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Is the Distribution of Skilled Labor Across China’s
Cities Optimal?

—A Study Based on the Complementarity between
High- and Low-skilled Labor

XU Kai
(Zhejiang University)
PENG Qing
(Guangxi University)
LI Jie"

(Jinan University)

Abstract: We attempt to investigate the allocation of labor with different skill levels across Chinese
cities and its effect on aggregate output. Using the model in Eeckhout et al. (2014) and the census data,
we find that Chinese skilled-labor distribution across cities has deviated from the optimum. Counterfactual
exercises show that the discrimination against low-skilled labor in large cities has rendered 25. 01% of low-
skilled labor unable to move to large cities, causing 7. 74 % aggregate output loss in 2010. Eliminating dis-
crimination or providing housing discounts to low-skilled labor in large cities can improve the efficiency of
skilled-labor allocation and increase aggregate output in China.
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