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0 O The dynamics [0 [0 [0 [0 of divergence [ [0 [0 O O O across these sub-national areas have taken the form of
00000 a"racetothe top” O O O O O [0 ——meaning that all parts of the population, including the poor
with low education in backward inland rural areas, have experienced gains in average income. The largest gains
have been registered by those with higher income and education in leading coastal urban areas. Using the China
Economic, Population, Nutrition and Health Survey data of 1989 and 2008, we show that the mostimportant
factors explaining all inequality are differential returns to schooling and sector of employment.An analysis based on
household income determination shows that the increase in returns to educationexplains two-thirds of income
changes in urban areas and one-sixth in rural areas. The widening incomegaps are the consequence of higher
growth in leading urban and coastal areas and that the skilledpopulation has benefited more from the economic
reforms carried out during the last 30 years.
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