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Introduction and theory:
� Empirical finding: In China’s transition economy, earnings returns to

education are higher in the market sector than in the state sector.

� This is commonly attributed to the „more efficiently operating mar-
ket mechanisms“ with respect to the realization of the value of
human capital.

� Wu and Xie (2003), however, „challenge the prevailing wisdom that
education is necessarily more highly rewarded in the market sector“.
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Introduction and theory:
� Wu and Xie argue that the higher returns to education observed in

the market sector could be due to selection effects in the „process
of sorting workers into labor markets“

� Typology of workers based on individuals’ labor-market histories:

1. „stayers“: workers who have always been employed in the state
sector

2. „early birds“: workers who transferred to the nascent market
sector early and stayed there

3. „later entrants“: workers who were initially in the state sector
but later switched to the market sector

4. „market loosers“
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Introduction and theory:
� Hypothesis 1 (marketization per se): Both later entrants and early

birds enjoy higher returns to education than stayers, „because all
workers in the market sector are subject to the same market me-
chanisms“.

� Hypothesis 2 (selection effect): „Later entrants, but not early birds,
enjoy higher earnings returns to education than stayers.“

Argumentation: Confounding-factors were at work in China during
the economic transition

– „state firms have increased cash wages rewarding human capi-
tal in order to retain productive workers“ ⇒ „workers with good
and secure positions in the state sector would not want to vo-
luntarily move to the market sector (. . . ) unless the payoff is
very large“

– relatively unskilled workers were „pushed to the market sector
through layoffs“
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Introduction and theory:
Consequence: False impression of higher returns to education in
the market sector due to unobserved heterogeneity. In particular,
the observed returns to education should be higher only for later
entrants and not for early birds, because this selection process was
active only in the later stages of the economic transformation.

� Wu and Xie summarize:

„The crucial difference between the two hypotheses is
the treatment of early birds. In Hypothesis 1, early birds
are grouped with later entrants because they share the
common feature of being in the market sector. (. . . ) In
Hypothesis 2, early birds are grouped with stayers because
the two types of workers were approaching a convergence,
against which later entrants were selectively recruited into
the market sector.“
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Wu and Xie’s empirical analysis:
� 1996 survey on „Life Histories and Social Change in Contemporary

China“ (Donald Treiman); sample of the labor force in urban areas
of China

� Model:

ln(Earnings) = β0 + β1Education+ . . .

+ β6Later entrants+ β7Early birds

+ β8Later entrants × Education

+ β9Early birds × Education+ ε

� Results:
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Wu and Xie’s empirical analysis:
� Wu and Xie’s conclusion: Since β8 turns out to be significant, but

not β9, Hypothesis 1 should be rejected in favor of Hypothesis 2.

„Our findings suggest that the commonly observed hig-
her earnings and higher returns to education in the market
sector compared with the state sector in China are due en-
tirely to the earnings outcomes of later entrants. Early mar-
ket entrants resemble workers in the state sector in both
their level of earnings and returns to education. Thus, it
appears that it is not the market per se that renders hig-
her rewards to later market entrants. Otherwise, early birds
would enjoy an advantage similar to later entrants.“

The Market Does Pay Off. Ben Jann Venice International University, 08.12.2004, 8



Submission of comment to ASR:
� Wu and Xie’s conclusion implies that returns to education for later

entrants and for early birds are different:

(1) If A is different from C and

(2) B is not different from C, then

(3) A is different from B

� However: In the context of statistical testing, (3) does not follow
from (1) and (2) ⇒ (3) should also be tested.

� Critique: As the important test of later entrants versus early birds
is missing, one cannot conclude that only later entrants enjoy hig-
her returns to education than stayers! A substantial difference bet-
ween later entrants and early birds is a necessary prerequisite for
being able to draw this conclusion.
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Submission of comment to ASR:
� The published coefficients and standard errors (table 3) suggest

that the test is not significant (however, the covariance between
the two estimators would have to be known in order to conduct
the test).
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Submission of comment to ASR:
� Unfortunately, the comment was rejected by ASR.

� Review A (excerpt):

� Review B (excerpt):
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Submission of comment to ASR:
� Response of Reviewer B to my critique of his/her review:

Jann, Ben 

Von: Jerry A. Jacobs [jjacobs@sas.upenn.edu]

Gesendet: Donnerstag, 4. Dezember 2003 21:44

An: Jann, Ben

Cc: asrpenn@sas.upenn.edu

Betreff: Common on Wu and Xie

14.01.2004

Dear Professor Jann: 
  
I received your letter of November 24 concerning this comment. I am reluctant to 
consider appeals simply because adding them to the constant flood of new papers could 
make the editorial job impossible to do. In this case, Reviewer B was kind enough to 
look at your letter and re-evaluate some of his/her comments. However, based on 
Reviewer B’s conclusions  and my own evaluation of this significance of the issue, I 
have decided not to publish this comment.  
  
Sincerely, 
  
Jerry A. Jacobs 
Editor-Elect, American Sociological Review 
Merriam Term Professor 
Department of Sociology 
University of Pennsylvania 
jjacobs@sas.upenn.edu 
  
  
  
Reviewer B: 
  
Ben Jann makes some valid points about my review.  I had missed the fact that the main 
effects of entrance status were also omitted from the models in Table 3, implying that 
the tests I calculated were for both the main effects and the interactions.  So it's 
possible that the low p-values could be coming from the main effects and not the 
interactions. The clustering on counties could also cause problems, but I doubt that 
would make much difference.   
  
So the upshot is that there is not sufficient information in the article to conclude 
whether that the effect of education is significantly different between early entrants 
and later entrants.  Does that mean that the comment should be accepted?  It's 
obviously your call, but I still don't think the problems with the Wu and Xie paper are 
sufficiently egregious to merit a published comment.  
  

� Reply of Xiaogang Wu (excerpt):

 
                                                                         Xiaogang WU 

Assistant Professor of Social Science 
Hong Kong Univ. of Science & Technology 
Clear Water Bay, Kowloon 
Hong Kong SAR  

           Tel:  (852)23587827 
      Fax: (852)23350014 
      sowu@ust.hk 
 

March 1, 2004 
Ben Jann 
Swiss Federal Institute of Technology Zurich 
Sociology  
ETH Zentrum SEW E 28 
CH-8092 Zurich  
 
RE. Comments on Wu & Xie (2003)  
 
Dear Mr. Jann, 
 
I am writing to acknowledge my receipt of your comments on our paper (coauthored with 
Yu Xie), and the data request for replication of our results.  
 
I appreciate your careful reading of our paper and attention paid to statistical details. 
However, I believe there are some misunderstandings of the substantive issues in the 
paper. So please let me briefly clarify here.   
 
You did a very good summary of the paper, yet the conclusion you draw in your 
comments (on page 2), unfortunately, is not ours (“Wu and Xie’s conclusion implies that 
returns to education for later entrants and for early birds are different”). The “missing 
test” you claimed is not directly related to the central arguments of the paper.       
 
Our alternative hypothesis states that later entrants, but not early birds, enjoy higher 
earnings returns to education than stayers. It is NOT our intention to argue that returns to 
education are higher for later entrants than for early birds.  
 
Suppose we conduct the “missing test” you claimed, there are two possible outcomes: 
 

a) They are significantly different. 
b) They are not significantly different.  

 
Result (a) is what you wish to see but “missing” in our paper. Otherwise, if result (b) 
turns out to be the truth, then our argument is no longer valid. It is my understanding that 
you claimed the test is “missing” based on the above comprehension.      
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Replication of Wu and Xie’s analysis:
� Data obtainable from UCLA.

� No exact replication possible. However, replication is reasonable
approximation of original results.

� Result 1: As suspected, the difference in earnings returns to educa-
tion between early birds and stayers is not significant.

� The Evaluation of the p-values for all differences in earnings levels
and/or returns to education among the three groups indicates that
a true difference between early birds and stayers is about as likely
as a true difference between early birds and later entrants. Thus,
Hypotheses 1 and 2 can be rejected with approximately equal like-
lihood.

� „Occam’s razor“ gives credence to the more parsimonious Hypo-
thesis 1 ⇒ the market does pay off!
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Replication of Wu and Xie’s analysis:
� Result 2: Inaccurate operationalization of worker types.

The typology of workers is based on the employment status 1987
and 1996. Respondents who were not active in the labor force
in 1987 (18%) have been implicitly classified as belonging to the
state sector in 1987. Such a procedure yields an erroneous classifi-
cation of some of the respondents as stayers or later entrants.

� The difference between early birds and later entrants disappears
completely, if the respondents who were not active in the labor
force in 1987 are excluded:
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Model 1 Model 2 Model 3 Model 4

Education .047∗∗∗ .048∗∗∗ .109∗∗∗ .047∗∗∗

(.006) (.007) (.021) (.007)

. . . . . . . . . . . . . . .
Later entrants −.175 −.232 −.088

(.182) (.176) (.185)

Early birds −.067 −.035 .197 −.046
(.249) (.274) (.240) (.268)

Stayers .232
(.176)

Later entrants×Education .056∗∗ .061∗∗ .036
(.019) (.018) (.019)

Early birds×Education .025 .026 −.035 .027
(.024) (.029) (.032) (.029)

Stayers×Education −.061∗∗

(.018)

Constant 5.230∗∗∗ 5.185∗∗∗ 4.953∗∗∗ 5.170∗∗∗

(.116) (.111) (.224) (.136)

Number of cases 2 060 2 057 2 057 1 683
R2 .136 .142 .142 .133
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Conclusions and Discussion:
� The evidence for Wu and Xie’s selection hypothesis is rather week

since later entrants do not seem to be much different from early
birds (especially if the misclassified cases are removed).

� Excluding the misclassified respondents does reduce the estimated
earnings returns to education in the market sector. However, some
evidence for higher returns to education in the market sector than
in the state sector remains (p < 0.1).

� There might be a cohort effect, but data are to sparse to clearly
identify such an effect.

� Take-home message: Always test all contrasts!

� Submission of the reanalysis to ASR – Review B (excerpt):
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