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A 4, 4, w, w, 1+u 0y A, 4, W, w, 1+u

1978 1.097 0.443 1.067 0.288 0.502 1997 3.550 0.950 2.910 0.592 1.190
1979 1.158 0.466 1.102 0.302 0.541 1998 3.710 0.975 3.122 0.607 1.166
1980 1.239 0.453 1.145 0.293 0.592 1999 3.891 0.989 3.371 0.613 1.146
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1990 2.077 0.655 1.586 0.399 0.978 2009 6.689 1.712 7.387 1.108 0.990
1991 2.260 0.668 1.740 0.407 1.032 2010 7.055 1.834 8.042 1.195 0.960
1992 2.548 0.704 1.973 0.430 1.120 2011 7.335 1.987 8.572 1.307 0.928
1993 2.803 0.753 2.179 0.462 1.178 2012 7.536 2.128 9.067 1.409 0.884
1994 3.044 0.801 2.387 0.494 1.214 2013 7.703 2.326 9.444 1.560 0.848
1995 3.215 0.861 2.548 0.535 1.212 2014 7.881 2.537 9.842 1.721 0.819
1996 3.365 0.919 2.700 0.573 1.198
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il & I 2% J& T A R W K P 25 S O A TE TR AR i A5 B R SE PR NS A Z L 3
P A8 2 MR, S L T LUT SN — 2 i [ AT o) P 249 SR BR o A A 15 3 22 1] 55 80 ) 1Y
Bl s e R i A 3 o P ] RO B AR s =R [ IR S — e 2 4R,
YRk 2 Wyt 22 S0/, Bz ] DR AR B e s AR S5 B A0 K — 2. 2014 4F 4 [ 4 L A
A BB F- S8 AF H7 9 275 T3 86, TS AR B AR N B 294 #0215 TR0, ASC
ABCIRE 5 3 [ 8 A b o AR A e, R L b A

w 1+t P, 215
B B B ST 14
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IEAL DL 2013 45 g ], 3E— 20 15h 10 3R P 468 i B 32 A0 TRORS B 28 W22 B B i AR 4k, 2013 4F,
AR SCIT E e 1 P L A R B R 0.390, 3 BL IS e A LAl R FE N 0.390 & AL REAKE] 0.218 (3L R
T MR, N T TS, A1 = 0.390 — 1 (0.390 —0.218), Wil = 075 P& AL, t=50%
FEIR VR RS —2F, £ = 100% 75 785 i B 58 2 hOh
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LAY =10% =30% =50% =100%
Y, 103.90 106.61 111.44 115.51 122.94
Y, 0% 2.61% 7.26% 11.17% 18.33%
Y, 4.71 4.40 3.83 3.32 2.32
YAk 0% —6.56% -18.69% —29.47% -50.82%
Y 108.61 111.01 11527 118.83 125.26
YRR 0% 2.21% 6.13% 9.41% 15.33%
W, 9.44 9.34 9.17 9.04 8.81
w, b 0% -1.07% -2.87% -4.32% —6.77%
w, 1.56 1.59 1.64 1.70 1.86
wZE kA 0% 1.68% 5.34% 9.12% 19.44%
L 2.42 222 1.87 1.56 0.99
LAF L 0% -8.11% —22.80% -35.38% —58.83%
L, 5.28 5.48 5.83 6.14 6.70
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The Impacts of Distortion and Relaxation of the Hukou
System on Chinese Economy: Theory and Evidence

Yang Pu', Liu Jun', Chang Wei’

(1. Research Institute, Huajin Securities Co., Ltd, Shanghai 200127, China;
2. School of Finance, Shanghai University of Finance and Economics, Shanghai 200433, China)

Summary: In order to promote long-term economic development, on the one hand, we could increase
the technology level or the quantity and quality of capital and labor input, on the other hand, we could en-
hance the disposition efficiency by reducing the friction of factor flow. At present, the labor force in China has
reached the ceiling, but with the development of the economy, the non-agriculture sectors have the increasing
demand for labor force. The hukou system is the main obstacle to labor flow in China, and an increase in labor
supply in non-agriculture sectors by a reduction in the friction of labor flow from rural to urban areas through
the reform of hukou system is very important for achieving the long-term goal of keeping high-speed econom-
ic development. Is the distortion of the hukou system high or low? What is the impact of the relaxation of
hukou system on the economy? The answers to these questions are helpful for the governments to evaluate the
space and economic benefits of the reform of hukou system, and provide guide for the ongoing reform of

hukou system.
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Based on the two-sector labor flow model of Hansen and Prescott(2002), this paper divides workers into
agriculture and non-agriculture ones, introduces distortion factors, and then constructs a hukou distortion mod-
el with two sectors and two classes of workers. Using the macroeconomic data between 1984 and 2013, this
paper measures the hukou distortion degree, simulates the change process of economic variables such as em-
ployment, wage rates, added value and social capital in 2013 when the hukou system has been gradually re-
laxed after taking the South Korea as a reference. It gives the answers to the research questions. Moreover,
through an extension of the benchmark model, this paper provides a theoretical framework to study the influ-
ences of the hukou system, by constructing a provincial heterogeneous hukou distortion model with hukou dif-
ferences in “agriculture and non-agriculture” sectors and “local and non-local” hukou differences.

It comes to the following conclusions: firstly, due to synchronization of economic reform and hukou re-
form, the hukou distortion degree in China is presented in the inverted U-shape form, and has much room for
improvement compared with South Korea. Secondly, if the hukou system is fully relaxed in 2013 after taking
South Korea as a reference, the employment in agriculture and non-agriculture sectors will decrease by
58.83% and increase by 26.92% respectively, the wage rate will increase by 19.44% and decrease by 6.77% re-
spectively, and the social added value will increase by 15.33%. The growth of social added value indicates the
promotion of social and economic efficiency, and shrinking wage gap between these two sectors indicates that
the gap between rural and urban areas has been narrowed.

The conclusions of this paper provide important enlightenment for the reform of hukou system in China.
It is mainly reflected in the following aspects: firstly, after 2006, the degree of household registration distor-
tion in China has not been improved greatly, and the rising prices in cities are restricting the transfer of labor
from rural to urban areas and from less-developed to developed cities. Secondly, a reduction in restrictions on
hukou system helps to slow down the trend of labor force flow inversely from first or second tier cities to third
or fourth tier cities and from towns to rural areas since 2016. Thirdly, the formulation of hukou system reform
policies to reduce the social welfare gap between agriculture and non-agriculture households can solve the
problem of labor shortage in non-agriculture sectors effectively.

The theoretical contributions of this paper are as follows: firstly, by dividing workers into agriculture and
non-agriculture ones, and introducing hukou distortion factor, this paper constructs a hukou distortion model
with two sectors and two classes of workers. The model can better measure the hukou distortion degree and
evaluate the influence of the hukou system on the economy. Secondly, it establishes a provincial heterogen-
eous hukou distortion model with ‘agriculture & non-agriculture’ and ‘local & non-local’ differences, and
provides a theoretical framework for discussing the impact of these two distortions on the economy.

The practical contributions are as follows: firstly, the measurement of the hukou distortion degree and the
analysis of the reason for the evolution process are of great significance for the governments to make hukou
system reform policies. Secondly, it simulates the changes in economic variables in agriculture and non-agri-
culture sectors in the process of relaxing the hukou distortion degree and evaluates the economic benefits
brought by relaxing hukou system, providing theoretical basis for further hukou system reform in China.

Key words: hukou system; agriculture sector; non-agriculture sector; total factor productivity
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