2023/7/8

Research on the impact of opening-up
on the consumption gap between urban
and rural residents in China

e

Prof. LiCheng Qiu

YANSHAN UNIVERSITY

School of Economics and Management

Yanshan University

UNIVERSITY

content

Research Background
Mathematical Model

Empirical Model

Empirical Results and
Analysis

Research Conclusion

QOO OOO

Policy Recommendations




2023/7/8

v I.Research background

The dual economic structure is a typical economic phenomenon in developing
countries (Lewis et al., 1954).

After 1949, China showed a typical dual economic structure, with significant dual
differences between workers and peasants and between urban and rural areas.

The economic reform since 1978 was first successful in agriculture and rural areas,
narrowing the dual difference between workers and peasants and between urban and
rural areas.

1978-1984 was the weakening period of the dual structure.

Urban reform was started in 1985, followed by the rapid growth of urban
economy, but the agricultural growth slowed down, and the dual economic structure
was strengthened again (Guo Jinchuan et al., 2011).

In 2017, the Central government pointed out that the biggest imbalance in China's
development is the imbalance between urban and rural development, and the biggest
inadequacy is the insufficiency of rural development.

¥ |.Research background S hurd

Regarding the imbalance between urban and rural development and the gap
between urban and rural areas, the existing literature mainly focuses on public services
(Zhang Fan et al., 2022), infrastructure (Chen Feng et al., 2014) and income gap.

Among them, most of the literature measures the urban-rural gap from the
perspective of income gap, and believes that adjusting income distribution is an
important problem to be solved to achieve common prosperity (Li Wei, 2023; Yin
Zhichao et al., 2023).

Compared with income, household consumption can not only reflect the level of
common prosperity, but also reflect the actual people's well-being.

In terms of total household consumption, as an important basis for expanding
domestic demand (Yao Shujie et al., 2023), consumption has increasingly become an
important momentum driving economic growth, and plays an important role in
improving the living standard of residents (Liu Hao et al., 2023).
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Economic opening to the outside world is China's basic natioal
policy. Promoting economic development by utilizing foreign capital
and developing foreign trade (investment opening, trade opening)
plays an important role in the coordinated development of urban and
rural economy and increasing the income and consumption of urban
and rural residents.

There are few studies on whether opening up will have an impact
on urban and rural consumption, and only focus on the consumption
structure (Liu Ying, 2007; Cao Jingjing, et al,, 2019) and the change in
total consumption (Tang Xiangjun, et al.,, 2019). The problem of whether
opening up will narrow the consumption gap between urban and rural
areas remains to be solved.

v I.Research background

Based on this, this paper focuses on the following questions:

1. Is Opening-up conducive to narrowing the gap between urban
and rural consumption?

2. What kind of opening-up policy does China need at the present
stage?

3. How to make the dividends of opening-up fairly and fully benefit

both urban and rural areas?
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We establish a model to briefly analyze the impact of opening-up on the consumption level of urban
and rural residents, and further establish a mathematical model to study the impact of opening-up on the
consumption gap between urban and rural residents, and put forward relevant hypotheses accordingly:
opening-up can narrow the consumption gap between urban and rural residents.

(i) Opening-up and the consumption level of urban and rural residents

1. Production sector

Introduce foreign advanced technology and knowledge to improve the level of urban and rural technology;
Opening-up can promote urbanization and make the rural population transfer to the cities.

2. Family sector

Opening-up can promote the consumption level of rural residents
(ii) Opening-up and the consumption gap between urban and rural residents

Opening-up can narrow the consumption gap between urban and rural residents
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This paper constructs a spatial Durbin model, and mainly analyzes the impact of opening-up on
the consumption gap between urban and rural residents from two perspectives: trade opening

and investment opening.

(i) Model setting
The following spatial Durbin model is developed for analysis in this paper:
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(ii) Spatial weighted matrix selection
The spatial weighted matrix W can reflect the degree of spatial association of each province.

Considering the limitations of the adjacency matrix and the inverse geographic distance matrix,

this paper further constructs following economic-geographic nested weighted matrix.

pgdp; pgdp.  pgdp,
pgdp " pgdp ' pgdp

W= Wd*diag( )#[21)

In equation (21), W, refers to the inverse geographic distance matrix, and pgdp is the average
value of GDP per capita for all regions in each year.
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(iii) Variable selection

1. Explanatory variables: Opening-up includes two aspects of opening, namely trade opening and FDI
(Zhang Xiaoxi, et al., 2016). Trade opening is measured by the ratio of total import and export to
GDP, and FDI is measured by the actual utilization amount of foreign direct investment.

2. Explained variable: the consumption gap is mainly measured by the ratio of per capita consumption
of urban residents to per capita consumption of rural residents (Xiong Ying et al., 2022) and Theil
index(Wei Junying et al.,, 2022; S. C., 2022), considering the impact of demographic changes on
consumption, Theil index is selected as the explained variable in this paper.

3. Control variables: According to the existing literature, the government policy, industrial structure,
traffic conditions, urbanization, real estate market and innovation degree are selected as control
variables (Xiong Ying et al., 2022; Wei Junying et al.,, 2022; Zhang Tongjin et al., 2021; Wang Jian et

al.)
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v I1l. Empirical Model

Variables description

Actual utilization amount of Foreign
direct investment

openinv

Explanatory
variables

Expl-alned Theil index Calculated from equation (22)
variable

Secondary and tertiary industry value
added/GDP

m Urban population/total population

Industry Structure

Degree of

. ) Technology market turnover
innovation
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v IV. Empirical Results and Analysis

(i) Spatial correlation test
Before conducting the regression analysis, it is necessary to use Moran's | to test the spatial

correlation between the explained variable urban-rural consumption gap and the core explanatory
variable opening-up.

Table 2 _Moran's | tests

The results of the Moran's | test show that the positive spatial correlation of Opening-up is

significant.
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v IV. Empirical Results and Analysis

(ii) Spatial analysis

From the empirical results, it is shown that:

1. Local trade opening can significantly reduce the consumption gap between urban and rural residents.
However, the spillover effect brought by non-local import and export share will make the urban-rural
consumption gap in local province widen.

2. Local FDI also has a significant effect on narrowing the consumption gap between urban and rural
residents, but the spillover effect is not significant.

3. For the control variables:

Local traffic condition can significantly reduce the consumption gap between urban and rural residents;

Local urbanization can significantly reduce the consumption gap between urban and rural residents;

Non-local government policy can significantly reduce the consumption gap between urban and rural
residents;

Industrial structure can significantly reduce the consumption gap between urban and rural residents;

Non-local Real estate market development can significantly reduce the consumption gap between urban

and rural residents.
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(Il) Spatial analysis

Table 3 Impact of trade opening on consumption gap between urban and rural residents
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Note: *, ** and *** indicate significant at the 10%, 5% and 1% levels, respectively, with the corresponding robust standard errors in parentheses.
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(I1) Spatial analysis

Table 4 Impact of FDI on the consumption gap between urban and rural residents
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Note: *, ** and *** indicate significant at the 10%, 5% and 1% levels, respectively, with the corresponding robust standard errors in parentheses.
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(iii) Heterogeneity analysis

The 30 provinces are divided into three regions: eastern, central and western, and inter-regional, and
heterogeneity analysis is conducted.

In the eastern region, FDI will significantly widen the consumption gap between urban and rural areas in
the province, and trade opening has no significant effect on the urban-rural consumption gap.

In the central region, both investment opening and trade opening will significantly reduce the urban-
rural consumption gap in the province. In addition, the increase in trade opening will also lead to a reduction
in the urban-rural consumption gap in neighboring provinces.

In the western region, the coefficients of trade opening and investment opening are negative, the two
dimensions of opening-up have no significant effect on the urban-rural consumption gap in the region.
However, investment opening and trade opening have significant spillover effects, which can promote the

reduction of urban-rural consumption gap in neighboring provinces.
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(iii) Heterogeneity analysis
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Note: *, ** and *** indicate significant at the 10%, 5% and 1% levels, respectively, with the corresponding robust standard errors in parentheses.
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v IV. Empirical Results and Analysis

(iv) Further analysis

This paper further subdivides the impact of opening-up on the urban-rural consumption gap in different regions into
two parts: direct effect and indirect effect.

1. For FDI, both direct and indirect effects are significantly positive in the eastern region, and both direct and indirect
effects are significantly negative in the central and western regions;

2. For trade opening, the indirect and total effects are also significantly positive in the eastern region, and the direct
effect is significantly negative in the central region. Both the direct and indirect effects are significantly negative for the
western region. This is generally consistent with the above analysis.

In general, the opening-up of the eastern region will widen the consumption gap between urban and rural residents.
In the central region, the opening up can be reasonably distributed between urban and rural areas, promoting the
quality of life and consumption level of rural residents, and the spillover effect can promote the reduction of urban-rural
consumption gap in neighboring provinces. In the western region, the efficiency of FDI is relatively low, and the opening
up does not have a significant impact on the behavior of residents' consumption in local province, but can promote the
reduction of urban-rural consumption gap in neighboring provinces.
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v IV. Empirical Results and Analysis

(iv) Further analysis

Table 6 Direct and indirect effects by regions

m o3 oo 0348 -
Empirical

_ Indirect effects 1.598*** -0.277** -1.346***
_ Total effect 2.230*** -0.816*** -1.694***

results 1

Empirical
results 2
_ Indirect effects 3.588** 0.389 -3.812***
_ Total effect 4.440* -0.527 -4.392***

Note: *, ** and *** indicate significant at the 10%, 5% and 1% levels, respectively, with the corresponding robust standard errors in parentheses.
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(V) Robustness tests

In this paper, we construct the economic distance weighted matrix for robustness testing.

The results of the robustness tests are shown in Table 7.

The results indicate that opening-up can significantly reduce the consumption gap between
urban and rural residents, and there is a spatial spillover effect.

The direction and significance of the regression coefficients of the control variables and their
corresponding spatial lag term coefficients are basically consistent with the previous analysis,

therefore, the conclusions of this paper are robust.
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v IV. Empirical Results and Analysis

(V) Robustness tests
Table 7 Robustness tests
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Note: *, ** and *** indicate significant at the 10%, 5% and 1% levels, respectively, with the corresponding robust standard errors in parentheses.
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First, local trade opening can significantly reduce the gap between urban and rural residents' consumption
in the province, but the spillover effect will make the consumption gap in neighboring provinces widen. Local
FDI also contributes to narrowing the consumption gap between urban and rural residents, but the spillover
effect is not significant.

Second, there is regional heterogeneity in the impact and spillover effect of opening-up on the
consumption gap between urban and rural residents. In the eastern region, opening-up widens the
consumption gap between urban and rural residents in the local province and has a inhibition effect on the
narrowing of the consumption gap in other provinces; in the central region, an increase in the level of
opening-up significantly reduces the urban-rural consumption gap; while in the western region, opening-up
does not have a significant effect on the behavior of both urban and rural residents' consumption in local
province, but has a inhibition effect on the consumption gap between urban and rural residents in other
provinces.

Third, convenient transportation, urbanization, government policies and the development of the real estate
market can all effectively narrow the consumption gap between urban and rural residents.
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Based on the above conclusions, the opening-up should be
promoted from the following three aspects, so that the dividends of
opening-up are fairly and fully benefit to urban and rural areas.

First, it is necessary to promote urbanization in a concerted manner
to increase the income of rural residents, to release the growth potential
of rural consumption.

Second, it is necessary to adopt differentiated support policies and
focus on the opening of trade and investment in the central and western
regions.

Third, it is still necessary to improve the infrastrucure in rural areas to
increase the level of opening-up and modenization of agriculture .
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