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Although studies on economic inequality and intergenerational mobility have
gained traction in the last decade, little is known about the temporal changes
in the intergenerational association of economic status, especially in
developing and transitional economies. We find an increasing pattern in
intergenerational income persistence across China’s transitional period.
To promote intergenerational mobility, the Chinese government should
continue to remove rural-urban migration barriers and initiate various
programs to subsidize the education of children from disadvantaged families,
known as the “left-behind” children.
China has experienced remarkable economic growth since its market-oriented
reform in the late 1970s. Its rising income inequality, as evident in the
rocketing Gini coefficient between 1981 and 2016 in Figure 1, is equally
impressive but less understood. We investigate two questions in our working
paper (Fan et al., 2018): To what extent does inequality persist across
generations in China? What are the institutional and policy factors driving the
changes in intergenerational income persistence? Understanding the changing
intergenerational income persistence in China over the last 40 years of
economic reform may provide interesting insights for the economics literature
and yield policy implications for other countries at a similar stage of economic
transition and development.
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Figure 1: Per Capita GDP and Gini Coefficient in China, 1981-2016

Data source: The per capita GDP is from World Bank. The Gini coefficients
for 1981-2001 are from Ravallion and Chen (2007); the one for 2002 is from
Li (2018); and those in 2003-2016 are from the National Bureau of Statistics
of China.
During China’s transitional period, intergenerational income persistence and
influencing factors are undergoing rapid change, in contrast to the gradual
patterns seen in the U.S. (Lee and Solon, 2009; Chetty et al., 2014). On the
one hand, the institutional reforms have sharply reduced poverty and changed
China from a planned and agricultural economy to a market and industrial
economy. The relaxation of the Household Registration (hukou) System has
induced domestic temporary migration in a historically unprecedented scale.
The declining poverty rate and agricultural sector share, as well as the rising
rural-to-urban migration rate, likely reduce intergenerational income
persistence. On the other hand, a rising return to schooling in urban China, as
well as a sharp increase in educational costs, have emerged during this
transitional period in China (Zhang and Zhao, 2007). The drastic expansion
of higher education, which is intended by policy makers to provide more
educational opportunities for the children of the poor and improve mobility
across generations, appears to disproportionately benefit the children of the
rich (Li et al., 2013). These forces likely enhance intergenerational income
persistence. Thus, the changing pattern of intergenerational income
persistence during China’s transitional period remains an empirical question.
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Using data from four waves of the China Family Panel Studies (CFPS) in
2010, 2012, 2014, and 2016, we find an increasing pattern in intergenerational
income persistence during the economic transition. The intergenerational
elasticity of income (IGE) increases from 0.390 for the 1970-1980 birth
cohorts to 0.442 for the 1981-1988 birth cohorts. In the early cohort, about 39
percent of the parental income position is transmitted to the next generation,
while this value rises to 44.2 percent in the late cohort. This pattern of rising
intergenerational income persistence is consistent under alternative measures
of the intergenerational log correlation estimate, rank correlation estimate,
and transition matrix, and remains robust under a series of sensitivity analyses.
We further find that the pattern of rising intergenerational income persistence
is more evident for sons as well as residents of urban and coastal regions.
The increase in intergenerational income persistence seems to be particularly
pronounced in the lower end of the income distribution, which implies an
increasing intergenerational poverty trap. Table 1 shows that the proportion
of children whose parents are in the bottom quintile of income distribution
but who themselves move into the top quintile in adulthood decreases from
9.8 percent in the early cohort to 7.3 percent in the later cohort. The proportion
of children trapped in the bottom quintile in adulthood increases from 32.3
percent to 36.7 percent and the proportion of children who remain in the top
quintile increases from 45.9 percent to 48.7 percent.
We further study the fraction of children who earn equal to or beyond 150
percent of their parents’ income, conditional on parents’ income in each
quintile in their generation. On the one hand, for children from bottomquintile families, 66.1 percent of them from the early cohort later earn 1.5
times their parents’ income or more. In the later cohort, the fraction decreases
to 59.1 percent. On the other hand, for children from the top-quintile families,
there is a similar drop from 6.7 percent to 3.1 percent between the early and
later cohorts, respectively. The rate also falls across cohorts for other quintiles.
This result again confirms that intergenerational income persistence has risen
significantly during China’s transitional period.
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Table 1: Quintile Transition Matrix of Intergenerational Income
Persistence

Note: Each cell in Panels A and B report the percentage of children in the
quintile (as given by the column), conditional on parents’ income in the
quintile (as given by the row). Standard deviations are reported in parentheses.
Panel C displays the difference between Panel A and Panel B.
Based on our estimates, we then draw the first Great Gatsby Curve in China
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to explore the correlation between intergenerational income persistence and
inequality. Existing literature provides evidence of a positive correlation
between inequality and intergenerational income persistence across
developed countries (Corak, 2004; Björklund and Jäntti, 2011). Krueger
(2012) first used the term “The Great Gatsby Curve” to describe such a
relationship during a presentation at the Center for American Progress. We
add to the literature by investigating the correlation between temporal changes
in inequality and intergenerational income persistence across successive
cohorts amid China’s rapid economic growth and structural transformation.
In particular, we plot our estimated IGE across cohorts against the Gini
coefficients for 1990 and 1999 as proxies for inequality during the teen years
of children in the early and later cohorts, respectively, as presented in Figure
2. Similar to the pattern revealed from developed countries, we find a positive
association between the Gini coefficient and IGE, which implies that
intergenerational income persistence has risen when inequality has increased.
Figure 2: The Great Gatsby Curve in China

Note: The Gini coefficient is calculated by province, cohort, and urban and
rural areas.
What factors explain the change in intergenerational income persistence?
Corak (2013) attributes the variation in intergenerational income mobility
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across countries to the influence of the family, labor market conditions, and
public policy. In the context of economic transition in China, we classify three
categories of factors correlated with intergenerational income persistence:
market-oriented structural changes, economic development, and public
policies. We find that the rising outflow of migrants is negatively associated
with intergenerational income persistence. This suggests that the Chinese
government should continue to remove rural-urban migration barriers.
However, increases in the share of private enterprises; public expenditure on
education, science, culture, and public health per capita; and university
enrollment rates are positively correlated with intergenerational income
persistence. The increasing intergenerational income persistence in tandem
with the rise in government educational expenditure possibly occurs because
the allocation of such expenditure is not means-tested (Li et al., 2013). Loans
and scholarships are probably misallocated in the expansion of tertiary
education. Therefore, the Chinese government should initiate various
programs to subsidize the education of children from disadvantaged families,
known as the “left-behind” children. In addition, the efficacy of loan and
scholarship programs at the tertiary level should be improved.
Lastly, we compare the change in intergenerational income persistence in
China to that of the United States. Income inequality has increased in both
countries over the past decades. Similar to the rising Gini coefficient found in
China (Figure 1), the Gini index in the U.S. has also increased from 0.346 in
1979 to 0.415 in 2016 (See Note 1). However, different from the rising
intergenerational income persistence in China, empirical studies on the U.S.
do not reveal major changes in intergenerational income mobility (Lee and
Solon, 2009; Chetty et al., 2014). The absence of evidence on rising
intergenerational income persistence in the U.S. is possibly due to various
means-tested programs that have been implemented since the 1970s to
alleviate credit constraints on disadvantaged families. Interestingly, the
changing pattern in intergenerational income persistence we found in China
is similar to that in the U.S. in the late nineteenth and early twentieth centuries
(Olivetti and Paserman, 2015). At that time, the U.S. underwent drastic
structural changes, such as migration from both outside and within the country,
growing regional economic disparity, and rising returns to human capital and
income inequality. These changes are similar to those experienced in China
in recent decades.
It is beyond the scope of our study to establish causality between a specific
institutional, policy, or socioeconomic change and intergenerational income
persistence. We robustly document the statistical fact on rising
intergenerational income persistence in China. We further propose a set of
explanatory factors as baseline evidence for future studies to identify causality
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and mechanisms for changes in intergenerational income mobility, especially
in developing countries and transitional economies.
Note 1: World Bank Estimate in Gini index
(https://data.worldbank.org/indicator/SI.POV.GINI?end=2016&locations=
US&start=1979&view=chart)

(Yi Fan, Department of Real Estate at the National University of Singapore;
Junjian Yi, Department of Economics at the National University of
Singapore; Junsen Zhang, Department of Economics at the Chinese
University of Hong Kong.)
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