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Figure 15: Labor’s Share of National Income  
(1987–2007)(%) 
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Notes: 
1. Income included in GDP consists of employee compensation, net taxes on production, depreciation of fixed assets, 
and operating surplus. We define labor’s share of total income as the employee compensation in the GDP 
calculations. The national labor’s share is a weighted average of each province’s labor’s share. 
2. In PRC statistics, income from self-employment is included in labor income, but in most other countries it’s partly 
calculated as capital income. The PRC adjust this according to international standards in 2004. So PRC’s labor share 
of national income is over-estimated compared with international standards before 2003. 

Sources: NBS, China Statistical Yearbook (1988-2008), and the authors’ calculations. 

Being at the forefront of economic globalization, the labor market reform in the PRC has 
catered to the needs of globalization and led to the economy’s constant utilization of the 
comparative advantage of low prices and the high quality of its labor force. At the same time, 
however, the increase in income disparity is a side effect of labor market reform. As the 
PRC’s labor market reform takes place in an increasingly globalized and open environment, 
the pricing of capital and knowledge is carried out at the global level. In contrast, laborers, 
especially unskilled workers, cannot move freely across country borders, so they may only 
compete with each other within the domestic market. However, in the PRC, there is still a 
substantial supply of unskilled labor, and the pricing of such labor is carried out on the 
competitive labor market. To this day, given the institutional background of the 
competitiveness of the labor market, the weakness of trade unions, and competition among 
local governments, laborers lack protection of their rights. In the process of globalization, 
there is an unprecedented combination of capital and knowledge at the international level, 
whereas laborers are in a comparatively disadvantageous position. If the basic institutional 
system of the PRC’s labor market does not change, it will be hard to relieve the increasing 
income disparity within a short period of time. Opening up the economy benefits urban areas 
more than their rural counterparts, and, therefore, income disparity between urban and rural 
areas is increased in the process of opening up (Lu and Chen 2004; 2006; Lu, Chen, and 
Wan 2005; Wan, Lu, and Chen 2006). Empirical studies on regional income disparity show 
that the opening-up process of the economy benefits coastal areas more than their inland 
counterparts. Globalization, with foreign direct investment and international trade as proxy 
variables, contributes nearly 20% of income inequality among regions, and this contribution 
has steadily increased (Wan, Chen, and Lu 2007). 

The negative consequences of rising income inequality have been seriously ignored before 
the current crisis, because the PRC seemed to be so successful in terms of high economic 
growth. During 2003 to 2007, the PRC had five successive years with annual growth over 
10%. However, when developed countries lost their purchasing power in the crisis, without 
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