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Endogenous Institutions and Provincial
Disparity in China

XIANXIANG XU XUN L1
(Sun Yat-Sen University)

Abstract What are the fundamental causes of the large difference in income per capita or
per labor across provinces in China? In this paper, we focus on the differences in institutions

‘

and policies, or what Hall and Jones (1999) call “social infrastructure”. We propose a
testable hypothesis that the current disparity across provinces is fundamentally determined by
the current endogenous social infrastructure. Using the development of private industry
before 1956 as instruments for current social infrastructure, we find large effects of
endogenous social infrastructure on current income per labor. This relationship is robust after
controlling for geography, NERI index of liberalization, and Lin’s technological choice index

as the proxy for a province’s development strategy.
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