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Trade Openness Induced Employment Adjustment and the
Scale Change of Chinese Local Government Real Expenditure

Gao Lingyun and Mao Risheng
(Institute of World Economics and Politics CASS)

Abstract:How does trade openness influence the scale change of government expenditure? Compensation hypothesis and
efficiency hypothesis put forward polarity judgment. The paper points out the source of contradiction outcomes in previous
literature through using sys-GMM estimation and introducing the employment adjustment which ignored in Rodrik model.
Moreover trade openness improves the efficiency of actual local government’ s investment and transfer payment.
Furthermore beside of inertia and planning employment reallocation induced by expected external risk and trade openness
influences investment expenditure significantly. Dependence rate regional size and negative employment reallocation
induced by trade influence consumption expenditure significantly. Transfer payment can be influenced by Wagner’ law

urbanization rate dependence rate trade and positive reallocation induced by expected external risk. Accordingly we
must avoid the meaningless expense of actual payment caused by negative and positive labor reallocation in the course of
trade structure revolution and upgrading.

Key Words:Trade; External Risk; Factor Reallocation; Government Expenditure

JEL Classification:F43 H11 J63
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Can Rural Industrialization Keep Working in China?

Zhong Ninghua
(Department of Finance Hong Kong University of Science and Technology;

China Research and Policy Group University of Western Ontario)

Abstract: Using data of 28 China’ s provinces during the period of 1987—2008 this paper studies effect of Township-and—
Village Enterprises’ (TVEs’) development in reducing China’ s urban—srural income inequality. A significantly positive
effect is found which supports the idea that through the movement of its productions TVEs can compensate partly for the
welfare losses caused by Hukou restrictions on the movement of labor force between rural areas and urban areas. However
a more important finding is the yearly effects are decreasing with very small values after the year 1998. This result
suggests that TVEs’ compensation effects may have already been fully utilized. This is due to significant disadvantages of
factories located in rural areas on the highly competitive China’ s manufacturing product markets. The policy implication of
this paper is only by reforming the current Hukou system and strengthening the movement of labor and other factors rather
than by furthering rural industrialization can China finally reduce its urban—rural income inequality.

Key Words:Rural Industrialization; TVE; Urban—rural Income Inequality
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