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Research Questions & Findings

Question: What is the impact of China’s Hukou policy reform on firms’

entry and location decisions?

It provides empirical evidence that

• Skill-biased relaxation attracts high-skilled workers and migrant

entrepreneurs, but crowd out local entrepreneurs.

• Non-restrictive policies stimulate overall entrepreneurial activities.
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Research Questions & Findings

• The skill-biased hukou reform increases profit/TFP more than

nonrestrictive hukou reform.
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Key channel: labor market

• Skill-biased relaxation attracts high-skill workers only and reduces

their labor costs, which would benefit the migrant entrepreneurs

(who are more likely to be in high-skill intensive industries) more.

• Non-restrictive policies attract both low-skilled workers and

high-skilled workers, which are beneficial to both migrant

entrepreneurs and local entrepreneurs.
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Key channel: labor market
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Quantitative model

It builds a spatial general equilibrium model, in which

• Workers (high-skilled/low-skilled) face different migration costs

related to hukou policies, and choose the cities to migrate

• Firms in high-skilled/low-skilled industries choose different cities to

operate

It quantifies the impact of different hukou policies on labor migration,

entrepreneurs’ migration, and social welfare.
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A Simple Model

There are two regions: urban (M), and rural (A). The representative

firms in urban/rural area use both high-skilled and low-skilled labor to

produce manufactured goods.

YM = M
(
HM

)β (
LM

)1−β
(1)

Y A = A
(
HA

)α (
LA

)1−α
(2)

where α < β, i.e., urban production are more high-skilled intensive.

We have

pAY Aα

HA
=

(
1− τH

) pMYMβ

HM
(3)

pAY A (1− α)

LA
=

(
1− τL

) pMYM (1− β)

LM
(4)

in which τH , τL denote the labor migration cost for

high-skilled/low-skilled workers respectively.
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A Simple Model(Cont.)

If τL ≥ τH , we have

HA/LA

HM/LM
=

α

1− α

1− β

β

1− τL

1− τH
< 1 (5)

Households have utility

U = γ lnCA + (1− γ) lnCM (6)

and households face consumption tax λA, λM respectively. Assume all tax

revenue is transferred back to households in a lump sum.

pACA

pMCM
=

γ

1− γ

1 + λM

1 + λA
(7)

and therefore,
HA

HM
=

γ

1− γ

1 + λM

1 + λA
α

β

1

1− τH
(8)

and similarly
LA

LM
=

γ

1− γ

1 + λM

1 + λA
1− α

1− β

1

1− τL
(9)
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A Simple Model: the impact of Hukou reform

Now we study the impact of τH , keeping τL unchanged. It is clear that

τH ↓⇒ HA

HM ↓,HM ↑, LM unchanged (consistent with data), therefore,

YM ↑,Y A ↓
WMH

pM
=

YMβ

HM
= Mβ

(
HM

LM

)β−1

↓

and WML

pM ↑.

The real wage of high-skilled agricultural workers is given by

W AH

pM
=

pAY Aα

pMHA
= Mβ

(
1− τH

)(HM

LM

)β−1

↑

Because

∂W AH

pM

∂τH
= −Mβ

(
HM

LM

)β−1 (
1 + (1− β)

1− HM

HM

)
< 0

We also have W AL

pM =
(
1− τL

)
WML

pM ↑ .
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Summary

It seems that the simple model can predict many qualitative results. It

can be extended to include the non-unitary elasticity of substitution

between high-skilled and low-skilled labor (Fan,2019).

The contribution of a full-fledged quantitative model with entrepreneur

sorting lies in

• First, it can quantify the impact of Hukou reforms on entrepreneurial

activities in the data.

• Second, it can highlight the contribution of firms’ sorting.
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Comment 1: how to understand the large welfare implication

• The author found substantial welfare gains from the removal of

Hukou barriers in counterfactual experiments. Are these findings

comparable to the impact of reduced labor mobility costs on the

GDP/welfare, as discussed in the literature, such as in Tombe and

Zhu (2019)?

• How much of the additional gains are due to the sorting of

entrepreneurs?
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Comment 2: better alignment between the model and data

• In the model, when a firm relocates from one city to another,

production in the old location ceases to exist, and production is fully

transferred to the new location.

• In the data, the entrepreneur may set up multiple firms. In empirical

studies, identification mainly comes from serial entrepreneurs or

newly registered firms.

• It is recommended to consider firms’ entry and exit behaviors in the

modeling to achieve better alignment between the model and the

data.
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Comment 3: patterns of the hukou reform

• The relaxation of the Hukou system is not random. First-tier cities

have more strict standards in skill-biased hukou policy. The welfare

analysis can mimic this and explain the reform history.

Figure 1: Han, Tanaka, and Zhao (2024) 12



Comment 4: public goods, land, non-tradables

• This article considers the Hukou system as a restriction on mobility

but overlooks that it is also the basis for the government to provide

local public resources, resulting in differences in public service

provision and regional segmentation.

• Additionally, this article does not consider the fixed production

factor of land. As the urban population influx increases rents, the

resulting congestion can reduce welfare levels.

• Moreover, the article does not consider the existence of non-tradable

goods, which can also raise price levels and lead to a decline in

welfare.
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Comment 5: some measurement issues

The measurement of skill-biased reform

• The definition of skilled-biased Hukou reform in the paper includes

“requirements for a college degree or higher, high-level skill

certificates, or business investment.”

• I would suggest the business investment requirement should be

excluded from this definition, as it directly pertains to

entrepreneurial investment behavior.

The measurement of entrepreneur

• “We define an entrepreneur as the largest shareholder of a firm”....“

we exclude the self-employed individuals from the sample of

entrepreneurs.”

• Comparing incorporated self-employed vs unincorporated

self-employed, I believe the former should remain in the sample,

while the latter can be excluded.
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Comment 6: some typos

On page 22, ωds (ω) = L
− 1
ε

ds Wds (lds (ω))
− 1
ε → L

− 1
ε

ds Wds (lds (ω))
1
ε

On page 24: the power of Wds should be −ϵ/(ϵ+ 1)

On page 25: the revenue function

rdl (z) = F (l)C
− 1−ψ

ψ

dl (φdl (ω))
σ−1
σ → F (l)C

− 1−ψ
ψ

dl (φdl (ω))
1
ψ
σ−1
σ

On page 26: the profit function rdh has the following shape parameters:

εψ
σ − 1

σ
→ ε

ψσ

σ − 1
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