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Abstract

Socid capitd is thought to play an economic role in the labour market. It may be
particularly pertinent in one that is in trangtion from an administered to a market-oriented
gysem. One factor that may determine success in the underdeveloped Chinese labour
market is thus guanxi, the Chinese variant of socid capitd. With individud-level measures
of socid capitd, we test for the role of guanxi using a data set designed for this purpose,
covering 7,500 urban workers and conducted in early 2000. The basc hypothess is
supported. Both measures of socid capita — Sze of socid network and Communist Party
membership — have ggnificant and substantid effects in the income functions. Indeed, socid
capitd may be just as important as human capita: remarkably, one additiond reported
contact contributes more than one additional year of education. Socid capitd can have
influence ether in an administered system or in one subject to market forces. We find thet it
does so in both parts of the labour market, but some of the evidence suggests that it is more
important in the |atter.



1 Introduction

Therole of socid capital in the economy has attracted widespread attention
(for ingtance, Dasgupta and Serageldin 2000, and the World Bank Socia Capita Initictive,
working paper series). The work spans many aress, including economic growth and
development (for instance, Putnam, Leonardi and Nanetti 1993, Knack and Keefer 1997),
inter-firm linkages (for ingtance, Durlauf 1993, Fafchamps and Minten 1999), and the |abour
market (for instance, Granovetter 1995[1974]), Montgomery 1991).

A digtinction can be drawn between the operation of socid capita through
socid networks and through socid norms. The term socid capita — with its connotation of
current secrifice for future gain — is not necessarily appropriate in either case. According to
Arrow (2000, pp. 3-5) “... the essence of socid networks is that they are built up for
reasons other than their economic value to the participants... that much of the reward for
sodid interactionsisintringc....”* Similarly, the behaviour that generates such socia norms
astrug, reciprocity and co-operation need not be interpreted as the outcome of investment
decisons. Nevertheless, the term socid capita is often used, implying that socid networks
or socid norms are economically vauable assets. We shdl follow the practice.

Our interest isin the role of socid capitd in the Chinese |abour market.
China provides an excellent case study. First, an important aspect of Chinese society —
whether in traditionad China (-1949), in the period of centrd planning (1949-1978), or in the
period of economic reform (1978-) — is the Chinese variant of socid capital known as

guanxi. The socid relationships that condtitute guanxi are pervasive in both economic and

! However, he went on to qualify hisargument (pp. 3-5): “... thisis not to deny that social networks and
other social links may also form for economic reasons. One line of reasoning is that the social networks
guard against market failure....”



noreconomic life. 1sguanxi important for success in the labour market? Second, the
Chinese urban |abour market isin aprocess of trangtion from an administered system, in
which labour was dlocated and wages were set ingtitutionaly, to one in which market forces
play arole. In principle, guanxi can be used in either system. |sguanxi more or less
important in the more competitive parts of the labour market?

The economic literature is divided between those who modd socid capita
at the community level (for instance, Knack and Keefer 1997, Narayan and Pritchard 1999,
Dasgupta 2000) and those who do so a the individua or household level. The latter
approach is adopted here: we andyse the effects of socid capital acquisition by individuals,
whether motivated by socia or economic consderations. The main contributions are two-
fold: our measures of socid capital, and the comparative analysis of socid capitd in different
labour market environments.

Section 2 draws on the relevant literature, both in generd and on Ching, in
order to develop hypotheses about the effects of socid capitd in the labour market. Section
3 explains our data set and provides the framework for testing. In Section 4 we present and

interpret the empirical results.  Section 5 concludes.

2 Context and Hypotheses

The notion that socid ingtitutions can address |abour market failure has been
investigated in the contexts of imperfect information and transaction cogts. Various
beneficid effects in the labour market have been attributed to socid capita. Among themis

better information (Granovetter 1995[1974], Waldinger 1996), decreased transaction costs




(Abraham and Medoff 1983, Ecclesand Crane 1988), increased efficiency (Burt 1992), or
improved trust and other normative values (Akerlof 1982). Montgomery (1991) develops
an adverse sdlection mode in which areferra system using the contacts of current
employees resultsin higher profits for the firm as wdl asin higher wages for the employees
who have the requisite socia contacts to make referrals. Socia networks may thus assst
job search and promotions and give rise to earnings premiums. Moreover, thereis empirica
evidence to support the arguments that socid capitd isvauable. Studiesin the United
States show the importance of referralsin recruitment (Granovetter 1995[1974], Wadinger
1996), and of associationd affiliation (Bartlett and Miller 1985) or contacts (M ortensen and
Vishwanath 1994) in rasing wages.

Socid capita and in particular guanxi — the relationships that an individua
maintainsin socia networks — have been emphasised in the analysis of Chinese economic
transactions (for instance, Bian 1994a, Wank 1995) as well as socid life (for instance,
Kipnis 1997, Yang 1994, Yan 1996). Oi (1999, p. 132) regards guanxi asthe
“operaiond code’ for how best to get things donein China. The traditiond strength of
guanxi may stem from the lack of a comprehensve legd structure (McMillan 1995), and its
more recent economic importance may be due to the inconsistent enforcement of laws
(Yang 1994; Lee 1998), risk reduction in an uncertain socio- politico-economic environment
(Walder 1986, Oi 1989, 1999), risk spreading in an economy characterised by shortages
(Yan 1994, Kipnis 1997, Chang 1999), and information sharing in imperfect markets
(Knight and Song 1999). Meds and gifts are common and effective methods of cultivating
guanxi (Yan 1996, Kipnis 1997, Oi 1999). The associated gift economy is prevaent in

both urban and rural China (Yang 1994).



Turning specificaly to the Chinese labour market: Bian (1994a) argues that
guanxi was a determinant of employment success in the system of adlocated jobs. Inacase
study over half of the state sector workers who were alocated their first job had used
guanxi to help obtain the assgnment; according to Bian (1994b), haf of another sample of
state sector workers who had changed jobs had used a contact to do so; Oi (1989) finds
that contacts are important in hiring; Lee (1998) concludes that managers use referrals from
current employees to generate goodwill and to reduce the chance of hiring undesirable
workers. Knight and Song (1999) argue that the use of contacts improves the information
of both recruiting firms and searching workersin an imperfect labour market. Guanxi can
adsorase earnings. Promotions and pay rises can depend on insde information and
connections (Bian 1994a, Lee 1998).

The Chinese Communist Party has complete control of the organs of Statein
China, and the Party also reaches down to the lower levels of socid organisation. Thereisa
Party secretary in each village and a Party organisation in each work unit. Membership of
the Party is not Smply amatter of persona choice: recruits are vetted and selected.
Membership involves acceptance of Party discipline but it may also provide information,
contacts and influence. The positive relationship between Party membership and incomeis
well known, athough the direction of causation needs to be established (Knight and Song
1991, 1993). Party membership isthus apromising indicator of associationa socia capita
in China

Our basic hypothesisisthat guanxi generates returnsin the urban labour
market. We shdl use three measures of socid capita — the size of aworker’ s socid

network, the worker’ s associationa membership of the Communist Party, and the



Communist Party membership of the worker’ s parents — as our measures of socia capitd.
Given support for the basic hypothesis, we go on to andyse the returns to guanxi in
different parts of the labour market. In principle, guanxi can be important in either an
adminigered system involving labour alocation and ingtitutiona wage determination or in a
market-oriented system. In the former, guanxi may provide access to economic rents, and

in the latter, guanxi may provide information and reduce transaction costs.

Three gratifications of the labour market will be andysed. Since 1995, the
Chinese government has pursued apolicy of reforming the state-owned enterprise sector.
This hasinvolved the retrenchment of over 25 million employees (Appleton et al., 2002).
We contrast workers who have been retrenched — and who are thus more likely to have
faced market forces as they searched for jobs — and those who have never been retrenched.
We contrast age cohorts: the younger age cohorts are more likely to have encountered a
labour market whereas the older cohorts generdly continue to work in alocated jobs.
Findly, we investigate whether returns to socia capita differ by ownership sector, as date
enterprises and urban collectives are associated with the administered labour system

whereas private firms and the sdlf-employed are more subject to labour market forces.

3 Data

The data set we use to test our hypotheses is an urban household survey
designed by the Indtitute of Economics, Chinese Academy of Sociad Sciencesin

collaboration with foreign scholars and conducted by the NBS in February/March 2000; it



pertains mainly to 1999. Thetotal sample size is 4,000 urban households? The survey
covers six provinces and 13 cities. The provinces are Beijing (chosen to represent the four
cities that are independently administered municipa digtricts), Liaoning (to represent the
northeast), Henan (to represent the interior), Gansu (to represent the northwest), Jangsu (to
represent the coast), and Sichuan (to represent the southwest). The capita of each province
is chosen as a city within the sampling frame — atotd of three cities are chosen in Sichuan
and Henan and two in each of the others, in addition to Baijing.

A module of the survey was designed to measure socid capitd at the
individual level. The measures of socid capitd include the size of socid networks,
Communist Party membership and parents Communist Party membership. The
measurement of an individud’s socid network typicaly encompasses both the network’s
sSze and dengity (Burt 1992; Wasserman and Faust 1994). Size isthe number of contactsin
asocid network and dengity isitsinter-relatedness. For instance, an individua could have a
large number of socid contacts, but the contacts all know each other, so the network is
denser and smaller than another individud’ s network in which few of the contacts know
each other. There are more potentia indirect contacts in the latter network. Our measure
of socid network is the reported number of contacts of an individua in any context, socia or
economic. The survey question asked: “In the past year, how many relatives, friends,

colleagues or acquaintances did you exchange gifts with or often maintain contact?” For the

% 2,500 of these were NBS sample households and the remainder are from a representative sampling
frame begun in 1999 that includes urban-residing househol ds without urban hukou. In addition,
independent samples are drawn of 500 households surveyed in which amember had experienced being
laid-off and of 800 migrant households.



working-aged populatior? in the urban sample, the mean size of socia network was 6.4
persons (Table 1). For those working-aged persons who have experienced some form of
unemployment from the end of 1994 to the end of 1999, we find dightly smdler socid
networks (mean 5.3). For those who had not experienced unemployment in those five
years, the mean size of their socid network was larger than either (6.6). Among the age
cohorts, those aged 31-41 have the largest networks (6.8). Workerswho are in the state
sector have the largest number of contactsin their socia networks (6.6) and those who
work in urban collectives the smalest (5.2).

The poditive correlaion between Communist Party membership and income
iswdl known, athough the direction of causation is difficult to establish (Knight and Song
1991, 1993). This measure of socid capita accords with the notion of associational
membership as proposed by Putnam, Leonardi and Nanetti (1993). Associationa
membership is often used in aggregative form to proxy the level of socid capitd in the
community, rather than as an individud investment decison. Given the importance of the
Communigt Party in China s society and its power structure, the access to influence which it
provides makes membership the most promising indicator of associationa socid capital.
We aso congder therole of parents Communist Party membership as aform of guanxi
from which children can benefit at aformative stage of their careers.

Some 17% of the urban sample are Communist Party members. Almost
25% of those who have never experienced unemployment are members, as compared with
10% of those who have done so. Among age cohorts, membership increases with age: the

oldest age cohort has nearly 29%. Findly, 27% of the State sector are members, whereas

® Working-aged individuals are defined as those aged 19-55 in consideration of the different retirement



the figureis less than 10% for urban collectives and private firms and only 3% for the sdif-
employed. About 22% of the urban sample have one parent who is'was a Communist Party
member and another 7% have both parents who are/were members. Many more have
fathers who are/lwere Party members than have mothers. Again, individuas who work in the
dtate sector are most likely to have one parent in the Party.

We estimate the determinants of both socia network and Party membership
to gain a better understanding of these variables (Table 2). Equation (1) isan OLS
regresson of the determinants of socia network, while equation (2) isalogit estimation of
the probability of becoming a Communist Party member for the working-age (19-55)
population. There are few determinants of the size of socid network. Aside from
differences by city, the Sgnificant variables are gender, years of education and work
experience. Being female reduces the number of contactsin asocia network (Sgnificant at
the 5% level). Years of education and of work experience both increase the size of socia
network (sgnificant at the 1% and 10% level, respectively). The coefficients on age are not
sgnificantly different from zero. An atitudinal question asking whether socia connections
have changed in importance isthe last Sgnificant variable. The interpretation isthet if the
respondent thinks that socia connections have increased in importance, he will have alarger
socid network. Notably, being a Communist Party member does not increase the number
of contactsin asocia network. When father and mother’s Communist Party membership
are separately estimated (unreported equation), we find that neither varidble is significant.

In equation (2), we find that cities are Sgnificant determinants of Communist

Party membership. The variables that increase the likelihood of becoming a Communist

ages for men and women and the proportion of full-time students.
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Party member are education, work experience, working in the state-owned sector, being a
non-manual worker and being head of household. One or both parents who are or were
Communigt Party members also significantly increase the probability of own Party
membership. Femae gender sgnificantly reduces the chance of becoming a Communist
Party member. Again, it is notable that socid networks are not afactor in the likelihood of
Party membership. Findly, an attitudinal question that asks whether the respondent hopes
that her children will become Party membersis dso a Sgnificant determinant.

It appears that a person’s socid network is a phenomenon whose
determinants are not well measured by an economic survey, whereas Communist Party
membership is more closaly determined by his or her economic characteristics. This
suggests that socia networks are more likely than Communist Party membership to be built
up for reasons other than economic returns, such as friendship or socid relaions. Findly,
neither socid network nor Communist Party membership is a determinant of the other,

indicating that they are digtinct phenomena

4 Empirical investigation

Our andysis begins with estimating the determinants of income for the entire
urban sample. Later we partition the sample into different segments that accord with our
hypotheses concerning the role of socia capitd in the administered versus the market-
oriented parts of the labour market. Each of the tables presents an income function that
does not include the socid capitd variablesto indicate the returns to persona
characterigtics, human capital, etc. We then introduce the social capitdl variablesto see

what difference, if any, they make and whether thar effects are Sgnificant in determining
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income. In each formulation, we estimated the income functions by ordinary least squares
(OLYS), seection-corrected maximum likelihood (MLE), and two-stage least squares
(2SLS) with an instrument for any endogenous variable. The exclusion regtrictions for the
MLE and the instruments for the 2SL S are reported in the notes accompanying each table.

For the purposes of interpretation, we use the MLE figures except where
the socid capitd variables are found to be endogenous. The MLE estimates are used
because OL S estimates are biased on account of sample selection into employment. If the
socid capita variables are endogenous, we use an instrument and present the resultant
29 S edtimates. The test for endogeneity is the standard Durban Wu-Hausman test
evauated at the 5% leve of Sgnificance. Wereport al estimatesin the tables for the whole
sample. For brevity, we report only the pertinent estimates for the remaining tables.

In Table 3, we estimate the determinants of income for the entire urban
sample of employed individuals. Compare the most appropriate equations without (equation
(2)) and with (equation (5)) the socid network variable. We choose these because the
inverse Millsratio is Sgnificant in equation (2) and socid networks are found to be
endogenous. In equation (2), regarding productive characteristics, thereis a4.9% return to
each year of education and a 2.1% return to each year of employment experience at the
mean vaue of employment experience. Thereisalarge gender earnings gap: women are
paid 18% less than men. We aso control for the ownership sector of the employer and
occupation, but focus our discussion on the human capita and socia capitd variables.

In equation (5), socia network isfound to generate a positive income
premium of 10% and is Sgnificant a the 10% level. The returnsto education fal from 4.9%

to 2.5% per annum. Returns to employment experience likewise fal to 1.6% per annum.
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Interestingly, the gender gap fallsto 12%. Our findings suggest that there is corrdation
between socid network and the human capital and gender variables. When it is omitted, the
returns to gender, education and experience are overstated. For instance, part of the gender
gap can be attributed to differencesin socid network.

In equation (7), there is a 13% income premium associated with Communist
Party membership, which is sgnificant at the 1% level. The human capital and the gender
coefficients remain largely unaffected by itsincluson. When both socia network and
Communigt Party membership are introduced, in equation (10), we find an gpproximate
10% income premium associated respectively with each variable.

We conclude from Table 3 that our basic hypothesisis supported. There
areindeed sgnificant and substantial returns to both of our socid capita variables, socia
network and Communist Party membership. Moreover, the socid network and the other
personal variables are correlated. Thus, part of the gender gap may arise from gender
differencesin socid networks. Insofar as the correlation between education and socia
network is non-causal, one more member in asocid network is worth more than one more
year of education; insofar as education expands a socid network, the latter coefficient
indicates a mechanism by which education raises pay.

Table 4 differsfrom Table 3 only in that we introduce parents membership
of the Communigt Party in addition to our other two socid capital variables. We seein
equation (2) that having both parents who are (or were) Party members has a substantia

and sgnificant effect on earnings, and one which islarger than having only one parent a
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member.* When socia network is aso introduced (equation (5)) parental membership,
athough positive, ceasesto be Sgnificant. Similarly, when dl the socid capitd variables are
included and the endogenous variable, socid network, isinstrumented, the coefficients on
socid network and Party membership remain substantia and significant but the parentd
Party membership variables, athough postive, become inggnificant (equation (10)). The
returns to social network and to human capital from Table 3 are not affected by the guanxi
of an individud’ s parents. In the overal sample, then, the socia capitd provided by parents
isnot beneficid.

Table 5 digtinguishes individuas who have never been unemployed and
those who have been laid-off a some point between 1994 and 1999. The former are likely
to be in the more ingtitutional part of the labour market and the latter likely to have
encountered market forces. Thereisindeed a contrast: dthough the coefficients on the
socid capitd variables are of amilar Sze for these two groups, they are generaly sgnificant
for workers who had never been retrenched and not significant for those who had been
(equations (5) and (10)). We can therefore be more confident that socia capitd is valuable
for unretrenched workers. For the unretrenched, the human capital variables are rewarded.
They are reduced by theincluson of the socid capitd varigbles but remain sgnificant
(equations (6) and (10)). The results for this (predominant) group are very smilar to those
for the sample asawhole (Table 3). Both human and socid capitd are vauable in that part
of the labour market more closely associated with the planned rather than the market

economy.

* When the Party memberships of the father and of the mother are distinguished and both are
introduced (without the other social capital variables) each has a significantly positive effect on income
(eguations are not reported).
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Even in the absence of socid capitd, the returns to education and
employment experience are lower and the gender gap larger for the retrenched than for the
unretrenched (equations (1) and (6)). With the incluson of socia capitd, the gender gap
remains large and sgnificant (women are paid 20% less than men, ceteris paribus), but the
returns to human capitd are insgnificant. 1t appears that neither human nor socia capitd is
vauable for the retrenched workers. Many of them were flung onto a tough, unwelcoming
labour market in which jobs which would match their skills, and jobs with which their
networks could help them, were very scarce.

Table 6 divides the sampleinto three age cohorts. The oldest cohort, aged
42-55, isthe group most likely to have been dlocated jobs during the period of centra
planning, and many werein the same jobsin 1999. The youngest cohort, aged 19- 30,
probably entered the labour force during the 1990s, when the alocation system had broken
down or weakened and entrants generally had to search for their own jobs in the emerging
[abour market.

Wefind that social network does not benefit the oldest age cohort, whereas
Party membership, and even parental Party membership, does. Indeed, the parental
variableisonly significant for the oldest cohort. It appears that parental Party membership
was important in securing afavourable job alocation under central planning, and that own
Party membership assisted the subsequent careers of the oldest cohort. Socia network is
ggnificant for the youngest and middle cohorts, but the coefficient is lower for the former.
For labour market entrants, parental socia network (not measured in the survey) may be
more important than own socid network. Findly, the coefficient on own Party membership

is pogitive, sgnificant, and more or less the same for dl three cohorts.
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Four ownership sectors are distinguished in Table 7. The most important
category, accounting for 76% of employees, is the state sector, followed by urban
collectives (14%), private firms (7%) and the self-employed (3%). The recent reforms have
given greater manageria autonomy to state-owned enterprises (SOES), including a degree of
freedom to manage workers. Nevertheless, the ownership sector isthe one least affected
by [abour market forces. The difference between SOEs and urban collectivesis not large,
except that collectives are more likely to face “hard’ budgets. Labour market forces are
most likely to be experienced in the private sector. The salf-employment sector isaso
subject to market forces, but the nature and role of socia capita is probably different for the
sf-employed.

Indeed, we seein Table 7 that socid capita does not assst the self-
employed. To explainitsrolein this case, we need different measures of socid capitd, such
as networks of business associates. The socid network varigble is pogtive and sgnificant in
al three of the sectors offering paid employment, as is the Party membership variable. Both
variables are biggest in the private sector (compare equations (4), (6) and (10)). It appears
that socia capitd isimportant in both the administered and the market- oriented parts of the
labour market, but it is more important in the more market-oriented part.

It isworth pointing out an unexpected result. Whereas the returnsto
employment experience are highest in the private sector, the returns to education are lowest
there, and the inclusion of the socia capitd variables reduces them to zero (equations (9)
and (10)). Thisdoes not fit the argument that, given the egditarianism of the Sate sector, the
rewards for human capita, including education, should be higher in the more market-

oriented, private sector. Buit, it does suggest that those better able to enter the private
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sector have experience that is sought by new private firms which in turn reward these

workers for the contacts and connections that are valuable in an uncertain market.

5 Conclusion

Our main objective in this paper was to discover whether socid capital
playsarolein the urban labour market in China. We found persuasive evidence in support
of our basic hypothesis. Both our measure of socia network and our measure of
associationd socia capita, Communist Party membership, raise the incomes of employed
persons. Socia capita appears to be important by comparison with human capitd.
Remarkably, one additional reported contact contributes more to earned income than an
additiond year of schooling! It is possble that our measures are correlated with unobserved
personal characteristics, such as sociability. However, it islikely that such persona
characteristics enhance income through their effects in expanding socid networks and
encouraging associational memberships. Thus networks and memberships play an economic
role — which accords with the findings of others who have investigated social networks and
reached asmilar concluson (for instance, see Granovetter 1995 [1974] and Rebick 2000).

Our secondary objective was to understand the mechanisms by which socid
capital hasits effects. We saw a potentia role for it both in an administered labour system,
where jobs are dlocated and wages are ingtitutionally determined, and in a market-oriented
system — especidly an underdevel oped one — where [abour market information is poor and
transaction costs are high. Our results were rather mixed. Our measure of network is more
important for the middle than for the youngest or the oldest age cohorts, possibly because

the forms of socid capita relevant to the other two groups are different: parental Communist
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Party membership was important under central planning and parenta socid networks may
be important for labour market entrants. Socid capita is more valuable for the mgority of
workers who have never been retrenched than for the minority who have recently been.
The latter appear to be in atough labour market in which jobs which match their skills, or
for which their socid networks can help, are very scarce. Socia networks appear to be
more beneficid in the private sector than in the state or urban collective sectors. Sincethisis
the rapidly expanding sector, the expectation must be that guanxi will continue to play an
important role in the Chinese labour market.

This paper makes a contribution to the literature on socid capita, both for
Chinaand more generdly. For Ching, it isthefirgt to creste and use a successful
quantitative measure of socid network. Placed within the socid capitd literature generdly, it
isunusud in providing an individua-level measure, in contrast to community-leve or binary
measures of whether an individua has or does not have socid capitd. Our reaively smple
messure was successful. Nevertheless, future research should explore the multiple facets
and dimensions of socid capitd. The composition of asocid network may influence the
range of possble returns. For instance, Montgomery (1991) distinguishes by sill level and
Moore (1990) by the nature (kin, colleague, friend, etc.) of the relaionship, and Y ueh

(2001) models the amount of capital within a given network.
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Tablel
Size of Socia Networks and Communist Party Membership for the Working-Aged Urban Sample by Segments
(standard deviation)

Segment Social Networks Communist Parents’ Communist Father and Mother
(number of (number) Party Member Party Membership Communist Party
observations) (%) (%) Membership (%)
One Both Dad Mom
Whole Sample 6.40 23.28 29.62 893 34.63 11.06
(7501) (6.6469) (0.4227) (0.4566) (0.2852) (0.4758) (0.3137)
By Laid-off
Experience
Lad-off 534 1141 25.83 5.85 27.68 7.29
Sample (4.7998) (0.3181) (0.4379) (0.2348) (0.4477) (0.2600)
(1026)
Never Laid-off 6.58 25.16 30.22 942 35.83 1171
Sample (6475) (6.8920) (0.4340) (0.4593) (0.2921) (0.4795) (0.3216)
By Age
Cohorts
Aged 19-30 573 7.81 3843 14.77 45.00 19.13
(1530) (5.6137) (0.2685) (0.4866) (0.3549) (0.4977) (0.3935)
Aged 31-41 6.77 2081 35.28 9.62 42.10 12.05
(2452) (6.8195) (0.4060) (04779) (0.2950) (0.4938) (0.3256)
Aged 42-55 6.35 32.63 2125 5.27 2531 722
(3337) (6.8123) (0.4689) (0.4091) (0.2236) (0.4349) (0.2589)
By Sector of
Employer
State Sector 6.62 20.36 30.80 9.38 37.15 1165
(5127) (6.6138) (0.4555) (0.4617) (0.2916) (04833 (0.3208)
Urban 5.24 1190 22.16 454 22,68 5.83
Collectives (5.0885) (0.3240) (0.4156) (0.2083) (0.4190) (0.2344)
(925
Sdf-Employed 6.51 320 26.03 548 24.29 810
(219 (11.7954) (0.1763) (0.4398) (0.2281) (0.4298) (0.2734)
Private Firms 6.53 15.63 32.36 10.62 36.42 14.99
(499 (6.7862) (0.3635) (0.4680) (0.3084) (0.4817) (0.3573)

Source: Urban Household Survey, 1999.
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Table2

First Stage I nstrumenting Regressions. The Determinants of Social Networks and Party Membership

Dependent Variable:
(1) Socia network: size

(2) Communist Party membership: 0-1

Coefficient
(t-statistic)

Mean Value or Percentage
(standard deviation)

1) (2
Intercept -2.6214 -11.7840
(-0.624) (-11.060)* **
Personal Characteristics
Gender -0.5689 -0.5985 0.5017
(-2.142)** (-8.733)*** (0.5000)
Age -0.0563 0.0945 37.1451
(-0.275) (2.093)* ** (9.5394)
Age squared 0.0003 -0.0007 1470.7520
(0.119) (-1.384) (709.2652)
Y ears of education 0.1559 0.1675 10.2976
(2.707)*** (10.559)*** (2.9891)
Y ears of employment experience 0.0565 0.0590 19.4816
(1.700)* (5.403)*** (9.1166)
Head of household -0.4945 0.3571 0.3930
(-1.161) (5.224)*** (0.4885)
Ownership Sector of Employer
State-owned sector 0.2531 0.3845 0.5359
(0.472) (2.972)*** (0.4987)
Private sector -0.2466 -0.1941 0.2476
(-0.410) (-1.050) (0.4316)
Occupation
Non-manual worker -0.0578 1.2095 0.3591
(-0.094) (8.915)*** (0.4798)
Production worker -0.5468 -0.0361 0.1832
(-0.847) (-0.238) (0.3869)
Sdlf-employed -0.0034 0.1544 0.0100
(-0.004) (0.445) (0.0996)
Other occupations -0.7679 0.1942 0.0485
(-1.052) (0.879) (0.2148)
Guanxi
Communist Party member 0.3724 0.1736
(1.230) (0.3788)
Social network 0.0056 6.4134
(1.384) (9.5384)
Parents’ Characteristics
One parent is a member of the Communist 0.1414 0.3825 0.2228
Party (0.523) (4.955)* ** (0.4162)
Both parents are members of the 0.0281 0.5223 0.0664
Communist Party (0.051) (4.229)*** (0.2491)
Father is'was not an unskilled worker 0.3415 0.9374
(2.744)*** (0.2423)
Cities Yes Yes
R? 0.0651
Pseudo R 0.2460
F(29, 2971) 14.08***
wald X?(29) 1192.39***
Number of observations 2972 6568

Notes: (1)

Omitted dummy variables are: male, non-Communist Party members, not head of

household, works in urban collectives, unskilled worker, whose parents are not Communist Party
members, whose father is an unskilled worker, and Pinliang.

(2) *** denotes statistical significance at the 1% level, ** at 5% level, and * at 10% level.

(3) Heteroskedasticity-consistent robust adjusted for clustering at the household level are computed.
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Table3
The Determinants of Income for Employed Individuals (aged 19-55) in the Urban Sample
(with own guanxi variables)

Dependent
Vaiable:
Log of
annual
income
@ @
OoLS MLE
I ntercept 7.1839 7.3349
(114.095)** (112.982)***
*
Guanxi
Social
networ k
Communist
Party
member
Personal
Characteristics
Gender -0.2057 -0.1950
(- (-
15.072)*** 13.984)***
Y ears of 0.0513 0.0490
education (16.188)* (15.101)***
* %
Y ears of 0.0379 0.0345
employment (10.645)* (9.469)* **
* %
Employment -0.0006 -0.0005
years squared (- (-5.769)***
6.929)***
Occupation
Nonmanual 0.3067 0.2885
worker (12.084)* (11.147)***
* %
Production 0.0918 0.0797
worker (3.392)** (2.886)***
*
Self-employed 0.3938 0.3658
(4.038)** (38.717)***
*
Other 0.1123 0.1085
occupation (3.154)** (2.957)***
*
Sector of
Employer
State sector 0.2867 0.2492
(12.778)***  (10.699)***
Private sector 0.3121 0.2751
(9.432)** (8.050)***
*
Cities
Beijing 0.6626 0.6521
(17.598)***  (16.859)***

©) @
oLS MLE
with SN with SN
7.1763 7.3041
(103.755)*  (102.755)**

0.0037 0.0034
(1.878)* (1.827)*
-0.2073 -0.1974

Coefficient
(t-statistic)
® ©) ™
29.S oLS MLE
with SN withCP  withCP
6.9102 7.2295 7.3796

(30.088)** (114.856)*** (113.547)*
*

* %

(-14.104)**X(-13.191)* ** (-2.574)*** (-13.664)*** (-

0.0515 0.0503
(15.113)**  (14.522)***
*
0.0361 0.0332
(9.516)**  (8.584)***
*
-0.0005  -0.0005
(- (-5.266)***
5.711)%**
0.2926 0.2745
(10.771)**  (9.956)***
*
0.0868 0.0758
(2.987)**  (2.571)**
*
0.3779 0.3558

(3.603)**  (3.363)***
*

0.0983 0.1023
(2.519)**  (2.553)***
*

0.3073
(12.818)**
*

0.2728
(11.057)***

0.3255 0.2934
(8.988)**  (7.876)***
*

0.6856
(16.621)**

0.6770
(16.014)***

25

0.1021
(1.924)*
0.1390 0.1331
(8.010)***  (7.585)**
*
-0.1326  -0.1907  -0.1809
12.708)***
00245  0.0478  0.0455

(1.995)** (15.050)*** (14.039)**
*

0.0262 0.0363 0.0330
(2.342)** (10.230)***  (9.047)**
*

-0.0004 -0.0006  -0.0005
(-1.463)  (-6.428)*** -

5.816)***

0.2799 0.2778 0.2608

(3.213)*** (10.882)*** (10.018)**
*

0.1279 0.0911 0.0792
(1.815)*  (3.38L)***  (2.882)**
*
0.5338 0.3820 0.3548
(3.802)**  (3.905)***  (3.593)**
* *
0.1664 0.1037 0.1000
(1.952)*  (2.916)***  (2.729)**
*
0.2819 0.2787 0.2416

(4.382)*** (12.462)*** (10.403)**
*

0.3465 0.3157 0.2788
(4.570)**  (9.567)***  (8.170)**
* *
0.7484  0.6743  0.6624

(8.450)*** (17.916)*** (17.103)**

® © (20)
oLS MLE 29°S
withSN  withSN  with SN

and CP andCP andCP
7.3039 7.3508 6.9458
(106.272)* (103.063)** (30.130)**"
* % *
0.0036 0.0033 0.0981
(1.995)*  (1.833)* (1.877)*
*
0.1348 0.1338 0.0980
(7.226)** (7.112)**
* * (2.059)*
*
-0.1983  -0.1833 -0.1267
(- (-11.978)***(-2.605)***
13.165)***
0.0463 0.0467 0.0231

(13.556)** (13.475)*** (2.008)**
*

0.0321  0.0317 0.0265
(8.537)*** (8.191)*** (2.414)**
-0.0005  -0.0005  -0.0004
(- (-5.339)*** (-1.607)
5.340)%**
0.2745 0.2473  0.2610
(10.075)***
(8.921)*** (3.227)**
*
0.0857 0.0758  0.1260
(2.957)**  (2.579)**  (1.836)*
*
05188  0.3451  0.5315
(4.768)***
(3.248)*** (3.851)**
*
0.1182  0.0946  0.1628
(3.034)*** (2.362)**  (1.945)*
0.2625  0.2638 0.2740

(11.539)** (10.740)*** (4.446)***
*

0.3108 02952  0.3426
(7.317)*** (7.948)***
(4.648)**
*
0.6907  0.6910  0.7553

(16.473)** (16.212)*** (8.828)***



Shenyang

Jinzhou

Nanjing

Xuzhou

Zhengzhou

Kaifeng

Pingdingshan

Chengdu

Zigong

Nanchong

Lanzhou

Inverse Mills
Ratio

R?
F(22, 3909)
F(23, 3504)
F(23, 2972)
F(23, 3907)
F(24, 3503)
F(24, 2971)

Wwald X?(22)
Wald X? (23)
Wald X? (24)

Number of
observations

0.1887
(4.720)**

*

0.1381
(2.942)**
*

0.5375

(14.182)***

0.3489
(7.607)**
*

0.1969
(4.410)**
*

-0.2341
(_
4.310)***
0.2559
(5.138)**
*
0.2677
(6.640)**
*
-0.0155
(-0.323)
0.1084
(2.310)**
*

0.1475
(3.499)**
*

0.3057

131.38***

7546

0.1724
(4.192)***

0.1204
(2.485)***

0.5140
(13.219)***

0.3225
(6.902)***

0.2068
(4.526)***

-0.2289
(-4.104)***

0.2532
(4.984)***

0.2503
(6.084)***

-0.0498
(-1.030)
0.0949
(1.962)**

0.1337
(3.088)***

-0.5024
(_
18.792)***

7546

*

0.1861 0.1675
(4.329)**  (3.802)***
*
0.1558 0.1363
(3.120)**  (2.636)***
*
0.5598 0.5381
(13.484)**  (12.631)***
*
0.3647 0.3354
(7.612)**  (6.861)***
*
0.2097 0.2218
(4.377)**  (4.508)***
*
-0.2301 -0.2237
(- (-3.732)***
3.932)%**
0.2411 0.2340
(4.608)**  (4.383)***
*
0.2900 0.2733
(6.653)**  (6.140)***
*
0.0282 -0.0099
(0.538)  (-0.187)
0.1337 0.1159
(2.665)**  (2.266)**
*
0.1367 0.1275
(2.873)**  (2.609)***
*
-0.4862

(-13.963)***

0.3110 -
109.56** -
* —
- 2214.81%**
6572
6572

0.2856
(3.100)**
*

0.1525
(1.411)

0.8715

0.1939
(4.859)***

0.1414
(3.009)***

0.5562

*

0.1763
(4.291)**
*

0.1226
(2.527)**
*

0.5309

(4.282)*** (14.647)*** (13.606)**
*

0.1580
(1.224)

0.4370
(3.713)**
*

0.0665
(0.395)

0.0474
(0.301)

0.1586
(1.330)

0.0431
(0.448)
0.2264

(2.082)**

-0.0263
(-0.203)

2973

0.3560
(7.768)***

0.1947
(4.370)%**

-0.2137

(-3.941)%*

0.2533
(5.121)***

0.2779
(6.899)***

-0.0184
(-0.385)
0.1143
(2.446)**

0.1568
(3.724)***

7540

0.3284
(7.023)**
*

0.2032
(4.454)**
*

-0.2099
(-

3.770)***

0.2498
(4.947)**
*

0.2590
(6.294)**
*

-0.0537
(-1.111)
0.0992
(2.058)*
*

0.1416
(3.269)**
*

-0.5002
(_

17.442)***

7540

*

0.1847
(4.256)***

0.1544
(3.047)***

0.5711
(13.560)**
*
0.3655
(7.560)***

0.1981

0.1730

0.2875

(3.920)%** (3.212)**
*

0.1399

(2.701)%**
0.5565

(12.992)***
0.3430
(6.997)%**

0.2204

0.1526
(1.444)

0.8717
(4.441)**

0.1706
(1.331)

0.4294

(4.099)%** (4.481)** (3.722)**
* *

-0.2157
(_
3.645)%**
0.2372
(4.518)***

0.2947
(6.676)**
*

0.0157
(0.296)
0.1451

(2.882)**

*

0.1414
(2.944)**
*

6568

-0.2037
(-3.397)***

0.2329
(4.382)***
0.2839
(6.357)***
-0.0113
(-0.215)
0.1196
(2.343)**
0.1383
(2.826)***

-0.4843
(-13.443)***

2293.88***

6568

0.0746
(0.461)

0.0583
(0.378)

0.1704
(1.470)

0.0384
(0.408)
0.2278

(2.154)**

-0.0073
(-0.056)

2972

Source: Urban Household Survey, 1999.
Notes: (1) Omitted dummy variables are: non-Communist Party members, urban collective sector, unskilled workers,

and Pingliang.

(2) *** denotes statistical significance at the 1% level, ** at 5% level, and * at 10% level.
(3) Heteroskedasticity-consistent robust adjusted for clustering at the household level are computed.
(4 Theexclusion restriction for equations (2), (4), (7), and (9) iswhether childcareisavailablein the home. Itis

adummy variable that equals oneif there are grandparents who are living in the household and a child
under the age of 17. Thevariableisequal to zero if thereisachild in the household and not
grandparents or if there are not children in the household.
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(5) Theinstrument for social networks in equations (5) and (10) is an attitudinal question that asked:
“Hasthe
importance of political status, which influence household income, changed compared with before?”’
Answerswere (1) decreased; (2) unchanged; (3) increased. The instrument for Communist Party
membership in equations (8) and (10) isadummy variable that equals zero if an individual’ s father
is/'was an unskilled worker and equals one otherwise. Social networks are endogenous while
Communist Party membership is not endogenous in these estimations.
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Table4
The Determinants of Income for Employed Individuals Partitioned into those in Reformed and L ess Reformed Provinces

Dependent
Variable: Coefficient
Log of annual (t-statistic)
income
Beijing and Jiangsu Gansu and Sichuan
@ @ (©) @) ©) (6) () ) ©) (10
MLE 28.S MLE MLE 29.S MLE 29.S MLE MLE 29.S
withSN  withCP  with SN with SN withSN  withCP withSN  with SN
and CP and CP and CP and CP
Intercept 7.8965 7.9550 7.9127 7.9643 7.9702 7.4118 7.1314 7.4531 7.4832 7.1657
(49.076)** (44.972)*** (16.400)*** (21.666)** (118.294)** (111.368)** (22.155)**
(48.894)*** (16.541)** * (117.289)*** * * * *
*
Guanxi
Social 0.0770 0.0003 0.0771 0.1024 0.0044 0.0977
networ k (0.991) (0.251) (0.992) (1.736)* (3.080)*** (1.700)*
Communist 0.0996 0.1398 0.0850 0.1134 0.1083 0.0752
Party (1.453) (1.859)* (0.626) (6.908)***  (6.244)***
member (1.776)*
Personal
Characteristics
Gender -0.2828 -0.2199 -0.2752 -0.2613 -0.2167 -0.1667 -0.0835 -0.1541 -0.1530 -0.0796
(- (- (-6.287)*** (-5.506)*** (-2.277)** |(-13.111)*** (-1.512) (- (- (-1.521)
6.581)***  2.302)*** 11.799)***  11.021)***
Y ears of 0.0260 -0.0149 0.0235 0.0188 -0.0179 0.0434 0.0195 0.0405 0.0409 0.0189
education (2.781)**  (-0.571)  (2.484)*  (1.868)* (-0.663) [(13.835)*** (1.708)*  (12.885)*  (12.143)*  (1.748)*
* * * % * %
Y ears of 0.0284 0.0035 0.0284 0.0272 0.0034 0.0426 0.0272 0.0410 0.0357 0.0274
employment  (2.555)** (0.128) (2.265)**  (1.990)** (0.126) | (11.598)*** (2.135)*  (11.167)*  (9.254)**  (2.214)*
* * * % * *
Employment -0.0005 0.0001 -0.0005 -0.0004 0.0001 -0.0008 -0.0005 -0.0007 -0.0006 -0.0005
years squared (-1.293) (0.126) (-1.373) (-1.169) (0.100) (-8.321)*** (- (- (- (-
1.703)*  8.309)***  £.785)***  1.823)*
Sector of Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Employer
Occupation Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Number of -0.0021 -0.0020 -0.0021 -0.0022 -0.0020 --- --- --- --- ---
daysnot  (-13.194)*** (- (- (-12.781)*** (-6.722)***
worked 6.833)*** 13.148)***
Cities Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Inverse Mills 0.0617 --- 0.0538 0.0647 --- -0.2206 --- -0.2275 -0.0823 ---
Ratio (1.110) (0.949) (0.973) (-1.791)* (-2.060)**  (-0.719)
R? o ——- - - - - - ——- - -
F(24, 512) 7.71%%%*
F(25, 512) 7.29%%*
F(23, 2319)
F(24, 2318) 16.83%**
Wald X? (22) --- --- --- --- --- 2095.85*** --- --- --- 16.92**
Wald X? (23) 453.75%** --- --- --- --- --- --- 2152.42** --- *
Wwald X? (24) --- --- 453.71*** --- --- --- --- * 1914.44*** ---
Wald X? (25) 421.04%**

Number of --- --- ---
observations 1114 513 1113 962 653 6110 5344 ---

2320 6105
2319

Source: Urban Household Survey, 1999.
Notes: (1) Omitted dummy variables are: non-Communist Party members, urban collectives, unskilled workers, and
Pingliang.
(2) *** denotes statistical significance at the 1% level, ** at 5% level, and * at 10% level.
(3) Heteroskedasticity-consistent robust adjusted for clustering at the household level are computed.
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(4) Theexclusion restriction for equations (1) and (4) iswhether the individual owns hishome. The
variable is equal to one and zero if otherwise. It isthought to captureindividual economic motivation or drive
are able to negotiate the purchase of their homes after housing all ocation ceased to be part of the in-kind
benefits of state sector employment. For equations (6) and (9), it is having childcarein the home.

(5) Theinstrument for social networksis an attitudinal question that asked: “Hasthe importance of political
status, which influence household income, changed compared with before?” Answerswere (1) decreased;
(2) unchanged; (3) increased. The instrument for Communist Party membership is based on the following
guestion: “Do you hope your children will join the Communist Party?” Answerswere (1) no; (2) little; (3)
some; (4) very much. A dummy variable equals zero if the answer was either (1) or (2) and equals one
otherwise. Social networks are endogenous while Communist Party membership is not endogenous.

29



Table5
The Determinants of Income for Employed Individuals by Age Cohorts

Dependent
Variable:
Log of annual
income
@
MLE
Intercept 7.6034
(48.638)***
Guanxi
Social
networ k
Communist
Party
member
Personal
Characteristics
Gender -0.1886
(_
4.584)***
Y ears of 0.0307
education (3.441)**
*
Y ears of 0.0689
employment (3.233)**
*
Employment -0.0025
years squared (-1.691)*
Sector of Yes
Employer
Occupation Yes
Cities Yes
Inverse Mills -0.5679
Ratio (-
11.257)***
R?
F(23, 1548)
F(26, 1548)
Wald X? (22)
Wald X?(23)  416.62***
Number of
observations
1320

Ages 19-30
@
MLE
with SN

7.5465
(42.479)***

0.0037
(1.856)*

-0.2178
(-5.022)***

0.0391
(3.916)***

0.0607
(2.446)**

-0.0025
(-1.456)
Yes

Yes
Yes

-0.5894
(-10.507)***

345.75***

1074

(€)
MLE
with CP

7.6157

(48.020)***

0.1617
(2.701)**
*

-0.1789
(_
4.495)%**
0.0298
(3.319)**

*
0.0682
(3.171)**
*

-0.0026
(-1.714)*
Yes

Yes
Yes
-0.5705
(_
11.719)***

448.20**

*

1315

4
MLE

7.6083

(53.072)***

-0.1962
(-8.451)%**

0.0583
(9.952)***

-0.0006
(-0.044)

0.0004
(1.015)
Yes

Yes

Yes
-0.5634
(-12.264)***

902.68**

*

2678

Coefficient
(t-statistic)
Ages 31-41
®) (6)
MLE MLE
withSN  withCP
7.3360 7.6389

(50.127)** (53.555)***
*

0.0099
(4.463)***
0.1344
(4.558)***
-0.2193 -0.1811
(- (-
9.098)***  7.672)***
0.0559 0.0541
(9.127)**  (9.245)**
* *
0.0150 -0.0010
(1.016) (-0.072)
0.00001 0.0004
(0.032) (0.949)
Yes Yes
Yes Yes
Yes Yes
-0.0022 -0.5607
(-0.040) (-
13.779)***
949.98**  943.03***
*
2677
2392

Ages 42-55
() ® ©) (19
MLE 29.S MLE 29.S
withSN  withCP  with SN
CP,
PCP
7.4601 7.1544 7.5043 7.1844

(52.770)*** (53.254)** (32.385)***

(32.185)***  *

0.0266 0.0259
(0.983) (0.977)
0.1299 0.1229
(5.542)** (3.140)***
*
-0.1970 -0.1373 -0.1828 -0.1296
(- (- (- (-
10.180)*** 3.775)*** Q9.223)*** 3.570)***
0.0459 0.0334 0.0420 0.0289
(10.386)** (4.663)** (9.485)** (4.197)*
* * * * %
0.0204 0.0379 0.0197 0.0373
(2.012)** (2.332)* (1.941)* (2.316)*
* *
-0.0002 -0.0005 -0.0002 -0.0005
(-0.985) (-1.570) (-1.028) (-1.591)
Yes Yes Yes Yes
Yes Yes Yes Yes
Yes Yes Yes Yes
-0.4684 -0.4804
(-9.839)*** (-
110.07)**
*
0.2204 0.2329
26.81***
24.27**
1283.82** 1306.52** *
* _— * _—
1549 3548
3548 1549

Source: Urban Household Survey, 1999.
Notes: (1) Omitted dummy variables are: non-Communist Party members, urban collective sector, unskilled workers,
parents who are not Communist Party members, and Pingliang.
(2) *** denotes statistical significance at the 1% level, ** at 5% level, and * at 10% level.
(3) Heteroskedasticity-consistent robust adjusted for clustering at the household level are computed.
(4) Theexclusion restriction isadummy variable that equals 1 if theindividual isin poor health.
(5) Theinstrument for social networksis an attitudinal question that asked: “Has the importance of political
status, which influence household income, changed compared with before?” Answerswere (1)
decreased; (2) unchanged; (3) increased. For the second age cohort, the instrument for social networks
was the question: “Have the importance of social connections, which isthought to influence household
income, changed as compared with before?” Answerswere (1) decreased; (2) unchanged; (3) increased.
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Theinstrument for Communist Party membership isadummy variable that equals zero if an individual’s
father is/'was an unskilled worker and equals one otherwise. For thefirst age cohort, the instrument for
Communist Party membership is the question: “Do you hope your children will join the Communist
Party?” Answerswere (1) no; (2) little; (3) some; (4) very much. Social networks are endogenous, while

Communist Party membership is not endogenous in the third age cohort and was not endogenous at the
5% level for the other age cohorts.
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Table6
The Determinants of Income for Employed Individuals by Ownership Sector of Employer

Dependent
Vaiable:
Log of
annual
income
SOE
@ @ (€) @)
MLE MLE MLE MLE
with SN withCP  with SN
and CP
I ntercept 8.0445 8.0365 8.0538 8.0459
(103.186)** (103.961)*
* (96.145)*** *x (96.621)***
Guanxi
Social 0.0071 0.0066
networ k (3.165)* ** (3.041)* **
Communist 0.1461 0.1362
Party (7.787)**  (6.743)***
member *
Personal
Characteristics
Gender -0.1540 -0.1522 -0.1379 -0.1370
(- (-9.369)*** (- (-8.211)***
10.084)*** 8.801)***
Y ears of 0.0500 0.0492 0.0453 0.0448
education (14.433)*  (13.453)***  (13.058)** (12.247)***
* % *
Y ears of 0.0314 0.0295 0.0293 0.0276
employment  (7.200)**  (6.496)***  (6.730)** (B.077)***
* *
Employment -0.0004 -0.0004 -0.0004 -0.0004
years squared (- (-3.703)* ** (- (-3.726)***
4.035)*** 4.051)***
Occupation Yes Yes Yes Yes
Cities Yes Yes Yes Yes
Inverse Mills -0.5155 -0.5057 -0.5197 -0.5102
Ratio (- (- (-19.116)***(-17.053)* **
18.435)*** 16.355)***
wald X?(7)
wald X2 (9)
Wald X? (11)
Wald X? (15)
Wald X?(17)  1644.13**
wald X? (18) *
Wald X? (19) --- 1434.96***  1716.11**  1491.71***
_— _— *
Number of
observations 4883
5585 4887

5580

Coefficient
(t-statistic)

Urban Collectives

® ©)
MLE MLE
with SN
and CP
7.9159 7.9755
(29.321)** (26.756)***
0.0110
(2.570)***
0.1232
(1.765)*
-0.2532 -0.2624
(- (-5.409)***
5.606)***
0.0474 0.0396

(4.492)%*  (3.562)***
*

0.0323 0.0315
(2.938)**  (2.660)***
*

-0.0006 -0.0006
(- (-2.172)**
2.313)**

Yes Yes
Yes Yes
-0.5821 -0.5325

(- (-6.162)***
10.054)* **
250.30**
* 274.14***
916
1039

Sdf-Employed
@) ®
MLE MLE
with SN
and CP
8.4406 8.3633
(21.955)**
(25.177)** *
*
-0.0004
(-0.678)
-0.2162
(-1.012)
-0.2123 -0.2857
(- (-
2.642)x**  3.222)***
0.0158 0.0291
(0.859) (1.412)
0.0695 0.0574
(3.465)**  (2.678)***
*
-0.0015 -0.0012
(- (-1.682)*
2.311)**
Yes Yes
Yes Yes
0.6575 0.6472

(12.170)*** (10.846)**
*

33.50***
31.49***

238 199

Private Firms
© (10)
MLE MLE
with SN
and CP
7.7155  8.0948

(16.250)** (9.628)***
*

-0.2601
(_
4.665)***

0.0227
(1.474)

0.0558
(4.218)**
*

-0.0012
(_
3.247)**

*

Yes
Yes

-0.6842
(-

0.0140
(3.030)**
*

0.1823
(2.481)**

-0.2146
(_
3.442)*
*
0.0025
(0.142)

0.0638
(4.349)%*
*

-0.0015
(_
3.616)**

*

Yes
Yes

-0.6742
(-

18.009)*** 15.438)***

523

437

Source: Urban Household Survey, 1999.
Notes: (1) Omitted dummy variables are: non-Communist Party members, unskilled workers, and Pingliang.
(2) *** denotes statistical significance at the 1% level, ** at 5% level, and * at 10% level.
(3) Heteroskedasticity-consistent robust adjusted for clustering at the household level are computed.
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(4)

()

The exclusion restriction isadummy variable that is equal to 1 if theindividual isin poor health and zero
otherwise for the state sector. For urban collectives and private firms, the exclusion restriction is a dummy
variablethat isequal to 1 if theindividual has no drive and zero otherwise, based on the question: “Do you
agree or disagree with the following statement in order to secure a stable household standard of living in the
long run? Don't want to do much apart from following the crowd.” Answers: (1) agree; (2) disagree. For self-
employed individuals, the exclusion restriction is adummy variable that isequal to 1 if theindividual had been
laid-off in the five years between the end of 1994 to the end of 1999 and zero otherwise.

Theinstrument for social networksis an attitudinal question that asked: “Has the importance of political
status, which influence household income, changed compared with before?” Answerswere (1) decreased; (2)
unchanged; (3) increased. The instrument for Communist Party membership isadummy variable that equals
zero if anindividual’s father is/was an unskilled worker and equals one otherwise. Social networks and
Communist Party membership are endogenous for the state sector at the 10% level and not any of the other
sectors. Thus, we report maximum likelihood estimates for all estimations.
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