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Market Potential, Trade Liberalization and Regional Wage Gap

QIN Yi-dong', WANG Jun-jie’
(1. School of Economics, Southwest University of Political Science and Law, Chongqing 401120, China;

2. School of Economics, Jiangxi University of Finance and Economics, Nanchang 330013, China)

Abstract: In the framework of the new economic geography, this paper first constructs a theoretic model to study the rela-
tionship between market potential, trade liberalization and the regional wage gap, and then uses China’s provincial panel data
from 1993 to 2012 to conduct an empirical study of the influence of market potential and trade liberalization on the regional
wage gap. The results show that both market potential and trade liberalization have significantly positive effects on China’s re-
gional wage level and there is even a substitution relationship between them. Further analysis indicates that the effect of trade
liberalization is greater in the coastal areas than in the inland areas.

Key words: market potential; trade liberalization; wage gap; new economic geography
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