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cMotivation

* Since the late 1970s and early 1980s when the economic reforms were
initiated, China has achieved fast economic growth and substantial rise of
income level. At the same time, China has experienced increasingly rising
income inequality (Griffin and Zhao, 1993: Riskin et al. 2001: Gustafsson
et al, 2008; Ravallion and Chen, 2007; Li et al, 2013). The income
inequality in China as a whole in terms of Gini Coeflicients, increased from
0.28 in 1983 to 0.48 in 2007 (Ravallion and Chen, 2007, Li et al, 2013).
Meanwhile, rural income growth and inequality displayed almost the same
pattemn in China. The rural household net income per capita was only 686
yuan in 1990, and first surpassed 2000 yuan in 1997. It was more than 5000
yuan in 2009, and close to 8000 yuan in 2012. Along with the increase of
income level, the Gini coefficient expanded gradually from 0.31 in 1990 to
almost 0.39in 2011 (NBS, 2012).

+ In studying the income distribution, the cross-sectional data only capture a
static income disparity, while the income mobility based on the longitudinal
data will characterize the income variations across years. Both the income
gap in any given year and long-term income status reflect the income
inequality. However, the latter is more important. If the position of
particular families in income hierarchy varies widely from year to year, the
short-term income distribution would not be solidified. and low-income
eamners have a good chance to be high-income eamers. The inequality is a
sign of social mobility, and equality of opportunity (Friedman, 1962;
Krueger, 2012).

The Trend of Income SMobility:
Transition <Matrix

+  What is the trend of income mobility in rural China during the transition?

+ In each period, we cross-classify the sample into income quintiles from the

* Each element of the income transition table denoted as Pij shows the

+ To facilitate comparisons of income mebility across periods, one summary

What is the difference across periods? We answer these questions by
constructing income transition matrices for periods 1991-1993, 1993-1995,
1998-2000, 2000-2002, and 2007-2009.

bottom or poorest quintile (1) to the top or richest quintile (5) with an equal
number of people in each quintile.

fraction of sample in income quintile i in one year that occupies income
quintile j in a subsequent year.

indicators of income mobility embodied in the transition matrix is
calculated. The average jump calculates the mean number of quintiles
moved in absolute between two periods (Atkinson et al, 1992). It is defined

as:

1 q =
v AverageJump = —YIL, FitLlj — il -py;
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Table 2 Income Tranmsition Matrices: Rural Household Net Income per capita

| o ] R [ 10 5 e 5
i Year 1993 Year 1995
070 020 006 003 0.01 067 0.19 0.09 004 002

P Year 020 049 023 0.06 0.02 Year 022 041 024 010 003

0.05 023 044 023 0.04 0.07 029 034 021 009

IR 1991 003 006 023 050 018 1993 0.03 009 029 039 0.9
5 | 001 002 004 018 075 001 002 0.04 026 067

Year 2000 Year 2002
075 017 004 002 002 063 021 0.09 004 0.02
Yo 020 0S8 016 004 002 020 044 022 010 004
1;:; 0.04 019 055 0.17 005 2;[3 009 020 041 021 008
002 004 023 056 015 004 010 019 045 021

Year 2009
048 027 013 008 004
028 032 022 013 0.05 1993-1995 0.667
0.13 024 030 023 0.09 1998-2000 0.441
0.08 012 024 033 022 2000-2002 0.692
0.04 005 010 022 0.60 2007-2009 0.881

Average Jump
1991-1993 0.536

The structure of income mobility:
CDecomposifion

cMobility and Inequality

* Thus, Shorrocks’s rigidity index has in the numerator the inequality of T-

* Therefore, Shorrocks’s mobility measure is then Mg =1 — R.

* According to the social welfare function (SWF), Chakravarty. Durtta &

» where E() is an equality measure, y,,, is aggregate income over the

* Furthermore, Fields (2010) develop a new class of measures of mobility as

* where p is the average income. If the inequality of long-term incomes is

What is the relationship between mobility and inequality? The aim of
studying income mobility is eventually to improve the income distribution
and narrow the income gap.

In literatures, there are mainly three income mobility indices based on the
measurement of inequality (Shorrocks, 1978: Chakravarty, Dutta &
Weymark, 1985; Fields, 2010).

Shorrocks (1978) studied how the income mobility would reduce inequality.
He first defined a rigidity index R as follows:

v R= Q) _ _ 10
== = 2
Epwkiorh) Ligh L%y

Where 1(.) is the measurement of inequality, i.e. Gini coefficient, Theil
index, and so on.u(.) is the mean of income. y,gq is the total incomes over
k years.

period incomes using an inequality measure I(.), and in the denominator a
weighted average of the inequalities in each year, with the weights being
the ratio of the mean income in that year to the mean income over k years.

‘Weymark (1985) proposed CDW mobility index defined as follows:

EQlagg) _
E(x)

¥ Mcpw = 1

observation period, and x is income in the first period. If expressed by the
inequality measure, 1(.)=1-E(.), then CDW index can be written as:

I(X)~1agg)
¥ Mepw = 1_‘,0:;“

an equalizer of longer-term incomes. It is defined as:

_ [
v Me=1-G5)

smaller, the M index would be larger.

Fields (2010) also pointed out that Shorrocks index (M) was not intended
to quantify the direction and the extent of the difference between the
inequality of longer-term income and the inequality of base year income.
From the perspective of social welfare, Fields Index as an equalizer of
longer-term incomes (Mg) is also different from CDW index (Mcpy).

* In order to describe the multi-dimensional mobility and examine the

+ Lots of attentions have been paid to the static income inequality in rural
China. How about the income mobility?

» Whatis the trend of income mobility in rural China?
» Whatis the structure of Chinese rural household income mobility?

» What is the relationship between income mobility and inequality?

+ Fields and Ok (1996, 1999) proposed a measure of the movement in total

Data

*  Where n is the number of observations in the economy, and x; and y; are the

+ Furthermore, a decomposition of income mobility indices into three basic

¢ China Household Income Project (CHIP) 1995, 2002, 2007, 2008, and
2009 rural data.

+ CHIP is widely considered to be among the best available national survey
data on household income and it is suitable to track the dynamics of income
distribution in China. CHIP contains four repeated cross-sections for 1988,
1995, 2002 and 2007. All the four waves of CHIP include urban and rural
households, and samples were drawn from larger National Bureau of’
Statistics urban and rural samples using a multistage stratified probability
method to be nationally representative. In light of the increasing
importance of rural-to-urban migration, a survey of rural-to-urban migrants
has been added to CHIP since 2002 wave.

* Income data was provided retrospectively in 1995 and 2002 waves for
CHIP rural samples.

+  CHIP 2007, 2008, and 2009 (or RUMIC 2008, 2009, and 2010) waves
included both cross-sectional surveys and longitudinal surveys, and all
covered urban, rural and migrant households.

* Where MYy) represents the “Growth Mobility”, MP(y) captures the
*  Vividly, Consider the following four hypothetical processes withn =3

o 1 ix=(1,2.3) (3 2.0)=y

o I:x=(1,2,3)24.6)=y

o I x=(1,2,3)— (0.2 4y

o IVix=(3,1,2)(5.6,7)=y

CHIP Rural Sample 1995 2002 2007 2008 2009
Total Households 7998 9200 8000 7999 7993
Panel Size 5900 8912 7866

« Information on CHIP: China Institution for Income Distribution.
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+ It is note that one major shortcoming of such a sequential decomposition

structure of mobility, we will employ the mobility indices which are
decomposable.

absolute income or log-income movement in a society. They are formulated
as follows:

’ 1
v Mp_og,(xy) = ;E?:ll)ﬁ' =%
1
v Mp_o-2(x,y) = = isallogy: — logx;|

initial and final incomes, respectively. These two indices both gauge the
extent of fluctuation in incomes and are called “non-directional income
movement” or “flux” (Fields, 2008).

sources (Van Kerm, 2004) will be adopted to see what the structure of
absolute income mobility is.
v My =M +MP() +MF(Y)  Equ(l)

“Dispersion Mobility”, and the “Exchange Mobility” is illustrated by ME(y).

# Exchange Mobility: individuals only exchange their positions

# Growth Mobility: incomes increase or decrease according to the same
scale

# Dispersion Mobility: total income is redistributed among individuals
while without any change in ranks

— The mobility in Process IV is a combination of above three components,)
and thus can be split into three parts.

— First, the income vector x= (3,1,2) can be changed to vector x1=(1.2.3)
by “Exchange Mobility”™

— Second, we find the mean of income is 2 initially and 6 finally, so the
“Growth Mobility” makes x1=(1,2,3) to be x2=(3,6,9).

— Finally, it is obvious that the transformation between x2 and y is a pure
“Dispersion Mobility”.

procedure is the dependence of the estimated contributions upon the
sequence adopted to introduce the factors (Van Kerm, 2004). This paper
will present the non-hierarchical decomposition results.

Tablel The Level and Growth of Rural Household Net Income per capita

1991 1993 1995 1998 2000 2002 2007 2009

Nominal Income

Table 3 The Dy positions of Income M Indexes

| 11991.199311993.1995]1998-2000] 20002002 |2007-2009

al income movement 517.99 636.52 700.04 106660  2357.41
392.65 554.09 376.97 85847 1774.75
(75.80%) (87.05%) (53.85%) (80.49%) (75.28%)

Table 4 The Changes of Income Inequality

| [ uen [as0s | 1vos [ aovs | 2000 | 2002 | 2007 | 2009 |

03748 03726 03508 03417 03498 03619 03555 03681

059 -3.41 237 347 354

Theil Index 02475 02535 02292 02096 02160 02346 02290 02437

Change (%) 242 -9.59 3.07 8.62 6.39

The Comparisons between Mobility Indexes and Changes in Gini Coefficient

The Change of Gini Coefficient
0.078

Income Mobility

T 0.08
0:065+ 0.07

-0.0127

1991-1993 1993-1995 1998-2000 2000-2002 2007-2009

mmShorrocks Index m=CDW Index mmFields Index =s+=Change of Gini Coefficient

(onclusions

*  Using CHIP 1995, 2002, 2007, 2008, and 2009 rural household survey data,

this paper first examines the trend of rural household mcome mobility in
transitional China, and then explores the structure of mobility, finally
discusses the relationship between income inequality and mobility.

* Our results show that rural household income mobility is closely related to

the economic reform and development.

* In rural China, the economic development lagged behind in 1990s because

of the urban-prone reform policies. Rural net household per capita income
increased slowly and the overall income mobility was not strong.

* By the early 2000s, rural income mobility was still weak, and income

inequality in rural China worsened simultaneously with the widening of
urban-rural gap. Consequently, the government attached importance to the
"Three Rural" issues again. At the same time, with the barriers of rural-
urban migration eliminating gradually, more and more rural surplus labor
force turn to non-agricultural employment. Thus, rural residents’ income
sources diversified and income level increased significantly.

+  From 2007 to 2009, the mobility of rural household per capita net income

boosted up notably.

* Regarding to the structure of income mobility, the decompositions show

:;"”:th G L3 ??f: ‘::60-29 200487 21365-:'5 Zfzii" 485526 52?';»[‘)6 10948 6674 30595 18028  523.02 that the exchange component due to the re-ranking of positions is the most
10} rate S 3 7 i .2. 21.! . oo s . .
(2114%) (10.499%) (43.70%) (16.90%) (22.199) " 5

Median 58067 7382 120733 1640.00 1897.67 2066.00 393184 4765.32 R T TNt e imporiant peet of sinconss) mobilicy: “Thie imove; sharesi i rontributes; the
Growth rate (%) 3057 59.24 1571 887 2120 (06%)  (246%) (245%)  (261%)  (253%) higher degree of income mobility. o
S.D. 62815 944.59 128174 159238 1873.43 2187.27 4058.52 509831 T Tl 02848 03179 02502 03503 04441 » Compared with income inequality, the results indicated thm the low degree
Real Income (at 2009 price) 02191 02777 01514 02948 03571 of income mobility is not conducive to the narowing of inequality.
Mean 175227 1944.97 207131 2455.57 292642 320937 5159.96 5967.16 [N (76.94%) (87.34%) (58.43%) (84.15%) (80.41%) However, the high degree of mobility is not accompanied by the substantial
Growth rate (%) 11.00 650 1917 967 15.64 00548 00300 01031 00471 00736 reducticiofincomeigapsieither.
Median 141850 1557.62 1684.02 203459 238168 257797 416179 476532 [ (19.2:%) (9.43%) (39.77%) (1345%) (16.57%) 2ap: .
Growth rate (%) 981 811 1704 8.24 14.50 00109 00103 00046 00084 00134
sD. 145181 1718.09 1617.06 1891.07 2255.41 2617.37 423693 509831 (382%)  (3.23%)  (L79%) (239%)  (3.02%)
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