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Abstract:

We document three striking facts that pertain to the impact of globalization onwage inequality in
China: (a) the college wage premium in manufacturing stayed flat before China’s accession into the
WTO in 2001, but rose dramatically thereafter; (b) since the accession, the growth in processing
exports of foreign-owned firms has far surpassed the growth of joint ventures and Chinese-owned
firms; and (c) the skill intensity of foreign-owned firms’ processing exports hasbeen the highest
among firms of all ownership types. Based on these facts, we propose a new theory that builds a
linkage between organizational structure of offshoring and the demand for skill in developing
countries. We show that liberalization of foreign ownership in the developing world,coupled with
reductions in trade costs and improvement in contract environment, may help attract more skill-
intensive production by foreign-owned firms, raising the wage premium of skilledworkers. Empirical
findings using detailed Urban Household Surveys and China customs trade data provide strong support
to our theory, shedding light on the changes in firm ownership structures, the skill content of exports,
and the evolution of wage inequality over the past two decades in China.
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