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ABSTRACT

Economic and social transformation of China during the past 40
years is without precedent in human history. While the economic
transformation was extensively studied, social transformation was
not. In this paper, we use for the first time harmonized housdh
surveys covering the period 198813 to study the changes in the
Z E S E]*8] * §Z &] Z *S A % & vS }( Z]v [ UWE V %o
We find that the elite changed from being composed of high
government officials, clerical staff, and workers in 1988 to
professionals and small and large business owners in 2013. The
educational level of the elite increased substantially. Membership
Jv. W Z %}*]3]A ~ o 13 eu 0o (( 3 }v }v [* ]v }u |
particularly valuable to large business owners.

I Respectively, Paris School of Econonligg(ig@psemail.€), University of Bonri{ip.novokmet@unibonn.de
and Graduate Center City University of New Ybrkilanovic@gc.cuny,eduYangacknowledgsfinancial support
from the European Commission under H2O8CAIF2018 Grant Agreement No. 799444,

1


mailto:li.yang@psemail.eu
mailto:filip.novokmet@uni-bonn.de
mailto:bmilanovic@gc.cuny,edu

Sectionl. The objectives of the paper

The transformation of China from a poor and egalitaganntryto an upper middle
incomecountrywith the level ofincome inequaty greater than in the United Stes hasbeen
the subjectof innumerablepublications.TheChinesdransformationis a unique event in world
economichistory: never have so mameople over such eelativelyshort period of time
increasedSZ ] v }u <} up ZX Z]apithin'197Y8 dath€time of the initiation of
rural reforms, vasabout$1,500; by 2015, it was more than $12,00®th in constant PPP
dollars)? Forcomparison UK GDP per capiwas €éxpressedn the same units) around $12,000
in 1953, while its GDP per atgat the beginningof the IndustrialRevolutionis estimated at
more than $3,000° Thus it took UK about@ntury-and-half to increase its GDP per capita by
half as much as China did in less than 40 y&ifferently, it took the United State?40 years
from approximatelyyear1700 (when its GDP peapta was estimated to have been $1200

$1300) to 1941 to reach $12,0@dd thus to do what China accomplished in forty yéars.

Suchtransformatiors, interms of averagencome andlistribution of that income, is
only superficiallycapturedby s/ntheticindicatorslike GDP per capitar the Ginicoefficientor
the shareof the top 1% Theexperiencedsocialchangesvere muchdeeper(changement en
profondeu) and affeced all sociaklassesClearly, theengand of 1953 was, socially speaking
an altogetherdifferent countrythan the England ahe Napoleonic warsSo isS} CGhina
compared to theChinaof 1978.For social researchershe advantage othe Chineseexperience

is that thechangehas taken place siast, inthe spanof less thantwo generationssothat it

2 Data from the 2018 update of the Maddison Project Database.

3To fird the date when the UK GDP per capita was only $1,200 would require going back into the later Middle

P« (JE AZ] Z §Z § E <ul]8 pv ES JvX D Je}v[e vuu E- (}JE 32 'E 5§ E]:?
the next value is for the year 1700: $2200the UK had reached the level of $1,200 by (say) approximatély 13
century, it would have taken the country six centuries to traverse the path that China traversed in some 40 years.

4Maddison Project Database 2018 update. Available at
https://www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddisproject-database2018
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can be moreeasilyapprehendedand that the data to asses empiricallyexist today vhile

they were lackingduringthe similar episodes iesterneconomichistory.

The objective of this paper is to describe arhlyzethe changen the Chinese
economic elite betweenapproximately the years of early reformandthe attainmentby
Chinaof the status of the largest economy in the world (in PPP terviig)areinterestedin
how the composition andharacteristicof the topincomegroupin the urban aredave
changed during that periodA common view is thahe Chinese society in the late 1978arly
1980s was poor but very egalitarian: incodifferencesbetween diferent segmentsof the
population(workers vscooperativefarmers; townrrdwellers vs. villagers; Eastern provinces vs
the Central and Westerrareas) wereelativelysmall. Anumberof studiesdocumentslow
levels of income owealthinequality across any of thesegiteria (Kanbur and Zhang, 2018

Zhuang and Shi 201bing and He, 2018; Wu and Perloff 2D08

When we focus on thpre-reform elite we might distinguish, within the picture of an
overwhelmingequalityof income andcondition, only a very narrovegliverof top government
andparty officials whose incongandstandard of living werenuch higher than that of the
rest of the populationBut the Maoist elite was vergmallto make a serious dent in any picture
of overallequalitywhich, bydefinition, takes into account the sum of all income differences

between all members of a communitshé Chinese n&on in this case).

Moreover, theperiod of Dengistreformswhenthe transformationof the country be@n,
wasprecededby probablythe mostegalitarianmovementin Communist, and gssibly inworld,
history. The CulturdRevolutionthat is conventionally dated frm 1966 to 1974ot only aimed
to reducethe privileges of the tp Paty cades ~dmbard the headquarterfof the Party
according to Mao Zedongp proceed to aroverwhelmingreplacementof the elite,to ~ A£]o _
many intellectuals to the countryside and submit theo the manuallabor, but implemented
anextremeversion of*3Z  ((]Eu &TA _ §Z § apthhugelFavored,in terms of

accesgo educationandbetter jobs, children of poor farmers and workers. Thus the usually

5 But not necessarily wealthsince very little of amenities thyeenjoyed could be transferred to the next family
generation.



egalitariancharacter of socialism waadditionallyexacebated by thismost radicalexperiment

in socialleveling

It is againstthis background of egalitarianisrand of anelite that wasprobably
composed of amall number ofop party and government officialsvho themselvesvere
subjectto fast rotation as their faunesduringthe Cultural Revolutionand afterwardsyuickly
altered, that we oughtto evaluatethe transformation that has occurred in Chirgection I
reviews two types of literature relevant for our paper: the one onaodasses and their

transformation, and the other on elites.

Thehouseholdsurvey data that we useover the period from 1988 to 2013. We have
four waves ofhouseholdsurveys (Chinese Household Income ProjeCHIPconducted in 1988,
1995, 2002, and 2013Vehave standardizethem so that they arealmostfully comparable

(seeSectionlll).

As mentioned, the objective is to study the change in the composition and
characteristis of the Chineselite. We define the elite as the top 5% of thebanpopulationin
terms of theirper capita disposable (aftelax)income We include only individuals aged 20
years or moreWe decided to focuprimarilyon the top 5% rather thaon the top 1%because
the latter is too narrowa group It is alsaunlikelyto include the very richest membe(say, the
top 0.1%)whether they aretop party officialsor capitalist etrepreneurs.This is not only
becausehe participation rate of theichest householdsmay be lowbut alsobecause their
numbers areelatively smallto be captured byandomsurveys (that is, short of surveys trying
to oversample therich). dZ & CEu » 0]8 _ pvo *+ (WESZ E o E](] Aloo
only. Attimes, when relevant, we study the top decile and the top 1% as @aHldescription

and theanalysisf the elite ispresentedin SectionV.

8 This is one of the reasons why American Current Population Survey in the past used to proceecbiingpof
income so that sudden inclusion of very rich people may not lead to misleadirigtas of excessively high
inequality to the year when they were included in the survey. An alternative, initiated recently, is to try to
oversample the rich.



An importantfeature of Chinesalevelopmensis asignificant and perhaps increasing
split between the more advanced and richersigan (Pacific Rinprovincesandthose in the
Center and the West. The survey data allagvtoincludethe regionalcomponent in the study.
The regionatomponentis especiallymportantin astudy of theelite because one magxpect
that the composition of the ée hadevolved differently in different parts of the countryicher
and more advanced parts might hagteveloped a more capitaligntrepreneurial elite than

the less advanakandpoorer regionsWe explorethis aspect in Sectiolv as well.

The Chinestouseholdsurvey data are uniquim that they also include a personal
political variable, namely membership in tl&hineseCommunist Party (CCP&ince CCP was
the ruling and de facto thenly political party in Chinghroughoutthe period of our study, and
its members might béhoughtto have enjoyed, bth inthe pastand morerecently, special
economicadvantagesye study empricallythe role of party membership in SectioW. Section

VI presents ourconclusiors.

Section lIRelated literature

This paper is related to several strands of literat@er first contribution is to chart the
Z VP ¢ Jv 8Z +} ] 0o +3Ep $uEanshp@EgtioR o§Ching HAES2Z o0 *3 « A E o
decades. Obviously, we are not the first to look at this process. Thetargediterature both
in China and abroad th&xplores the ongoing social trends and implications of the rapid
economic development in Chirfaee Bian 1996, 200Brandt et al. 2008Lin and Wu 2010
More specifically in this broader area of research, we see our work as a natural extension of the
literature looking at the relationship between ti{ehanging social structure and income

inequality.

This allows us to place the recent social transfornmatroChina in the historical

perspective ando draw comparisonsprincipally with Western countrie$Vhile this

" Severalsurveys conducted in former socialist countries in Eastern Europe included a glepstitical variable on
the membership in the Communist party (for example, the Czechoslovak Social St@wcuegs). But, to the best
of our knowledge, this dimension has never been systematically investigated.
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comparison is not the object of the current paper, the data and the analysis provided here
make such comparisons atvioustopic of future wok. The Chinese transformation seems to
have exhibited similar tensions between economic and social demands typically attributed to
the western industrialization (e.g. Polanyi 194\t it was compressed in time due to the
extraordinary high rate of growtbf the economyTo illustrate. According to social tables for
England and Wales reworked by Allen (2017), it took Britigtitalists180 yearsfrom Gregory
<]vP[e i00606 *} ] 08 o S8} AS &loincrehse tBeir shafevinithe gopuian
from 3.4 percent to 7.8 percent. For urban Chinawever,we find thatsmall and large
capitalists(includingthe seltemployed)increased fromess than Jpercentof the population in
1988 to 12.3ercent 25 yeartater.

The relationshipbetween social classes (both by their size and incdras)figured

prominentlyin analygswhich has looked at how social relations of productidgpicallyof
asset ownership and authorityinfluence income inequalitfDahrendorf 1959, Wright 1979,
Wodtke 216, etc). There are compelling reasons why this framework is especially pertinent to
analyzethe greattransformation in ChinaK ((] ] ooCU ~ o e« intraducesldudngEhe
D }[« & A]3Z 3Z o € ]Jvs8 v3]}v 8} % E isdideudls. Tm¢ Iabels%o G} %o &
were intended to reflect prel949 class relationsd Z &  Afiv@&bad elements landlords,
rich peasants, counterevolutionaries, bad elementsn generalland rightistsU  Vfive‘red
categories: workers, peasantgadres, descendants of revolutionary martyrs and revolutionary
intellectuals(see ®@odman 20%). /v (}Eu }( ASE u ((]Eu 3]A S]}vUu sz ~

Ouvde Vv 3Z]E %E}IP «E]JA]ES 3} P ]¥*3U v §Z ~(]JA P}} o u
and theirprogenyto be digriminated in favorWhile such labels are no longer usadddo not
openly lead to advantages and disadvantages, social classes and social structure matter in
China, both officiallythis is why a statistical count of classes@ntained and in terms of

what society the modern China is.

China saw at the same time a rapid transformation of the class structure and a
substantial increase in income inequalfgeeLin and Wu 201;,0Lu 2002, 2004, 2010 €jc.
Hence it is legitimate to ask whieér these developments are related and to what extent the

socialclasss a determinant of income inequalitfe.g. see Wodtk@016for a related analysis
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for the U, andvice versato what extent hagising inequality been an importaeterminant

of the class identification (Goodman 2014).

The globakhift of the industrial production to China in recent decades has entailed a
thorough modification of the social relations of productiortie country, both along
dimensions of ownershipral control over productive asset3 here has been, on the one hand,
a dramatic change within the working class, with the massive-trtan migrations and rapid
proletarianization amid dissolutions anuivatizations of the stat@wnedenterprises. On the
other hand altogether new classes emerged, most notably that of privateen big,owners
(see Lin 2007, 2008iu 2007 Lin and Wu 20105imilarly the importance of professionals,

working either in state or private sectors, increds

Therefore the social class analysiby considemg someunique features othe
contemporary Chiese society provides a more comprehensive approach to sttiuy
]*SE] pusS]}v o Jukeo] mppemenftordrd dapitalismlhe approach is thus
complementary to the more frequently studied functional distribution of income between
capital and labor, which hagaditionally been a concern of economist¥In addition, the class
based frameworkmplicitly stresses the antagonistic interestsdifferent classes, an aspect

frequently missing from the mainstream economic analysis

Another strand of literature to which this paper is related is #ast literature in
political science and sociology on the elite theory. From the seminal contritsutibthe
classical elite theorists, such as Mosca, Pareto, Michels or Weber, to the more recent work of

Dahl| Putnam,Giddensor Higley, there has been an astute awareness that complex

8 Note that productive assetsiaybe more broadly defined, beyond the oftarsed narrow definition focused on
physicalor financialcapital For example, in the neblarxists framework productive assets also incliatzor
power, organizations, and ski(/right 1985Linand Wu2010).

9 See Piketty and al2017) for evidence of the risingapitalshare in national income in China

101n cases like this, a potentially useful approach is to analyze social classes defined in terms of authority relations
(Dahrendorf 1959)This is however be@nd the scope of this paper.

1 There is a large literaturéargelyin the Marxist tradition, which has insisted on the exploitation of the working
0 ¢ o (JvlvP ( Sp&E 3}( Z]v [+ }viu] 8SCE v¥IEuU §]}v ~ XPX , EA C iii



requirements of organizing and administrating the modern society aedising
bureaucratization entail that the limited number of individuals wield a disproportionate power

in the society'?

Starting withTrotsky (1936) anbjilas (1956), tis framework was extended to the
socialist countries (e.@®rzezinski962,Matthews 1978,Voslensky 1984tc.). Following the
marketization reforms in Eastern Europe, the focus centered on the elite competition and the
changing power balance within the tripartite elite structure consisting of political elites
(nomenklaturg, maragerstechnocratsand intelligentsigkonrad andszeényi 1978;Milanovic
1989). Ths line ofresearch saw an especially strong impedusing the late communism and its
fall as well as duringhe transitionprocessn Eastern Europe in the 1990&he lierature
investigaedthe o ] Sdifferential (between countriesiole in bringing abouthe change from
communism to capitalisgrand relaed this to the markedly differentpostcommunistpolitical

and institutionaltrajectories(Szeényi et al. 1998Roland 201Y.

Our paper contributes to this literature bgoking at the change among tl@&hinese
elite (defined as the top 5% of the urban populationXhe recent decaded he rapid market
transition in China has been to a large extent a process stideyeheCommunistlinked elites
whichA E v A E VvS]E oC Z}u}P v }ue ~3Z 8[« AZC Asin% | }( 32 }
plural). It is aunique featureof the Chinese transformatiotiat it has been carried out under
the authoritative aegis of th€hinese Communist Part¢ CP)which has retained its political
monopoly against the background of market reforms and economic decentralizsitiioite CCP
hasacted « "~ ¢]Pv E Vv *u% & A]-e }kE propesdhasledto(th&pudibund
transformation of the elites (Naughton 2007)TheCCFheeded to adapt itself to the rapidly
evolvingsocial and economienvironment inorder to preserve its political poweor to ensure
its survival This adaptabilitys clearly evidenced by thstrikingchange in the elite composition
which we document here (Section J\ds well by the change in the social structure of CCP itself
and its elite, that is, the CCP members who are also part of the top 5 pd®exction Y. The

CCP openeitiselfto individuals with higher education and professional experéisd quickly

2 According to Higl€ ~T1i0U %X 16eW ~ 0]8 ¢« v (1v «]Jv]A] poe v euooU & o0 §
PE}u%-+ A]SZ u i}E J*1}v 0 %}A EX_
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lostits peasant and lowarban layout The late 1980@ndespeciallythe 1990s saw a darting rise
of technocrats in the CCP f016,2018. We shall indeed see that professionalsremtly

represent the largest social group among the elite.

However, it is not clear that this process mechanically signified a drift toveandty
meritocratic elite recruitment. As mentioned, peculiarities of CHi#ransition to capitalism
gave rig to a large body afesearchin political sociologyhich hasstudiedthe character of the
elite recruitment in postMaoist Chinal3 Walder (1995) and Walder, Li, and &nean (2000)

Z A %us (JEA E ANpnuo E E % 3Z_ ZC%Yysctuimpentin CRida JvP 3} ¢
occurs along two distinct pathsone professional and the other politicafor which education

and political loyalty are assessed differently and whicttonsequencgresults in a sharp

differentiation of the political and professional elif@/alder 1995, p311).24 Therefore thereis,

according to these authors,o homogenization athe elite into one highefeducated

professional group® Two distinct roads into the @k continueto exist® On the other hand
ongoingsocialtransformationin the 2000s, as discussed below, has promput#er authorsto

seethe two elites mergiginto one single politicentrepreneurial elite(despite the difference

in the mode of recruitment)Our empirical analysis does not allow us to pass a judgment on

B3 See Kaeble (1981) for the general overview on business and political elite recruitment in western countries
during ther industrialization.

Specifically, on theatterns ofbureaucratic promotion in China see Jia et al. (2015), Persson and Zhuravskaya
(2016), Fisman et al. (2019), etc.

1 Landry(2008, p. 257y)uotesDeng Xiaopin§je *epu € u E|l PE]VP $§Z "e}usSZ Ev Jve% S]}v S}y
pay attention to training people, selecting and promoting to positions of leadership persons who have both ability
and political integrity, in accordance with the principle that they shoulddwelutionary, young, wekkducated

V % E}( **]}v 00C Ju% 3 vE3X dZ]e ]* }( A]S 0 Ju%e}ES v 3} vepuE 3Z § 3Z W
hundred years and to maintain lon§ Eu %o v 8§ Jo]SCX /S ]+ Eup].o (}& S§Z (uSpE }(

15 Already Moore (1944), in his analysis of the Soviet elites in the-B820had discerned an increased weight
given to political loyalty in elite recruitment (for example, between 1923 and 1936, the percentage of company
directors in the Party rose from 28 87 per cent (p.269)), yet predicted that concurrent demands for loyalty and
competencewould bring about tensions in the peStalinist period. Ineklas (1960) believed that this tension
Alpo o 8§} A V3P 0 Z% E}( *+]}v o]l Sigwatgr(shared lmy]Kénraol ghd-Srsli 1979), a
view sometimes labelleds $Z ~u} @Ev]l §]}v 8Z }EC_

16 SeealsoSzebnyi (1986 (JE & Ale]}v }( <}VE [+ v. Z]* }E]P]v 0 §Z «]-



this issuebut provides the basiseeded for a more useful discussion of theture of the

Chinese elite

Most remarkably as saidfurther marketizationof China opened the doors for the new
group, the entrepreneurand capitalistsideologically, the process of CCP sdcaisformation
wasreflected in Jiang Zemin, then the President of the CCP ge=ident of China, concept of
"NdZ dZE Z % E o vie AZ] Z }% v §Z W ESC u uts@eZ]% u}E
even to capitalistsin a weltknown proclamation in 2001, Jiang Zemin encouraged the
admission of private businesspeople into the party ranks, grounding it on the@ép }( ZdZ E
E % E  vie[U JE JvP 8} Az] Zz ~§Z W ¢Z}po V}IA E % E * v3 +}
] }o}P] o v poSpuE o (}E +_ ~ ] le}v Tiiltghduliddde ndtedu v TiideX
however that, in principle, Chinese Communist Party was neunegnclosed to the
Uu E+Z]% }( 32 vWRovVv 3§]}v o IUEP }]Js]W Av Z]Jvi[e } 3} G
stars, where the largest one stands for the Communist party, includes national bourgeoisie
together with three other classes of workers, peasaand urban bourgeoisie,» }uvSEC][*
component parts. This isfar more flexibleattitude than that of the Soviet Union and other

Communist countries.

Ever since, the entrepreneurave beerthe focal point of numerous conjectures on the
future ofthe political system in China, frequently perceiwedue to their growing economic
strength'’ v as potential agents of the political change towards democratization of Cagia (
the modernization theoriesuch as & (E ] v P §}v ddhhi&ized by the famous quip 6éfv }

bourgeoisie, no democracysee overviews iDickson 2003, Goodman 2014

However thesepredictions turnedout wrong, or at least premature. Insort of the
Chinese variant of theoncordia ordinumthe CCP has beeather successful in holding the
tight grip on the economgnd there are no indications aflurking conflict between the party

and entrepreneurs®lt seems thathe ‘modernization narrativesgreatlydowngrade how

8 n fact, Chen and Dickson (2010) argue that their relationship teléé¢scribed as that ofallies_ Xso, ge
Dickson (2003) othe beliefs of entrepreneurs

10



thoroughly the Party and the private business are interwowe€hina todayand, more

generally overemphasize the disconnection thie economy from the political realm.

The party nomenklatura and private business cultivate strong links both at the
institutional and personal level. Numbers of party members have chdiagmreer to become
successfuéntrepreneurs (the saalledxiahaientrepreneurs) and many thriving entrepreneurs
have been cappted into the party ranks (Dickson 2003, pChen and Dicks 2010).Thisclose
interdependence magnifies the importancepdlitical connectionsn the Z]v ¢eonomy
today (Fan et al. 2007,i et al. 2008Calomiris et al. 2010, Nee and Opper 2010, Guo et al. 2014,
Kung and Ma 2016 hen and Kung 2018, etdy all likelihood, this symbiosis contributes to
stronger cohesion of Chines elit€3ne could even go as far to suggest that it is a critical feature
of the Chinese political capitalism (Milanofi219): a symbiosis where the political elite
maintains its supremacy and autonomy while allowing the private sector elite to prosper as

long as it is does not question the political order.

19 0One hypothesis to explain why economic transformation in China will not necessarily leads to political

transformation is that during the transition the peoplewh v (]88 §Z wu}8 & §Z}« AZ} & "]v §Z
(members of the CCP, government, or statened companies). Thuthese new elites are unlikely to fight against

the system.
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Section lll.Thedata

Our analysis relies ahe nationaly representative household income survey€hina
Household Income Project (CHIBvhich were drawn from a much larger sample of Urban
Household Survey (UHS) conducted annually by the National Bureau of SteXiB8¥ More
precisdy, we use urban samples of four CHIP waves in 1988, 1995, 2002, anti P0&3.
richness of the survey information in CHIP aloxs to analyze various characteristics of the
elites (theurbantop 5% income group}nd the evolution of these characteristiogertime
and across regions. The characteristics of inteagstlyzed here are social class, source of
income,education, proéssiontype ownership(state, private, foreign etc.and CCP

membership

Despite detailed survey informatigerovided by CHIP, the major challenge is that the
surveys are not conducted in the exactly consistent manner across the four waves. Foranstanc
the survey questions vary across different waves. Even when the questions remain the same,
the answeroptions might vars?. Thus, harmonization of the survey data is required before
conducting any analysis, Bmsurethat the comparison of statistics augs wavess meaningful.

We shall explaitvelow the harmonizing proces®nductedfor several key variablesVe

providemore complete detailof data inthe online appendix

Income The income concept we use is adult disposable income, whagfirseed as the
sum of wage income, business income, property incosne net transfer income(pensions
plusother social benefitplusprivate transferaninusdirect taxesand minussocial security
contributiong. Wages include money wages plus wagesnd komposed of fringe benefits,

imputed value of subsidized goods receiyadd imputed value oftate housing(above the

20For instance, CHIP 20&fich we use here is a sample drawn from #mual integyration household survey
carried by the National Bureau of Statistic013. The latter contains 160 thousand households in 31 provinces.

2L CHIP surveys were also conducted in 2008, however the weight variable of CHIP 2008 has not beerselease
far andthe estimation basedn unweighted CHIP 2008ould not providenationally(or regionallyyepresentative
results Thus, we exclude this survepm our research. For more details, see Sherry Tao Kong (2010)

22 For instance, for the same qu@mn regarding the education level, theveere 8 options in CHIP 1995 and 9
options in CHIP 2002or the peoplewith college education level or above, CHIP 1995 indtitem in the same
category while CHIP 2002 separstieem into two categories: colledaniversity and graduate.

12



nominal rent) Wages in kind were much more important in 1988n in later surveyg-or
wage income and business income, CHIP provides indidelglinformation in all four waves
of the survey. For property income and transfer income, individiers| information is provided
in CHIP 1995 and 2002, while CHIP 1988 and 2013 provideaudgholdlevel information.
Thus, in the case of CHIP 1988 and 2013, we egplidlproperty and transfer income amoiadj

adults in the household.

ProfessionThe remarkable social transformation of China in recent decades is, in our
opinion, best mandsted in the changing professional composition of the population. As
mentioned above, the CHIP survey allows us to chart the professional strudttive elite as
Chinamoved from thestill predominantly command economy of the 1980s, with dmtyd
attempts at reforms, towards more comprehensive marketization of the cqunthserved
today. Motivated by our research agenda and at the same tirogtkd by the specificity of the
data, wesettle onthe following six professional categories: 1) owner (mampgeprivate
business, 2) owner of individual business, 3) professionaighgrlevelofficialin the
government or stateowned enterprise (SOE), 8grical or officestaff, and 6) worker. In what
follows, we explain in more detail the professiosalegories of interest and describe how we

have harmonized them across waves.

Owner (manager) of private business Owner of individual busines&ccording to NBS
classification on company registration type, private enterprises ref@rofit-making economic
unitsfounded and ownedy natural persons, or controlled by natural persons usingd
labor. Included in this category are private limited liability corporations, private shalding
corporations private partnership enterpses and privatefunded enterpriseslndividually
(owned) business, as the name suggests, is a company form in which the company is owned by
only one individuallt is the simplest form of company registration in China, and mostly used
for the selfemployed, who in some cases andiategular intervals might emplogdditional
workers As Huang2008), citing the official definition, writes®]v JA] n 0 pe]v e o ]v
industry and commercegéti gongshang huYare essentially selémployment proprietorship,
although some alsfhave]outside employees. Under Chinese law, those businesses that

employ less than seven workers are consideredselfoo 0} Cu vS e ]OwWners of

13



private busimssfirms, known assiying giye®iffer from theselfemployment businesses in that

8Z C E upg Zo EP E Vv 3C%] 00C u%0}C (Huany, pZEOKI PE A} EI
107)2 ] 00CU 8Z 8 Bu "% E]JA § _+Z}uo HV E+S}} S} Ju%oC ¢
Az & -« 3Z § Eu "Mhpligddither seleinployment or small or irregular use of hired

labor.In the rest of thepaper, A *Z 00 pe 3Z & Eue "BWAESIA § SZe] Ve 0 (
U%O0}Q}IE ~]v ]A] p o)fqr e twe groups.

The professional classificatishanged considerably in the 2013 wa&fand we had to
harmonize data in order to ensure consistency with the previous survey waves (the
classification of professions in the questionnaire has remained practically unchanged between
the 1988 and 2002 waveslhusin the 2013 wave there is no direct or clear distinction

§ A \Owner (Manager) of Private Busines&id ‘Owner of Individual BusinessThus we
usead auxiliary survey information to classify individuals according to six benchmark categories.
D}JE % E ] oCU A ] Vv3](C E *%}Vv VS[* %E}( *+]}v <« }AvVv & }( %
two scenarios: (i) ifishe is the employer or seémployed and wdting in private enterprises;
(i) if his/her occupation is the principal of an enterprise &s)ie is working in a private
enterprise (see appendix for a detailed technical exposition). The identification method for
owner of individual business is simiks forOwner (manager) of private businegxcept that

these are peoplevho work in individual enterprises instead of private enterprises.

ProfessionalsAccordingo the official classification and codes of occupation, this

category includes all the pfessional and technical personnel working in scieretated

2 Goodman (2014, p. 38) explains/v i668U u El § E (}EuUs A E £ES v §} UE v Z]v U o3
development was slow, with some reluctance to take initiatives on the part of potential private business people,

and somehesitation from the Partystate. Marx had argued iDas lapital that employing more than eight people

led to exploitation. Accordingly, the CCP decided to permit the development of-scaddl individual household

businessesgetihu, m / 2 ) of up toeight employees. Later, in 1988, somewhat larger private businesisy

giye &¥a O ) were recognized but these were seen as adjuncts to the state sector, stepping in where the
latter was less able to act. Most private business remained small throughadsZ 661X _

24This is due largely to the adoption of new classification and codes of occupation issued in 2009 (GR06%565
and changes to the survey questions regarding occupation.
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sectoss (e.g., science, engineering, agriculture, medozak) and social sciencelated sector

(e.g.,economics, finance, law, education, press and publication, religion).

Higherlevel offtialsin the governmenbr SOEAs the name suggestthis category
includes all the principals in (i) the CCP, government, or-stateed institutions; (ii) other

parties or social organizations; (fpijiblic enterpriss.

Clericals and officgtaff. According to the official classification and codes afupation,
this category includes all administrative clerks, security and fire control staffs, post and
telecommunications staffs, and other clerical staffs and affilidtdsasically includes (what
pue S} o0 « MaZ|E A}IEI E-+_X

Workersincludes all unskilled and skitl employees irall industrial sectos.

Provinces and Regiariko classifylte economic development of different provinces in
China, the National Bureau of Statistics divides China into three economic regiom®.asked
eastern region is comprised of 11 provinces and municipalities: Beijing, Tianjin, Hebei, Liaoning,
Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, Guangdong and Hainan. The central zone is
comprised of 8 provinces including Heilongjiang, Jilin, 8hanhui, Jiangxi, Henan, Hubei and
Hunan. The third economic regisgWestern Chinavhichincludes the 12 provincetner
Mongolia, Guangxi, Chongqging, Sichuan, Guizhou, Yunnan, Tibet, Shaanxi, Gansu, Qinghai,
Ningxia, Xinjiang (sebe map below.?” We adopt the same regional classification to conduct

the regionalanalysis.

25 For more details, we refer to classification and codes of oatap, GB/T 6568999 and GB/T 6563009.
26 For more details, we refer to classification and codes of occupation, GB/T1&8&6and GB/T 65685009.

271n 2011 the National Bureau of Statistics (NBS) updated the economic region classification by ttiiding

country into four major economic regions: the eastern region, which includes Beijing, Tianjin, Hebei, Shanghai,
Jiangsu, Zhejiang, Fujian, Shandong, Guangdong and Hainan; the northeast region, which includes Liaoning, Jilin
and Heilongjiang; the cerdl region, which includes Shanxi, Anhui, Jiangxi, Henan, Hubei and Hunan; and the
western region, which includes Inner Mongolia, Guangxi, Chongging, Sichuan, Guizhou, Yunnan, Tibet, Shanxi,
Gansu, Qinghai, Ningxia and Xinjiang. (See National Bureau isfi&aif China. Available online:
http://www.stats.gov.cn/ztjc/zthd/sjtjr/dejtjkfr/tjkp/201106/t20110613 71947 .htnfaccessed on 22 March
2019)).Since our saple covers the period from 1988 to 2013, we adopt the-ped.1 regional classification.
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The geographicoverage of CHIP has also been changinoutyh the four waves

However the CHIP sample was selected by systematic sampling method in three layers of east,
center andwest (see Li Shi et al., 2008) to make sure the survey is regional represefitdtive.
be more precise, compared to CHIP 1988, CHIP 1995 adjusted the sampl€anttia¢ and
Western regions by replacing Shar{(xa Central) and Yunnar{in Western)with respectively
HunanandHeilongjiangin Centra) and Guizhouin Western region)The coverage of Central
and Western regions remaingatacticallyunchanged after 1995 HE coveragef the Eastern
region that includes, among others, Beijing, Guangdong, and Shahgbldgeen increasing
graduallysince CHIP 199®verall, the urban population of the included provinces accounts for

%0 % E}AJU S 0C Al % E& vS }( $}Somw with|the[covet@ge thedhidbegt m S
the Central region and the lowest in the We3iable 1 gives thdetailsof the evolving regional

coverage.

28 Also see Introduction of CHIP 2013. Available onlitte://www.ciidbnu.org/chip/chips.asp?year=2013
(accessed on 22 March 2019)
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Tablel. TheGeographic Coverage of CHIP

\ Year of the survey 1988 1995 2002 2013
East
Beijing Beijing Beijing Beijing
Liaoning Liaoning Liaoning Liaoning
Jiangsu Jiangsu Jiangsu Jiangsu
Guangdong Guangdong Guangdong Guangdong
Shandong Shandong
Shanghai
Total population included (in m) 44.8 64.5 80 170.4
Percent of total urban populatior 51 53 50 48
Central
Anhui Anhui Anhui Anhui
Henan Henan Henan Henan
Hubei Hubei Hubei Hubei
Hunan Hunan Hunan
Heilongjiang Heilongjiang Heilongjiang
Shanxi Shanxi
Totalpopulation included (in m) 32 63.1 79.8 174.9
Percent of total urban populatior 48 72 72 83
West
Guansu Guansu Guansu Guansu
Guizhou Guizhou Guizhou
Yunnan
Total population included (in m) 6.8 8.4 11.1 23.6
Percent of totaurban population 14 14 14 14
All urban China
Total population included (in m) 83.6 136 170.9 368.9
Percent of total urban populatior 41 50 49 50
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Map of China with three regions
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SectionlV. Changing characteristics of the elite

1. The eite [ shareof total income

Similar toother studies of incoméequalityin China (Xie and Zhou, 201Zhuang and
Shi, 2016Piketty, Yang and Zucman, 20¥8u and Perloff, 2005; DirapndHe, 2018)the
standardized CHIgurveys show a steady increase in inequality. As egadain Sectionll,
inequality is measured by thaistribution of after-tax aftertransfer {.e., disposable) income
among the adults aged at least 20 years. Individual income (wage, sonsfetsetc.) is
assignedo individudswho have receivethem while capital income is divided equally among

the householdnembers(aged 20+).

Income share of the three togroupswe consider here (Figur® has steadily gone up.
The top 1% share went up froi3%in 1988to 7%in 2013 the share of the elite (top 5)6
increasedrom 13% to almost 20%, and the share of the top dendeeasedrom about 21%
to 31%. Measured by the Gini coefficient (calculbaeross all adults) inequat went up from
0.27 to 045.

We thusestablish the first, rather unsurprigy result, of steadily higher inequality in
urbanChina. For our workiowever, the important fact is that the share of total income on
which we shall focus (the share of the elite) weptfrom 13percentto 20 percent The
Chinesaurbanelite isprobably currently(at the time of this writing, in 2019gceiving around
/5" Y ( Z]v [+ @'Banincome.Another way of giving the order of magnitude of the flows
with whichwe are concerned here is tote that sinceurban Z]v [« S} ®me ipgstimated
at about 1/7!" of world total income 2° the people we considehere are receiving abouB% of

world incomev not an inconsiderable amount

2  }E& JvP 8§} §Z t}Eo vl § ~t}Eo A 0}%u vS /v ] 8}Ee+eU Z]v [* 8}5 0 ' W
equal to 20 percent of world GDP. Chinese urban GDP is estimatechat/@%o of alChina GDP (calculated from
household survey). .
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Figurel. Income share of the top 1%, top 5% and top 10%

35% -

mTop 10% 31.0%
30% - OTop 5% 29.0%
0,
OTop 1% 24.9%
o 25% -
= 21.3%
5 19.7%
é 20% - 18.0% 3.7%
3 15.1%
< 15% - 13.0%
o
|_
10% -
7.0%
5.6%
0 4.7%
506 4.3% 0
0%
1988 1995 2002 2013

2. Income compositionf the elite
We have seen that tharbantop 5percent}( Z]Jv [¢ HO0Se Jv E + SZ |JE «Z @
total incomefrom 13% in 1988 to almost 20% in 2013. What types of income @lortiosty
receive and has thatompositionchange® The data are shown in Table\Wages, both
monetary and ifkind, remain by fa the mostimportant sourceaccounting folbetween77 and
84 percentof total elite income iN19882002.(In 2013, however, the classification does not
allow us to separate wages and business income: the two together make 86 percent of total
elite income) Businessndpropertyincome {ogether) are between 5 and fercent and the

share of transfers declines from 17 percent in 19881@ércent in 2002.

/+ §Z  ak®dmecomposition different from the overall income composition in
urbanChina? The amger isnot very muchln 19882002surveys wages accoued for around
80 percentof total urban Chineséncomes, which is the same as their importance in elite

income. Thedifference (inrelativeterms) is more substantial when it comes to business and
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property incomes: in urbarChina, these two sourcexcountedfor only 2% in1988 andl995
(vs.5-6% amonghe elite) and in 200heir shares among both the population and the elite
were the sameTransfer income is, unsurprisingly, more importanttfoe total population
than for the elite.Overall, we can conclude that the elite depends more on business and
property income thatdoes the urbarChinaas a wholebut the share of these two types of
elite income remain (or at leasthey did remainuntil 20Q2) relativelysmall Another way to
see this is to note thdor each yuan received from businesspooperty, the elite receives
morethan 15 yuarsfrom labor.With therisingshare of owners andrgrepreneurs amonghe
elite in 2013(see below)the rehtionship has probably moved in favor of business piraperty
incomes

Table2. Composition of income, biypcome sourcefor all urban population anthe top 5%
(in percent)

All population Top 5 percent (the elite)
1988| 1995 2002 2013 1988 1995 2002 2013
Wages (incl. 83 80 78 77 81 84
wages in kind) 76 86
Business incom¢ 1 1 4 5 1 4
Transfers 15 18 18 17 14 11
- 24 14
Property income 1 1 1 1 4 1
Total 100 100 100 100 100 100 100 100

Note: In 2013, wages and business income (as wélhasfersand progerty income) are shown together.

The elite income used to come predominantly from the state sector. In ZH8&)st

four-fifth of elite income was derived from state and collective sectors (thedarabined

accounted for more than 10% of alZ | v yran inomes; see Figurg). The role of private
sector was minimal (6% of elite income). While theaion remained the same in 1995, by
2002, wealreadysee significant changes with private sector income antiagfor 17% of elite
income, and public andollectivesectors shrinking equivalentlyin 2013, the private sector
overtakes the state sector as the dominaactor from which the elite draws itagome Over

the entire period the gowth of elite privde sector income is nothing short ektraordinary in
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1988, the private sector income received by the elite amounted to only 0.8% of all urban

incomes in China; in 2013, it was tenfold greater: more than 8% of all urban incomes.

Figure2. Income sourcedyy sector of ownershimf the top 5%
(in percent of total allChinaurbanincome)
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3. Social compositioof the elite

Our data on thesocialcomposition ofthe elite are available for all four years. They allow
us to seaewhatis only hited at when we look atlite income sourcesjamely a major shift
toward owners andhe seltemployed(individual business owneramong the top 5% (Figuse
3and 4. Owners ofarge privateenterprisesandthe selfemployedaccountedfor only 3% of
elite membersin 1988. Their shardoubled to dout 6% by 2002a significant but not a
dramatic expansion (corroboratedas we have seeby the data on the increasachportance
of business angroprietyincome) It then * A %o 0 }in the next decade, increasing more than

three-fold to reach almost 20% in 2013.
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Figure3. Social compositionf the top 5% (percentage of individuals)
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Figure4. Social composition of the top S5§gercentage of total elite income)
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The elite which before the important urban reforms in the early 1990s was
overwhelmingly composed of workers, clerical stffl government officials the three classes
accounting for 76% of the people in the top 594988v hasby 2013become an elite where
professionals and business owners are in the maj@Fftgure 3)In fact, the 2013 survey shows
that 53% of the elite is composed of professionals and ownepsiwdite andindividual
businesseg? Professionals &ve become thdargest social groupraong the elite China has
thus, over the period under study, transformed itself from a society where workers and
employees most of whomlinked to the stateaccounted for % of the elite to a situation where

private-sedor business people and professionals are thajority of thenew elite.

A different way of looking at the social change among the elite consists in looking at the
share of elite income received by different clas@iéigure 4). In 19886 percent of eli¢
income was received by workedericalemployees and government officials. (This was exactly
equal to the percentage of people from these three classes who were part of the elite). At that
time owners of large and individual businesses received opbré&ent of total elite income,
slightly in excess aheir then share of 3 percent in total number of elite individuals. Finally,

professionals received J&rcent.

This has dramatically changed since. By 2013, workers, employees, and government
officialsearned only 41 percent of elite total income (while, as we have seen, representing 46
percent in terms of the people among the elite) while business owners (of the two kinds)
received 27 percent of total elite income, and professionals 32 percent. Ther¢fe
domination of professionals and business owners among the new elite is even stronger when
measured in terms of elite income than in terms of number of people among the elite. This is
due to the fact thabbwners tend to have higher incomes that othreembers of the elite. In
2013, private-sectorand individual business ownets *$Z Z}u} v}A]_}( 8Z Z]v + SE
got 27 percent of all elite income while representing 20 percent of elite members. Thus their

income was, on the average, 35 percent higher than the average elite indwuerdingly,

0t pe Jv8 E Z VP 0C 3Z 88 Eue ]Jv]Al pu o pe]v ee JAVE v VSE %%E v uEX A
N 8]V Ille YAV Ee }( 0 EP E pe]v *s X }5Z S P}E] - S}P SZ E &E 00 N uUe
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He]v eo JAV Ee[ Ju%}ES v sevéh gréates fitan adonthe top 5% they
account for a third of the people in the top 1% and rec€ine2013) a whopping 46 percent of

all top 1% incomes (see Talde

There are, of course, obvious issues of classification to which we alluded in Jkction
Lumping professigals with business owners may not fadly appropriate since many
professionals may be employed by stat@ned companies or by the governmeut there
too, as Figure 5 illustrates, there has been a movement in favor of the private sector. In 1988,
almostall professionals were employed by the state and collective sectors; in 2013, only two
thirds were. The other third worked in the private and foremuned companies. Thus, the
percentage of people among the elite whose incomes are prisatgor relatedncreased from
5% in 1988 (when all professionals were employed by the psiéditor to almost 40% in
20133 Theincrease in social classes whose livelihoatbigelated to the state among the
elite is perhaps the most dramatic reflectiontbE deep clanges underwenby the urban

China in the past thirty years.

31 The latter number is obtaineds the sum of iname by private and individual busines&ners(27%) plus one
third of the income of professionals (around 11%; see Figure 4)
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Figureb: Distribution of the members of the elite who are professionals
by sector of ownership
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Finally, a third way to look at the change in the elite composition is to compare the
socialstructure of the elite with that of all Chinese urban population. Here, in effect, we ask the
guestion: to what extent is the rising share of the business owners among the elite a product of
the generally rising importance of business owners in Chinafdéfrom Table3 that while
the increase in the share afdividual émal) business owners among the population matches
almost perfectly its rise among the elite (both rose by a little over 11 percengamgs),the
number ofprivate pig) business ownis among the elite rose more sharply than its numbers
among the Chinese urban population (almost 5 percentage points vpelc2ntage points
The likelihood ofprivate business owners to be among the elitas remained about 4 to 5
times greaterthanthat of the other categoriegombined In conclusion, the risingnportance
of private and individual business ownensiong the elite seems to be a reflection of an overall
increase in the numbers @ntrepreneus and capitalistayho also tend to be much richer than
the average person, radr than the product of aexceptional enrichment of business owners

as such.
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The conclusion however is different when it comes to workers. Their share among the
entire urban ppulation has hardly changed between 1988 and 2013 (minus 1.3 percentage
points), but their importance among the elite collapsed by almost 17 percentage points. Thus,
AZlo ]Jv ioodoU A}YEI E[s Z v =+ §} uljvP 8Z (]JA %bo@E v3 E] Z

0.7 (compared to the averagd all social groups3lit decreased t@mnly 0.4.
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Workers

Employees (clerical

staff)

Government officials
Professionals

Individualbusiness
owners
Privatebusiness
owners

Total

Table3. Social composition of thiep 5% and top 1% of adults inbanChina in 1988 and 2013
(in percentageof adults members of the top 5% and top 1%)

1988
51.9
24.0

7.3
16.1
0.7

0.1

100

UrbanChina

2013
50.3
15.3

3.9
18.2
11.9

1.3

100

Change
-1.6
-8.7

3.4
+2.1
+11.2

+1.2

0

1988
37.3
26.8

12.3
20.0
3.3

0.4

100

28

Top 5%

2013
20.6
20.1

6.3
33.0
14.7

5.3

100

Change
-16.7
-6.7

-6.0
+13.0
+11.4

+4.9

0

1988
35.5
29.4

132
12.7
8.6

0.5

100

Top 1%

2013
11.8
17.6

3.3
33.3
255

8.5

100

Change
-13.7
-11.8

-9.9
+206
+15.9

+8.0

0



4. Educational level of the elite

The top 5% have become much more educdietiveen 1988nd2013with those with
university education, rather than those with lower middle school, being the most important
group(Table4), and a muchgreatershare ofthe total top 5% income iseceivedby the highly
educated(Table5). At the beginningof the period, only 12 percent of thetal elite income
went to the universityeducatedmembers andl5 percentwasreceivedby thesewith only

primaryeducation By the end of the period, theroportionswere 44 and1 percent

Figure6 illustrates thesteady nature of the shift toward a more educated elite. The
increase in the share of the universignd polytechniceducated members was constant

throughout the years studied here.

Is theincreasein the share of the top 5% incomeceivedby the highy-educated simply
the result of anoverallincreasen the edwcation levelin urban Chinaor greaterrecruitment(or
higher averagéncomelevel) of the universiteducated vihno are members of the eli@As
Tables4 and5 show, both effectsnatters, but thelatter seemso have beerstronger.Inurban
China overall, the share of income earned by uhéversityeducated increased by 17
percentage points while among the elite it grew by almost twice as much (32 percentage
points). For the middle educational categories, the changes in urban China overall and in the
elite were about the same and of course for the bottom education categories, their drop in
the elite income was sharpéhan inthe urban China overalln conclusia, the urban elite
became more educatedith its education level increasg faster than in the urbar€hina

overall,and a much larger part of elite income wearnedby those with university educatiofs.

32 Note that the quasi equivalence of the shares of educational categories by numbers and by total income among
the top 5% (Tables&nd 3) implies that incomes of members of different educational groups, once they are part of
the top 5%, do not differ much. Thus the mean income of univeesitycated members of the top 5% is equal to

the mean income of all members of the top 5% (ttekiares in total numbers and in total income is the same: 44
percent). This was, by the way, the case in 1988 too when both shares were also equal, at much lower level of 12
percent. We shall find the same result below (Section VI): conditional on betihg @lite, returns to education are
close to zero.
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Table4. Educational attainment in allrban Chinandthe elite in 1988 and®2013 (in percent)

Education

University
Polytechnic
Vocational
Upper middle
Lower middle
Primary

No primary

Total

1988

6
6
10
22
38
14
6
100

Urban China
2013

15
15
10
18
29
11
3
100

Change

+9
+9

1988

12
7
9

20

33

15
0

100

Top 5%
2013

44
22
8
14
10
1
0
100

Change
+32
+15

Table5. Distribution of total and elite income among different educational categories
in 1988 and 2013 (in percent)

Education

University
Polytechic
Vocational
Upper Middle
Lower Middle
Primary

No Primary

Total

1988
7
7
11
21
36
13
5
100

Urban China

2013
24
19
11
17
22

6
1
100

Change

+17

+12
0
-4

30

1988

12
7
9

22

35

15
2

100

Top 5%
2013

44
20
10
14
11
1
0
100

Change

+32
+13
+1



Figure6. Distribution of the top 5% income share among people of differehtoational
attainment (in percent)
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Note: The graph shows thdistribution of the total income received by the top 38étween different educational
categories.
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5. Regionatlistribution of theChinese urbaelite

It is welkknown that China is regionally diverse and unequal: Eastern provinces are
much richer andyrewat ahigherrate than the rest of Chingsee Table 6Althoughthese
differences are even greater when wembinerural and urban areas (becaustthe greater
importance of generallpoorerrural areas in Westerand CentralChina) tkey are still large
evenwhen we considerurban areas alondn 2013 Eastern urbamegionhad an income level
some 40 percent higher than the Center and Westand that gapwas greater than it was at
the beginning of the period under study hefheEasternregionis also more unequal than the
other two, whether measured by the Gini or by the top 5% shbia. surprisinglybetween
1988 and 201&equalityincreasedn allthree regionquite dramatically with the eliteincome
share in the East going from 13.6 percent of t¢essternurbanincome to more than a fifth.

The changevas only slightlyessdramatc in the other two regions.

Consequently, the East wasdaremainsthe richestand the most unequal region. i
thereforenot surprisingthat§ Z o]}v[e eal-ChRinalibanelite[s Jv }u ] Ghe ]v
Easternprovinces(seeFigure7). The share of the East has even slightly increased (from 69 to
73 percent) while the shares of the other two regions hawaespondinghdeclined by 1 and 2
percentage points between 1988 and 2013. What the figlnighlighthoweveris the
remarkablestabiity in the regional distribution of the elite: while threompositionof elite
income,its sociaktructure, and educationhave all changed in a remarkalféeshion its
geographicatoncentration hasiot beenmuchaffected.One may conclude that whether ¢h
urban Chineselite tends to becomposedof socialclassesvho are more, or less, linked with
the state or are more entrepreneurial or lestheir geographicalocation does noseem to

vary.
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Table6. Income level and inequality in Easte@entral and Western Chirfarbanareas)

Average nominal Income

level (current yuan per

1988
Eagtern 2114
region
Cer_ltral 1716
region
We_stern 1880
region
Ratio:
East/West 11

adult)

Average
2013 @ change
(% p.a.)

38221 12.3
27226 11.7

27121 11.3

1.4

Average real income leve

(2010 yuan per adult)

1988

5541

4496

4928

11

2013

34384

24493

24399

1.4

Gini
Average Change
change 1988 2013 (%
(% p.a.) points)
7.6 28 45 +17
7.0 26 45 +19
6.6 27 41 +14

Top 5% share

1988

13.6

11.7

11.7

2013

20.4

18.3

16.4

Note: Real income expressed in 2010 yuans (CPI from World Development Indicators 2018).
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Thenextquestionwe ask is whethethe socialcomposition of the eliter namely, the
gradual movement toward a privatgector elite which is the most saliefgature of elite
changein thisperiod v has played differentlyn the three regions. Tablé shows theevolution
of the dass structureamong the top %6 in the three regionswvhere, in order to highlight the
role of theprivate sectowe havemergedthe six principal social groups into three: gaivate
business ownis andthe seltemployed (b)professionalsand (c) workers, government
officials, and cleiical staff In all regons, the first two groups have expanded and th&d has
shrunk. For example, in the Centragion(where the share of the private sector group among
the elite isthe greatesj, its share has gne up from 6 percendf populationin 1988 t036
percent]v T1iTX dZ % E}( ¢ -iithedGdntsdd pfavinces hascreased from 22
percentto 28 percentGonsequenty, the importance of governmertonnected elite has
literally halved: from 72 percent to 36 percent. The evolutiothim othertwo regions has been
very similar. Just to highlight the magnitude of #fe&nge, note that the private business
%0 } %oshdre n the elite ranged between 3 andp@rcent(in the threeregiong in 1988 while

25 years later it was between 16 and 36 percent.

The results thus strikinglilustrate the overturning socialof clasg compositionof
Chin [ urban eliteacross all regiong heyshow that the aHChina results are not drimeby one
or anotherregion only: theyare presentin all geographicadreas.Obviously some regionse(g.
the West) may have a greater share of governmarkedindividualsin the elte, but the key
finding, and the key similarity, is the one relating to theectionof changein all regons,the
past 25 years havieroughtthe rising dominance of private sectdinked groups and
professionalamongthe elite. Althoughthe direction of the change was uniform, the extendf
changediffered between theregions. Themost dramatic chagesoccurred in theCenterwhere
private-sectorrelated elitesincreasedhe most.The Easéxperiencedhe mostsignificantrise
of professionalswhile the Wesexpelienceda slightly more modest rise in the importance of

the privatesectorclassesand professionals.
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Table7. Shares of the private businetisked, professionals, and governmeiriked elites in
the top 5%(regionatdistribution;in percent)

Center East West
1988 2013 Ghange 1988 2013 Change 1988 2013 Change
(% p.a.)

Owners and 6 36 +30 3 16  +13 4 18 +14
the self

employed

Professionals 22 28 +6 20 35 +15 20 27 +7
Government 72 36 -36 77 48 -29 76 55 -21
and workers

Total 100 100 0 100 100 0 100 100 0

Note: The universe is compasef the top 5% adults in all China, and the table shows ttegjional and social
distribution. (In other words, his isnot the top 5% elite specific to each individual regiatD0 for each region
sumsall members of thall-Chinatop 5%elite that are located ira specificegion.
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Section VThe roleof the CCP membership

1. The representation of CCP members in top income groups and their relative income

The share of CCP memtbeamong the elite (both the top 5% and the top 1%) increased
continuously between 1988 and 2002, and then dropped rather precipitousiydst 2002
and 2013 By2013, the share was lower than at the beginninghaf period. Both the levels and
the evoluion of the share are very similar for the top 5% and the top 1%. AseRggllustrates,
atits peaks, CCP membership in botiteegjroups exceeded onbalf, andamong the top 1%
reached almost 60 percent. But by 2013, CCP members were onthiod®f the top 36 and
slightly under onequarter of the top 1%.

Figure8. The share of CPP members among the elite
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However, CCP memberstire top 1%became relativelyricher, compared to the
average incomef the rest in the top 1%n all years prioto 2013,the relative income of CCP
members was about the saras the relative income ather membersof the elite whether
among the group that comprises percentiles®8, percentiles 9®9, or the top 1%. But In
2013, we note a significant increase in their relatincomen the highest income grouwhere
CCP membeiisave,on averagean income 20 percent alve the mearof the group(or 25
percentabove theincome ofnon-members see Figure @ Onecan thereforeconclude that CCP
members who are very rich are now fewer in numbers (tpanticipationin the elite groups is
less) but they argat the very toprelative to their nonParty peersricher than in the pastThe
divergence of the CCP members who are in the top 1% from the rest of CCP membership, and
obviously from the population at large is a topic to which we shall return.

Figure9. Income of CCRembersof the elitegroupscompared
to the average inome ofall elite members

1.3
1.2
Top 165% Top 51% Top 1%
1.1
1.0 ey e ——
0.9
0.8
1988 1995 2002 2013 1988 1995 2002 2013 1988 1995 2002 2013

Note: The graph shows the average income of CCP members who are perteftiles 91 to 95 (left), percentiles
96 to 99 (middle) and the top percentile (righélative to the mean income of that group. Value of 1 indicates that
average income of CCP members is the same as the average income of the group (and hencbeasetage
income d non-Party memberks
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2. CCP membership and social class

Table8 shows the social structure of CCP membersivigralland of CChhembers who
are part d the top 5% in the beginning dratthe endof the period(for the entire peria see
Figures 0 and 11). Wenote that in 1988 the twasocialstructures(overall and the eliteyvere
practically the same: the percentage of tkers or government oftiialsin total CCP
membershp was very closelyeflectedin the share of such social groups among the top 5%.
Thus, for exampl the most numerous sodigroup in CCP memberghin 1988, enployees
(clerical workers)accounted for 9 percent of all CCP members andlgrcent of CCP
members in the top 5%similarly, government offtials were 23 percent of all members and&
percent of CCP nmebers in the elite The implication of this finding is thaelongng to one
versusanotherlargesocial groups onceone isa CCHnember vwasnot a facor that mattered
(} & kundome levelin other words, CCP members who were government officials juste
slightly morelikely (26/23=1.1)Jo be members of the elitthan CCRemployees (34/39=0.9) or
evenCCRwvorkers (12/16=0.75) Ths means that thevithin-sociatgroupincomedistributions
of CCP members werplite similar.

Table 8. Distribution of CCP members among different social classes
in 1988 and 2013 (in percent)

Social class All CCP members CCP members in thep 5%
1988 2013 Change 1988 2013 Change

Workers 16 30 +14 12 15 +3

Employees 39 32 -7 34 33 -1

(clerical staff)

Government 23 8 -15 26 9 -17

officials

Professionals 23 26 +3 28 38 +10

Individual 0 3 +3 0 3 +3

entrepreneurs

Larger busines: 0 1 +1 0 2 +2

owners

Total 100 100 0 100 100 0

Note: The table shows the distributidsy social class of &lCP members ared CCHnemberswho are part of the
top 5%
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But in 2013, not only has the social composition of memiiprshanged, bringing in
private sectorbusinessmen and increasing significantly piaeticipationof workers and
professonals, but belaging to different social gups affecteda [« o]l 0]Z}} }( ]JvP % ES
the elite. Notunexpectedly the share of private businessmen whe &£ CP membeis the
elite is greater than their share the overall CCP nmbership(that is, privatebusinessmen
members of CCP have a more Hogavy distribution than say, workers who are members of
CCP). Thikelihood of workers CCP members being part of thee eliminished: it is only %2 of
the averagg15 percent of CCP members in the elite are workers80gercent of all CCP
membership who are workeyswhile the likelihood of professinals CCP nmebersbeing part of
the elite increaseq38/26=1.5). Thus, professionals who are CCP members are now three times
as likely to be part of the moneyed elite than workers who are also CCP merhberast
finding mearsthat professonals who are CCP memisare overrepresented among the rich,
and workers underepresented. In other words, the withirsociatgroup income distributions
of CCP members are no longer simildris hasmplicationsas to how we regrd the social
compositionof the Chinese Communigtarty. If we look athe overallmembership it is
apparent thatsevenout of each ten members amgart ofthe *}o @& _ U Jv SZ %tateS «SE}VP (
dependent,categoriessuchasworkers clerical staffand government offcials.But if we look at
the rich (elite) Party members, the breakdown &7 to 43 percenbetweensZ ~}o _ v §Z
~v  Aclasses.In other words, while the Party overall has still a majority membership of the

AYo e} ] 0 PE}u%oeU ]&¢ &}% ]» Jv & +]JvP0oC }Ju]vd C §Z ~v A
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Figure 1. Social composition of CCP membuiiso are part of the elite (top 5%)
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This leads us task a more general question of (@w representativels Party
membershipcompared to all Chinese urbgopulation, in addition to the question ofb) how
closelythe wealthy part of the PartfCCP members who are in the top ¥#)responds to the
overallPartymembership Consider(a) first. If we add thabsolutevalues of al percentage
discrepancies between the share of each social class in total urban populatidts ahdre in
CCP metmership(such asfor example for government officialsvho are 7.3% ofirban
population but 22.6% of CCP membership wlyigidsthe discrgpancy of 15.8 points), we
obtainthe top linein Figure 2 which shows stability since 1995. CCP membership does not
perfectly match urban population by its social class, but it does a better job than in T®38.
answerthe second question, we do the saraddition of absolute discrepancies between

](( E vS ¢} ] 0 0 ¢¢ ¢ oZ E « ]v S}Stheir shdraamon@EhRe&ZGRP v
members who are part of the elite. There, thettom linein Figurel2 showsa mild increase
implying an overall divergena# the Party elite from the CCP membership.

Figure 2. Discrepancy between class composition of the urban population, CCP membership
and CCP membership that is part of the 5%
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Note: Thetop linegives the absolute discrepancy between urban population and CCP membershipttibra
line gives the absolute discrepancy between CCP membership and CCP membership that is part of the richest 5%.
The discrepancy is measured in terms of social group shares
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We canillustratethe processes of oveor underrepresentation using the exampef
professionalsand workersProfessionals tend to be oveepresented in CCEbmparedto their
importance in Z]v drban populationThis is showimn Figure B (parel a)by the first bar
whichis alwayspositive and sioe 1995 is steadilincreasingimplying that ovetrrepresentation
is getting greater)The second bar shows the increasing enegresentationof professionalsn
the elite compared to their share in@P.To give thedeaof the values, consider year 2013:
professionals were 18% tfe urban population, 26% of all CCP membars] 38% of CCP
members who are in the top percent So the first overepresentationwas 8 percentage

points, the second 12 percentage points.

But theevolutionsof workerswas verydifferent. As panel (b) in Figure $hows,while
their underrepresentation in CCP compared to theumbersin the urbanpopulation
decreasedwith CCP thubringing inrelativelymore workers, theiunderrepresentatioramong
§Z 0]8 A+« E %] oC P §8]vP "A}E-+ _X wevedoudsf al titbaR JvW A}EI (
population, 30% of all CCP members, but only 15% afliedi CCP members.

If we then, atéag conceptually combinethe two under/overrepresentationswe
concludethat professionalgshareof CCP membershimsnot changed much buhat
professionals who ar€CHnembershave become much momumerousamong the elite that
is they havebecome riche® On theother hand, workerg «Z & v W u in 2083+ Z] %o
reflectsmore closelyworkers[ «Z (& bpveralfurbanpopulation but workers under
representation among thelite is significantly greatethan before.In conclusionwhile the
structure of CCithembershipin the recent period approximate better the population
structurethan in 1988the CCRop is moving further away frorhoth CCP overathembership

structure and that of the urban populaticas a whole

33 This findng parallels the rising importance of professionals in the elite as suchathatdiscussed in Section
IV.3.
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Hgure 13. Overrepresentation ofprofessionalsand underrepresentation of workers

(a) Professionals (b) Workers
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Note: Thdeft bars showthe share of professionals or workers CCP membermsgéeir share in total urban
population. Positivénegative)values imply they are ovdunder)represented in the Party. The right bars show
the share of professionals or workers CCP members who are part of the elite vs. their share inreh@eFRship.
Positive values imply that they are ov@mder)represented amag the elite compared to their share in CCP
membership.
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3. Thereturns to CCP membership

How valuable is CGRembershi® Table showsthe resultsof the regressionsrun for
each d the fouryearsacross the whole survey populatipthat tryto “explain_income level of
adults We use a list bvariables thatare commonly thought tde correlated with incomge
many of whichwe have already discussed above: demograpleidacaton, social class,
ownership of thecompanyone worksfor, region, and finally the membershiptime Chinese
Communist party* The omitted category is worker employed in the state sector in the Central

region.

Theresultsobtained for thecontrol variablesare fairlyconsistent; coefficients on almost
all of themare highly significanfin most of the cases well below the 1% levaf)d we shall
discuss them only briefly> t}u v[e % v @&€ertthroughout and is incrasingover time
in 2013,womenhadincomessome B percentbelow menwhile only 8 percent below men in
1988. Age siows the usual inverted {gattern with verystable coefficients. Edutan isv not
surprisinglyin the light of what wealreadyestablished-egardingthe risingshare ofthe
university educatecamongthe elite v becoming nuchmore valuable among the entire urban
population The returns to each additionglearof schoolingncreasefrom only 2 percent in
1995to 6 percent in 2013. (khould berecalled thatthe exphnandumhere is totalincomeand
not only wagencome for whicheducationmay be eva more important). Privatesector
owners,of big or smaller companieenjoy a clear income premium in 2Q8r larger owners,
56 percent ovean equivalent person workg ina stateownedcompany for smaller owners
(including the selemployed) 21 percentThishas not alvaysbeen so: in the beginningf the
period, the premium was neexstentfor large owners and was even negative in 1995
Professionalaind governmenbfficialsthoughhave always enjoyed@remiumcompared to
state-sectorworkers and thatpremiumis steadily going uprith each survey. But interestingly,
when it comes to th@wnershipof companieghat one either owns or iemployedby,

cooperativesand the private sectohave penalty  } u %d tG@the statesector, and only

34 This type of specification is more commonly used in wage regressions. Howayes account for almost 80
percent of total urban income (see Table 2).

35 Ris reasonablyigh, at between 0.25 and 0.28.
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foreign-owned comparnieshave had aonsistentpremiumover the state sectornlthe latest
surveytheir premiumamountsto 27 percent.Finally the Easternregion enjoga premum of
between21 and 33 percent, and the Western between5 and9 percent (both compared to

the Central proinces).

Beforewe move to the CCP premium, letnote that the comparisorbetween the
earlyresults(1988) anl those for the mostrecentyear(2013)corroboratesour findings of
greater equality in the early period when measured by the Gini coefficient or the top 1% share.
Here,that finding is reflected in severtdatures A} u v [penaltywas lower in the past,
educationmattered much lessdiue to itsvery lowfinancialreturns), and incomes o$ocial
classes weren } Ebuff Z togetherwith both the privatesector, andalsoprofessionals
govemmentofficialsand clerical workergnjoyingsmalleradvantagecompared to statesector
workers than isthe case in thenore recentsurveys®® Thus the results of regressions are
consistent not only with loweoverall Gininequality in the 1980gut theyalsoallow usto
retrieve the features othe S E P SPE o P thaBexdstpdvih pueeform Chinanamely
low gender discrimination, low appreciation of educatiory, irtcomecompact social classes
All of these arendeed thecharacteristicghat, probably in a more extremes$hion have been
argued tohave been preent in China during its Maoist period, and that we find, to some extent

still extant in 1988, but almost wholly gone by 2013.

We now move to the value @@CHnembership It was always (withhe strange
exception of 1995) valuable: its préum amountedto between 5 and 2 percent®’ Other than
the oddity of 1995, the premium is the lowest in 2013 but the differences betweendheus
years arenot statistically significant. Theremiumcan be thought, in the most direct fashion,
to reward themembershipby allowing people who are CCP memberadoedeo positions of

greaterauthority and hence to have a higher inconddthough tis is veryikely, one has to

361n 1988, professionals commanded a premium of only 8 percent over workers; in 2013, the premium was 19
percent. For government @OE officials, the premium increased from 9 to 15 percent; for clerical staff from 5 to
10 percent.

37The only other paper of which we are aware that tries to estimate the CCP premium is by Song McLaughlin (201
that uses wage data from urban CHIP i920n a formulation that is most similar to ours (in Table 2, equation 3)
she finds the return to the CCP membership to be 9 percent.
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allow for thepossibilitythat the premium mayalsobe due to the unobserved individual
charactersticslike hard work or ambitionit is, in effect, welknown that the CCP membership

]+ <]Pv §} N 0]8]*S_]Jv §Z e+ ve SZ S 8lWayvexceedsthd v ] S e
number of those who aracceptedinto membership For example, i2016, more than 20

million Chinese have appligd join the Party, but only 1.9 million were accept&dlt is thus
verylikelythat the membershipwill appeal to those whare more ambitious, and also that

those who are morg@erseverantare more likely tabtainit. Thus the membership premium

may inceed bethoughtto reflectunderlyingindividualcharacteristicequally or perhapgven
morethan some kind of advantagmnferredon membergegardless of their personal worth.

We obviouslycannotdisentanglethese twoeffects3?

We ask nexthowimportant is CCP membershiprfihe elite members(those who are in
the top 5%). We run th same regressions as in Ta8leut just over the elite group. Thesults
(shown in theon-line Annex Tables 44) are quite different: many of the control varialsléhat
behaved in expected ways and had highly significant coefficient®tmatter forthe elite
group.This is not surprising: condition on being a member of the elite, the differences in
income are unlikely to depend on observable characteristics as@yge, gender and even
education. Only in 2013, and to a lesser extent in 208ducation has a very smadtdtistically
significan} effect;*° and the privatesector ownergend to have higher incomes than other
(equivalen) members of the elite; alsthe Eastern region displayspgemiumof about 9

percent.The CCP membersHioweveris equally insignificant in all four surveys.

Whenwe decide to go a bit further and to look at the role of CCP membership for

varioussocialclassesthat is, tointeractthe CCP dummy with social clase findthat CCP

38 Xinhua, 30 June 2017, cited in Cabestan (2019, p 156).

3% Note that this is not an argument against the widely hélelv that the Party is increasingly recruiting from

among opportunistic individuals who are interested in material success and not in ideology. In fact, the argument
that the premium rewards higher individual ambition is fully consistent with that viearenopportunistic people

are likely to be, almost by definition, more ambitious. So indeed as the CCP becomes a Party that is less ideological
and more pragmatic, the CCP premium (due to unobserved personal characteristics) may be expected to rise.

401t is interesting to note that in recent years education seems strongly correlated with elite membership but once
one is in the top 5%, education seems to play only a very minor role.
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membership is only significant for largausinesowners. In 2013, the premium amots to 34
percent (and is statistically siificant at 5% level; see Tall®). ! The result confirmwhat we
noted above, namely the fact that privasectorbusinessmen who are in 20b3embersof the
elite group tend to have higher incomes than otlmembersof the top 5%, but walsoshow
that being a CCP member is espdgiaaluable for this grougand is of nasignificancdor other
socialgroups).It isalsonoteworthy that CCP membership was not significant for the large

business owners whavere members of the elite in the previous years.

41 The premium is estimated, as before, in comparison to a statstor worker in the Central region who is not a
CCP member and is in the top 5%.
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(dependent variable: natural log of disposable adult incopopulation:all Chinese urban

Table9. Determinants of income

population)
Variable 1988 1995 2002 2013
Demographic
variables
Sex(0=male; -0.08* -0.14** -0.17** -0.28**
1=female) (0.00) (0.00) (0.00) (0.00)
Age 0.06** 0.06** 0.06** 0.05**
(0.00) (0.00) (0.00) (0.00)
Age squared -0.0006** 0.0007* -0.0007* -0.0006**
(0.00) (0.00) (0.00)
Education
University 0.05**
(0.00)
Polytechnic 0.0001
(0.99)
Upper middle -0.003
school (0.98)
Lower middle -0.008
school (043
Primary school -0.03*
(0.04)
Uncompleted -0.13**
primary (0.00)
Years of 0.02+* 0.04** 0.06"*
education (0.00) (0.00) (0.00)
Social class
Owner of larger -0.15 -0.46** 0.53** 0.56**
business (0.15) (0.01) (0.00) (0.00)
Entrepreneur 0.32** -0.20* 0.17** 0.21**
(owner of (0.00) (0.01) (0.00) (0.00)
smaller business
Professional 0.07** 0.22** 0.32** 0.19**
(0.00) (0.00) (0.00) (0.00)
Gowernmert or 0.09** 0.22** 0.31** 0.15**
SOE official (0.00) (0.00) (0.00) (0.00)
Clerical worker 0.05** 0.11** 0.21** 0.10**
(0.00) (0.00) (0.00) (0.00)

Ownership of

place of work
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Variable 1988 1995 2002 2013
Collective -0.12** -0.24** -0.33** -0.12**
ownership (0.00) (0.00) (0.00) (0.00)
Private -0.22** -0.16** -0.19** -0.09**
(0.00) (0.00) (0.00) (0.00)
Foreign 0.35** 0.32** 0.11** 0.27**
(0.00) (0.00) (0.01) (0.00)
Other -0.15** -0.10 -0.37** -0.24**
(0.00) (0.13) (0.00) (0.00)
Region
East 0.21** 0.33** 0.37** 0.26**
(0.00) (0.00) (0.00) (0.00)
West 0.09** 0.05** 0.09** 0.05**
(0.00) (0.00) (0.00) (0.00)
CCP membershi 0.06** -0.13** 0.12** 0.05**
(0.00) (0.00) (0.00) (0.00)
Constant 6.40** 7.35%* 7.37+* 9.01**
(0.00) (0.00) (0.00) (0.00)
R 0.28 0.26 0.29 0.25
(F) (321) (311 (246) (201)
N 17445 13930 9655 9562

Note: Theomitted category is worker employed in the state sector in the Cémégion (professional school
graduate for the years where number of years of educatiariableis not available) p-values between
parentheses** (*) indicatessignificanceat 5 (1) percent levelAll are weighted regressionsin with survey

sanple weights.
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Table 10. Determinants of income
(dependent variable: natural log of disposable adult incopogulation:top 5% of Chinese
urban population)

Variable 1988 1995 2002 2013
Demographic
variables
Sex (O=male; 0.13 -0.013
1=female) (0.57) (0.66)
Age -0.0002 -0.006 0.009 0.008
(0.97) (0.28) (0.40) (0.34)
Age squared -0.0000 -0.05* -0.000 -0.000
(0.53) (0.02) (0.34) (0.46)
Education
University 0.03
(0,47)
Polytechnic -0.03
(0.55)
Upper middle 0.013
school (0.75)
Lower middle 0.008
school (0.84)
Primary school -0.023
(0.57)
Uncompleted -0.074
primary (0.38)
Years of -0.006 0.011* 0.01*
education (0.07) (0.02) (0.02)
Social class
Owner of larger -0.04 0.11 0.30**
business (0.82) (0.36) (0.00)
Entrepreneur 0.32** 0.04 0.085 0.29**
(owner of (0.002) (0.91) (0.29) (0.00)
smaller business
Professional -0.03 0.03 0.069 0.04
(0.57) (0.28) (0.16) (0.44)
Government or 0.08 0.15 -0.01 -0.029
SOE official (0.17) (0.19) (0.88) (0.72)
Clerical worker 0.03 0.21 0.01 -0.018
(0.35) (0.09) (0.89) (0.75)
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Variable 1988 1995 2002 2013
Ownership of
place of work
Collective 0.03 0.05 0.11 0.03
ownership (0.37) (0.16) (0.15) (0.74)
Private 0.05 0.015 0.10* 0.01
(0.56) (0.90) (0.02) (0.77)
Foreign 0.05 0.15 -0.04 0.11*
(0.40) (0.90) (0.62) (0.04)
Other 0.06 -0.118 -0.134 -0.02
(0.33) (0.33) (0.39) (0.79)
Region
East -0.034 0.105** 0.06 0.09**
(0.22) (0.002) (0.24) (0.01)
West -0.055 0.04 -0.013 -0.02
(0.16) (0.32) (0.84) (0.68)
CCP membershi 0.09 0.009 0.026 -0.09
(0.07) (0.86) (0.72) (0.22)
CCP membershi
interacted with:
Private sector 0.10 -0.20 0.34*
owner (0.48) (0.32) (0.04)
Individual sector 0.05 -0.04 -0.083
owner (self (0.82) (0.84) (0.58)
employed)
Professional -0.076 0.024 -0.07 0.04
(0.27) (0.69) (0.42) (0.63)
Government -0.14 -0.023 0.085 0.09
high official (0.09) (0.72) (0.38) (0.48)
Employee -0.07 -0.065 0.11 0.09
(0.26) (0.33) (0.23) (0.35)
Constant 8.50** 9.82** 10.1** 11.2
(0.00) (0.00) (0.00) (0.00)
R 0.07 0.06 0.07 0.11
(3] (2.8) (2.6) (1.8) 4.9
N 977 785 499 688

Note: The omitted category is worker employed in the state sector in the Central region (professional school

graduate for the years where number of years of education variable is not availpdviglues between

parentheses. ** (*) indicates significance® (1) percent levelAll are weighted regressions run with survey

sample weights.
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Section V. Conclusions

Economic and socitdansformationof China over the period of the past 40 years is
without precedentin humanhistory. Whilethe economictransformation was extensively
studied sociakransformationwas not. In this paper, we use for the fitgshe harmonized
household surveys covering the period 198813 to study the changes ihe characteristics

therichestin % & vS } (urbarjpogulation.

We study the changes along several vectors: type of income the elite receives (wages,
property, business or transfers), its sodialassomposition, education level, and regional
distribution (East, West, Center). We find dramati@argein the social composition and
educatioral level of theelite. While in 1988, threguartersof the elite members were high
government officials, clerical stafir workers, in 2013, the single most importambgp were
professionals, and thegombinedwith small and large business owngascounted forover
one-half of all elite membersTherewas more than a teifiold increasen the share of elite
income that comes from the private sector. Téducation levebf the elite has also
dramaticallyincreased.44 percent of elite members atniversityeducated in 2013 compared
to only 12 percentn 1988 The increase in the educatiorattainmentof the elite is not solely
the resultof the risinglevel of edication overall in urban China. It is mugtore significant than
that, and is driven by higher returns to education and greatdectioninto the elite by the

educated.

The regional composition of the elite has rabtangedvery muchthough. All three
regionsshow very similatransformation,but the outcome of that is that the regional
distribution of the elite has beefairly unaffected: Eastern regions acceued for 69 percent of
the eliteincomein 1988 andor 73 percent in 2013Thisimpliesthat the hugechanges in China
did not have as much of a regiortaimension as far as the elite is concernex} is ofen
argued. The regionatlite gapswere present even under gerydifferent system that existed in
the 1980s.

Our data allow us also to look at tiraportanceof CCP membership fd6o } %00 [*

income. China ignigueamong counties in providing a distinctly political variabfeadditionto
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other individual and group vables.When we compare social compositionwwban CCP
membership with that ofChin [ urbanpopulation we find that the two are now more similar
than they were in 1988. This may ti®ught toreflect an effort by the Party tanore equally
representdifferent socialgroups. But when we compaf@CP members who aaenong the
richest5% o( Z]v [* M Eulatioféo}Gserall CCP membership, we find rising
discrepancies. In fact, CCP members atreprofessionalor privatebusinesspeopléend to be
significantly overepresentedamong the rickcomparedto their percentages among CCP
membeship. We thusnoticea movementamongthe rich part of the Party members further

away from the rest of th€€ CP membershigs well as fronthe rest of the urbarpopulation

Theseresultsare confirmedwhen we look at theeturnsto CCP membershig is,after
controllingfor other relevantfactors positive at 5% in 2013. But f@rivate sectorownerswho

are among the top 5%, it is even much more valuable, adding 34 percent to their income.

Ourresultsshow both a dramatic change in ti@hineseaurban eite over a relatively
shortperiod of time and significant, albeit less dramatic, change in the composition of CCP
membership v Jv ]Se (E] Z S}% X d} C[e Z]v [+ o0]S morep Z u}E
dependent on private sector incomes than in the 1980s. If one were to succinctly characterize
the change it could be said to haveonsistedn more widespread education, rising returns to

educationdespiteits quantitative expansion, andprofessionalize]}v_ }( §Z 0]8 X
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