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Spatial Externalities and Regional Wage Differences:
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Abstract Based on a set of panel data comprised of 282 prefectures in China from 1999
to 2004, we explore the impacts of market potentials and employment density on the wage
rates of these prefectures. We find that, after controlling for other factors, market potentials
have positive and significant externalities on wages. However, employment density has non-
linear effects on wages, being positive and significant only after exceeding some threshold.
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