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Abstract

The paper mainly studys the changes in wage inequality and the sources of wage
inequality from 1991 to 2006 using the data from China Health and Nutrition Survey
(CHNS),and analyzes dynamic residual wage inequality and the price effect and the
composition effect of it under structural changes of China's labor market . variance of
wage is used as a measure of wage inequality in the paper .

First, Mincer human capital model of wage determination is used to analyze
some observed variables’ impact on wage determination. Such as: experience,
education, gender, business ownership, occupation, industry and so on. By the least
square method,there is an obvious re-segmentation of multiple in Chinese labor
market. Such as: the existence of urban-rural residence and sex discrimination, and so
on. The R-square are smaller than 0.4,that is to say, experience, education and other
observable variables could explain only 0.4 the variance of wage ,residual or
within-group wage inequality explain most variance of wage.

Second, older and more educated workers are relatively more likely to be
observed or the share of older and more educated workers systematically increases
over time , While the share of younger and less educated workers declines over time.
After dividing workers into 9 skill group based on education categories and
experience categories, the paper shows that wages of low-skilled groups of workers is
more dispersed than other groups. Although the within-group variance of college with
more than 20 years experience increases, the variance still lower than the
within-group variance of junior .

Finally, the paper estimates the changes of the residual wage inequality between
1991 and 2006 ,then show that residual wage inequality increases from 1991 to
2000, and declines from 2000 to 2006. To estimate the price effect and composition
effect ,the paper uses the reweighting method to decompose the residual variance into
composition effect and price effect. By reweighting method, if keeping skill

distribution remain at 2006 year level, the paper estimates the price effect and



composition effect and concludes price effect ( return to skill) is the main source of
the growth of wage inequality between 1991-2006 years, while the composition effect
partially offset the growth of wage inequality, So composition effect can help to

reduce wage inequality.

Key words: Residual wage variance; Price effect; Composition effect
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