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Nee’s (1989) market transition theory conjec-
tures that China’s economic reform is a pro-

cess in which markets replace political authority
in the distribution of resources and predicts that
human capital factors gradually replace political
factors as determinants of socioeconomic success.
While income returns to education have indeed
increased in China over time, it remains unclear
whether this trend should be interpreted as sup-
porting Nee’s market transition theory (Hauser
and Xie 2005). Most notably, researchers have
found overwhelming evidence of the persistence of
political power in determining income (Bian and
Logan 1996; Walder 1990, 1995, 2002; Walder
and Zhao 2006; Wu 2002; Zhou 2000).

Past debates on market transition theory be-
tween Nee and his critics have relied almost ex-
clusively on income as a preferred measure of
socioeconomic attainment. The narrowness of
this criterion may account for the inconclusive-
ness of empirical results in previous research. In
this paper, we argue that income may be an in-
adequate outcome variable for the evaluation of

market transition theory, since its distribution
was largely egalitarian under the redistributive
regime and thus income did not accurately reflect
social status before the reform. Hence, we raise
the following question: Can the empirical incon-
sistency in previous research in testing market
transition theory be attributed to the inadequacy
of income as a measure of stratification outcome?

One way to answer this question is to use an
alternative outcome variable that more consis-
tently measures socioeconomic attainment both
before and after the reform. In this paper, we pro-
pose housing as such an alternative variable for
revisiting and reevaluating Nee’s market transi-
tion theory. Using three repeated, cross-sectional,
nationally representative surveys, we analyze the
changing determinants of socioeconomic attain-
ment at various stages of the reform, from the late
1980s to the early 2000s. The empirical evidence
on housing is consistent overall with the predic-
tions of the market transition theory, whereas
parallel analyses of income show mixed results
for market and redistributive determinants.
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Market Transition and Housing
Inequality

Market Transition Theory
Nee’s (1989) market transition theory maintains
that China’s economic reform shifts the primary
mechanism of distributing resources from a polit-
ical, redistributive system to a market-oriented
system. As a result, this foundational shift ben-
efits “direct producers” who actively engage in
market activities and undermines the privileges of
former “political redistributors.” The Chinese eco-
nomic reform, therefore, reshapes the social strat-
ification system by “changing the determinants of
the socioeconomic attainment” (Nee 1989, p.663).
More concretely, market transition theory asserts
that the economic reform would lead to a decline
of political capital and the increasing importance
of human capital in determining socioeconomic
outcomes (Nee 1989).

Market transition theory has stimulated a
lively, still ongoing debate about the social con-
sequences of economic transformation in former
communist societies (e.g., Bian and Logan 1996;
Cao and Nee 2000; Gerber and Hout 1998; Hauser
and Xie 2005; Nee 1991, 1996; Nee and Cao 2005;
Nee and Matthews 1996; Parish and Michelson
1996; Szelényi and Kostello 1996; Walder 1995,
1996, 2002; Walder and Nguyen 2008; Walder
and Zhao 2006; Wu and Xie 2003; Xie and Han-
num 1996; Zhou 2000). Central to the debate
is the validity of the theory, and scholars have
tested market transition theory by using empiri-
cal evidence from various periods and geographic
regions. Research findings in this area, however,
have thus far been inconclusive.

Two empirical findings appear consistent with
market transition theory. First, income returns to
education have significantly increased over time
(e.g., Hauser and Xie 2005). Second, income
returns to education are higher in the private sec-
tor than in the state sector (e.g., Zhao and Zhou
2002). These findings, however, may be subject to
explanations other than market transition theory.
For the increase in income returns to education,
Hauser and Xie (2005) argued that economic de-
velopment itself, rather than marketization, may
be responsible, with China’s development lead-
ing to higher levels of economic inequality and
higher income returns to education. This argu-

ment is rooted in the economic reasoning that
“individuals who are more efficient resource allo-
cators will be better able to take advantage of
the changed opportunity sets” (Chiswick 1971,
28). Wu and Xie (2003) attributed the sectorial
differences in income returns to selective sorting,
the private sector being highly heterogeneous and
consisting of workers who transitioned from the
state sector either because they were attracted
by higher economic payoffs in the private sector
(xiahai) or because the government had laid them
off (xiagang).

Researchers have also uncovered strong ev-
idence to refute the market transition theory.
Capitalizing on the huge regional unevenness in
economic development that resulted from the un-
equal progress of the economic reform in China,
Xie and Hannum (1996) found that income re-
turns to education are higher in slow-developing
cities than in fast-developing cities, with the pace
of economic development measuring that of the
economic reform. Walder (1990) and Wu (2002)
also reported that returns to education were lower
for bonuses set by work units (danwei) than for
base salaries set by the government. Most im-
portantly, overwhelming evidence from previous
research has shown that political power continues
to play a major role in determining economic
income in a variety of social contexts, especially
when ownership of enterprises is ambiguous and
the governments’ role is strong (Walder 2002;
Walder and Zhao 2006).

Most theoretical and empirical studies have
used income or earnings as the outcome vari-
able when evaluating market transition theory.
Income, however, is problematic for this test,
especially in a trend analysis, because it was dis-
tributed on the basis of egalitarian or formulaic
principles and thus did not reflect the true di-
mension of social inequality in pre-reform or early
reform China. For example, in the late 1970s,
the Gini coefficient for income inequality was
reported to be only between 0.16 and 0.19 (Adel-
man and Sunding 1987; Hauser and Xie 2005).
Not until the economic reform did income emerge
as a meaningful measure of socioeconomic attain-
ment. The economic reform led to rapid growth
not only in average income but also in the varia-
tion of income distribution. The Gini coefficient
increased to higher than 0.3 in the 1990s and
continuously and rapidly to the 0.53-0.55 range
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around 2010 (Xie and Zhou 2014). The signifi-
cant increase in the variation of income suggests
not only that income determinants have changed,
as market transition theory predicts, but that
the social significance of income has changed as
well.1

The problematic nature of income as a strati-
fication outcome was recognized by Walder early
on. In two studies based on a 1986 survey in
Tianjin, Walder (1992, 1995) explicitly discusses
the limitations of income, stating that “income
does not reflect standards of living in centrally
planned economies to the same degree as in mar-
ket economies” (Walder 1995, 322). This is be-
cause socialist regimes rewarded top-tier workers
in the political hierarchy not with cash income,
but with concrete goods and services, the most
valuable of which was a set of public housing
units (Szelényi 1978, 1983; Walder 1986, 1992).
Walder’s (1995) solution was to focus on housing
space as a more meaningful measure of social
stratification. As Walder (1995, p.322) argued,
“In China housing is a particularly accurate in-
dicator of privilege, because housing space is ex-
tremely scarce in urban areas.”

Housing space is a good measure of social
stratification both before and after the economic
reform. As we will discuss below, the economic
reform has largely preserved the unequal distribu-
tion of housing in China, but it has dramatically
switched the social groups that have better ac-
cess to housing. At the same time, competition
for housing has only intensified, in part because
housing ownership has become a major way to
generate private wealth (Meng 2007). Recall that
market transition theory predicts changes in the
determinants of “socioeconomic attainment” with-
out specifying what constitutes socioeconomic
attainment. A fair evaluation of the theory thus
needs a socioeconomic attainment measure whose
significance of social stratification has remained
consistent over time. For this purpose, we argue
that housing space serves as a better outcome
measure than income in assessing market transi-
tion theory.

1Let us demonstrate this further with a statistical prop-
erty of regression. Assume that the correlation between an
outcome Y and an independent variable X is unchanged,
and so is the variance of X. An increase in the variance of
Y means that the regression coefficient of X on Y would
necessarily increase.

Housing Reform
Admittedly, we are not the first to acknowledge
the importance of housing in social stratification
studies of post-reform China. Sociologists have
been interested in housing inequality in China
from the beginning of the economic reform. Ini-
tially, this was because they hoped to use hous-
ing space as an additional, perhaps more reli-
able measure of socioeconomic status (Logan and
Bian 1993; Parish 1984; Whyte and Parish 1984;
Walder 1995). More recently, interest has focused
on the housing reform and its social consequences
(Chen and Gao 1993; Huang and Clark 2002; Sato
2006; Wang 1995; Wang 2003, 2008; Wu 1996).
As far as we know, most studies thus far have
examined housing inequality at a single point in
time, while very few have assessed the changing
determinants of housing throughout the reform.

In pre-reform urban China, work units, or dan-
wei, provided housing as a form of fringe benefit,
the quality of which largely depended upon a dan-
wei ’s administrative rank assigned by the central
government as well as a worker’s administrative
rank within the danwei (Bian et al. 1997; Chao
1966; Howe 1968; Lee 1988; Yang and Zhou 1999;
Zhou and Logan 1996). For example, cadres,
especially those who worked for the local gov-
ernment, had better access to larger and higher
quality housing than ordinary workers from state-
or privately owned enterprises. To improve eco-
nomic efficiency and to encourage labor mobility,
the Chinese government implemented housing
reform by privatizing public housing units and
promoting the development of real estate mar-
kets (Zang 1999). Although Chinese leaders were
discussing housing reform as early as 1978, not
until 1980 were housing commercialization plans
formalized in the National Urban Housing and
Residence Meeting. In 1988, the State Coun-
cil’s National Housing Reform Meeting approved
employees buying existing public housing stock
from their danwei. Finally, a 1998 directive of
the State Council ordered all state-owned danwei
to stop building any new public housing units for
employees, and instead began subsidizing workers
who wished to purchase existing public housing
units from their danwei, as well as encouraging
workers to purchase new private housing units
from the market directly (Pan 2000). This last
measure completed the government’s official ef-
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fort in housing reform and triggered rapid growth
of the real estate industry in urban China. The
market sector accounted for an increasing share
of the total annual housing supply: from 13 per-
cent in 1986 to 33 percent in 1993, and to 72
percent by 2006 (Wu, Gyourko, and Deng 2012).

Changes in Housing Inequality
It is well known that personal income in China
has increased rapidly and steadily since the be-
ginning of the economic reform in 1978. For
example, per capita household income in urban
China grew from 316.0 in 1978 to 3,892.9 yuan in
1995 (National Bureau of Statistics 1996). Paral-
lel to this overall increase in family income, but
less widely known, is the fact that the housing
conditions of Chinese urban families have also
improved tremendously during the same period.
Using housing space, which is comparable tempo-
rally and regionally, as a measure, we find that
the average per-person housing space in urban
China grew from 3.6 square meters in 1978 to
9.3 square meters in 1998 (National Bureau of
Statistics 2003).

One remarkable difference between housing
and income is that housing has remained not
only a valuable possession that almost all Chi-
nese families desire but also a consistent marker
of socioeconomic status (Logan, Fang, and Zhang
2009, 2010; Walder and He 2014). Before the
economic reform, housing was in severe shortage,
and the administrative class used its power to
allocate housing benefits as one of the main re-
wards for cooperative workers in a paternalistic
relationship (Walder 1986). Since the economic
reform, housing has remained in high demand
(Walder 1995), as indicated by the huge housing
price increases in major Chinese cities2 (National
Bureau of Statistics 2003). Housing now consti-
tutes a major avenue through which most urban
Chinese families accumulate wealth (Meng 2007;
Yemtsov 2007), because housing reform policies
privileged all urban residents by allowing them to
purchase housing units at deeply subsidized prices
(Logan, Fang, and Zhang 2009, 2010; Walder and
He 2014).

2The China Statistical Yearbook only recorded the
average selling price of commercial housing in major cities
after 1997.

In Chinese cities, the most common form of
housing is an apartment in a multi-unit build-
ing. Although the monetary value of such a unit
depends on many factors, such as location, ameni-
ties, and services, as in other countries, we concur
with Walder (1995) that housing space is an ex-
cellent indicator of socioeconomic outcome that
can be measured accurately and consistently re-
gardless of time and location. Even prior to the
economic reform, housing space was regarded as
a leading determinant of social inequality, or even
the single most important indicator of one’s posi-
tion in the social hierarchy (Bian 2002; Szelényi
1978, 1983; Zhou and Logan 1996). For example,
the official standard for housing size varied from
42 square meters for families of ordinary workers
to more than 90 square meters for families of high
level cadres (Logan, Bian and Bian 1999).

The housing reform initially preserved the old
form of inequality by allowing danwei to sell exist-
ing housing units to their residents at subsidized
prices. Yet the housing reform also gave rise to
a new form of inequality, as urban Chinese who
were unsatisfied with their living accommodations
could purchase apartments at market prices on
the emerging housing market. Almost all housing
developers and government statistical agencies
quote housing prices in terms of price per square
meter (Wu, Gyourko, and Deng 2012). Given this
widespread practice, the total amount of square
meter space directly reflects the total value of
the home—thus it reflects the accumulation of
wealth in the form of housing ownership.

As will be discussed later in the paper, the
variance of housing space, a measure of inequal-
ity, remained largely the same during the reform
period in urban China. However, we have rea-
son to believe that the social determinants of
housing have changed significantly. Before the
economic reform, administrators who were closely
connected with distributing government resources
enjoyed an advantage in housing space. After
the reform, the central government and danwei
withdrew themselves from direct involvement in
housing allocation and instead encouraged em-
ployees to purchase homes themselves from the
emerging housing market. This transition means
that political factors should gradually become less
important in determining housing space, while
economic factors should become more important.
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Research Question
In this paper, we examine trends in the determi-
nants of housing space in urban China, contrast-
ing them with those of personal income. We ex-
pect the trends for housing to be consistent with
those predicted by market transition theory for
two reasons. First, housing space is an important
marker of socioeconomic success that is consistent
over time. Second, housing in urban China has
undergone a complete reform, transitioning from
administrative to market allocation. For these
two reasons, we argue that housing is a much
better measure of socioeconomic attainment than
personal income for empirical evaluations of mar-
ket transition theory.

Data, Measures and Methods
We analyze data from the 1988, 1995, and 2002
urban surveys of the “Chinese Household Income
Projects” (henceforth, CHIP88, CHIP99 and
CHIP2002). The 1988 wave interviewed 9,009
households from 64 cities in ten provinces (Bei-
jing, Shanxi, Liaoning, Jiangsu, Anhui, Henan,
Hubei, Guangdong, Yunan, and Gansu). Based
on the same sampling framework but with the
Sichuan province included, the project interviewed
6,931 households from 69 cities in 1995 and 6,835
households from 62 cities in 2002. The provinces
covered by the CHIP surveys are diverse in terms
of geographical location, size, population, and
level of economic development. The complete
dataset and documentation are publicly available
for download at the Interuniversity Consortium
for Political and Social Research.3 Several early
published studies have relied on the data for an-
alyzing the market transition in China (Hauser
and Xie 2005; Pan 2003).

An advantage of using these datasets is that
they cover the critical period of the housing re-
form. As noted earlier, the housing reform did
not begin until 1988, when the National Housing
Reform Meeting approved a scheme encouraging
danwei to privatize public housing units. We use
the CHIP data of 1988 as a baseline at the very
beginning of the housing reform. Our most recent
data were collected in 2002, four years after the

3See http://www.icpsr.umich.edu/icpsrweb/ICPSR/
series/243 for CHIP data and documentation.

enactment of the 1998 directive for full privati-
zation of housing. Thus, the trend we observe
between 1988 and 2002, with a middle snapshot
in 1995, provides an excellent window through
which to view the changing roles of redistributive
versus market housing determinants. Moreover,
since the CHIP surveys collected rich information
on all household members, we have both individ-
ual information from employed household heads
and aggregated demographic information on the
whole household.

The dependent variables include a household’s
living space and the household head’s income.
We choose housing size instead of housing value
for several reasons. First, because housing units
were all publicly owned before the reform, the
estimation of housing value was not possible in
1988. Second, due to huge regional differences in
housing prices, housing value would be a poor in-
dicator of economic wellbeing across cities. Third,
families may have difficulty accurately estimating
the market value of their homes if they do not
consider trading them on the market (Gustafs-
son, Li, and Wei 2006; Li and Zhao 2007). In
contrast, most families have no difficulty report-
ing the total size of their dwelling unit. Given
these considerations, we choose housing space as
the dependent variable with which to measure
housing inequality.4

The key explanatory variables of theoretical
interest include measures of redistributive deter-
minants and market determinants. Other con-
trol variables include age of household head and
household size, which is the number of household
members currently living in the dwelling unit.
We explain the two sets of our key independent
variables in detail below.

Measures of market determinants include log-
ged household annual income5 and years of school-
ing. To capture a household’s labor income,
we calculated annual income as the sum of the
salaries of all the sampled family members in
the previous year. Although subsidies consti-

4We tried to differentiate households who own their
homes from those who rent them. However, except in
large cities with many migrants, the rate of ownership is
very high in China. The results in the temporal analyses
are not affected by this restriction by ownership.

5The CHIP datasets asked detailed questions on vari-
ous aspects of people’s incomes, including base salaries,
bonuses, subsidies, etc. The calculation methods toward
the household income are available upon request.
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Table 1: Descriptive Statistics by Year

1988 1995 2002

Individual Level (Head of Household)
Individual annual income (yuan) 1669.4 6436.6 12678.2

(1200.3) (3387.9) (8570.2)
Cadre status (%) 12.2 15.6 14.0
Years of schooling 10.8 12.0 12.4

(3.2) (2.9) (2.8)
Type of danwei (%)
Government and public institutions 12.5 33.3 34.1
State-owned enterprises 86.1 65.3 42.7
Private enterprises 1.4 1.5 23.2

Age 41.7 41.8 43.4
(9.4) (8.4) (7.9)

Household Level
Housing space (square meters) 41.2 46.4 54.6

(22.9) (24.7) (27.7)
Household income (yuan) 3162.9 11780.5 23375.2

(2066.1) (6535.7) (14976.3)
Family size 3.4 3.2 3.0

(1.0) (0.7) (0.7)

Observations 7904 5250 4607

Note: Figures in parentheses are standard deviations. Source: 1988, 1995, 2002 China Household
Income Project (CHIP).

tute a significant share of total income after the
economic reform (Xie and Hannum 1996), we ex-
cluded them from our calculation of total house-
hold income to ensure a consistent cross-year
comparison. All three surveys asked individuals
about their average monthly income (including
salary and bonuses). We constructed annual in-
come by multiplying monthly income by 12. We
leave the income measure unadjusted for inflation
over time. Following past studies on the market
transition debate, we consider education a mar-
ket determinant and extrapolate years of school-
ing from levels of educational attainment (illiter-
ate/less than three years of schooling=0; three
years of schooling but less than primary school=3;
primary school=6; lower middle school=9; up-
per middle school=12; trade school=13; commu-
nity/technical college=14; college=15;
university=16; and graduate school=19).

Measures of redistributive determinants in-
clude an individual’s type of danwei and cadre
status. We differentiate between three danwei

types: government/public sector, state-owned/
collectively owned enterprises, and private enter-
prises, the first type possessing a political advan-
tage and the last a political disadvantage under
the pre-reform regime. We operationalize cadres
as administrators or heads in government and
state-owned enterprises, and professionals who
work in the public sectors and receive professional
titles authorized by a provincial or municipal
personnel bureau.6 The reference group of this
dummy variable is the group of ordinary workers
in the government and state-owned sectors and
all the workers in the private sector.

We present basic descriptive statistics of the
variables by survey year in Table 1. From 1988 to
2002, the average housing space increased from
41.2 square meters to 54.6 square meters. Mean-
while, the average annual household income sky-

6In fact, we also tried to define only the administrators
in public sectors as the group with political privileges, but
there were too few such cases in the CHIP data, and some
small cities were dropped from the final sample being
analyzed.
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rocketed from 3,163 yuan to 23,375 yuan.7 The
descriptive analysis also reveals that the average
educational level increased from 10.8 years to
12.4 years. The proportion of household heads
working in government and public institutions in-
creased from 12.5 percent to 34.1 percent. Accord-
ingly, the percentage of household heads working
in state-owned enterprises went down dramati-
cally from 86.1 percent to 42.7 percent.8 The
proportion of heads who were cadres went from
12.2 percent in 1988 to 15.6 percent in 1995 before
declining slightly to 14.0 percent in 2002.

Our statistical analyses of the three waves of
data proceed in two steps. First, we estimate a
model of housing determination at each period
while ignoring regional variation and compare the
results across the years 1988, 1995, and 2002. We
compare the results with those from a parallel
analysis for personal income. We are concerned
that the results from the simple trend analysis
assuming regional homogeneity may be spurious
due to very large regional variation. Hence, our
next step is to control for regional variation by
using fixed effects at the city level and consider
whether the results from both the income and the
housing analyses assuming regional homogeneity
still hold true.

Results
The first three columns of Table 2 present es-
timates of income determinants for 1988, 1995
and 2002. The models are additive ordinary least
square regressions with logged income as the de-
pendent variable and three sets of explanatory
variables: market determinants, redistributive de-
terminants, and demographic determinants. The
last three columns provide statistical tests for sig-
nificance of the difference in a coefficient between
two years. The results confirm earlier findings
of Bian and Logan (1996) and Zhou (2000) that
suggest coevolution of redistributive and market
determinants; that is, cadre status, danwei, and
education all significantly influenced a worker’s

7These are the original numbers reported in the data.
We also tried to adjust for inflation with reference to the
year 1988. The results are similar to those reported in
the paper.

8These descriptive statistics refer to the heads of house-
holds and thus are not representative of the urban labor
force as a whole.

income at various times in the reform era. Consis-
tent with the market transition theory, the results
show that education was increasingly explana-
tory of individuals’ incomes, as the net return to
schooling almost quadrupled from 1988 to 2002
(the coefficient increases from 0.013 to 0.054).

The role of work sectors and cadre status per-
sisted rather than disappeared, however, which
contradicts the prediction of market transition
theory. Relative to ordinary workers, the income
advantage of cadres slightly increased from 1988
to 2002, although the change is not statistically
significant. Compared to workers in state-owned
enterprises, government employees gained more
income advantages over the course of the reform,
whereas workers in the private sector lost their ad-
vantages during the period, ceteris paribus. We
speculate that the emerging income premium
of workers in state-owned enterprises after 1995
could be attributed to the reform of state-owned
enterprises in the late 1990s, which was aimed at
closing or privatizing state firms that experienced
severe financial hardship and increasing wages of
workers in state-owned sectors (Xia et al. 2013).
For the demographic covariates, the results show
that both age and family size became weaker ex-
planatory factors for workers’ income during the
period under examination.

We conduct parallel analyses for housing in
Table 3 using logged housing space as the de-
pendent variable. The changing patterns of the
market and redistributive determinants over time
suggest a clear trend that is consistent with the
predictions of market transition theory. Specifi-
cally, the effects of the market determinants ed-
ucation and household income on housing space
increased from 1988 to 2002. In 1988, a year’s
extra schooling was associated with only a 0.6
percent increase in housing space in 1988, with
a 0.1 percent increase in 1995, and a 1.7 percent
increase in 2002. Thus, the role of education
grew most significantly from 1995 to 2002. Like-
wise, each percent increase in household income
resulted in a 0.036 percent increase in housing
space in 1988, a 0.061 percent increase in 1995,
and a 0.085 percent increase in 2002. For example,
if a worker’s income were doubled (100 percent
increase) in 2002, it would lead to roughly a nine
percent increase in his housing space. Overall,
the results suggest that the effect of household
income on housing space increased steadily from

sociological science | www.sociologicalscience.com 283 July 2014 | Volume 1



Song and Xie Market Transition Theory Revisited

Table 2: Changing Determinants of Income without Regional Variations

1995 2002 2002
Individual income 1988 1995 2002 vs. 1988 vs. 1995 vs.1988

Market Determinant
Years of schooling 0.013† 0.032† 0.054† 0.018† 0.022† 0.041†

(0.001) (0.003) (0.003) (0.003) (0.004) (0.003)

Redistributive Determinants
Type of danwei (SOE omitted)
Government −0.125† 0.058† 0.090† 0.183† 0.032 0.214†

(0.013) (0.015) (0.020) (0.021) (0.022) (0.023)
Private enterprises 0.150∗ 0.168∗ −0.090† 0.019 −0.258† −0.240†

(0.060) (0.070) (0.020) (0.098) (0.068) (0.074)
Cadre 0.089† 0.070† 0.106† −0.019 0.036 0.017

(0.014) (0.019) (0.024) (0.024) (0.027) (0.026)

Demographic Determinants
Age 0.013† 0.016† 0.008† 0.002∗ −0.008† −0.006†

(0.000) (0.001) (0.001) (0.001) (0.001) (0.001)
Family size 0.023† −0.012 −0.002 −0.034† 0.010 −0.025∗

(0.004) (0.010) (0.012) (0.010) (0.014) (0.011)

Intercept 6.560† 7.621† 8.268†

(0.027) (0.055) (0.081)

Observations 7,872 5,143 4,661

R2 0.134 0.111 0.125

Note: Years of education, type of danwei, cadre status, and age are all measured for the head of
the household. Standard errors in parentheses. Source: 1988, 1995, 2002 China Household Income
Project (CHIP).
∗ p < 0.05, † p < 0.01 (two-tailed tests).

1988 to 1995 and from 1995 to 2002, with the
magnitude of the effect more than doubling dur-
ing the 14-year period.

With the importance of market determinants
on the rise, the roles of redistributive determi-
nants declined sharply. The housing space of a
cadre’s family was 15.3 percent more than that
of an ordinary worker’s family in 1988, but the
advantage declined to 13.7 percent in 1995 and
8.4 percent in 2002. The average size of a hous-
ing unit for a government employee’s family was
17.5 percent larger than that for the family of
a worker in a state-owned enterprise in 1988,
12.4 percent larger in 1995, and 10.7 larger per-
cent in 2002, ceteris paribus. The differences
between workers in state-owned enterprises and
privately owned enterprises were not statistically

significant in 1988, owing to the large variance
of housing space among workers in private en-
terprises. The results suggest that government
employees, especially cadres, lost their relative
housing advantages over time.

Let us now turn to the demographic determi-
nants. Age, which used to be an important factor
in housing allocation during the redistributive
period, became a less pronounced determinant
of housing space after the reform. Family size,
however, still played a decisive role in housing
space, with an additional person associated with
a roughly nine percent increase in the housing
size both in 1988 and 2002. This is easy to in-
terpret. Before the reform, family size was an
important factor that danwei took into consider-
ation in allocating housing units among workers.

sociological science | www.sociologicalscience.com 284 July 2014 | Volume 1



Song and Xie Market Transition Theory Revisited

Table 3: Changing Determinants of Housing Space without Regional Variations

1995 2002 2002
Housing space (logged) 1988 1995 2002 vs. 1988 vs. 1995 vs.1988

Market Determinants
Household income (log yuan) 0.036† 0.061† 0.085† 0.024 0.024 0.048†

(0.012) (0.012) (0.012) (0.017) (0.017) (0.017)
Years of schooling 0.006† 0.001 0.017† −0.005 0.017† 0.011†

(0.002) (0.002) (0.003) (0.003) (0.004) (0.003)

Redistributive Determinants
Type of danwei (SOE omitted)
Government 0.175† 0.124† 0.107† −0.051∗ −0.018 −0.069†

(0.016) (0.015) (0.016) (0.022) (0.022) (0.023)
Private enterprises 0.086 0.070 0.050† −0.016 −0.020 −0.036

(0.046) (0.054) (0.016) (0.069) (0.055) (0.047)
Cadre 0.153† 0.137† 0.084† −0.016 −0.053 −0.068†

(0.017) (0.018) (0.020) (0.025) (0.027) (0.026)

Demographic Determinants
Age 0.011† 0.008∗ 0.002∗ −0.003† −0.006† −0.009†

(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Family size 0.085† 0.105† 0.088† 0.020 −0.017 0.003

(0.006) (0.009) (0.010) (0.011) (0.014) (0.012)

Intercept 2.451† 2.436† 2.439†

(0.090) (0.111) (0.118)

Observations 7904 5250 4607
R2 0.144 0.096 0.075

Note: Years of education, type of danwei, cadre status, and age are all measured for the head of
the household. Standard errors in parentheses. Source: 1988, 1995, 2002 China Household Income
Project (CHIP).
∗ p < 0.05, † p < 0.01 (two-tailed tests).

Since the reform, family size, as an indicator of
need, has continued to affect families’ housing
space.

The preceding findings, however, might be
confounded by other variables not yet considered.
Previous studies have revealed large regional vari-
ation in income determinants, owing to large
cross-city differences in such factors as unequal
economic growth, natural resources, industrial
bases, local policies, and ties to the central gov-
ernment (Hauser and Xie 2005; Xie and Hannum
1996). To further validate our results and address
the problem of regional heterogeneity, we refine
the analyses in Tables 2 and 3 by including a city
fixed effect. We present the results from the fixed
effect models in Tables 4 and 5.

The income analysis in Table 4 shows that
adding city effects does not substantially modify
our conclusions from the OLS models in Table 2.
The adjusted estimates show that a market de-
terminant, namely education, became a more
significant factor in determining a worker’s in-
come, whereas redistributive determinants, in-
cluding danwei and cadre status, continued to
serve as important predictors of income over time.
Overall, marketization did not lessen either the
importance of danwei in income determination
or the income premiums of former communist
elites. While the magnitudes of the coefficients
differ slightly between Tables 2 and 4, statistical
tests suggest that the only significant difference
is the income difference between danwei. After
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Table 4: Changing Determinants of Income with Regional Fixed Effects

1995 2002 2002
Individual income 1988 1995 2002 vs. 1988 vs. 1995 vs.1988

Market Determinants
Years of schooling 0.014† 0.028† 0.050† 0.014† 0.022† 0.036†

(0.001) (0.002) (0.003) (0.003) (0.003) (0.003)

Redistributive Determinants
Type of danwei (SOE omitted)
Government −0.095† 0.109† 0.140† 0.204† 0.031 0.235†

(0.012) (0.013) (0.018) (0.019) (0.020) (0.021)
Private enterprise −0.135∗ −0.075 −0.101† 0.060 −0.026 0.035

(0.055) (0.060) (0.019) (0.088) (0.061) (0.067)
Cadre 0.090† 0.080† 0.122† −0.010 0.042 0.032

(0.012) (0.016) (0.022) (0.022) (0.024) (0.023)

Demographic Determinants
Age 0.013† 0.010† 0.004† −0.003† −0.006† −0.009†

(0.000) (0.001) (0.001) (0.001) (0.001) (0.001)
Family size 0.024† 0.005 −0.018 −0.019∗ −0.023 −0.042†

(0.004) (0.008) (0.011) (0.009) (0.012) (0.010)

Intercept 6.560† 8.063† 8.879†

(0.030) (0.053) (0.081)

Observations 7,872 5,143 ,661

R2 0.311 0.372 0.297

Note: All models include city fixed effects. Years of education, type of danwei, cadre status, and age
are all measured for the head of the household. Standard errors in parentheses. Source: 1988, 1995,
2002 China Household Income Project (CHIP).
∗ p < 0.05, † p < 0.01 (two-tailed tests).

regional heterogeneity is controlled, we find that
workers in private enterprises always experienced
a income disadvantage in the period studied—
by 13 percent in 1988, 7.5 percent in 1995, and
10.1 percent in 2002—as compared to workers in
state-owned enterprises.

As the last step of the data analysis, we now
replicate our earlier analysis of the trends in hous-
ing determinants with city fixed effects, shown
in Table 5. Consistent with our early findings in
Table 3, the fixed effects results suggest a similar
decline of redistributive determinants and rise
of market determinants of housing space during
the housing reform. One noteworthy discrepancy
in results between Tables 3 and 5 is that after
the city effect is controlled, the changes in the
estimated effects of market determinants and re-

distributive determinants are more pronounced
substantively and more significant statistically.
The statistical tests for the changes are presented
in the last three columns.

Specifically, findings in Table 5 show that
household income was not a significant determi-
nant of family housing space during the initial
stages of the reform in 1988 but that its role grew
over time. As indicated by the estimated coeffi-
cients, each percent increase in household income
would result in a 0.122 percent increase in hous-
ing space in 1995 and a 0.169 percent increase in
2002. Each additional year of education would
lead to a 0.9 percent increase in housing space in
1995, but that effect would more than double to
a 1.9 percent increase in 2002. In contrast, the
housing benefits of cadres compared to ordinary
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Table 5: Changing Determinants of Housing Space with Regional Fixed Effects

1995 2002 2002
Housing space (logged) 1988 1995 2002 vs. 1988 vs. 1995 vs.1988

Market Determinants
Household income (log yuan) 0.015 0.122† 0.169† 0.106† 0.048† 0.154†

(0.012) (0.013) (0.012) (0.018) (0.018) (0.017)
Years of schooling 0.011† 0.009† 0.019† −0.002 0.010† 0.008†

(0.002) (0.002) (0.002) (0.003) (0.003) (0.003)

Redistributive Determinants
Type of danwei (SOE omitted)
Government 0.114† 0.060† 0.051† −0.054† −0.009 −0.063†

(0.015) (0.013) (0.015) (0.020) (0.020) (0.021)
Private enterprise −0.024 −0.002 0.012 0.022 0.014 0.036

(0.041) (0.047) (0.015) (0.062) (0.050) (0.042)
Cadre 0.150† 0.105† 0.046∗ −0.045∗ −0.060∗ −0.104†

(0.015) (0.016) (0.018) (0.022) (0.024) (0.023)

Demographic Determinants
Age 0.012† 0.011† 0.006† −0.001 −0.006† −0.006†

(0.001) (0.001) (0.001) (0.001) (0.001) (0.001)
Family size 0.065† 0.059† 0.052† −0.006 −0.007 −0.013

(0.005) (0.008) (0.009) (0.010) (0.013) (0.011)

Intercept 2.332† 1.452† 1.138†

(0.091) (0.120) (0.128)

Observations 7,904 5,250 4,607

R2 0.317 0.346 0.295

Note: All models include city fixed effects. Years of education, type of danwei, cadre status, and age
are all measured for the head of the household. Standard errors in parentheses. Source: 1988, 1995,
2002 China Household Income Project (CHIP).
∗ p < 0.05, † p < 0.01 (two-tailed tests).

workers declined from 15 percent to only 4.6 per-
cent from 1988 to 2002, and the advantages of
government workers compared to those in state-
owned enterprises declined from 11.4 percent to
only 5 percent. Admittedly, the advantages of
redistributive danwei and elites still existed after
the reform, but the gaps by danwei and between
cadres and ordinary workers have considerably
diminished over time.

To summarize, findings from the fixed effect
models confirm the conclusion drawn from the
ols models: the economic reform, especially dur-
ing the period in which the housing reform was
implemented, has led to a rise in the role of mar-
ket determinants for both income and housing

space and a reduction in the role of redistribu-
tive determinants for housing space, but not for
income.

Discussion and Conclusion
In this paper, we argue that housing space is a
better outcome variable than income by which to
evaluate Nee’s market transition theory because
it is a more consistent measure of socioeconomic
success both before and after the reform. We
examine the temporal changes in determinants
of housing space using three waves of a national
household survey in 1988, 1995, and 2002, and
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compare them with the changes in income deter-
minants. Our results are consistent overall with
the predictions of Nee’s market transition theory,
as market factors gradually replaced redistribu-
tive factors in determining housing space.

Do our findings support market transition the-
ory? Yes, but only partially. Our findings support
market transition theory to the extent that hous-
ing distribution in urban China has indeed made
the transition from being mostly redistribution-
based to being largely market-based. This conclu-
sion suggests that the marketization goal of the
housing reform that began in 1998 was largely
achieved over by 2002. However, after 2003, hous-
ing prices increased rapidly in most major Chi-
nese cities, making new purchases unaffordable
for most Chinese urban residents (Yang and Chen
2014, p.8, p.67). It is possible that during this
post-2003 housing price upsurge some families
were able to use their political resources to acquire
more and better housing units through means
such as discounted prices, easier loans, inside
information, and even investment capital from
selling apartments previously acquired from their
work units. However, we only analyzed data up to
2002 because CHIP 2007 data unfortunately did
not contain comparable enough variables to be
included in this study. An important next step is
to conduct similar empirical analyses using more
recent data.

At best, the results on the 1988-2002 trends
in housing inequality presented in this paper lend
support to a weak form of market transition the-
ory. We acknowledge that the conclusion drawn
from our study using housing space as the out-
come variable cannot be extrapolated to other
measures of socioeconomic success, such as edu-
cational attainment, earnings and income, occu-
pation, and political power. Because the Chinese
state has set different policies for these different
domains of life, it is prudent not to make the
extrapolation. In other words, it may be neces-
sary that market transition theory be evaluated
separately for different socioeconomic outcomes.
When findings diverge from studies using differ-
ent measures, as we show in this paper, they may
well demonstrate the complex reality of contem-
porary Chinese society and the need to treat each
domain of Chinese life in its own right.
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