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Abstract

After the reform and opening up, with the continuous develop-
ment of China’s market economy and the establishment of the princi-
ple of distribution according to contribution , the dynamic of econo-
my and the individual incentive to produce release hugely, thus e-
conomy and individual income have made great improvement. At the
same time, income inequality is gradually widening, which hold
back the growth of residents’ consumption and sustainable growth of
national economy. Under the new normal which features decreasing
economic growth, how to improve individual income, narrow the in-
come inequality and promote residents’ consumption becomes one of
the issues policymakers and academics highly concern. Many studies
have examined the determinants of income and income inequality
from different angles, but risk preference has been ignored by the
traditional Titerature, which may be a crucial factor since China is a
large country during transition full of opportunities and risk. How
much does the income differ among individuals of different risk pref-
erences in China? To what extent do differences in risk preferences
between different genders explain their income gap? How do the
differences in risk preferences among individuals explain income in-
equality? How do risk preferences affect individual income and in-
come inequality through risky decision, such as entrepreneurial

choice? Which factors affect individual risk preference. Since China



is experiencing transformation and reform, widening income gap,
also the employment pressure and decreasing economic growth, the
answer of the above questions are of great importance, both theoreti-
cally and realistically. What is more, those answers could help
China to realize the new dynamic society full of public entrepreneur-
ship and innovation.

The essay takes risky decision as the bridge and uses the 2009
survey data of Rural —Urban Migration in China ( RUMIC2009 ),
concentrates on the effects of risk preference on individual income,
gender income gap and the overall income inequality. We also ana-
lyze the effects of risk preference on risky decision and the income
inequality among different risky choice ( taking entrepreneurial
choice for example) and the determinants of risk preference. On the
last step, in order to obtain the measure to promote individuals to
take risky projects such as entrepreneurial projects reasonably, we
analyze the current situation of China’s entrepreneurial policy and
sums up the successful foreign experience of entrepreneurial policy.
Main conclusions are as follows:

First of all, the empirical study of impacts of risk preference on
individual income shows that risk preferences have positive
significant impacts on individual income, and the income premium
of risk preference varies positively with the levels of human capital ,
social capital, and wealth capital which help to discover, obtain
and finally realize the risky project. Specifically, the income premi-
um of risk preference of urban residents, middle and high income
earners, the eastern people and the more educated is higher than
those of migrant workers, low income earners, the midwestern
people and the less educated. In both urban residents and migrant

workers, the income premium of risk preference of female and en-

e



trepreneurs is bigger than those of male and wage earners. The order
of the income premium of risk preference among different ownership
of units varies by different household type. Among urban residents,
the income premium of risk preference is highest in the non—public
owned enterprises, second in the public owned enterprises, the low-
est in the public sector; Among migrant workers, the income premi-
um of risk preference is highest in the public sector, second in the
public owned enterprises, the lowest in the non—public owned en-
terprises. Risk preference, however, is not always accompanied by
income growth. The research taking risk preference as discrete vari-
ables shows that the relationship of risk preference and individual

income is inverse "

U" type. Individual optimal level of risk prefer-
ence is moderately risk loving, excessive dislike and excessive
loving risk would both reduce the individual income.

Secondly, the empirical study of impacts of risk preference on
gender income gaps andthe overall income inequality shows that the
“quality effect” of risk preference caused by the difference of risk
preference between male and female makes the gap wider while the
“coefficient effect” caused by the difference of the income premium
of risk preference between male and female makes the gap smaller.
The contribtltion of risk preference to the “quality effect” tops while
that to the “coefficient effect” falls behind other factors. The differ-
ences in risk preferences among individuals explain some of the o-
verall income inequality of both urban residents and migrants.
Among urban residents, the contribution of risk preference on total
income inequality is highest in the non—public owned enterprises,
second in the public owned enterprises, the lowest in the public
sector; Among migrant workers, the contribution of risk preference

is bigger in the public sector and the public owned enterprises than



in the non—public owned enterprises. Although the contribution of
risk preference is not very high, compared to education and region,
since the contribution of risk preference on gender income gap and
the overall income inequality is only direct contribution in the
essay, which is much smaller than the indirect contribution, we can
infer that total contribution of risk preference on gender income gap
and the overall income inequality would be very high.

Thirdly, the empirical study of the path ofrisky chaice (taking
entrepreneurial choice for example) though which risk preferences
affects individual income and income inequality shows that on aver-
age, risk preference significantly increases probability of entrepre-
neurship and entrepreneurs are relatively wealthier that wage
earners, thus the income of individuals who love risk more would be
higher through riskier choice . However, the significant impact on
entrepreneurial choice only exists for men and groups of elementary
school and below, junior high school and polytechnic college; For
women and other education groups, the influence is no significant
anymore ; Only if the improvement of risk preference is considerably
large, the influence is significant and the more the improvement is,
the greater the influence is.

Fopurthly, the empirical study of the determinants of risk pref-
erence finds that migrant worker, male, self—employed are less risk
averse. People who trust others more, have more networks, smoke
heavier, gain more education are more risk loving. Notably, entre-
preneurial experience and education has no significant effect on the
risk preference of migrant workers, neither does the risk preference
of urban residents increase who believe most people are trustworthy ;
Besides, the wealth capital (real estate and income) has a “U”

type relationship with risk preference. Age has an inverse “U” type



relationship with risk preference among urban residents, but a
linear negative relationship among migrant workers. Self — rated
health level and marriage all affect urban residents and migrants dif-
ferently. Ethnicity has no significant impact on the risk attitude re-
gardless of household type.

In conclusion, risk preference is one of the important factors
which influence individual income andincome inequality. Similar to
entrepreneurship policy, the policy could increase individual
income by promoting individuals to take risky projects such as en-
trepreneurial projects reasonably from the perspective of the desire
to take risk , ability and opportunities of risky projects. By providing
more favorable policy in the above three aspects to the vulnerable
groups, the income inequality could be effectively narrowed.

The contributions of this paper are as follows: (1) this paper
makes earlier research of the impact of risk preference on individual
income, gender income gap and income inequality in China; (2)
this paper makes earlier research of the path of risky choice (taking
entrepreneurial choice for example) though which risk preferences
affects individual income and income inequality; (3) this paper
further examines the differences of the impact of risk preference on
individual in\mme, gender income gap, income inequality and en-
trepreneurial choice among different groups, taking the advantage of
large differences between different groups in China.

Key Words: Risk Preference, Entrepreneurship Choice,
Income Premium, Income Inequality, Gender Income Gap
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