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ABSTRACT

After more than 30 years rapid development in China, some people get rich
first. The wealth gap in fact has been the sign of different identity and different
class. Coincided with the generational shift, it also brought a lot of *rich second
generation” and “poor second generation” . The essence of the “second gener-
ation” phenomenon is the lack of intergenerational income mobility, which re-
flects the Matthew effect of the stronger the strong and the weak weaker. Low in-
tergenerational income mobility may lead some negative emotions, such as
“school useless” and “ineffective efforts” , to low — income groups’ offsprings.
Then they will be slacking and giving up trying. At the same time, the high —
income groups’ offsprings will be lack of crisis consciousness and reduce effort.
All of these will eventually bring the huge waste of human resources and then
lead to the decline of economic efficiency. In addition, low intergenerational in-
come mobility may also cause the conflict between high and low income groups,
and then bring about social instability. Economic efficiency decline and social
instability will take our country into the “middle income trap” . Therefore, fur-
ther study of intergenerational income mobility and seek the effective ways to
keep high intergenerational income mobility have some practical significance.

In the analysis framework of Becker and Tomes (1979 ), intergenerational
income mobility measures the degree of one family influence on child welfare,
which generally be expressed through intergenerational income elasticity. The
greater the intergenerational income elasticity, the more dependent on the parent

generation, which means the intergenerational income mobility, is low. On the
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other hand, the smaller the intergenerational income elasticity, the less depend-
ent on the parent generation, which means the intergenerational income mobili-
ty, is high. At present, how is the overall situation of intergenerational income
mobility in China? Can “Second generation” phenomenon represent the overall
high intergenerational income elasticity? In addition, how can parent income
pass to the offsprings? What kind of impact will parent income influence
offsprings’ income inequality? Toward these problems, this paper will research
the relationship of parent and offsprings’ income in rural China, mainly includes
the following three aspects:

Part 1: The goal of this section is Lo estimate the intergenerational income
elasticity of total rural residents in order to understand the influence of parent
income toward the offsprings’ income. The results show that: in the first part,
we find that from 1989 to 2011, the intergenerational income elasticity of rural
residents is generally high, which shows that intergenerational income mobility
is low. Nevertheless, the offsprings of low — income residents still have a chance
to get out of low — income groups; high — income residents’ offsprings may be
entirely possible to fall out of the high — income groups, if they totally denpen-
dent on their parents. In the second part, through more than 20 years trend of
intergenerational income elasticity, we find that intergenerational income elastic-
ity keep falling after a peak in 1997, but in 2011, intergenerational income
elasticity rebound. The reason may be with the development of economy, social
hierarchy gradually formed, parent’s influence on the offsprings’ income started
lo increase.

Part 2; The research goal of this section is to estimate the intergenerational
income elasticity of different groups of rural residents in order to understand the
influence of parent’s income on the income of child of different groups. The re-
sults show that; first, males’ income elasticity is generally higher than that of fe-

males, but females in the eastern region and generation 1 (1956 — 1965) have
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significantly higher intergenerational income elasticity than men. Second, the
intergenerational income elasticity in the eastern region is significantly higher
than that in the central and western regions, and the intergenerational income e-
lasticities in the central and western regions are similar. Third, the intergenera-
tional income elasticity of men in generational 1 (1956 - 1965) is much lower
than that of women. Men in generational 2 (1966 — 1975) and generation 3
(1976 — 1985) have higher intergenerational income elasticity. Generation 4
(after 1985) has higher intergenerational income elasticity, and this result is
mainly reflected in the eastern region. The intergenerational income elasticity of
each generation sample in the middle and western regions is relatively low.

Part 3: The goal of this section is to explore the intergenerational income
transfer mechanism based on the perspective of economic factors, in order to un-
derstand what channels can father generation influence their offsprings’ income.
The results show that: In the first part, we find that offsprings’ education is in-
deed important factor which can explain intergenerational income mobility in the
countryside, its contribution rate between 8.13% and 13.36% . However,
offsprings’ profession type plays a more important role in the intergenerational in-
come transfer process, its contribution rate between 16. 1% and 22.02% . In
the second part, during 1989 —2011, the cumulative contributions of child’s ed-
ucation and occupation in intergenerational income transmission experienced a
process of rising first and then decreasing. The cumulative contribution rate
peaked in 2004, exceeding 50% . The education of child generally shows a
process of rising first and then decreasing, and reaches a peak in 2004 —2006.
Although the contribution rate of child’s occupation has ups and downs, but gen-
erally speaking, the occupation has a higher contribution to intergenerational in-
come transmission. Third, in addition to the father’s income, the father’s educa-
tion and occupation also have an impact on the education and occupation of the

child. Specifically, the higher the parent’s education level, the gigher the edu-
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cation level of child may be, which will lead to a greater marginal effect of
child’s education. The higher the parent’s occupation score, the likely education
level of child may be, which will lead to a greater marginal effect of child’s edu-
cation. The higher the education level of the father, the higher the score of the
child’s occupation may be, which will lead to a greater marginal effect of child’s
occupation.

Part 4; The goal of this section is to discuss the intergenerational income
transmission mechanism of different groups in rural areas. The main results are
as follows: first, the contribution rate of education in intergenerational income
transmission is far lower than that of occupation for men, while it is almost the
same for women. Second, there is not much difference in the contribution rate
between the education and occupation in the eastern region. The contribution
rate of education is lower than that of occupation in the central and western re-
gions, and the gap between the two is greater in the western region. Third, the
father’s income achieved the greatest rate of intergenerational income transmis-
sion through child’s education and occupation for generation 3 (1976 - 1985) .
Consistent with theoretical expectations, parent’s education and occupation will
also have an effect on child’s income by affecting education and occupation of
child, but there are certain differences in this mode of action among different
groups.

Part 5: The goal of this section is to measure the income inequality of rural
residents, and explore the impact of parent’s income on the income inequality of
child. The results show that; in the first part, the contribution rate of father's
income to the child’s income inequality was big from 1989 to 2011, and the con-
tribution rate of parent’s income and occupation to the child’s income inequality
was the top two. The contribution rate of parent’s income to the income inequali-
ty of child has generally declined before 2009, with the increase in the degree of

marketization and economic development in China. But the contribution rate has
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increased rapidly since 2009, indicating that the influence of opportunity ine-
quality on the income inequality has widened in recent years. From the perspec-
tive of generation, the contribution of father’s income to the child of generation 1
(1956 —1965) , generation 2 (1966 —1975) and generation 3 (1976 — 1985)
is relatively stable, but the contribution rate has rapidly increased for generation
4 (after 1985) , indicating that the opportunity inequality for generation 4 (after
1985) is even more serious. From the perspective of regions, the contribution
rate of the father’s income is much higher in the eastern region than that in the
central and western regions, indicating that the opportunity inequality is even
worse in the eastern region where the economy is most developed. In addition,
the factor of age has a higher contribution to the formation of the income ine-
quality. Since the age represents the level of experience, the results of the fac-
tor of age represent that experience has a large impact on the income inequality.
At the same time, another representative of human capital, the impact of educa-
tion on the income inequality of child in rural areas is generally small. The con-
tribution rate of occupation has been relatively high, indicating that the segmen-
tation characteristics of the labor market are obvious. The contribution rate of
regional factors has remained steadily rising, refecting the uneven development
of China’s regional economy. The huge differences in regional economic devel-
opment performance have directly led to expansion of the income inequality be-
tween the children of different regions. The factors of marriage and gender have
lower contribution rates to the income inequality.

Part 6: Since 2000, the results of the systematic analysis of rural social
stratification structure show that: First, from a general perspective, the rural so-
cial class basically presents a typical “pyramid” type of social structure. Al-
though this “pyramid” type of society has been relatively stable since 2000, the
upward flow and downward flow between the various classes are frequent and have

certain liquidity from the inside perspective. This result indicates that the social
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class stability and mobility coexist in rural areas. Second, from the perspective of
father and child, we can see that the social class structure of the father presents a
“pyramid” type, while the mother’s social class structure is more likely a “down-
side” type. The low — income, middle and low — income groups of the child has
gradually become an “olive” type social structure with more middle - income
class. Third, we find that the social class of the parent has a significant influence
on the child, and the father has a greater influence on the child.

Based on the above conclusions, we consider that firstly, the government
needs to further improve and perfect the labor market, make efforts to reduce
the degree of labor market segmentation and unreasonable income gap between
the professions. Then, the government also needs to constantly improve the
transparency of information; make efforts to break the double track of the em-
ployment market, in order to reduce the situation of offsprings depend on their
parents’ social capital when they are searching jobs. Second, the government
should make efforts to ensure that all the children have a fair chance to receive
education. For this reason, the government should further increase the supply of
high quality education resources, especially the economic underdeveloped back-
ward area, in order to reduce the cost of private investment on education. On
the other hand, the government also needs to set up a relatively complete educa-
tion financing platform, which can eliminate the credit constraints of low income
group when they want to invest on their offsprings’ education. Third, as only ef-
fective labor market can provide a reasonable return on education, the improve-
ment of the education system needs to be combined with the improvement of the
labor market. If there is no relationship between income level and the level of
personal education, the low income groups firstly will lack incentives of invest-
ment on offsprings’ education, secondly even inveseted, the low income groups
will become poverty becasuse of the investment on education. In this case, it

will lead to the poor poorer.
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