
 

Should China abolish the Hukou system? 
 

The month of March marks a new political transition in China, as Xi Jinping the newly ap-
pointed General Secretary and President steps on to the world stage. Among other changes, 
Xi has hinted at the reform of China’s economic caste structure, the Hukou system.` 
 
The Hukou system was born  after the Communist Revolution in 1958. China adopted a Sta-
linist growth strategy that segmented geographical regions based on specialisation of econom-
ic activities, where the urban areas concentrated on urban industries, while the rural areas 
focused on agricultural activities. The Hukou system was conceived to stem an outflow of 
rural inhabitants. An exodus of the rural population to the cities in search of better paying 
jobs is deemed undesirable as it veers the national plan off course. The Hukou system is thus 
a household registration system that divides China’s citizens into two classes: rural and urban. 
Hukou class permanently indicates a person’s geographical identity, and thus one’s status as a 
rural or urban citizen based on place of birth. If a citizen chooses to leaves his or her place of 
residence, he or she adopts a status as a ‘migrant’.  However, Hukou class indicates more than 
mere place of residence: it determines basic rights and privileges. Suffrage, healthcare, proper-
ty and education are all denied to the rural class. Indeed, the local city governments explicitly 
refers to the rural class as second class citizens or ‘outsiders’.  (Wang 2009) 

 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
The idea of the Hukou system is to sacrifice the social and economic rights of the rural class 
for the benefit of the entire nation. Such an idea is deeply flawed. Hukou reform, specifically 
allowing rural-to-urban flow and an enfranchisement of the rural class, would allow China to 
reach its growth potential and become a first-world country.  

Hu’s out, but what about the Hukou? 

Editors 

Angela Zheng 

Christopher Law 

Ivan Sanchez 

Katherine Wagner 

Koay Keat Yang 

MAR 8th 2013 

Cartoon Source: 

China Daily 



PAGE 2  

However, as China has made immense progress in terms of modernization over the past decade, 

the export led growth strategy has ceded its dominance and  in its place is a plan to develop 

domestic demand - as stated by Hu Jintao in his speech in 2012 (Lu Hui 2012).  Hence, there no 

longer appears to be a need to stem migrant flow to the urban centres. Chan Kamwing, a pro-

fessor at the University of Washington specializing in China’s urbanization, argues that rural-to-

urban migratory flows are beneficial for China’s urbanization and economic well-being.  

 

Other proponents of abolishment point to the fact that in a labour surplus economy such as 

china is quickly approaching the Lewis turning point (Lewis turning point is a term introduced 

by Arthur Lewis,a noble prize winner in Economics). It refers to the point in time when there is 

no more labour coming from the agricultural sector of the economy in a labour surplus econo-

my. Chan from the University of Washington also suggests that this is in fact detrimental to-

wards China’s urbanization and economic development, as the Lewis turning point implies a 

reduction in labour force which would thin profits for enterprises. The lack of labour in urban 

centre increases nominal wage, which in turn, drives up production cost.  

 

 

 

 

 

 

 

 

 

 

 

Moreover, the importance of urban inflow can be explained by standard urbanization theory. 

Contrary to popular belief, China’s cities are severely undersized and too sparsely located to 

achieve maximal agglomerate benefits, As China develops surrounding the peripheries of major 

centers and increases the size of major cities, a stronger inter-city network will emerge, which 

may enable a larger cluster of industries.This lowers production cost as the number of compet-

ing suppliers is increased and higher degrees of specialization are achieved through division of 

labor and when communities “learn by doing.”  
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The average monthly 

wage of migrant work-

ers has increased in real 

terms, which means 

nominal wage inflation 

is higher than headline 

price inflation. 
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Proponents of the Hukou system claim it is responsible for lower export prices that have been the main driver of China’s 

economic growth. To abolish the Hukou system would be to strip China of its cost advantage, as currency appreciation as 

well as wage inflation has driven up production costs and harmed profits of the export sector. Additionally there are also 

suggestions  that the provision of social benefits to rural workers will in fact bolster average labor productivity. Workers 

would receive better education and would be able to work in better health conditions, which suggests an increase in output 

through the improvement in skills of the labour and less absence in the workplace. China Daily reported that there is a 

worrisome shortage of skilled labour, which is partly attributable to structural issues in the accessibility and efficacies of 

the education system. However an economist from Nomura Securities argued that a shortage of unskilled labour provide 

the impetus to move up the value chain and allow China to compete on quality, and not merely cost.  

 

Moreover, the cost of not abolishing the system would be a significantly higher level of social unrest. During the 2008-

2010 financial crisis, 23 million Chinese workers were laid off due to decreased export demands.Mass protests sprung up 

throughout the nation which was quickly followed by a clash between workers and riot police. (2012 Gobel and Ong) An-

other spillover effect could come from second generation urban migrations, who are more proactive in demanding their 

basic rights. As they become more restive, the PPC's cherished principle of harmony, which is to say its clasp on political 

stability is gradually being pried away.  

Source: Financial Times 

http://www.chinadaily.com.cn/cndy/2012-04/16/content_15053313.htm
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The Hukou system has experience modest reforms since its inception. The Central Government has grant-

ed local officials the leeway in defining the status of migrants. Children of “rural” parents living in the cit-

ies are given a Hukou status based on their birthplace. Yet the millions who live in rural areas continue to 

be marginalized.  

 

 

 

 

 

 

 

 

As President Xi’s must have been cognizant of these developments when the suggestion of  Hukou reform 

was given, this situation is a crisis for the new leaders to manage. Mass hiring freezes and layoffs attributa-

ble to stalled growth, to dubious corporate governance and to political tensions in Tibet and Urumqi have 

all strained the notion of “he xie” (harmony). Yet the word crisis in Mandarin is made up of two words; 

danger and opportunity. The danger is well understood; what remains is whether the opportunities for 

reform would be taken. The opportunities that define this crisis moment are a delayed dividend that is 

long overdue to rural labours who have contributed to China’s success story.  

Kristina Sandklef 

wrote a guest article 

at the FT, urging 

reformation of the 

Hukou System as an 

initiative to garner 

foreign investors’ 

interest.  

The FT also has a 

special issue on the 

Hukou System, 

which is highly rec-

ommended.  

http://blogs.ft.com/beyond-brics/2013/03/08/guest-post-china-investors-should-bet-on-urbanisation/#axzz2Mxd8gtNp
http://www.ft.com/intl/cms/s/0/7d540aa8-6c2b-11e2-b774-00144feab49a.html#slide0
http://www.ft.com/intl/cms/s/0/7d540aa8-6c2b-11e2-b774-00144feab49a.html#slide0
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