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The Impact and Mechanism of Trade Liberalization on Wage Inequality

—An Empirical Study of Chinese Manufacturing Firms

JIANG Ye-heng' LI Qing—+u’
(1. Research Institute of Forestry Policy and Information Chinese Academy of Forestry Beijing 100091  China;
2. Institute of Japanese Studies Chinese Academy of Social Sciences Beijing 100007 China)

Abstract: Based on a survey of Chinese enterprises conducted by the World Bank this paper examines the impact of
trade liberalization on wage inequality. Empirical results show that trade liberalization significantly increases wage inequality.
Firms” intermediate inputs importing behavior increases the wage ratio between the highest and the lowest among ordinary work—
ers by 50% widens the wage gap between the general manager and mid-evel managers by 30% and enlarges wage inequality
between midHevel managers and ordinary workers by 12% to 20%. Further analysis suggests that firm’s trade participation is
linked to a higher demand for skilled labor a higher tendency to adopt performance pay scheme a rise in R&D expenditure
more on-the—job training opportunities and more usage of computers which all contribute to the rise of wage inequality.
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