shangdong 8785 8838 8883 907P 9041 9082 9125 9180
Henan 9243 9315 9387 925¢ 955p 9613 9647 9117
Hubei 5873 5907 5938 6028 597% 5988 600R 6016
Hunan 6465 6502 6532 6444 6596 6629 6663 6698
Guangdong 7051 7143 7270 8642 7783 7859 79%4 8304
Guangxi 4633 4675 4713 4489 4788 4832 4857 4889
Hainan 743 753 762 787 796 803 811 818
Chongging 3042 3060 3075 309( 3097 3107 3130 3122
Sichuan 8430 8493 8550 8329 8640 86713 8700 8125
Guizhou 3606 3658 3710 3525 3799 3837 3870 3904
Yunnan 4094 4144 4192 4288 428 4333 4376 4415
Xizang 248 252 256 262 263 267, 270 274
Shanxik)’ 3570 3596 3618 3605 3659 3674 3690 3705
Gansu 2494 2519 2543 2562 2575 2593 2603 2619
Qinghai 496 503 510 518 523 529 534 539
Ningxia 530 538 543 562 563 572 580 588
Xinjiang 1718 1747 1774 1925 1876 1905 1934 1963
Nation 1 123626| 124810| 125909 | 125933 | 127627 | 128453 | 129227 | 129988§
Nation 2 122322 123282 | 124219| 126228 | 126783 | 127518 | 128373.3| 129415

7 Shanxi(l) and Shanxi) are two different provinces in China: First bederto the Central
region, second belongs to the Western region

12



(Table 3-2) GDP of China from 1997-2004

(200 million yuan)

1997 1998 1999 2000 2004
Beijing 1810.1 2011.3| 21745 | 2478.8 4283.3
Tianjin 1235.3 1336.4| 1450.1 | 1639.4 2931.9
Hebei 3953.8 4256 4569.2 5089 8768.
Shanxi(l) 1480.1 1486.1| 1506.8 | 1643.8 3042.4
Neimenggu 1099.8 1192.3 1268.2 | 1401 2712.
Liaoning 3582.5 3881.7| 4171.7 | 4669.1 6872.7
Jilin 1446.9 1557.8| 1669.6 | 1821.2 2958.7
Heilongjiang | 2708.4 2798.9| 2897.4 3253 5303
Shanghai 3360.2 3688.2 4035 4551.2 7450.3
Jiangsu 6680.3 7200 7697.8 8582.7 15403.2
Zhejiang 4638.2 4987.5 5364.9 | 6036.3 11243
Anhui 2669.9 2805.5| 2908.6 | 3038.2 4812.7
Fujian 3000.4 3286.6| 3550.2 | 3920.1 6053.1
Jiangxi 1715.2 1852 1963 2003.1 34959
Shangdong 6650.0 7162.2 7662.1 | 8542.4 15490.7
Henan 4079.3 4356.9 4576.1 | 5137.7 8815.1
Hubei 3450.2 3704.2| 3858 4276.3 6309.9
Hunan 2993 3118.1| 3326.8 | 3691.9 5612.3
Guangdong 73155 7919.1 8464.3 | 9662.2 16039.5
Guangxi 1817.3 1903 1953.3 2050.1 3320.1
Hainan 409.9 438.9 471.2 518.5 9 4769.
Chongging 1350.1| 1429.3 1479.7 | 1589.3 2665.4
Sichuan 3320.1 3580.3 3711.6 | 4010.3 6556
Guizhou 793 841.9 911.9 993.5 1 9185
Yunnan 1644.2 1793.9 1855.7 | 1955.1 2959.5
Xizang 77 91.2 105.6 117.5 b 211
Shanxifk) 1300 1381.5| 1487.6 | 1660.9 2883.5
Gansu 781.3 869.8 932 983.4 1.6 58.95
Qinghai 202.1 220.2 238.4 263.4 1 2 7464
Ningxia 210.9 227.5 241.5 265.6 B 3 60.4
Xinjiang 1050.1 1116.7| 1168.6 | 1364.4 2200
Nation 1 74462.6| 78345.2| 82067.5| 89468.1 136875.9

13



Nation 2

| 76825.2‘ 82494.7| 87671.4| 97209.6‘ 106766.6‘ 117514.8| 135539.1‘ 163240.4‘

(Table 3-3) Average GDP per capita of China fror@7:2004

(yuan)
1997 1998 1999 2000 2001 2002 2003 2004
Beijing 16735 18482 19846 2246( 25523 28449 32061 37058
Tianjin 13796 14808 15976 17993 20154 22380 26532 31550
Hebei 6079 6525 6932 7663 8362 911% 10513 12918
Shanxi(lr) 4736 5040 4727 5137 5460 6146 7436 9150
Neimenggu 4961 5068 5350 5872 6463 7241 8976 11305
Liaoning 8525 9333 10086 11226 12041 12986 14258 16297
Jilin 5504 5916 6341 6847 7640 8334 9338 109B2
Heilongjiang| 7243 7544 7660 8562 9349 10184 11615 13897
Shanghai 25750 28253 30805 34547 37382 40646 46718 55307
Jiangsu 9344 10021 10665 11773 1292p 14391 16809 20705
Zhejiang 10515 11247 12037 13461 14655 16838 20147 23942
Anhui 4390 4576 4707 4867 5221 5817 645pb 7768
Fujian 9258 10369 10797 11601 1236p 13497 14979 17218
Jiangxi 4155 4484 4661 4851 5221 5829 6678 8189
Shangdong 7590 8120 8673 9555 10465 11645 13661 16925
Henan 4430 4712 4894 5444 5924 6436 7570 9470
Hubei 5899 6300 6514 7188 7813 8319 9011 10500
Hunan 4643 4953 5105 5639 6054 656% 7550 9117
Guangdong | 10428 11143 11728 1288+ 13730 15030 17213 19707
Guangxi 4356 4076 4148 4319 4668 5099 596P 7196
Hainan 5698 6022 6383 6894 7135 7803 831p 9450
Chongging 4452 4684 4826 5157 5654 6347 7200 9608
Sichuan 4029 4339 4452 4784 5250 5766 6418 8113
Guizhou 2215 2342 2475 2662 2895 3153 36083 4215
Yunnan 4042 4355 4452 4637 4866 5179 566pR 6733
Xizang 3194 3716 4262 4559 5307 6093 6871 7779
Shanxik) 3707 3834 4101 4549 5024 5523 6480 7757
Gansu 3137 3456 3668 3838 4163 4493 502p 5970
Qinghai 4066 4367 4662 5087 5735 6426 7277 8606
Ningxia 4025 4270 4473 4839 5340 5804 6691 7880
Xinjiang 5904 6229 6470 7470 7913 8382 9700 11199

® Nation 1 and Nation 2 data of population and GDRfference is the error of State’s Statistic and

the Regional Statistic

14
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Sourcé China Statistic Yearbook 1998~2004 published byState’s Statistic Bureau
However, we can find that the total sum of popolatand GDP of all
regions do not equal to the nations. From the ChiBéstestic Yearbook, we
can easily know that it is the statistic error. So iy paper, | used my
checked data which is the mathematic total sum of @acvince, because
the total sum of each province’s GDP’s share is ové@hg&.same as the total
population, | used my checked data in my paper fgomther one | must
indicate is that | consider the average GDP peta&dipe same as the average
income per capita because the two data equals apmatety. And by my
transacted data, there must have some error awaytlieactual result.

3.3 Results of Measurement of income disparity

3.3.1. The range ratio of 10% highest average incomger capita with
10% lowest in China.

(Table 3-4) The range ratio of 10% highest averageme per capita with
10% lowest.

1997 1998 1999 2000
Shanghaj 25750| Shangha| 28253| Shanghaj 30805| Shangha| 34547
Beijing | 16735 Beijing | 18482 Beijing | 19846| Beijing | 22460
Tianjin | 13796 Tianjin | 14808| Tianjin | 15976| Tianjin | 17993
Xizang | 3194| Xizang | 3716| Shanxi | 4101| Guangxi| 4319
Gansu 3137 Gansu 3456 Gansu 3668 Gansu 3838
Guizhou| 2215 | Guizhou| 2342 | Guizhou| 2475 | Guizhou| 2662

6.59 6.47 6.50 6.93

2001 2002 2003 2004
Shanghaj 37382| Shanghaj 40646| Shangha| 46718 Shangha| 55307
Beijing | 25523 Beijing | 28449 Beijing | 32061| Beijing | 37058
Tianjin | 20154| Tianjin | 22380, Tianjin | 26532| Tianjin | 31550
Guangxi| 4668 | Guangxi| 5099 | Yunnan | 5662| Yunnan | 6733
Gansu | 4163 Gansu | 4493 Gansu | 5022 Gansu | 5970
Guizhou | 2895 | Guizhou| 3153 | Guizhou| 3603 | Guizhou| 4215

7.08 7.18 7.37 7.32
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Source: calculated based on formuR= from Table 3-3

In the last 8 years, Shanghai, Beijing and Tianjirverage income per
capita are always the highest 3 in all of China, éwzhou and Gansu
provinces are the lowest 2 in all of China. Even giothere are no changes
in the last 8 years, the range ratio of the 3 highést 3 lowest provinces
waved. | can find some tendency easily from the Yalhg figure3-2.

Figure 3-2: The trend of range ratio

Range ratio

range ratio

—e—range ratio

1997 1998 1999 2000 2001 2002 2003 2004
year

Even there has a little undulation, the range 'matiendency is going up
from 6.586 to 7.324. As already mentioned above,3tlieghest provinces
are all belonged to the eastern region, and thew@db provinces are all
belonged to the western region except 2000, 2001 2062. (Guangxi
province has been defined to belong to the eastgiomg We can simply
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get to know the disparities between east and westuanag bigger as the

figure shows. Although all of these provinces’ averagmme per capita

increased, the speed of increasing around easteonseigi quicker than the

western regions. So it caused the numerical valuleeofange ratio rise up.

3.3.2 The ratio of urban and rural annual disposablancome per capita
in China.

(Table 3-5) The ratio in each regions of urban amdlrannual disposable
income per capita

1997 1998 1999 2000
] 4.041 Pl 4.356 [iif4 5.276 P i, 5.580
M 3.421 el 3.421 PN 4.298 P 4.277
CIN 3.240 HIR 3.177 M 3.620 5t 3.728
B 3.220 B 3.125 B 3.611 By 3.549
(] 3.142 Byt 3.002 CIUN 3.395 B 3.489
Hl 3.031 i 2.976 HR 3.297 Hif 3.469
T 3.028 M 2.878 Tk 3.207 Hw 3.441
] 2.834 g 2.866 Pept 3.197 CIUN 3.316
] 2.725 i 2.745 gy 2.972 i} 3.129
iE] 2.557 i) 2.632 i} 2.743 Py 3.096
Z 2.543 T 2.561 WIF 2.733 TH 2.849
TH 2.537 J7R 2.506 T 2.665 H1F 2.830
g 2.530 bEa) 2.404 biEA] 2.557 G 2.736
J7R 2.469 TH 2.389 TH 2.550 ] AR 2.671
L] 2.361 E 2.264 J7R 2.515 W | 2.516
g 2.295 W1k 2.222 1 2.450 L 2.479
2R 2.265 1] 2.205 Mo | 2.382 Ak 2.455
bik] 2.223 it 2.201 W1k 2.351 7R 2.441
WEEl | 2.216 WEl | 2.197 r 2.326 HoiB] 2.435
Gy 2.205 7R 2.193 7R 2.278 I 2.400
b 2.169 Jb5t 2.144 PNE: 2.243 T 2.390
Jext 2.134 ip[d 2.114 g 2.219 L 2.378
Kt 2.037 Kt 2.094 A} 2.217 Ein)e 2.301
Wit 1.997 AN 2.076 b 2.197 WA | 2.287
i 1.963 Wit 2.054 Jexnt 2.173 Ak 2.284
AN 1.932 IR | 1.895 Wit 2.135 7 2.275
L 1.917 i 1.790 Hopir | 2121 e 2.248
MR | 1772 B 1.782 i 2.021 PNES 2.247
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L5 1.763 =L 1.765 L 1.982 Wi 2.181
g 1.599 i 1.623 i 1.959 iy 2.094
(g No data | Pt No data | JT.75 1.871 N 1.892
4 2.469 EE 2.509 e 2.649 41 2.787
2001 2002 2003 2004

(g 5.605 [ 5.525 PR 5.184 [iig: 4.892
=M 4.432 P 4.501 P 4.504 P 4.759
pigll 3.862 pigll 3.990 pigll 4.199 gl 4.253
T 3.759 (it 3.966 v 4.062 it} 4.014
B 3.739 HA 3.868 HA 3.979 HM 3.983
BV 3.678 HraE 3.703 il 3.760 ] 3.770
Hl 3.568 il 3.697 ] 3.717 i 3.739
] 3.428 i} 3.635 E)N 3.655 PR 3.673
HIK 3.410 FR 3.451 i 3.406 i 3.342
)| 3.201 TH 3.164 TH 3.196 IR 3.121
THE 3.041 vy i 3.137 2R 3.186 RE& 3.117
il 2.949 il 2.902 g1 3.158 TH 3.111
2 2.806 WEEd | 2.901 aN) 3.098 v 3.061
WZEl | 2.805 1] 2.900 W5 | 3.093 iy 3.052
IR 2.763 2 2.849 ] 2R 3.053 ik 3.037
vy 2.756 JTR 2.847 thipg 3.047 N 3.018
i) 2.622 SNE| 2.819 i) 3.030 2 3.005
2R 2.532 g 2.816 biible 2.853 biB] 2.776
TEg 2.511 biiB 2.778 N 2.808 HEaea) 2.746
Vb 2.490 A} 2.747 g 2.805 Gk 2.733
AN 2.467 =L 2.721 L 2.768 VANl 2.713
g 2.459 fipe 2.597 g 2.678 th %< 2.691
L 2.447 2= 2.583 2= 2.666 L 2.614
LEyIAID 2.379 Sy AN 2.536 CEyIANN 2.662 Jbxt 2.534
Jbxt 2.304 B[ 2.488 b 2.537 Mk 2.507
CE] 2.299 WL 2.371 Jexe 2.478 BT 2.486
WL 2.284 T 2.371 U 2.467 WL 2.447
Kt 2.269 Jext 2.309 WL 2.446 U 2.421
UGN 2.266 Kt 2.182 Kt 2.259 i 2.361
kit 2.194 i 2.129 i 2.234 R 2.285
95 1.949 95 2.055 95 2.185 N 2.205
4 2.899 EE 3.111 e 3.231 4= 3.209
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X

Source: Calculated based on formf= —
X2

The lowest disparity in urban and rural from 19971888 is in Shanghai,
from 1999-2004 is in Jiangsu. The highest dispariturban and rural from
1997 to 1998 is in Yunnan, from 1999-2004 is in Tilk&ten from 1997 to
1998, there has no data in Tibet from the Chinesésfitatearbook. And a
majority of eastern regions’ disposable income peitaan urban and rural
turns more equal than western regions’. The Natianons’ disposable
income per capita in urban and rural shows a incrgdsamd.

3.3.3 Result of CV and WCV

(Table 3-6) CV of East, Center West and Nation

1997 1998 1999 2000
East 0.193 0.201 0.207 0.224
Center 0.063 0.062 0.062 0.066
West 0.076 0.074 0.072 0.079
Nation 0.141 0.151 0.159 0.167
2001 2002 2003 2004
East 0.218 0.217 0.216 0.214
Center 0.070 0.069 0.068 0.065
West 0.079 0.077 0.081 0.083
Nation 0.170 0.176 0.184 0.188

Source: calculated based on CV formula

From Table 3-6, it is clear that the ascending aedcending of the
economy did affect the changing pattern of dispegitrhe disparity between
the counties of China increased during the last &y&at the eastern region
turned a decreased tendency after 2000 year. Ouotliee hand, the western
region turned down until 1999, and then it showednareasing trend. The
national CV changed biggest. Therefore, the dispavidg turning bigger
from 1997 to 2004.

By Figure3-3, the National disparity showed an obsi@ascending trend
according to the analysis of CV, and the East turmedsgzending trend by
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2000, and then showed a descending trend by nowWds and Center
showed an approximately invariable trend from 199D420rhe Chinese
economy showed a rapid growth rate in the last 10sydaut the results
effect only on the East region. The West and Cemgions even have no
change or no obvious increase according to the RgBire

Figure 3-3: The trend of CV

CVv
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R
*
L 3
:
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0.1 [ nation

1997 1998 1999 2000 2001 2002 2003 2004

year

(Table 3-7) WCV of East, Center, West and Nation

1997 1998 1999 2000
East 0.123 0.128 0.132 0.144
Center 0.059 0.058 0.058 0.062
West 0.070 0.069 0.067 0.073
Nation 0.100 0.106 0.111 0.121
2001 2002 2003 2004
East 0.140 0.140 0.141 0.140
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Center 0.065 0.063 0.060 0.058
West 0.072 0.071 0.074 0.080
Nation 0.121 0.126 0.134 0.138

Source: calculated based on the WCV formula

Compared Table 3 with Table 4, the estimated val¥dheoweighted CV
(WCV) is smaller than that of the CV. And when weighed the CV, it is
more exactable because of we concerned the pamulictor. Meanwhile,
the western region difference between 1997 and 20@dved that western
region has the smallest change in the last 8 yeard.tA@ eastern region
showed the biggest one. Also the national WCV showednitreasing trend
in the last 8 years. So it illustrated that the higlhesbtme disparities are to

be found in the East. Figure3-4 showed it clearly.

Figure 3-4: The trend of WCV
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3.3.4 Result of Gini's coefficient

(Table 3-8) Gini’s coefficient of nation and regions

1997 1998 1999 2000
East 0.129 0.132 0.136 0.130
Center 0.064 0.065 0.067 0.064
West 0.050 0.050 0.051 0.050
Nation 0.243 0.247 0.254 0.244
2001 2002 2003 2004
East 0.139 0.142 0.146 0.143
Center 0.069 0.070 0.071 0.070
West 0.053 0.053 0.054 0.054
Nation 0.261 0.265 0.271 0.268

Source: calculated based on the Gini's coefficiemhula

Figure 3-5: The trend of Gini's coefficient
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According to the CV and WCYV figure, the increasealisparity trend turned
down from 2000. The Gini’s coefficients showed the sdaemdency. But the
Gini coefficient goes on increasing means the digpanitChina goes on
increasing. The analyses of the Gini’'s coefficienthinior between China’s
three regions imply that, to a large extent, ineityalelates to and is
influenced by dramatic political events, severe ratulisasters, and
economic instability. Because of China’s “the stratefydeveloping the
western region”, it can explain the figure’s flexiorhe Gini's coefficients
showed a much more stable picture with an obviouslir€he intraregional
inequality dropped. That is, the eastern province®waming the rich club
while the provinces from the west were forming therpdub. It is easy to
reject the possibility that the provinces from thetdregion were sliding
into the rich one. However, there is no evidence tiha central region was
joining the poor club or that it was forming its ovcome club.

3.3.5 Result of Theil's index
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Table 3-9: Theil's index

1997 1998 1999 2000
Total 0.104 0.109 0.115 0.105
inequality
Between-sef  0.060 0.062 0.066 0.061
inequality
Within-set 0.044 0.047 0.049 0.044
inequality
Between-sef  0.570 0.570 0.576 0.582
inequality%

2001 2002 2003 2004
Total 0.126 0.121 0.125 0.121
inequality
Between-sef  0.069 0.071 0.075 0.073
inequality
Within-set 0.057 0.050 0.050 0.047
inequality
Between-sef  0.545 0.588 0.600 0.606
inequality%

Source: calculated based on the Theil's index féamu
Note: Between-set inequality% means between-sefuadigy as a percentage of total
inequality
From the Figure 3-6, the three curves showed the s@meé. But if we focus
on the 2000 year, the decrease trend is the biggeise @il. After 2000, the
curve turned mildly again.

Figure 3-6: The trend of Theil's index
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Through the Figure 3-6, we can get the changintgpatnore clearly than
that of the table. All of the three curves, the ltatequality, between-set
inequality and within-set inequality showed the saatwious trend of
decreasing in 2000 year as the same as CV, WCV andcGafficient (see
figure 3-3,3-4 and 3-5). And the Theil's index, wiisetween-set inequality
as a percentage of total inequality rise up from 5%ugil. This result shows
that inequality between regions is a larger contabwio overall growth of
inequality in China than is inequality within regsThe rise in inequality in
China from 1997 to 2004 was more geographic thamtsiraf. Still, under
either calculation in east region increases in inetyuakceeded the nation
increases.

® James K.Galbraith, “Increasing Inequality in ChiRarther Evidence from Official
Sources,1987-2000Association of Comparative Economic Stugdfgtanta, 2001
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This geographic inequality can be described to régional inequality
(between the coastal area and the inland area). riib@ns the inequality
between East and West is the biggest of all. Evengthdle increase trend
of inequality has turned down from the Figure 36t result of calculating
of the inequality between coastal and inland aréesed at 61 percentages
now from the Table 3-9. On the other hand, the nmeanequality within
eastern regions at the province level is smallen the inequality between
regions at the region level.

I infer from this analysis that the data providedha Statistical Yearbook
can be manipulated to provide meaningful measurethefyear-to-year
evolution of inequality in China, and fruitful deopositions by region. This
is important because it points to the possibility of itaying developments
within a year or less of their occurrence, and als@inpointing exactly
where-within highly detailed region decompositionrmajor changes are
being observed.

All of these results (range ratio, CV, WCV, Gini's cib@ént and Theil's
index) showed us the income inequality in Chingdsg on increasing. But
the increasing trend has turned down. The income aligguioetween urban
and rural, and the income inequality between coasigions and inland
regions are the biggest two problems to the Chinesergment from my
results.

Chapter4. The causes and countermeasures of income

inequalities in China
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4.1 The causes of income inequalities in China

Major factors leading to the growth of or even estdanary income
disparity are many. The causes of rapid growth of digpan people’s
income at many levels are very complicated. These ake some special
characteristics in China. To sum up, they mainly ingothe following
aspects.

1. The government’s preferential policy towards cdasines is the biggest

cause of income disparit.

Over a longer time period, China’s regional develepinstrategies since
reform may have contributed directly to the widenispatial income
inequalities. As early as 1980, China formally elsshled four special
economic zones in the coastal provinces of Guangdoad-ajian, and then,
another 14 coastal cities were opened in order t@catforeign direct
investment and trade in 1984. These special econonmeszand coastal
open areas acquired considerable autonomy, enjoyedisutax treatments,
and received preferential resource allocations. As @lathe Coastal Area
Development Strategy, the government gradually reldd these special
policies to all coastal areas in the late 1980s. Algfnomany cities in the
interior regions were eventually opened in 1994sétime lags may have
differential effects on attracting investments and gatireg growth, putting
the inland provinces at significant disadvantagesodginout the 1980s and
early 1990s, the coastal provinces attracted dispriopately high shares of
foreign investments and trade and became the cradiaralf enterprises,
which have been the deriving force behind Chinat®me growth. During
this period, the income levels of interior and coastglons diverged. As a
result, the inland-coastal contribution to overaéiqnality increased several
folds, becoming the largest component in the regiomaquality
decompositiort!

2. Market competition is the basic cause of income dispa
After more than 20 years of reform, fundamental gearhave taken place
in China’s economic structure. The framework of a ketreconomy has

0 Gene H. CHANG, “The cause and cure of China’s widgimcome disparity”China Economic
Review \Vol.13, 2002, pp.335-340
1 Dennis Tao Yang, “What has caused regional inetyuialiChina?”,China Economic Revigw
Vol.13, 2002, pp.331-334

12 Ge Yanfeng, “Analysis of Growing Disparity in Peejl Income Since the Start of Reform”,
China Development Revie¥ol.2 No.3, 2000, pp.90-101
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been basically established. The market has becomendij@ force in the
allocation of resources. In the field of income dmttion, market
mechanisms have basically taken the place of thetitnaal planned
distribution. A distribution system in which distriboi according to work is
dominant and multiple essential factors of productperticipating in
distribution has been established. In the course okehaompetition, the
emergence and growth of income disparity is inevetabince different
members of society and different economic organizatibave different
abilities in competition, make different contributioms work and put in
different productive factors. Competition leads topdisty, especially in
primary distribution. It is an inevitable outcome dhe economic
marketization. In general, it is conducive to thenpoehensive improvement
in the economic efficiency and is worth confirming.

3. Difference in the initial conditions of compaetiti created by historical
and traditional structures is an important cause oftbeith of disparity.

Although the emergence of disparity resulting fronrkaa competition is
reasonable, it should not be ignored that the presstern of competition is
based on historical and traditional structures, anextremely unequal basic
economic conditions and economic structures. Appalidierences in initial
conditions exist in the competition. Such a situatltad an outstanding
impact on the growth of income disparity, especially group income
disparities between urban and rural areas and betvegems.

There are many factors affecting income dispariy,ib the final analysis,
the basic one is the barriers that had been in exestever a long period of
time between the urban and rural economies. They evegkthe base for
rural economic development. Furthermore, too few nessu could be
utilized. Labor productivity as well as the totallmme of wealth could not
increase rapidly. As a result, peasant income couldgnoly at a slow pace.

Between different regions, whether it is between nidor@as or between the
rural areas of those regions, tremendous differences wkistregard to
geographic locations, natural conditions, economseband the availability
of various resources. These vastly different startingtpadbviously affect
the outcome of competition. As a result, the dispmitiad been generally
determined at the very outset, no matter whethés the disparity in the
economic development, or the disparity between g&opicomes.

The disparity between the basic conditions and incarhekfferent urban
and rural areas and regions often creates very stidatihew effect”. The
more developed a region, the greater its abilitageemble resources, the
greater its development potential and, as a rabelthigher the income of its
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residents. The situation in places with poor basic itiomd is just the
opposite. Under such conditions, in the absence of apéactors, the
gradual growth of disparity is unavoidable.

The disparity between initial conditions of competfitialso exists between
different trades, especially between different indestr As results of
long-standing system of planned economy, there haeam loeitstanding
problems with China’s industrial structure always Hadite some industries
with oversupplies, while quite a few could hardly sigtithe demands. It is
apparent that different industries face different kaar competition
conditions. Industries that oversupplied are engagad ekcessive
competition and their returns are naturally low. Theomes of their staff
and workers are bound to be low as well. Industrieshiort supply enjoy
vigorous demand and are able to reap super-profits.ifi¢domes of their
staff and workers are bound to be relatively highodigh from a long-term
point of view, market mechanism will gradually eduoiéite the development
of industries, the disparities that appeared in thega® should not be
underestimated.

Disparity in initial conditions of competition exist®tnonly between large
groups, but also at more specific levels. Take state-dvenéerprises as an
example. It is rational and necessary to allow stateenl enterprises to
compete as independent market entities. The problématsn the course of
reform, different enterprises have to shoulder vasilferent historical
legacies, such as the burden of personnel, technolodyequipment, and
debts. Such a problem has a prominent impact on theomet of
competition. Income disparities and non-reciprocitywlaen income and
labor contributed among staff and workers of differenterprises will
inevitably emerge. There are of course many more suoblgms, for
instance, the unequal initial conditions of enterprie€ different economic
categories.

Undoubtedly, the disparities in development bases atutal endowments
lead to different starting points in competition. Suah condition is
widespread in any country or society. It is even nswean China, a large
country with a long history of uneven developmenbwdver, the case in
point is that some of the problems confronting Chinalccdwave been
avoided in general or at least should not be as sasgeieis. For instance,
the starting-point disparity between state-owned pnitss was due to a
large extent to the fact that many reform policvesre imposed on the
enterprise with rapid uniformity. Disparities betwewany regions were due
to a relatively large extent to past investment systen@ated to
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infrastructure facilities and key projects. It was alslated to the sequence
of implementing reform and opening to the outside @voahd to the
differential policies practiced in the course of depenent. In other words,
historical and traditional systems created the tremend@parities in initial
conditions in competition. Yet many policies implerssh since the
initiation of reform has led to the further growghthe disparities.

4. Unfair competition, violation of laws and corrigot has exacerbated the
problem of unequal income.

There exist in the present income distribution notyomhequal initial
conditions of competition, but also the alienatiorpablic authority caused
by conflicts between the old and new systems in tharse of the
evolutionary reform process. This is especially true rwheministrative
authority, which was of decisive significance in thieaation of resources
under the planned economy system, is intertwineld thi¢ rapid realignment
of benefits under market economy conditions. In taidi there also rather
widely exist unfairness in competition as well aslation of laws and
corruption that directly affect to the outcome @ftdbution. These problems
have considerable impact on the outcome of distobutand have
comprehensively exacerbated the inequality in ireom

There are many kinds of unfairness in competition. st outstanding
one is the various kinds of monopolies. In the maimage departments,
trades and even individual members of society restrcket access through
a variety of ways. They repel or even assault othenpetitors and
monopolize business, control and manipulate marketegrito reap
super-profits, make use of information asymmetrynéorimation monopoly
to carry out unfair transactions, or even engage iecwdption. Such
monopoly is fundamentally different from the tradital state monopoly
system. The difference is that the benefits resulfrogn this type of
monopoly do not go to the state. Most of the benedits turned to
small-groups of various trades or departments. Its ouisgmdanifestation
is the irrational growth of income disparity betwdabe people working for
these trades or departments and other income groupsthén words, by
making use of unfair competition such as monopolies, gpmgs may reap
huge benefits with very little input. Unfair competit such as monopolies
plays an outstanding part in the existence of disparii incomes between
trades and between various departments and entities.

The present situation shows that some monopolies, sudieasdustries
with natural monopoly, have their own particulasti and some have their
roots in the underdeveloped market. However, the niyjoof the
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monopolies are “marriages” with government departmehfgower. Some
departments even make use of their own administrgioiger to create
unequal competition so as to monopolize special litsn&fr themselves.

Because of the contradictions within the system itselny unfair
competitions such as monopolies operate under “legi@éintovers”. The
present system and policies cannot fully prove they tire illegal. Such a
situation will undoubtedly intensify and even consaled unfair disparity in
income and enable unequal income in certain seatocsritinue for a long
period of time.

Compared with the inequality in competition, anotlpoblem merits
greater attention that certain members of societyllegml means to directly
rake in wealth without engaging in any competition inputting any
essential factors of production, thus creating inetjuali income and the
possession of wealth. Such problems in everyday lifeabendant and
varied in their manifestations. Some are clearly crimesording to the
present laws, which include tax evasion, stealing anbing, extortion,
graft and corruption. Others are not easily iderdifés crimes according to
the present laws, but are definitely dishonest, whiactlude all kinds of
rent-seeking, insider control, etc. Taking advantafene’s position and
power to grab ill-gotten gains is the kind of cotrap most detested by
society and probably having the greatest impacts oequal income.
Problems related to soliciting and accepting bribdingeofficial posts and
titles, corruption and degeneration, embezzlemenkirgy deals between
power and money and acting in collusion with lawlpsssons are all quite
glaring.

Lawlessness such as corruption obviously exacerbatesaligopf income.
On the one hand, it creates cases frequently acgllegdl gains amounting
to millions or tens of millions of yuan. These case$yfillustrate such a
problem. On the other hand, while some people becaahe suddenly,
corruption and other lawlessness directly or indiyedilested the benefits
of other groups, especially the weaker groups. Infitked analysis, illegal
income has only two sources: the wealth of individudlshe masses and
that of the state or the collective. Divestiture bé twealth individuals
directly damages the benefits of individuals of thasses. Divestiture of
state or collective wealth ultimately and inevitablgnsforms into damages
on the benefits of other individual members of soci&tyme damages are
huge. For instance, some state-owned enterprises callapsause of their
corrupt chief executives. This of course damages the. dthowever, the
direct victims are the staff and workers.
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At the moment there is no way to accurately assess xhet eole
corruption and other lawlessness play in exacerbatiogme inequality. Yet
from the widespread dissatisfaction of the public arel large number of
incidents reported by the media, one can be surer¢l@tant problems are
definitely not small ones that can be ignored. Aéspnt, many statistics
related to the situation in income distribution aneompatible with the
perceptions of the public. These statistics are ewaible to explain the huge
consumer disparities in real life. This is probablyriegn reason.

5. Insufficient redistribution capability cannot effeely regulate
distribution disparities.

Taxing people with high incomes and carrying outseitution to people
with low incomes through transfer payment is a basic walleviate
disparities in income distribution and is a basic resfmlity of the
government. However, the present situation showsthlieavarious ways of
redistribution have failed to be as effective as etqubcThey have failed to
effectively regulate distribution disparities causedimarket competition and
the intervention of non-market factors. In some felithey have even
exacerbated income disparities. Related problems haeefalowing 3
manifestations.

First, ineffective regulation of high incomes. Tagati especially individual
income tax, is a basic way to regulate high incon@&snerally speaking,
relevant policies did not play a positive role. Ategent, the problem
furthermore manifests itself in two aspects. One i¢ feople’'s income
modes are becoming more and more plural. The govfyrhowever, has
failed to establish an effective supervisory and reéguyasystem according
to the comprehensive adjustment of the income didgtab system and the
changes that are taking place in everyday lifegdlencomes should not be
a topic of discussion, because they are absolutely mggble and as a
matter of course they avoid supervision by hook orctnpok. Even those
“legal” or “rational” incomes are basically beyonatrealm of supervision.
Widespread “tax evasion” and “tax avoidance” arengmn among the
high-income groups. The percentage taken up by itdatiincome tax in
his or her income or in state revenue is very lowividdal income tax
basically, cannot regulate high incomes. The otherthat obvious
shortcomings exist in the taxation system itself. In sGelds, the actual tax
burden of low-income groups is evidently higher tltlaat of high-income
groups. The most typical example is the disparity betwthe peasants and
urban residents.

Second, lack of effective protection for low-incomeups. Viewed from
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direct income transfer, the work of poverty reliefrural areas has received
much attention consistently. A system of ensuring aiimim standard of

living has been basically established in urban areasieMer, the efforts

devoted to implementing these works are obviously matugh. On one

hand, the total input is insufficient. On the otheandl, protection of

low-income groups in poverty-stricken areas is feetlla aesult of “sharing

the financial revenue at different levels” and thanagement of social
affairs at various levels. Furthermore, many problemstarithe policies

regarding indirect protection of low-income groupsl gaheir implementation.
Indirect protection includes employment protectiompyment assistance
and minimum wage protection targeting at the povsttigken stratum. As a
result, quite a large number of the poor find it htodobtain both direct

economic help and indirect protection.

Third, certain transfer payment systems are evidemlyfavor of
high-income groups. Relevant problems are most outsigndithe welfare
system such as medical care and housing. Quite psrobbrwelfare are
funded by taxation or by the part that should beltmgaxation. Providing
welfare to members of society is within the framewofkredistribution,
which should rationally favor low-income groups. Haxer, it is not so in
reality. For instance, many welfare projects targétlgat urban residents.
Rural residents who in general have low incomes ammiposition to enjoy
such welfare. Within the urban areas the welfareesyss implemented by
separate departments and entities. As a result, thosetmepts and entities
that control or are close to government welfare ressufind it easier to
benefit from such systems. Actually, these departmants entities are in
superior positions during the primary distribution. Bam problems also
exist within individual departments and entities. he tpast few years a
series of reforms have been explored regarding relepesblems, yet
generally, not much had changed.

Of course, relevant problems appear not only in tedane system. Some
departments make use of various ways and means hboldt or transfer
funds that should be or have already been turnedtoviite state treasury.
They furthermore transform such funds into individualomes within their
small groups. This not only exacerbated income dispémityalso weakened
the overall redistribution ability of the governmeruch behavior is
undoubtedly corruption, but it also shows serious defecelevant systems.

4.2 The countermeasures of income inequalities in China
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The income disparity expansion can affect to the ewcon grows,
intensifies the economic order and the social orderfuston, even can
threaten to the social politics stabilization, bwgoahas the possibility to do
harm to the national unity and the national teryitgecurity. Therefore,
Chinese government should adopt positive measure, feglvtre inhabitant
receives the disparity the continuation expansion.

1. Operate the development strategy of giving psiotd employment;
achieve the goals of employment structure’s harmony. eXpand
employment is fundamental way to narrow income gap.eXpand
employment is a basic development strategy of our cpurltr
contemporary society, employment is not only a necessggns of
making a living, but also the main channel for pegmrticipating in the
society. We should gradually establish conducive ¢oetkpansion of the
economic structure and employment pattern of growih.everything
possible to increase job opportunities, acceleratel¢lrelopment of the
tertiary industry employment capacity of large, mediamd small
enterprises and labor-intensive industries. Create mgpertunities to
increase the employment

2. Deepen the reforms of the income distribution systeationalizing
distribution relations, rectify and standardize theleor of income
distribution is the top priority in Chinese governmesairk. It was in the
process of economic restructuring income gap with soraeitability,
but at the same time will cause serious social problents asicsocial
injustice, etc. We should uphold distribution ac@ogdto work as the
main body, multiple distribution patterns to coexigstem with the
distribution according to work by combining the distition of
production factors and must build a sound income Hdigion incentive
and constraint mechanisms, norms for distribution, gtrem the
supervision and management of income monopoly inésst8trengthen
the regulatory function of the distribution of inceniax. Improve the
personal income tax system, change the current congumfpom the
income tax levy and family situation, and establishh &mnual general
personal income tax declaration system.

3. Continue to perfect the social security systenthéncourse of narrowing
the gap between rich and poor, we can not ignoeestitial security
system. In reality, it is necessary to gradually expie coverage of the
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social welfare, but also determine a reasonable lefvebcial welfare,
and achieve the sustainability of social welfare. Westnfiurther expand
the basic pension, basic medical care and unemployimentance
coverage, and further improve the minimum livelid@uarantee system
for urban residents
. Eliminate the policy factors, and strive to ing@arural residents’
incomes and narrow the income gap between urbamuaabresidents.
The policymaker’s construction focus on a harmoniousegpén the
rural areas. Increase the income of peasants is tharitmiy in current
economic work. For this reason, we should promote nizb#ion; the
urban farmers to shift fundamentally solve the probdditineir incomes
(1) Promote the reform of the household registraggstem actively,
reducing the obstacles of rural farmers’ identity whiegy move to
the city
(2) Expedite the employment system reform; eliminate dbstacles of
rural farmers’ employment in the city
(3) Deepen Land system reform; eliminate the obssacf rural farmers’
property in the city
(4) Establish the Basic framework for the rural soaielfare
. Strengthen the legal system, rectify the illegelome. To strengthen
market supervision and management, crack down on dmgggnd
selling contraband and counterfeit, illegal, illegals, it is necessary to
enhance the power, increase the transparency of difermance of
official duties, check the unwarranted pooling ofnda and
apportionments phenomenon, punish corruption severelstify the
illegal income. Through legislative provisions personaloperty
reporting system, strengthen the civil service proces$egpenness,
transparency and procedural, perfect power mechaniants,improve
the tax laws, tightening tax collection and gradualiminate illicit
income formation conditions and environments. To ithplementation
of the "on administrative licensing," to accelerdie pace of government
reforms to reduce the items, and continually reduceegment
intervention in economic activities, reducing thesriseeking" and
“conspiracy” and other abuses by the "power elite! @ne "economic
elite" was improper benefits triggered by the gap betwthe rich and
the poor.
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6. Strengthen monopolies regulation. At presenteguwent’'s regulation
in monopoly sectors of high-income, limited to thergonal income tax,
which will not be significantly higher than the amge profits of
monopoly profits, or high-income workers would havgre@at impact. To
solve this problem, we must learn from the experiesfomature market
economies, in the form of laws and rules restrict mohogcope and
monopoly price, etc. According to the internatiopadctice to improve
market access for some degree of monopoly industryirgnaducing
competition mechanism and narrow the scope of thematmonopoly
industries, reducing the income gap between the mdnopad
non-monopoly sectors. To a few industries which mustbaopolized
by the state, strengthen control and managementcofria distribution
of them, prevent the income gap between this sectdragher sector
becomes too wide

7. Accelerate the pace of developing the westenomsgand Central China
strategy, reducing regional economic disparities.n€rshould increase
transfer payments to the western region, strengthencéméral and
western region's infrastructure, encourage foreigrestors invest to
western region, through various forms to enhance ¢baamic strength
of the central and western regions, use economic a@vent in the
central and western to promote income growth, antcbowaincome gap
between the eastern developed region and the westgam.

In summary, our basic judgment regarding income didtabus as follows:
Since the initiation of the reform and opening upthe outside world,
fundamental changes have taken place in terms ofr majradictions in the
income distribution field. Before the initiation tfie reform and during its
initial phase, the major contradiction was that ineonas overly egalitarian
and low efficiency resulted from it. In the middledaend of the 1980s and at
the beginning of the 1990s, the major contradictiosmse the continued
existence of egalitarianism in certain fields ande¢heergence of the growth
of income disparity in other fields. Since the middfethe 1990s, the major
contradiction became the excessive income dispdrhg actual disparity
has reached the point that merits a very high degfre¢tention. Unfairness
in distribution merits even greater attention. It @& only a major decisive
factor in the growth of disparity, but is also the magource of social
dissatisfaction. What needs reflections is that manyl@nod are not new
ones. They have been the focus of public attentiodide a long period of
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time, but have not been effectively dealt with. Sqrablems such as illegal
and corrupt incomes seem to worsen. If such a statéanfsafst for long, it

will inevitably affect social stability, or even ruthe future of the reform. So
we must get to find solutions to avoid these probadslit All of these

countermeasures are aiming at the actual problenmcamie inequalities of
China. If the Chinese government take the curreninssmeasures and
execute these seriously, the income inequalities ohdban be controlled
effectively. And the Chinese economy can smoothlyspihis developing
phase.

Chapter5. Conclusion

In this paper, | aim at the income inequalitie€bfna in the latest 8 year. |
used some statistic measurements to analyze the incom®fd@hina and
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give an empirical result. Then | analyzed the causascoime inequalities
and give the government some countermeasures to deahese questions.

Inequality decomposition on data from 31 Chinese ipa@s indicates that
rural-urban income differentials constitute a largarshof total inequality,
and the widening rural-urban income gaps in recears/ have caused the
rising inequality in China (see Table3-5). The incomequality between
urban and rural has showed a continual increasingl.tiénd the west area
showed more unequal than the east area.

The analysis of Gini's coefficient and Theil's indexoab show that the
speed of income inequalities rate in China turnedefaséfore 2000 than
after 2000. At the same time, the Range ratio, CU WCV showed a
continuous increasing trend. Therefore, the incamegualities showed an
increasing trend, but at the same time, the speetieotrend had turned
down. All of these figures and tables showed one thihg: income
inequalities in China from 1997~2004 have beeneasing, but the trend
turned down. Now it is necessary to consider thisuaéty because it may
cause many problems even ruin the economy reform.

The main reasons of this inequality mainly involve tbllowing aspects:
Government Policy, Market competition, Differencethe initial conditions
of competition created by historical and traditiorstructures, unfair
competition, violation of laws and corruption, inscig€nt redistribution
capability of regulating distribution disparities.

To deal with these problems, Chinese government Ik tsome
countermeasures like setting out ‘the strategy of ldpusy the western
region’, clearing up economic corruption, lightegitme rural residents’ tax,
adding the rural residents’ income, reconstructing titral infrastructure,
supplying more employment for the rural residentengjthening the legal
sanction, reducing the income of monopoly (Chinaedein, finance), and
SO on.

Especially, after the Chinese central governmentadieg) and executing
‘the strategy of developing the western region’, ése government
encourages all kind of policies in west regions wiaod,

1. Promote ecology construction and environmentadegtion intensively,
to realize the ecology improvement and increase thal residents’
earning.

2. Continue to expedite the infrastructure prioptpject construction, in
order to build up the foundation of the rapid depehent of the western
areas.

3. Further strengthen agricultural and the counteysidfrastructure
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construction, expedite to improve the living condigoof the rural
residents.
4. Adjusts the industrial structure intensively, depsldhe characteristic
superiority industry positively.
5. Promote development of the key region positivedpedite the
cultivation of the region economy growth pole.
6. Strengthen the social enterprises and so on sciemtetegahnology
educational hygiene culture enterprises intensively.
7. Deepen the economic system restructuring, creatsod gnvironment
for western area’s development.
8. Expand the financing channel, provides the fwadfeguard for the
western area’s development.
9. Enhance the training of talented person in weséeea, provides the
powerful human resource safeguard for the westeaisadgevelopment.
10. Expedite the consummation of legislative work, ngtieens the
organization lead of the western area’s developmerit.wo
But we can not affirm that the income inequaliné<hina will disappear
by the time. In this paper, | only used 8 year’'s dite. a very shot time of
analyzing income inequality, and also it may turmeofluctuation in the
coming years. Even Chinese central government hasliaetl&he strategy
of developing the western region’, it also has natrba long time. The
excess of exploitation of Chinese economic reform’sreffiect (the coastal
strategy) has not disappeared by now just like poliugiod etc.
Therefore, if the Chinese central government persistedopting accurate
policies, | can predict Chinese success in solving timesgne inequalities in
the coming years.
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