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Market Potential and Wage Disparity of Floating Population:

An Analysis from the Perspective of Heterogeneity
Yu Yunjiang; Gao Xiangdong

Abstract: This paper uses the Chinese floating population data in 2010 to study the effect of market
potential on the wage difference of floating population among cities. The results are as follows: there is se—
lection issue in floating population in the high market potential city. After overcoming the endogeneity and
selection problems of market potential we find that market potential has a significantly positive but smal-
ler effect on floating population wages. This paper also considers the heterogeneity effect and shows that
the low—skilled and more experienced migrants benefit more from the market potential because the less
search time for jobs by the low-skilled and the complementation between the high-and low-skilled. Thus
the use of administrative means to limit the flow of low—skilled migrants into large cities may result in a loss
of economic efficiency sacrificing the positive externalities of the market potential.

Key words: market potential wage differential floating population new economic geography
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