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JOB MARKET PAPER 
 
“Local versus Global: The Impact of Domestic and International Market Access on Household Income in Rural 
China” 

This paper presents evidence on the effects of access to domestic and international markets on per-capita income 
of rural households in China. Alternative identification schemes are used to address the potential endogeneity of 
market access measures. Topography along the linear routes to markets provides a source of exogenous variation for 
IV estimation; an alternative source of identification is achieved through the relationship between heteroskedastic 
error variances and exogenous regressors. Better market access has strong positive effects on per-capita income, the 
effect of domestic market access is larger than that of international market access, and domestic and international 
market access are complementary.  
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Dissertation Abstract 
 

Market Access and Household Welfare: Evidence from Rural China 
 

Zhaoyang Hou 
Department of Economics  

George Washington University 
October 2008 

 
My dissertation explores the causal effects of market access on rural household welfare.  I estimate 
the effects of domestic and international market access on household per-capita consumption and 
income, controlling for characteristics of the households and their counties and villages.  The 
coefficients of market access and other variables may vary over the welfare distribution: 
households at the bottom of the welfare distribution may receive less benefit from market access 
than households at the top.  I use quantile regressions to estimate the causal effects of market 
access at many points along the welfare distribution to test that possibility. 
 
The welfare distribution of households with good market access is higher than the welfare 
distribution of households with poor market access.  This “access gap” is like the rural–urban gap 
and can be studied in the same ways.  Households with good market access might have different 
characteristics than households with poor market access; also, the causal effects of given 
characteristics might be different for households with good market access than for those with poor 
market access.  The Machado-Mata (2005) method decomposes the access gap into characteristics 
effects and coefficients effects at different quantiles along the welfare distribution.  This lets me 
see whether market access is important for improving welfare of households at the bottom of the 
welfare distribution and whether it matters because of household characteristics or because of 
coefficients. 
 
Finally, I focus on the causal effect of education on welfare and how it varies with market access.  
One way to estimate the relationship between market access and the causal effect of education is 
to interact those variables in the mean regressions and in the quantile regressions.  Another way is 
to use the Machado-Mata method only for the education variable. I expect that better market 
access will increase the causal effect of education on household welfare because better market 
access is probably associated with more sophisticated markets in which individuals can be better 
paid for specialized occupations. 
 
In measuring returns to education, the bias due to endogeneity of education comes from three 
sources: measurement error bias, omitted ability variable bias, and selection bias. Traditionally, 
the instrumental variable method is favored to deal with the first two biases if a valid instrument 
variable is available.  However, data on schooling may reflect self-selection, too. This self-
selection may be very important in China, where young people may leave school to enter the labor 
force more commonly than in industrialized countries. To cope with this issue, I use the Machado-
Mata decomposition with selection correction. 
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