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Abstract

During a transition from plan to market, it hateofbeen argued that the returns
to political status and connections will diminiskm. this paper, using a large rural
household panel data set that covers 10 provinc€hioa and most of the reform era,
we estimate the returns to being a local cadreral IChina. We find that holding other
things constant, cadre households on a per capsia bn average earn about nine
percent more than non-cadre households. The ineoiventages of cadre households
appear tancrease over time and decrease when moving from rich w@r poovinces in
both absolute and relative terms. We further fhmat overall, local off-farm wage
employment is the only source for the income acages. The cadre status tends to
increase both the probability of access to lochfarin wage employment and the wage
earnings from local off-farm wage employment. Hinave show that the income
advantages of cadre households are mostly gonecafiee households become non-
cadre ones and that the income advantages comtllitile to income inequality. Our
results indicate that in rural China cadre hous#hbhve taken advantage of the cadre
status to secure local high paying off-farm wadesjoThis is the very source of the
income advantages or political rents associated eatlre status in rural China. Our
results do not support the view of diminishing retuto political status and connections
during a transition from plan to market in the @tof rural China.
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Does |t Pay to Bea Cadre?
The Returnsto Being a Local Official in Rural China

|. Introduction

There is a growing body of literature estimating t#alue of political status and
connections. While taking different approachesumber of studies find evidence of the
value of political status and connections in rgjgpersonal income and/or the value of
firms. Roberts (1990) took advantage of the unetquedeath of Senator Henry Jackson
and identified the value of the political connen8mf others to him. The paper shows
that share prices of companies with ties to thateerdeclined in reaction to his death; in
contrast, share prices of companies with connegtiornis successor rose. Similarly,
Fisman (2001) identified the timing of the emergenta string of rumors about the
health of former Indonesian President Suharto @mdashstrated that the firms that had
strong political connections with the Suharto sheirtshare prices fall more than firms
with weaker or no connections. Beyond stock maeKeicts, the value of political status
and connections also may exist in agrarian ecomanfer example, Goldstein and Udry
(2008) show that in Ghana individuals holding pdwigpositions in local political
hierarchies have more secure tenure rights tovetgtil land. As a result, the political
elite invest more and enjoy substantially highepatl

In the context of rural China during the reformipdr(which began in the early
1980s), social scientists have been particulatBrésted in estimating the value of being
an official in rural communities. In some sense thork is motivated by a desire to
understand the implications of the transition frplan to market for the returns to

political status and connections. For exampldisnvork on market transition, Nee



(1989) states that “in reforming socialist econ@nibe transition from redistributive to
market coordination shifts sources of power andilege to favor direct producers
relative to redistributors” (Nee 1989, p. 663). dresult, “not only are the direct
controllers of the redistributive mechanism likedyexperience a relative loss, but the
value of their political capital accumulated thrbygrior experience as cadre is likely to
diminish as well” (Nee 1989, p. 671). On the othand, Walder (2002) argues that there
is no generic market effect and the shift from glamarket has no inherent implication
for returns to political status and connections.

In seeking to analyze this issue, most empiriaadiss have ended up concluding
that officials in rural China have benefited froneitr political status and connections
(e.q., Nee, 1996; Cook, 1998; Walder, 2002; Mordareth Sicular, 2000; Parish, Zhe and
Li, 1995; Parish and Michelson, 1996)Jsing a nationwide survey in rural China in
1989, Nee (1996) provides evidence that the leselscome for cadre households on
average were 49.5 percent higher than non-cadreeholds after holding observable
human capital and household characteristics cons&milarly, drawing on another
national survey in 1996, Walder (2002) found thadre households, on average, earned
about 44 percent more than non-cadre households-halding other (observable)
things equal. Morduch and Sicular (2000) use gitadinal data set (1990 to 1993)—
albeit collected in only one county in Shandongvprce—to show that village cadre
households in the county enjoy relatively largatmall rents. Holding human capital,

observable household characteristics, as well absarvable time invariant factors

! There are a limited number of papers that havaddhat village cadres have not benefited fronrthei
position as a rural official. Using a rural houskehsample collected from two peri-urban countres i
Xiamen in 1985, Nee (1989) found that individuaishie households of village cadres did not enjoy an
advantage in net income.



constantpn average income per capita of village cadre Holde was approximately 20
percent higher than that of non-cadre households.

Despite the preponderance of evidence favoringdinelusion that there is a
positive premium for becoming a local leader, passible that the causality between
becoming a local leader in rural China and the sxoélocal leaders to higher earnings
may not be so clear. First, some of the studiaw dneir conclusions based on small
samples, which were collected in specific locatiios example, the study by Morduch
and Sicular, 2000). In these cases, while the ecapiwvork may be perfectly valid, the
results may not be representative and could le@atttorect conclusions for all of China.

In addition, although national-level studies (eWalder, 2002, and Nee, 1996)
avoid the criticisms of being based on results feosample drawn from a particular
region of China, there is also reason to be comckatbout findings based on these data
sets since the analyses are produced using a sige section of data. The survey
instruments that were used in the national sur¢ayavoidably) failed to collect
information on key (often unobservable and, hemoeeasurable) variables that could be
used to identify the effects of being a local affion household welfare. In short,
beyond the effects of observable human capitaladtaristics, such as education and age,
the nation-wide studies failed to control for a fnenof unobserved variables. It is easy
to imagine that there are many elements which ifieudt or impossible to observe
and/or measure that could be importarboth pushing an individual to becoming a local
official and determining their income advantager &ample, if villagers with higher
abilities, better leadership qualities and/or fgrbidckgrounds that encourage individuals

to take on leadership roles have a greater projyeilasbecome village leaders, it is



possible that the higher levels of income thataasociated with their households are not
due to being a cadre, but are a result of the$ieultfto-observe abilities and other
personality characteristics.

The importance of such time invariant unobservaelerogeneity in China
should not be underestimated. For example, ibkeas demonstrated by Li et al. (2007)
in a study of the economic returns to Communistyparembership that unobserved
heterogeneity can produce correlations which creatdid perceptions. Using a set of
data on 870 pairs of identical twins, it is showattafter controlling for the effects of
unobservable ability and family background, theome advantages that are often
thought to be associated with Communist party mestiye (which have been found in
ordinary least squares estimates that look atdbéicient of a party variable in an
income equation) are literally gone.

In this paper, we use a large rural household pdetal set that covers 10
provinces of China (Shanxi, Jilin, Jiangsu, ZheajiaAnhui, Henan, Hunan, Guangdong,
Sichuan and Gansu) across 16 years (1986 to 2008¢4asure whether cadre households
in a village enjoy any income advantages over radre&households. The large
geographic coverage and the lengthy span of thegu@nable us to examine both the
income advantages of being a rural cadre housemuldhe variation of such advantages
across regions and the evolution during a timeasfdition from plan to market in rural
China. Taking advantage of the feature of the pdaia set, we use household fixed
effects models to eliminate all influences of timeet invariant unobserved characteristics
of cadres (such as his/her ability, leadershipfandly background). Having controlled

for other factors such as education, physical ahpitd household demographic



characteristics, one can obtain consistent estsadtthe effect of cadre status on
household income. Even if the time invariant uresbed characteristics of a household,
such as ability and leadership, do vary over tithe household fixed effect model will
greatly reduce the bias found in cross-sectionalist as long as the variation of the
unobserved characteristics in a given householdtove is small relative to the
differences across households.

We find that holding other things constant, cadvageholds on a per capita basis
on average earn about 90 yuan (measured in 1986 gu&.3 percent more than non-
cadre households. This is much smaller than wérae bbeen found in the previous
studies, especially in the cross-sectional studW#een looking at the income advantages
of cadre households over time, our results showtklgaincome advantages appear to
increase over time in both absolute and relatiu@¢e The increase of the income
advantages in fact occurred mainly after 1998CHina’s market environment is
improving over time, as most scholars demonstmateresults do not support that the
cadre household income advantages should falleaséitket improves as it has often
been argued (by Nee, 1989, for example). When exagithe heterogeneity of the
income advantages across provinces, we find teahttome advantages of cadre
households appear to be higher in both absoluteedative terms in relatively rich
provinces than in poor ones. Especially in Zhgjjgauangdong and Jiangsu, the most
developed provinces in China, the income advantafjeadre households appear to be
much higher than in the other provinces.

We further find thatocal off-farm wage employment appears to be the only

source from which the income advantages of cadusdimlds come. Cadre households



are more likely to get access to local off-farm &yment butiess likely to get access to
temporary migrant employment. In addition, thereastatus tends to increase wage
earnings of local off-farm employment throughoug #ntire wage earning distribution
while decreasing wage earnings of temporary migrant employmentughout the entire
distribution. We also find that the time trendaoid the provincial differences in the total
income advantages of cadre households have beatyrdaven by the wage income
advantages from local off-farm employment. Altdget our results indicate that in rural
China cadre households have taken advantage ofctiolie status to secure local high
paying off-farm wage jobs. This is the very sounEéhe income advantages or political
rents associated with cadre status in rural China.

Finally, we examine a number of implications of theome advantages of cadre
households. First, we find that the political ¢apbassociated with cadre status in rural
China depreciates quickly such that the income raidgges of cadre households are
mostly gone after they become non-cadre househ@ds.results indicate that most of
the income advantages of cadre households aredbe position power bestowed by the
cadre status and that the connections and sodiabrieestablished through prior
experience as cadre do not seem to play a signifrcée in bringing about the income
advantages. Second, the income advantages of lvadseholds appear to contribute
little to income inequality.

The paper is organized as follows. Section lIfbyridiscusses the grass-roots
cadres in rural China, focusing on the power angathges that cadres have during the
reform era. Section Il describes the data. $adW describes our empirical strategy

and variables. Section V presents the estima#ienlts of our income regressions.



Section VI examines the sources of the income adgas of cadre households. Section
VII discusses the depreciation of political capiutéiile section VIII examines the impact
on income inequality of the income advantages dfe&aiouseholds. Section IX

concludes.

Il. Rural Cadres, Power and its Evolution

In this section, we provide a brief discussionha grass-roots cadres in rural
China. Specifically, we focus on the power andaadages that cadres have during the
reform era. This discussion will motivate why iigit be expected that cadres and their
family members may have the power and access tweno opportunities, which could
give cadre households leverage to raise their iesom

The most important political status in villagesGifina is a cadre position. A
cadre position refers to an official position ofipcal or administrative leadership.
Typically, since the commune system was abolishele late 1970s and early 1980s in
rural China, there have been two types of cadreglages of China: township cadres
and village cadres. Township cadres are the cadneshold a position at the township
administration but still reside in the village witieir family and commute to the
township to work and return daily or on weekends.

Village cadres include people in a village that/e in either village committee

(cunmin weiyuanhui) or village party committeec(n dangzhibu). Since the beginning of

the 1980s inside most of China’s villages the twoegnance bodies have been in charge



of implementing state policies and running villagirs? The village committee
consists typically of three to seven people, intlgdhe committee chair (who is often
simply called thevillage leader), vice chair, village accountant and members d@nat
responsible for production, village security andwem’s affairs> The other governance
body, the village party committee, typically hasethto five members, including a party
secretary, a vice secretary and one or more execcdimmittee members at laryélhe
members of the two committees are considered Eggicadres.

Village cadres also include people in a villaged Hra responsible for managing
part of village affairs but are members of neitther village committee nor the village

party committee. For example, there may be peoevillage who are responsible for

2 Which of the two governance bodies in fact haspiwer of decision making on village affairs and to
implement state policies is not clear-cut and saoieer time and across villages. For example,rbdfee
introduction of village elections, the village pacdommittee was the seat of decision-making and
implementation. The party secretary was often idemsd to be the boss of the village. Howeveresiine
introduction of village elections, village commitehave taken over the power in some villages @b
Bernstein, 2004). In fact power allocation betwdanvillage committee and village party commitadso
varies across villages (Oi and Rozelle, 2000). éxample, in some villages, regardless of the ¢htetion
of village elections, the village party committespecially the party secretary, still makes moshef
decisions while in some places power falls in taads of the elected village committee. The village
committee and village party committee also mayat §hare the power with each other.

3 Village committees appeared first in two Guangdnmties (Lishan and Luocheng) and were formed by
villagers without the knowledge of local authorsti@ late 1980 and early 1981 (O’Brien and Li, 2000
Village committees have spread widely since thien1982 village committees were written into the
Constitution as elected, mass organizations ofgmlernment. A year later a Central Committeeutanc
instructed that elected village committees shoaldét up in villages. Although village committees
defined as elected, village elections were not belil the 1990s (Kelliher, 1997).

* The size and composition of the village commitiad village party committee may vary across village
mainly depending on the village’s size and compiexilrhe village party committee also can vary
depending on the number of party members in thagél In some cases—especially in smaller villages
there can be an overlap of responsibilities. FKangle, in some villages there may be only a party
secretary and a vice secretary, but no villageygannmittee at all. In other places, the chaithefvillage
committee is also the party secretary or vice sagyef the village party committee. The membdrthe
two committees are often occupied by the same peopl

® In some villages, there are sub-groups withirvilage, which are called village small groupsif

xiaozu) while in other places households were directlgiarmvillage leadership. The leaders of village
small groups at most maintain the rights to manbhgeultivated land (in the sense that the smallgr
leaders assign production rights to its small gribopseholds). In most cases, small group leader®ly
act with the permission of village leaders. Henganany places power at the grass-roots levedleesi
the village level. The small group leaders aregaesterally considered as village cadres.
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village security (heads of the security office)pgurecruiting (heads of the militia),
mediating civil disputes, distributing comfort futmlfamilies of revolutionary martyrs,
or organizing youths in the village (heads of tferunist Youth League). It is often
that these people serve in neither the village citeennor the village party committee.
It is on township and village cadreggnhgcun ganbu) as described above that we focus
our analysis in this paper.

Township and village cadres in villages, like otbeginary households, are
largely left on their own to enhance their own emoitc benefits and welfare. While this
greatly reduces the liability of the state, it atgens up the possibility that cadres in a
village may take advantage of their positions a&g to increase their own household’s
welfare. Inthe 1980s during the early stagefefreforms, there were several main
channels through which cadres might have used plosition to enrich themselves. First,
since cadres managed the process of contractingptiettive resources—such as land,
equipment and its factories, they may have beemtaldllocate the most fertile land, best
equipment and relatively profitable enterprisethr own families at a favorable price.
They also may have been able to wield their poweeteive benefits indirectly. For
instance, cadres may have exacted bribes and/er gifits from villagers who were
willing to pay for preferential access to the reses of the collective.

Second, given the underdeveloped state of manketseiearly stages of the
reforms, cadres continued to be responsible faomeig a subset of inputs. In the 1980s
inputs, such as fertilizer and fuel, were ofterdgbrough state stores at below market
prices if farmers were able to get access to retgpooupons from their village leaders.

Access to these rationed goods was often a kegteordining the profitability of



agricultural production. As a result, cadres mayehbenefited income- or consumption-
wise from having preferential access to these scand cheap goods.

Third, in rural areas that were in more robust lec@nomies, cadres often
managed township and village enterprises (or at leeted as managing consultants).
Thus, they may have earned additional income amdéayhave been able to help their
family members get a job in one of the township dilldge enterprises. These jobs were
usually well paid—at least relative to farming—andigh demand by villagers.
Township and village factories sometimes acteciilge factories (or input suppliers of
raw materials) for other enterprises and this i@hghip also may have been able to be
used to get a family member a job in other entegsti

Finally, being in the bureaucratic system may hgiven cadre households more
of an advantage (at least over ordinary househaidsg¢coming part of personal
networks and in being able to develop personatiogiships guanxi) with upper level
cadres (Oi, 1999). Through these networks, ibssfble that cadre households gained
private access to market information and techreggkrtise (Oi, 1999). Cadres then
could have employed these advantages to enhancewrefamily’s income. For
example, having a good relationship with upperlleadres may have helped cadres to
obtain credit from local banks to start up an oamily business. Information or new

technologies also could have helped the businesadés thrivé.

® For a detailed description on the organization ashhinistration of local governments (county, tohips
and village) and their power and behavior in thetpdao era, see Oi (1989 and 1999).
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L ate Refor ms and Benefits of Cadres. Waxing or Waning?

The economy of rural China has not been statieenEkiough there were many
ways that cadres could have benefited in the etalyes of the reform, there are several
ways in which the evolution of institutions and oration of markets could have
changed the benefits during the 1990s and beybirdt, state distribution channels for
many inputs to farming have withered. Whereas@n1t980s a large share of many
inputs flowed through the state procurement anelsssystem, by the late 1990s it was
officially abolished and all inputs were flowingttugh markets. Therefore, the
advantage of cadre households of being able toagaess to below market priced and
rationed goods eventually disappeared by the roithte 1990s.

Second, after the mid-1990s, under mounting coripefpressures, many local
government officials, including village cadres, Bedo privatize their enterprises (Li and
Rozelle, 2003). Once privatized, the ability ofliess to influence the employment
decisions of the new owner likely declined andabdity to help family members obtain
non-farm jobs would have also fallen. At the samme employment outside of the
village/town—especially in China’s cities—have nsgreatly, which substantially
increased the opportunity of finding a job for thagithout connections since the
influence of cadres rarely would be expected temdxtffar beyond the boundaries of the
town.

Despite these changes, there are other reasop$duebthat the power of cadres
in rural China may not have weakened. Some sowfggswer may not have completely
disappeared and new sources of power may have etheFRpr example, cadres may

have shifted the attention to managing, rather theactly operating, township /village
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resources to enhance their own income. Due toeihid rate of urbanization in the late
1990s the value of land in some villages has ristince cadres are often managing both
leasing and sales transactions, this may be ahedyhey could raise their income. The
rising income could come either legally (such asamagement or agency fee) or illegally
(through kickbacks). In fact there are anecdatesoime villages saying that village
cadres earned income through corruption in thega®of land expropriations and other
transaction (e.g., Cai, 2003; Guo, 2001).

In fact, the power and advantages held by cadrag@h China are likely to be
guite heterogeneous across villages and mainlyrikpe the nature of the village
economy (Oi and Rozelle, 2000). For example, liatireely poor and remote villages in
which agriculture is the dominant source of incdorenouseholds or in villages in which
migration is pervasive, cadres may not have muetepgtemming from their official
position which they can take advantage of to ireedheir own income. On the other
hand, in the villages that are in suburban areas which there are many enterprises,
cadres may have significant power which could kezlue raise their own income or
provide opportunities to family members. Finallyyillages in which there are many
private firms, although cadres may not have powesteng as those in villages
dominated by village enterprises, they may have ladgde to create mutually beneficial
relationship with private enterprises since theghihhave some regulatory power over
the firms. They also might use their personalti@teship with upper-level cadres to help
private entrepreneurs in the village obtain loangtberwise facilitate their business
start-up and/or day-to-day operations. In retprivate entrepreneurs may provide quid

pro quo benefits to cadres or their family members.
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Given the possible power and advantages held bigsad rural China, and the
rise of markets and other institutions that mayehawdermined these privileges, it is an
empirical question about whether or not cadresiialtChina may in fact have turned any
advantages that they have retained into incomehdisubsequent sections, we use our

household data set to examine these issues.

[11. Data

To examine the possible income advantages assoeidte cadre status in rural
China, we use a large rural household panel dathatecomes from annual household
surveys conducted by the Survey Department of gse&ch Center on the Rural
Economy (RCRE) at the Ministry of Agriculture inipeg. To sample households,
RCRE first selected counties in the upper, middi& lawer income terciles in each one
of the 31 provinces and administrative regionsmn@. Then a village in each county
was randomly selected. Depending on the sizeeo¥illage, between 40 and 120
households were randomly chosen and surveyed mwiéemge. RCRE started the
household survey in 1986 and intended a longitudimavey, following the same
households over time. As a result, there is aifsoggnt panel dimension to the

household sample.

" Despite the significant panel dimension, nearly third of originally selected households were tost
attrition during the period 1986-1999. This is nigidue to village attrition that occurred durirvgpttwo-
year gaps when RCRE was unable to conduct theywim#992 and 1994 because of funding difficulties.
To supplement the sample, RCRE replaced lost @#idry comparable villages in the same counties.
Households lost through attrition were replacedgast in principle) on the basis of random sangplifor

a detailed discussion of the RCRE panel datarsgltjding discussions of survey protocol, sampling,
attrition, and comparisons with other data soufa@® rural China, see Benjamin, Brandt and Gilé30&).
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The scope of the survey is quite broad. Househarleleisked a range of questions
regarding political status (e.g., households’ catia¢us), education, sources of income,
labor supply, land use, asset ownership, occupatroice and other household
characteristics. Respondent households keep diallies of income earnings and
expenditures. A resident survey administer livimghe county seat visits with
households once a month to collect information ftbemdiaries.

The data set used in our analysis comes from péneacomplete RCRE survéy.
Specifically, it covers ten provinces (Shanxi,nJiliangsu, Zhejiang, Anhui, Henan,
Hunan, Guangdong, Sichuan and Gansu) and spapstiiod 1986-2003 except 1992
and 1994 as RCRE was unable to conduct the sunvitese years because of funding
difficulties. As a result, the data set includds417 households and has a total of
123,867 household-year observations. The larggrgebic coverage and the lengthy
span of the survey enable us to examine both tteame advantages of being a rural
cadre household and the variation of such advastag®ss regions and the evolution
during a time of transition from plan to marketural China.

Finally, RCRE’s sampling is not proportional to pirecial rural population. For
example, the number of households surveyed in Sitiminearly the same as that
surveyed in Gansu, despite the fact that Sichuaralraral population that is nearly five
times larger. Thus, we use provincial rural pagoh (by year) to weight all

calculations’

8 The complete RCRE survey covers over 22,000 halgeln 300 villages in 31 provinces and
administrative regions. We have obtained accedsati® from 10 provinces, or roughly one third & th
RCRE survey.

® Specifically, weight = Provincial Rural Populatibhlumber of Households Sampled in Province.
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V. Empirical Framework

In this section, we discuss the empirical spedificafor examining the
relationship between rural cadre status and holg@mhmome. Specifically, we first
present our empirical specification. We then defind briefly describe the variables
included in our regressions.

To examine the relationship between rural cadreist@and household income, the
analysis is centered on a series of income funstimhere the dependent variable is

household incomper capita for household in provincej in yeatt:
K
(1) Yijt =H +At +5jt +18xijt +Zzijtkyk +£ijt
k=1

In this specification, variable;, is the rural cadre status variable for househaid

provincej in yeart, which equals 1 if the household had a family mermnibat was a
rural cadre in yeat, and zero otherwise. The coefficient on thisatale,5, will be the

focus of our estimation efforts. It measures ttwme advantages of a cadre household,
holding other things constant. Variablgs,are a set of control variables controlling for
observable household characteristics. The unoldkkrhousehold characteristics such

as ability and family background are capturegin In the specification we also include

year fixed effects/,, and province by year fixed effecss,. A controls for any
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household income shocks in ygacommon to all the households in the sample while

9, controls for any household income shocks in yetirat are specific to provincg.'°

The error term £

;1) In the specification also requires attentionis likely that

the error terms are correlated across time. Ehedrr (¢, ;) # 0, for t #s. For

example, income shocks may have persistent efféicss, this would mean that income
shocks happening in the current year might alsecafhcomes in the following years.
While this autocorrelation will not bias the coeféint estimation, serial correlation in
Differences-in-Differences models may severely lisstandard error estimation
downward (Bertrand, Duflo, and Mullainathan, 2084)Because of this, we use Huber-
White Standard errors clustered at the househwtl taroughout. These standard errors
are robust to arbitrary forms of error correlatwithin a household.

The possible source of endogeneity associatedthéticadre status variable
(X

i )» the coefficient of which is the focus of our bysss, is from the household level

unobservablesy, ). Specifically, the household level unobservaftest is, time

invariant heterogeneities such as ability, famégkground and other intangibles, may be

correlated with the cadre status variall (). Itis easy to imagine that there are many

elements, which are difficult or impossible to atveeand/or measure, that could be

1% deally, we would like to control for any houseth@hcome shocks in yedr that are specific to each
individual village by adding in the specification village by yearefikeffects. However, doing so requires a
substantially large amount of computer random-acogsmory (i.e., more than 3.5 gigabytes) to be
allocated to Stata in order to run the regressidigs resulted in an extremely slow running precels
addition, many quintile regressions with the viliday year fixed effects specification in our lsaealysis
failed to converge. As such, we have used theipcevby year fixed effects specification. Neveltiss,

we ran a number of regressions with village by ye@d effects despite the slow running procesgurhs

out that the results are similar to those fromptwvince by year fixed effects regressions.

1 Equation (1) is essentially a regression versiobifferences-in-Differences estimation.

16



important in both pushing an individual to becomingillage cadre and determining
their income advantage. For example, if villageith higher abilities, better leadership
gualities and/or family backgrounds tend to beceitiage cadres, it is possible that the
higher levels of income that are associated wigdr thouseholds are not due to being a
cadre, but are a result of these unobservabldiabitind other characteristits To
control for the endogeneity, we take advantagéefianel feature of our data set and
employ household level fixed effects models.

Below we define and briefly describe the variabteduded in our regressions.
Measurement of Household Income

Household income is calculated as the sum of einme (gross revenue less
current expenditures) from agriculture, farminge$iines (e.g., animal husbandry and
livestock), family-run business, plus wage incoaeg transfers® Specifically,
household incomes can be classified into two groe@sied and unearned incomes.
Household earned income is the sum of income fribhmasehold-managed activities

(i.e., agriculture, farming sidelines, and familyarbusiness), plus off-farm income from

12 Some unobservable household behaviors may be ctadeldth the cadre status. For instance, if a
family member in a household becomes a cadre, lgmply and investment behavior of the household
may as well change accordingly, which may in tufad the household income. In fact, it has been
demonstrated by Goldstein and Udry (2008) thatipalistatus is clearly correlated with investment
behavior. Specifically, it is shown that powenfalsitions in local political hierarchies in Ghamesere
political elites more secure tenure rights anddfwee induce them to invest more in land.
In an early version of our paper, we attidgo use the timing of village elections in rutdina as
an instrumental variable to control for such unotaele household behaviors. However, doing so
discards important income advantages brought abptite cadre status and produces meaninglesssesult
This is because income advantages associatedheittetdre status are mostly realized by households
altering labor supply and investment behavior st the cadre status can be exploited. For exaiiple,
family member becomes a cadre, another family memmiagy then start up a new business that could take
advantage of the connections with commercial bamidsgovernment brought about by the cadre status.
Equation (1) is in fact a reduced formrestiion of the effect of rural cadre status on hboke
income. The reduced form estimation capturesalimcome advantages that stem from the cadresstatu
both directly and indirectly.
13 For a detailed description on the definition aattelation of household incomes, see Appendix | of
Benjamin, Brandt and Giles (2005).
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local wage employment, temporary migrant wage egmént, and government
employment* Household unearned income is the sum of forraaisfiers from the
village and higher levels of governments, infortnahsfers and remittance from friends
or family, and other income. Household incomercsg of taxes and fees.

A couple of things deserve mention with regarch ¢alculation of household
income. First, the value of farm output that i$ sald, and thus largely consumed (or
stored) by the household is calculated at markeéprand included as part of household
income. Second, household incomes are deflatedLB&6 prices using the National
Bureau of Statistics rural consumer price indexefach province.

Rural Cadre Satus Variable

Our measure of the political status of househaidsiial China is the cadre status.
In the RCRE annual household survey, there is omlstpn designed to measure the
cadre status. Households in the sample were aslerg year whether they were
township and village cadre householdsufgcun ganbu). Despite the simplicity of the
survey question, the question has identified thetrpowerful households in a village
after all.

Control Variables

In addition to the cadre status variable, we atstude a number of control

variables in our empirical specification. These lauseholds’ weighted average years

of education, share of laborers with special skileductive assets per capita, arable land

% |In addition to the income from temporary migrartge employment, households may also have income
from permanent migrants. We define this incomeesasttance and classify it as unearned income.
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per capita, share of laborers and share of mateéafl®> Weighted average years of
education and share of laborers with special skélp crudely to control for human
capital while productive assets per capita andladand per capita control for physical
capital. Share of laborers and share of male &abare included in the regressions to
control for household demographic characteristies tould affect household income.
Finally, households’ Communist Party membershigise included in our regressions to
control for another measure of political statusural China that could affect household

income.

V. Cadre Status and Household I ncome Advantages

In this section, we use our data set to examinedladonship between cadre
status and the advantages that the cadre houded®id income generation. To do so,
we begin by providing a brief descriptive analyslishe relationship. Specifically, we
examine the nature of cadre households in rurat&liocusing on the differences in
income and other household characteristics betwadre and non-cadre households.
Second, we turn to our multivariate analysis ineoit try to isolate the relationship
between cadre status and income by holding otlmggrconstant. In doing so, we also
examine the relationship over time and across poed. Finally, we assess the

robustness of our findings in a number of ways.

!5 The weighted average years of education are eaélias the sum of the products of share of laBorer
with each education level and the education len§pecifically, the weighted average years of etioica
for a household is equal to share of laborers aigmentary education * length of elementary edooati
share of laborers with lower middle school educatitength of lower middle school education + shafe
laborers with upper middle school education * léngt upper middle school education. In rural Chihe
lengths of elementary, lower middle school and uppiedle school education are generally 6, 9, ahd 1
years, respectively. There are rarely laborexslimges with college education or above (i.e.-146 years
or above).
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In rural China it is possible to identify a grouphmuseholds that can be called
cadre households (Appendix Table 1). Our data show that, on averdg1 percent of
rural households can be classified as cadre holgsefimttom row). These households
have family members who are either township oagi cadres.

When looking at the income of cadre households @atpto non-cadre
households, it is clear to see significant incomheaatages by cadre households.
Whether using total income or earned income, chduseholds, on average, appear to be
better off than non-cadre households (Table 1, IBaand B). In all years of the
sample, total per capita income for cadre houseshsldt least higher than that for non-
cadre households and the differences are staligtiggnificant at the one percent level.
On average, total per capita income (when measaneshl 1986 yuan) for cadre
households is 1032.8 yuan, which is 28 percentdnithan that for non-cadre households
(Table 1, row 17 and columns 3 and 5). When exetudon-earned income sources
from total income, cadre households also appeeato more than non-cadre households.
On average, per capita earned income for cadresholds is 25 percent higher than that
for non-cadre households (Table 1, bottom row anidnen 5).

The income advantages of care households over tegardless of total or earned
income, demonstrate an interesting pattern (FiguRanels A and B). First, the income
advantages appear to increase over time in bottligbsand relative terms. For example,
per capita income for cadre households in 1986verage was 13 percent higher than
that for non-cadre households while by the endhefsample period it became 26 percent
higher (Table 1, Panel A). In absolute terms,ititeme differences had increased by

more than three times, from 78 yuan in 1986 to @#mn in 2003. Second, the increase
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of the income gap between cadre and non-cadre holgseoccurred mainly after 1991.
Specifically, between 1986 and 1991the income adwms of cadre households were
roughly at the same magnitude, on average abouyd&® and 16 percent of the non-
cadre household average income. After 1991, tbeme advantages increased to a
much higher level, on average 282 yuan and 31 peate¢he non-cadre household
average income. Finally, an interesting observasdhat during the period 1995 to
1999 when a sharp decline in farm prices and crappicomes occurred (Benjamin,
Brandt and Giles, 2005), per capita income for nadre households actually fell while
cadre households still managed to grow their incoaten average growth rate of 2.4
percent per year, from 1,068 yuan in 1995 to 1yik8 in 1999.

However, it is also important to realize that caane non-cadre households also
differ in other ways, some of which may be ablat¢oount for part of the observed
income gap. In fact, our data show that it is gideghat part of the income gap may be
due to the higher levels of human and physicaltahffiat cadre households possess
(Table 2). Importantly weighted average yearsdafcation for cadre households are
higher than non-cadre households. The share ofdebfor cadre households that have
received special training is also higher than tbahon-cadre households. Cadre
households own more productive assets; the petaciawel of productive assets for
cadre households on average is 550 yuan, a leuehws14 percent higher than that for
non-cadre households (row 4). Certainly, theshduld be expected that the human and
physical capital advantages of cadre householdacaount for at least some of the

observed differences in income. Hence, in anyysimabf the income advantage of being
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a cadre household, it is important to control feese (and other) differences when
performing multivariate analysis.
Multivariate analysis

After holding the effect of observable householdrelsteristics constant, the
results of the baseline analysis (i.e., the OL3a®gjons) demonstrate that cadre
households still appear to have an income advamegenon-cadre households (Table 3).
In all of the three specifications, the coefficiémt the cadre status variable is positive
and statistically significant at the one percewuelef significance (row 1 and columns 1,
2 and 3). After controlling for all of the obsebka household characteristics, and year,
province and province by year fixed effects, oreagapita basis, cadre households on
average earn 116.0 yuan of income more than norec¢emiseholds (row 1 and column
3). Given the average per capita income of nomechduseholds (807.4 yuan—Table 1,
row 17 and column 2), this means that eeincome gap (that is the income advantage
net of the effect of observed characteristics, sagcthe educational attainment, and year,
province and province by year fixed effects) ispbfcent in favor of cadre households
over non-cadre households.

Interestingly (and importantly for our modelinggtbbservable household
characteristics do explain a part of the incomeaathge of cadre households.
Specifically, without controlling for any househaitaracteristics, cadre households have
196.4 yuan of income more than non-cadre househaldsit 24 percent higher (Table 3,
row 1 and column 2, net of year, province and pro@iby year fixed effects). After
controlling for the observable household charasties, however, the income difference

between cadre and non-cadre households decreak&8.@yuan, about 14 percent
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higher than non-cadre households (Table 3, rondicaiumn 3). The observable
household characteristics, in fact, can be shovaxpdain about more than one third of
the observed income differences between cadre amdadre households (that is (196.4-
116.0)/225.3*100=36 percent).

As discussed above, the OLS regression resulty kileenot account for the
unobserved household characteristics such asyathifit could be making the coefficients
subject to endogeneity bias. To account for thesdserved factors, we include
household level fixed effects in the regressiorb(@&&, column 4). Although the primary
concern of the analysis is the effect of housekalife status, it is useful to note that all
of the coefficients on the control variables haxpezted signs after the household level
fixed effects are included. Interestingly, diffetérom the finding of no economic
returns to Communist Party membership in urban &binlLi et al. (2007), our results
show that Communist Party membership in rural Ckemal to increase household
income (Table 3, row 2 and column4).

After controlling for the unobservable householdretteristics, cadre households
still appear to have an income advantage, althdugmarrower (Table 3, row 1 and
column 4). The coefficient on the household ca@mable is still positive and
statistically significant at the one percent lesksignificance. The measured income
advantage of cadre households falls from 116.0 ytlnencoefficient estimate in Table 3
row 1 and column 3) to 90.38 yuan (row 1 and coldyrwhich is about 11 percent of

the average per capita income for non-cadre holdg®hdhis means that the

8 Based on a data set collected in a relatively cmimty in Shandong province, the study by Mordaict
Sicular (2000) finds no economic returns to ComrauRarty membership in villages of the county.
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unobservable household characteristics can exptant 11 percent ((116.0-
90.38)/225.3*100=11.4 percent) of the observednmedifference between cadre and
non-cadre households and about 22 percent ((116388116.0*100=22.1 percent) of
the income difference that appears in the OLS ssgoa (row 1 and column 3).

When using log income instead of linear incomehasdependant variable in our
regressions, the results still show that cadre éloaisls appear to have an income
advantage over non-cadre households (Tablé Zhe coefficient on the cadre status
variable is positive and statistically significatthe one percent level. On average,
cadre households on a per capita basis appeam® &apercent more than non-cadre
households, after controlling for both the obselwa@nd unobservable household
characteristics (row 1 and column’d).

Do political rentsincrease or decline over time?

When looking at the income differences betweeneadd non-cadre households
over time, similar to the previous descriptive gsak, our results show that holding
constant both the observable and unobservable holaseharacteristics, the income

advantages of cadre households appear to incrgasdéimme in both absolute and relative

" Some households in the sample actually have negattomes. These are typically households that
have high gross incomes, but also high businessetkexpenses. As a result, when using log inasme
the dependant variable in the regressions, sucbetmids were dropped. A total of 294 household-year
observations were dropped out of 123,867, which2d percent of the total sample size. When frague
weights were applied in the regressions, this mésatsa total of 1,517 duplicated household-year
observations were dropped out of 685,510, the tataiber of duplicated household-year observations.
Thus, although regressions conditional on positigemes are subject to selection bias (Joshua,)1899
reasonable to believe that the bias in this casévial.

18 Our result on the coefficient of the cadre statgable is about half of that reported by Mordagiul
Sicular (2000). This is perhaps because theirystuas based on a data set collected in a relativety
county in Shandong province while our data set oten provinces of China including both rich adip
regions. As our paper shows later, the income ratdgas of care households in relatively rich regitamd
to be higher than those in poor regions. Howeter difference between our and their results atsddcbe
simply due to the fact that the cadre variable defined differently. The study by Morduch and $cu
looked at village cadres while our cadre varialtde ancludes township cadres.
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terms (Table 5). For example, the income diffeesrhad increased by almost fifteen
times, from 24 yuan in 1986 to 352 yuan in 2002v§d and 15 and column 1). In
relative terms, per capita income for cadre housisha 1986 on average was 7 percent
higher than that for non-cadre households whi20@2 it became 19 percent higher
(rows 1 and 15 and column ). The increasing income gains for cadre houselhmlds
time are exactly what Morduch and Sicular (20000 f° If China’s market environment
is improving over time, as most scholars demoresti@ir results do not support that the
cadre household income advantage should fall asititket improves as it has often been
argued (by Nee, 1989, for example).

The increase of the income gap between cadre amdamre households occurred
mainly after 1998 (Figure 2). Specifically, duritige period between 1986 and 1998, the
income advantages of cadre households in termeroéptage of the average per capita
income for non-cadre households were roughly as#imee magnitude and did not
display a clear trend either downward or upwaraly@fter 1998 did the income
advantages for cadre households start to incragsdly. By 2002, the income
advantages had increased to 19 percent of the amne-tiousehold income, which was

more than twice as large as that in 1998.

9|n 2003the income advantages of cadre househotdally fell from 352 yuan in 2002 to 139 yuan
(Table 5, rows 15 and 16 and column 1). Despite they are still nearly six times bigger thanghan
1986. In relative terms, the income advantagesdfe households fell from 19 percent in 2002 ef th
average per capita income for non-cadre housetwl8percent (Table 5, rows 15 and 16 and column 2)
and are slightly higher in 2003 compared to 1986,(B.0 percent vs. 7.5 percent, Table 5, rowsdl1%
and column 2).

2 Unlike our results that are based on a data sefrizm a long span of sixteen years between 1986 an
2003, Morduch and Sicular acknowledge that themlifigs could reflect short-term fluctuations rattien
secular trends since the time span of their suivesiatively short (four years from 1990 to 1993).
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Do political rents tend to be higher in relatively rich provinces?

When looking at the income differences betweemecadd non-cadre households
across provinces, our results show that the incatwantages of cadre households in
relatively rich regions appear to be higher in battsolute and relative terms than those
in poor regions (Table 6}. Specifically, in Zhejiang, Guangdong and Jiangghich are
the most developed provinces in China, the incodvartages of cadre households are
383 yuan, 209 yuan, and 89 yuan, respectivelyhalthree coefficients are statistically
significant (rows 1, 2 and 3 and column 1). Intcast, in the other provinces the income
advantages are less than 50 yuan (rows 4-10 anchadl). The income advantages in
relative terms also appear to decrease when mdnongrich to poor provinces (Figure
3). In Zhejiang, Guangdong and Jiangsu, the incadvantages in terms of percentage
of the non-cadre household income are 19 perc8migficent, and 10 percent,
respectively, which are higher than those in tlieioprovinces (Table 6, column 2).
Robustness Checks

Given the fact that total income includes both edrand un-earned income, the
measured relationship between household cadressiatiincome may be different for
earned income and total income (because it is Iplestiat some household unearned
incomes such as remittance and family transferg,moadepend on household cadre
status). Because of this, we also examine théaekhip between earned income and

household cadre status. Our results show thaitdgbpse concerns, the measured

2 |n the next section, we will try to examine wh tincome advantages of cadre households tend to be
higher in rich provinces than in poor provinces.
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income advantage of cadre households is aboutithe segardless of our definition of
income (Appendix Tables 2 and 3).

Another check on the robustness of our results see whether household
specific time trends may have driven our resulike reason for doing so is that given
the fact that equation (1) is essentially a regoesgersion of Differences-in-Differences
estimation, the key identifying assumption unddfddences-in-Differences estimation is
that conditional on the explanatory variables, medrends would be the same for both
non-cadre and cadre households in the absenceli@f sttus. Therefore, without
controlling for differences in income trends, Difaces-in-Differences estimation of the
coefficient of the cadre status variable may |leadidsed results.

To check if household specific time trends may hdnen our results, we run a
household fixed effects regression for each pravinith household specific time trends
included? The results show that it is unlikely that ourules have been driven by
household specific time trends (Appendix Tableodumns 5 and 63° Specifically,
when including household specific time trends, cxirsat with the previous results, the
income advantages of cadre households in Zhejangngdong and Jiangsu still appear

to be positive and statistically significant altigbuthe coefficient on the cadre status

22 |deally, we would like to run such a regressiontf@ whole sample. However, since our data seha
total of 123,867 households, after inclusion ofdehold specific time trends, the resulted total Ipemof
variables in our regressions will exceed the maxinmumber allowed by Stata (i.e., 11,000). Thus, we
examine provincial regressions with household djgetiine trends included.

% The log income regressions are preferred to tieafiincome regressions. First, the log income
regressions provide a better fit to the data tharlihear income regressions. Second, althougtothe
income regressions dropped those observationszeithor negative incomes and therefore are sutgect
selection bias, the selection bias is actuallyatisince the number of observations dropped ieextly
small (i.e., less than 0.9 percent of the samipke-s Appendix Table 4, column 1 vs. column 4).
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variable is about half of that without householdafic time trends (rows 1-3 and

columns 5 and 63

V1. Sour ces of | ncome Advantages of Cadre Households

In this section, we examine the sources of thenmeadvantages of cadre
households that are found in the previous sectiando so, we first examine the income
advantages by income source. As we find thatarfiafwage employment appears to be
the only source for the income advantages of caduseholds, we then focus on off-
farm wage employment and look at how cadre stdfasta wage incomes. Specifically,
we try to understand how cadre status affectsqyaation in off-farm wage employment
(participation effect) and how cadre status affdoesdistribution of wage earnings
(distribution effect). In doing so, we also diseggate wage incomes into incomes from
local, temporary migrant and government employmé&mbally, we examine wage
income advantages over time and across provinces.

When examining the income advantages of cadre holgsby income source,
our regression results show that off-farm wage egrpknt appears to be the only source
from which the income advantages of cadre housshmithe (Table 7 Specifically,
the coefficient on the cadre status variable incde of off-farm wage employment

appears to be the only coefficient that is stadly significant (row 1). In addition,

% The coefficient in the case of Guangdong proviscsatistically significant at 10.3 percent.

% Similar to our findings, based on the data sdect#d in the county in Shandong province, Mordact
Sicular (2000) also find that the largest singletda explaining the income difference between caahed
non-cadre household is wage income. However,réffftefrom their findings, which show that cadre
households tend to earn more than non-cadre holaiseinchigh-value agricultural activities such agtf

and melon production and animal husbandry, we ddims any income advantages for cadre households
in agricultural activities.

28



when we take the numbers literally, the coefficilemtoff-farm wage employment is
about 70 yuan, which accounts for more than thoeelis of the income advantages of
cadre households (i.e., 69.89/90.38 * 100 = 77r8gy, row 1 and column 5). In
contrast, the contributions by agriculture, agtigrdl sidelines, family-run non-farm
businesses and unearned income only account fort &wo, four, 13 and three percent,
respectively, and they are not statistically déferfrom zerg®

When we further disaggregate off-farm wage emplaym#o local, temporary
migrant and government employment, it turns out lih@al employment is the only
income advantage source for cadre households (BabieSpecifically, holding other
things constant, on a per capita basis, cadre holdseon average earn about 108 yuan
more than non-cadre households for local off-fampleyment (row 1 and column 2).
In contrast, interestingly, we find an income digaatage associated with the cadre status
for temporary migrant employment. Cadre househioldact earn about 37 yuan less
than non-cadre households for temporary migrani@mpent (row 1 and column 3).
This is perhaps because cadre households have ekettime and effort to fulfill

administrative duties and mandated tasks in thagal which may have reduced the

% Here we use the linear income regressions insibtiee log income regressions. This is becauséothe
income regressions are subject to severe selduitisras they discard a substantial number of ohtens
for each income source that have zero or negais@nes.

27 Local employment refers to off-farm wage employmeithin the village while temporary migrant
employment includes household members still resiotetie village but who commute outside the vidag
to work and return on weekends, as well as logalyystered household members who work outside the
village for a substantial portion of the year. eEmary migrant employment in most cases involves
employment outside the township. Note that wagenmes for township cadres are under the category of
government employment as townships form a governtegal. In contrast, compensation for village
cadres is under the category of transfers fronvillege, which are then lumped all together in the
unearned incomes. This is because in rural Clillzeges do not form a government level and theefor
village cadres are not on the government payialladdition, compensation for village cadres ismhai
from village coffers and is to subsidize villagelms who take extra time to manage village affiairs
addition to their own family economic activities.
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availability of family labor for temporary migraetmployment. In the case of
government employment, there do not appear to penaome differences between
cadre and non-cadre households (row 1 and colutffh A% such, in the subsequent
analyses, we will focus on local and temporary amgiemployment.

Participation and distribution effects of cadre status

Given the effect of the cadre status on wage inspihés interesting to further
know how the cadre status affects participatiooffffarm wage employment and
conditional on participation, how the cadre statfiscts wage earnings. To examine the
participation effect, we use a linear probabilitgael. The linear probability model
gives a straightforward interpretation of the ches$fect of the cadre status on
participation in off-farm wage employment.

To examine how the cadre status affects wage eggmionditional on
participation, one may be tempted to apply a lireedog-linear model to the
observations that have non-zero wage earnings.leWHs is intuitive, the linear or log-
linear model conditional on participation is inbind subject to selection bias (Angrist,
1999). As a result, it does not appear to havear-cut interpretation of the causal
effect of the cadre status on wage earnings camdition participation even if the cadre
status is randomly assigned.

To understand the effect of the cadre status orewagpmes beyond the
participation effect, we examine how the cadreustaffects wage earnings at different

guantiles of the wage income distribution. To dpwse employ fixed effects quantile

% Non-cadre households also could have family mesniséio are employed by government. For example,
some family members may be employed as janitofigeofleaners, security guards, and cooks at the
township government. In most cases, they are luirean as-needed basis. It is important to natettiey

are not part of the cadre system.
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regression. Specifically, we first use the wittrensformation to eliminate the household
unobservable characteristics such as atffityVe then apply the conventional quantile
regression to the transformed d#ta.

Our linear probability regression results showrgeriesting pattern of access to
off-farm wage employment by cadre status (TableM)st, overall, cadre households are
more likely to get access to off-farm wage emploghtkan non-cadre households. On
average cadre households are 14.3 percent mohgtlile non-cadre households to have
family members with off-farm wage employment (rowrdd column 1). Second,
interestingly, when looking at the local and tengggmigrant employment separately, it
appears that compared to non-cadre household® badseholds are more likely to get
access to local employment begs likely to get access to temporary migrant
employment. Specifically, on average cadre houslstare 28.5 percent more likely
than non-cadre households to have family membedtslagal wage employment.
However, they are actually 5.7 percent less likelliave family members with

temporary migrant employment (row 1 and columna@ 3).

% |n doing so, we implicitly assume the same houlsefixed effects for all quantiles. To control fire
household unobservable characteristics, ideallywald like to include household dummies in our
guantile regressions instead of using the wittandformation. By doing so, the household fixe@ &
are allowed to be different for different quantildsowever, after inclusion of household dummiés, t
resulted total number of variables in our regressivill exceed the maximum number allowed by Stata
(i.e., 11,000).

% The standard errors of the quantile regressiominafact biased downward. This is because it toes
account for the fact that the means we removed flendata using the within transformation are est@s.
As a result, the quantile regressions underestithatstandard errors. To our best knowledge, hewev
we are not aware of a procedure that correcthtvdbwnward bias. Despite this, it is reasonable t
believe that the bias does not affect our resultenally. First, given the long time span of timuseholds
in our data set, it is possible that the means baea estimated quite precisely and therefore iteib our
case is likely small. Second, the estimated caiefiis for the cadre status variable are much tahga
the standard errors (Table 10). As such, it isljikhat an upward adjustment will not affect the
significance of the coefficients.
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When examining the effect of the cadre status ogevesmarnings at different
guantiles of the wage income distribution, our dilamegression results yield a number
of important findings. First, the cadre statusesgp to affect thentire distribution of
wage incomes. Specifically, the cadre status mefits are statistically significant for
both the upper and lower quantiles of the distrdng and in fact for almost all of the
guantiles throughout the wage income distributi@radble 10). Second, when looking at
the local and temporary migrant employment sepigrétee cadre status tends to increase
wage earnings of local employment throughout theesdistribution while decreasing
wage earnings of temporary migrant employment thinout the entire distribution (rows
2 and 3).

Third, the cadre status appears to have largecteftsn wage earnings at the
extreme upper quantiles than at the extreme lowantijes of the distributiorts. For
example, holding other things constant, the catdt&is increases wage incomes of local
employment by about 103 yuan on the 0.95 quantiléevihe increase is about 70 yuan
on the 0.05 quantile of the distribution (row 2 aedumns 1 and 7). Similarly, the cadre
status decreases wage incomes of temporary mignapioyment by about 31 yuan on
the 0.95 quantile while the decrease is only adoutan on the 0.05 quantile (row 3 and

columns 1 and 7). These results in fact imply thatcadre status tends to enlarge the

31 The 0.5 quantile coefficients are much smallentte coefficients for the effects of the cadreustan

the mean wage incomes (Table 10 column 4 vs. Tabbev 1). This in fact indicates that the conditit
on-covariates distributions of wage incomes aravske If the conditional-on-covariates distributioh
wage incomes is symmetric, so that the conditiomedian equals the conditional mean, we should expec
the two coefficients to be the same.
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spread of the wage income distribution for locaptayment while reducing the spread
of the distribution for temporary migrant employrh&n
Wage I ncome Advantages of Cadre Households over Time

Our results show that holding constant both theentable and unobservable
household characteristics, the wage income advestag cadre households appear to
increase over time (Table 11). For example, thgenincome differences had almost
doubled from 62 yuan in 1986 to 122 yuan in 2002 1 and 15 and column 2). In
2003 the wage income advantages by cadre housedmilasly fell from 122 yuan in
2002 to 97 yuan (rows 15 and 16 and columri*@pespite this, they are still about 50
percent larger than those in 1986.

The increase of the wage income gap between eadraon-cadre households
occurred mainly after 1998 (Figure 4). During ffegiod between 1986 and 1998, the
wage income advantages did not display a clead te¢gher downward or upward, on
average about 42 yuan. Only after 1998 did theaviagome advantages increase to a
much higher level, on average about 123 yuan.

Our results further show that the increase of tt@ income advantages of cadre
households over years, which is found in the previgection, in fact has been mainly
driven by the increase of the wage income advastager years and the increase of the
wage income advantages over years then has besy doven by the increase of the
income advantages from local employment (FigureSpecifically, the total income

advantages, the wage income advantages, and traénadvantages from local wage

32|n the next section, we will examine the impacimrome inequality of the income advantages ofeadr
households.

% The coefficient for year 2003 (i.e., 96.84 — Table row 16 and column 2) is statistically sigrafit at
10.4 percent.
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employment track each other closely and have sitigads over years except 2001 and
20023* In contrast, the wage income advantages from deanp migrant employment
were in fact negative for all the years between6l®& 2003 and did not display a clear
trend.

Wage I ncome Advantages of Cadre Households acr oss Provinces

Our results show that the wage income advantageadsé households appear to
be higher in relatively rich regions than in poegions (Table 12). In Zhejiang,
Guangdong and Jiangsu, the most developed provin€&sina, the wage income
advantages by cadre households are 185 yuan, 282 gnd 126 yuan, respectively; all
the three coefficients are statistically significéiows 1, 2 and 3 and column 2). In
contrast, in the other provinces the wage inconvatages by cadre households are less
than 53 yuan (rows 4-10 and column 2).

When further looking at the local and temporary nang employment separately,
the differences in the wage income advantages siproginces appear to have resulted
from the differences across provinces in the wageme advantages frolocal
employment. The wage income advantages from Eoaloyment in fact demonstrate a
pattern across provinces, which is similar to tbathe total wage income advantages.
Specifically, in Zhejiang, Guangdong and Jiangkse,wage income advantages from
local employment are 309 yuan, 213 yuan, and 1&nyespectively; all the three
coefficients are statistically significant (rows2land 3 and column 3). In contrast, the

wage income advantages from local employment irother provinces are much smaller.

% In years 2001 and 2002, the income advantages|froahwage employment are quite smaller than the
total income advantages. Our regression resulte shat in these years, family-run non-farm bussess
also appeared to be a major source for the tatahiie advantages.
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Our results further show that the differences attital income advantages of
cadre households across provinces, which are foutheg previous section, in fact have
resulted from the differences across provinceb@wage income advantages frbooal
employment (Figure 5). Specifically, the totalonte advantages, the wage income
advantages, and the income advantages from locg @mployment track each other
closely and have similar patterns across provifitds.contrast, the wage income
advantages from temporary migrant employment dicdigplay a clear pattern across
provinces.

To sum up, in this section we find that overalf;fafm wage employment
appears to be the only source from which the incadwantages of cadre households
come. When further disaggregating off-farm wag@leyment into local and temporary
migrant employment, it turns out that overall, kbeal employment is the only source for
the income advantages. In addition, we find tlaalre households are more likely to get
access to local employment begs likely to get access to temporary migrant
employment; the cadre status tends to increase aagéngs of local employment
throughout the entire wage earning distributionlevdecreasing wage earnings of
temporary migrant employment throughout the eriséribution. Finally, we find that
the time trend of and the provincial differenceshia total income advantages of cadre

households have been mainly driven by the wagemecadvantages from local

% |n Zhejiang province, in addition to wage incormiespmes from family-run non-farm businesses also
appear to be a major source for the total inconvarmtages. Our regression results show that ini&ing;
holding other things constant, cadre householdsvenage earn about 210 yuan more than non-cadre
households from family-run non-farm businessesevbddrning about 185 yuan more from off-farm wage
employment. Note that the coefficient for the eastiatus for family-run non-farm businesses (2&Q
yuan) is statistically significant at 12.5 perceittile the coefficient for off-farm wage employmdne.,

185 yuan) is statistically significant at 8.2 pearce
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employment. Thus, despite the several possibleraia suggested in Section 1l through
which rural cadres may take advantage of theirtjpos to increase their own
households’ welfare, and the possible shift of meadvantage sources during the
transition from plan to market in rural China, lbo#-farm wage employment has
constantly been the major source for the totalnme@dvantages over time and across
provinces. Altogether, our results indicate timatural China cadre households have
been taking advantage of their cadre status taséocal high paying off-farm wage jobs.
This is the very source of the income advantaggmlitical rents associated with cadre

status in rural China.

VII. Income Advantages of Cadre Households and Depreciation of
Political Capital

Given the income advantages associated with the caatus in rural China, an
interesting question is what happens to the incadvantages if the cadre steps down
from the position and thus the cadre householdrhesa non-cadre household.
Specifically, will the political capital accumulatéhrough prior experience as cadre (e.g.,
connections) depreciate quickly such that the ireanivantages of the cadre household
diminish significantly or do not even exist anynr@r, alternatively, will the political
capital still stay and play a role in the incomagation of the cadre household such that
the income advantages continue even after the saejps down?

To answer the question, we conduct our analysiwanways. First, we examine
how the income for the same cadre household hateldaafter the household became a

non-cadre household. To do so, we narrow dowrsample to a subsample including
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the years when the household appeared to be ifirstcadre household during the
period 1986 to 2003 covered by the data and theesjuent years when it was a non-
cadre household. We also expand the sub samplether include the following
subsequent years when the household alternatesdretavcadre and non-cadre
household. We then apply household fixed effemgsession to the two subsamples. If
the political capital depreciates quickly, we shibabserve that the income of the cadre
household decreases significantly when it becommemecadre household.

Second, we examine the income differences betweehouseholds who had
never been cadre households during the period ttO8603 and the households who
were once cadre households during the péfioBipecifically, we narrow down our
sample to a subsample including: (1) the househeladshad never been cadre
households between 1986 and 2003 and (2) the ferazadre households when they
were non-cadre households. We then apply robus @gression to the subsample.
The robust OLS regression is in fact subject to@nard bias since the once-cadre
households may have some unobservable househotactdrastics, such as higher ability,
better leadership qualities and/or family backgagjrwhich also could affect household
income positively. Nevertheless, the robust OL@ession gives an upper bound on the
estimate of the income differences between newvéirecand once-cadre households. If
the political capital depreciates quickly, we shlibabserve that there are no significant

income differences between never-cadre househattisrce-cadre households.

%t is likely that there are some households wheewmt cadre households during the period 1986632
but were cadre households before 1986. Howevegra/@ot able to identify such households.

37 None of the households in the subsample havesithee status although some were once cadre
households. Household fixed effects regressimispplicable since the once-cadre status variable
time invariant and will be dropped out of the hdadd fixed effects regression.
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Our results show that the political capital de@texs quickly that the income
advantages of cadre households are mostly gonetlaéye become non-cadre households.
First, our regression results show that the incoofiesadre households decrease
significantly after they step down from their cagesitions (Appendix Table 5).

Holding other things constant, on average, thernmeoof cadre households on a per
capita basis decrease by about 50 yuan or abopieéc@nt in relative terms when they
become non-cadre households for the first time ¢@md columns 1 and 3). The overall
average income differences between the time whenwiere cadre households and when
they were not cadre households are about 72 yuahaut 8.4 percent in relative terms,
holding other things constant (row 1 and columa®@ 4). These numbers are in fact
comparable to, but somewhat smaller than, the duecame advantages of cadre
households we estimated in section Il (i.e., 98@ryd Table 3, row 1 and column 4, and
9.3 percent — Table 4, row 1 and column 4). Secaheén comparing the incomes
between never-cadre and once-cadre householdsgslts show that the income of
those households who were once cadre householdsxdbappear to be higher than that
for the households who had never been cadre holadsefA&ppendix Table 6).

Specifically, on average the once-cadre houseledds only 7 yuan more than the never-
cadre households or about 2.8 percent more invelsrms (row 1 and columns 1 and 2).

Our results indicate that most of the income athgas of cadre households are
due to the position power bestowed by the cadtestnd the connections and social
network established through prior experience asecdd not seem to play a significant
role in bringing about the income advantages. fHpalty, if the cadre household steps

down and therefore loses the power and influensssciated with the cadre status, it
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loses most of the income advantages. Interestiogiyfindings are consistent with a
Chinese saying, which, especially popular amondhi@ese bureaucrats, says “when
you leave your position, the cup of tea on youlegamon becomes cold” as no one cares

to keep pouring in hot water for yoRgh Zou Cha Liang).

VI1II. Income Advantages of Cadre Households and | ncome I nequality

In this section, we examine the impact of the meadvantages of cadre
households on income inequality. To do so, wetlihe strategy by Benjamin, Brandt
and Giles (2005), decomposing the variance ofhagrne inequality index. This entails
estimating the following regression:

2) InY,

ijt

= ¢Xijt Vi

where X;,

is the cadre status dummy variable amd, is the log real per capita
income® The R-squared from this regression indicategptbportion of the variation

(or variance) ofinY; that can be explained by the cadre status dummghiar

Our results show that the income advantages aokdamliseholds contribute little
to income inequality. Specifically, the cadre ssavariable explains only 4.89 percent of
the income inequality as measured by the variahtegancome (Appendix Table 7, row
1). When looking at the provinces separately,results also show that the cadre status
variable explains little of the variance of logamee for all the provinces, ranging from

3.93 to 5.89 percent (rows 2 to 11). It is impott® note that the proportion of the

38 When using log income as the dependant variattlesimegression, household-year observations with
zero or negative incomes are dropped. A totahbf 294 such observations were dropped out of 73,8
which is 0.24 percent of the total sample sizeusTlilecomposing the variance of the log real pgitaca
income will not mislead our examination of the iropaf the cadre status on income inequality.
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income inequality explained by the cadre statugabée includes the income advantages
associated with the cadre status as well as tlmena@dvantages brought about by the
favorable observable and unobservable charact=risticadre households, such as
higher education and ability. As such, the praparbf the income inequality explained
by the cadre statu®ly is in fact even smaller than what the decompasitiblog income

shows.

| X. Conclusions

In this paper, we estimate the returns to beingdae in rural China. We find that
holding other things constant, cadre households per capita basis on average earn
about 90 yuan (measured in 1986 yuan) or 9.3 pergere than non-cadre households.
The income advantages of cadre households appe®réase over time and when
moving from poor to rich provinces in both absolatel relative terms. We further find
that overall, local off-farm wage employment is thdy source for the income
advantages. The cadre status tends to incredsehaoprobability of access to local off-
farm wage employment and the wage earnings froal laf¢-farm wage employment.
Finally, we show that the political capital asstethwith the cadre status appears to
depreciate quickly that the income advantages afechouseholds are mostly gone after
they become non-cadre households and that the sedvantages of cadre households
contribute little to income inequality. Our resuibhdicate that in rural China cadre
households have taken advantage of their cadiesgtasecure local high paying off-
farm wage jobs. This is the very source of th@me advantages or political rents

associated with the cadre status in rural China.
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Our results shed light on the implication of trensition from plan to market for
the returns to political status and connectionst éxample, Nee (1989) argues that the
transition from plan to market would imply diminisg returns to cadres. However,
Walder (2002) argues that the transition from ptamarket would not necessarily imply
that returns to cadres diminish. Our results stiat at least in the very case of rural
cadres, there exist returns to rural cadre statugral China and the returns appear to
increase during the transition period between 18882003. Our results are consistent
with what Morduch and Sicular (2002) have argubdt ts, for economic transition to
succeed, rank-and-file officials may have to besgipositive incentives. We believe that
the income advantages of cadre households haveopeeof the incentives that have
motivated rural cadres to implement policy anditngbnal changes or at least kept them
from undermining the transition process.

One interesting question is what about the rettordficials in higher levels of
the Chinese bureaucratic hierarchy. For examplléeurural cadres, officials in higher
levels of the Chinese bureaucratic hierarchy, siscbounty and provincial officials, have
more administrative power to wield and more resesito control. It is possible that
there may have been even larger returns to beictyafticials in China. However,
whether this is true is subject to future empirimadlysis and the availability of an

effective identification strategy.
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Table 1 Per Capita Income Comparison between Cadre and Non-Cadre Households

over Time

Percentage

vear overall Non-cadre Cadre I_ncome Higher than
Households  Households Difference Non-cadre

Households
A. Total income
1986 617.1 614.1 691.8 77.7%% 12.6
1987 664.4 659.5 767.0 107.5%*+ 16.3
1988 682.2 678.1 770.2 92, 2%+ 13.6
1989 622.7 617.6 739.8 122.2%%* 19.8
1990 637.0 632.8 732.7 99.g**+ 15.8
1991 631.4 627.0 725.2 98.2%*+ 15.7
1993 731.8 719.4 984.1 264. 7% 36.8
1995 922.4 915.3 1,067.6 152.3%+* 16.6
1996 880.4 873.0 1,015.3 142 3% 16.3
1997 883.6 872.8 1,100.9 228.2%+* 26.1
1998 863.1 850.2 1,117.7 267.5%* 315
1999 880.0 865.2 1,172.9 307.6%** 35.6
2000 948.7 931.0 1,295.3 364.3%* 39.1
2001 953.3 937.2 1,262.0 324 8%+ 34.7
2002 1,057.4 1,036.1 1,524.4 488.3%+* 47.1
2003 1,081.3 1,067.7 1,342.9 275.2%%* 25.8
Overall 817.8 807.4 1032.8 225.3%%* 27.9
B. Earned Income
1986 581.0 578.3 647.9 69.6%* 12.0
1987 620.5 616.4 706.8 90.3%** 14.7
1988 634.2 630.8 707.3 76.5%+ 12.1
1989 577.9 574.0 667.8 93.8%*x 16.3
1990 587.8 583.9 677.3 93.4%*x 16.0
1991 578.9 575.2 656.6 81.4%x* 14.1
1993 682.8 671.2 918.8 247 5%** 36.9
1995 866.5 861.0 978.0 117.0%** 13.6
1996 820.0 814.0 930.1 116.1%%* 14.3
1997 825.6 817.0 998.5 181.5%* 22.2
1998 799.6 787.9 1,030.2 242 3% 30.8
1999 817.0 804.5 1,065.8 261.3%+* 32.5
2000 873.4 857.6 1,183.8 326.2%** 38.0
2001 884.0 869.5 1,161.2 291.7%%* 33.5
2002 943.5 929.4 1,253.3 323.9%** 34.8
2003 985.5 975.5 1,178.6 203.2%%* 20.8
Overall 756.6 747.9 935.0 187.1%** 25.0

Note: ***, ** and * refer to 1%, 5% and 10%tatistical significance level, respectively.
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Table 2 Household Characteristics Comparison between Cadre and Non-cadre

Households

Overall Non-Cadre Cadre Diff.
Weighted average years of 6.39 6.33 7.56 1.23***
education
Share of Laborers with Special  0.07 0.07 0.09 0.02%**
skills
Arable land per capitafu) 1.20 1.21 1.19 -0.01*
Productive assets per capita 0.48 0.48 0.55 0.07***
(000 Yuan)
Share of laborers 0.64 0.64 0.63 -0.01***
Share of male laborers 0.3 0.53 0.50 -0.03***

Note: *** ** and * refer to 1%, 5% and 10% staitstl significance level, respectively. Numbers may
not foot due to rounding.
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Table 3 Regression of Total Income

Variable Robust OLS Fixed
(1) (2) (3) Effect
Cadre 225.3***  196.4*** 116.0***  90.38***

(32.12)  (24.76)  (23.82)  (19.63)
6657+  79.99%+
(14.15)  (12.57)
28.42%% 14,97
(1.371)  (1.323)
207.2%  115,2%%

Communist Party
Membership

Weighted averages years of
education

Share of Laborers with

Special Skills

(22.34) (19.83)
Arable Land -13.24% 31,32+
per capita )

(4.191)  (5.091)

Productive Assets per capita 126.8*** 89Q.32%**

(000 Yuan)

(11.12) (12.27)
Share of laborers 568.0***  470.4***

(19.54) (19.08)
Share of male laborers -53.51***70.33***

(15.57) (15.32)
Cons. 807.4***  A33.5*** .74 85** 123.5%**

(6.308) (10.12) (20.86) (17.54)

Year Effects No Yes Yes Yes
Province by Year Effects No Yes Yes Yes
Household Effects No No No Yes
Adjusted R-Squared 0.003 0.267 0.354 0.622
Observation 685,510 685,510 685,510 685,510

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. The data seltides 14,417 households and has a total of 123,867
household-year observations. Since frequency weighte applied in the regressions, household-year
observations were duplicated and the total numbebservations becomes 685,510.
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Table4 Regression of Log Total Income

Variable Robust OLS Fixed
(1) (2) (3) Effect
Cadre 0.240***  0.221***  0.116*** (0.0928***

(0.0210)  (0.0157)  (0.0149)  (0.0134)
0.0852%  0.0765***
(0.00989)  (0.00958)
0.0382%  0.0168***
(0.00128)  (0.00125)
0.299%**  0.160%**
(0.0155)  (0.0144)
0.0303**  0.0956***
(0.00308)  (0.00441)
0.0639%  0.0393%**

Communist Party
Membership

Weighted averages years of
education

Share of Laborers with
Special Skills

Arable Land
per capita )

Productive Assets per capita

(000 Yuan)

(0.00498) (0.00380)
Share of laborers 0.655***  (0.521***

(0.0147) (0.0140)
Share of male laborers -0.106*** 0.0583***

(0.0143) (0.0128)
Cons. 6.430***  5906*** 5.211** 5.610***

(0.00572) (0.0202) (0.0249) (0.0138)

Year Effects No Yes Yes Yes
Province by Year Effects No Yes Yes Yes
Household Effects No No No Yes
Adjusted R-Squared 0.005 0.306 0.387 0.630
Observation 683,993 683,993 683,993 683,993

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. The log incoragressions dropped those observations with zero or
negative incomes, and the resulted data set hwtalaof 123,573 household-year observations. Since
frequency weights were applied in the regressibassehold-year observations were duplicated and
the total number of observations becomes 683,993.
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Table 5 Income Advantages for Cadre Household over Time

Variable Linear Income Log Income
Cadre*1986 23.72 0.0748***
(29.31) (0.0285)
Cadre*1987 27.10 0.0724***
(28.43) (0.0270)
Cadre*1988 25.58 0.0695***
(28.19) (0.0238)
Cadre*1989 26.60 0.0674***
(28.16) (0.0248)
Cadre*1990 42.37* 0.102***
(25.53) (0.0222)
Cadre*1991 29.95 0.0971***
(22.33) (0.0223)
Cadre*1993 100.9** 0.0994***
(43.85) (0.0266)
Cadre*1995 39.95 0.0504*
(41.87) (0.0267)
Cadre*1996 -4.362 0.0423*
(32.12) (0.0242)
Cadre*1997 54.02 0.0562*
(36.68) (0.0331)
Cadre*1998 84.76** 0.0874***
(34.64) (0.0267)
Cadre*1999 169.9%** 0.131%**
(46.66) (0.0332)
Cadre*2000 211.0%** 0.142***
(48.96) (0.0340)
Cadre*2001 215.5%** 0.154***
(52.60) (0.0291)
Cadre*2002 351.6%** 0.192%**
(84.59) (0.0369)
Cadre*2003 138.8** 0.0798*
(69.82) (0.0439)
Adjusted R-Squared 0.622 0.630
Observations 685,510 683,993

Note: Robust standard errors in parentheses. **&nd * refer to 1%, 5% and 10% statistical sigraince
level, respectively. The controlled variables int# household Communist Party membership, weighted
average years of education, share of laborersspi¢itial skills, productive assets per capita, arkiid

per capita, share of laborers, share of male labamed year, province by year and household fixfeatis.
Due to the space constraint, we do not presenethdts on them. Since frequency weights wereiegpl

in the regressions, the total numbers of obsematicecome 685,510 and 683,933 for the linear incamde
log income regressions, respectively.
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Table 6 Income Advantages for Cadre Household across Province

Variable Linear Income Log Income
Cadre*Zhejiang 383.2%** 0.191***
(133.1) (0.0418)
Cadre*Guangdong 209.1** 0.127***
(82.20) (0.0360)
Cadre*Jiangsu 89.44**+* 0.102%**
(26.71) (0.0234)
Cadre*Jilin 12.89 0.0621
(50.59) (0.0492)
Cadre*Anhui 43.81* 0.0759**
(24.47) (0.0320)
Cadre*Hunan 42.92 0.0734*
(33.47) (0.0393)
Cadre*Henan 21.48 0.0954***
(28.03) (0.0316)
Cadre*Shanxi 49.41 0.0795**
(32.44) (0.0377)
Cadre*Sichuan 14.67 0.0538
(49.83) (0.0554)
Cadre*Gansu -12.88 -0.0354
(28.82) (0.0538)
Adjusted R-Squared 0.622 0.630
Observations 685,510 683,993

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical sigraince
level, respectively. The controlled variables int# household Communist Party membership, weighted
average years of education, share of laborersspi¢itial skills, productive assets per capita, arkiid

per capita, share of laborers, share of male labamed year, province by year and household fixfeatis.
Due to the space constraint, we do not presemnethdts on them. Since frequency weights were agfi
the regressions, the total number of observatiecsines 685,510 and 683,933 for the linear incorde an
log income regressions, respectively. Provincedisted in descending order of per capita income.
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Table 7 Income Regression by Sour ce

Total Earmin Family-run  Off-farm
Variable Agriculture L. . 9 Non-farm Wage Unearned

Income Sidelines .

Businesses Employment

Cadre 90.38*** 1.905 3.704 11.91 69.89%** 2.973

(19.63) (3.625) (5.084) (16.90) (15.58) (6.149)
CommunistParty ;g ggus 1384 8173  -11.48 60.24%% 15 44%*
Membership

(12.57) (2.703) (4.135) (8.806) (10.44) (4.000)
Weighted averages  j gzuw () 440 0.606  4.293%  11.87%*  -0.139
years of education

(1.323) (0.322) (0.380) (0.904) (1.030) (0.466)
Share of Laborers - . i - - -
with Special Skills 115.2 7.515 13.90 83.71 36.91 0.957

(19.83) (4.253) (6.076) (15.17) (17.04) (6.398)
Arable Land 31.32%*  102.7%*  12.90** -28.03***  -53.19%*  _3.036*
per capitaf)

(5.091) (2.864) (1.640) (2.786) (3.506) (1.829)
Productive Assets
per capita 89.32***  .1.647*** 2.186 91.98*** -17.95%** 14.76**
('000 Yuan)

(12.27) (0.632) (5.114) (10.72) (6.636) (6.134)
Share of laborers 470.4**  32.50***  20.96*** 29.98* 337.3*** 49.63***

(19.08) (3.853) (5.301) (12.54) (14.17) (7.727)
Share of male 70.33%*%  12.61%*  7.411*  25.23% 35.07%* -9.996
laborers

(15.32) (3.281) (4.462) (9.846) (10.97) (7.740)
Cons. 123.5%*  09.20**  31.44***  A8.37*** -66.48*** 10.99*

(17.54) (4.847) (5.393) (11.68) (13.41) (6.626)
Year Effects Yes Yes Yes Yes Yes Yes
Province by Year Yes Yes Yes Yes Yes Yes
Effects
Household Effects Yes Yes Yes Yes Yes Yes
Adjusted R-Squared 0.622 0.627 0.463 0.533 0.557 2280.
Observation 685,510 685,510 685,510 685,510 685,510685,510

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. Since frequengyghts were applied in the regressions, household-

year observations were duplicated and the totalbaurof observations becomes 685,510.
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Table 8 Wage I ncome Regression by Sour ce

Total Local Temporary Government
Variable Wage Employment Migrant Employment

Income Employment
Cadre 69.89*** 108.0*** -37.18%** -0.901

(15.58) (12.24) (10.91) (3.552)
CommunistParty oo 5 puex 5y 1700 -5.012 20.15%**
Membership

(10.44) (7.175) (7.659) (3.443)
Weighted averages ;) gouwa 5 ggqgue 6.496*** -0.470
years of education

(1.030) (0.776) (0.704) (0.335)
Share of Laborers - .
with Special Skills 36.91 16.58 6.022 14.31

(17.04) (12.54) (11.31) (3.626)
Arable Land 53.19%%  _15.07%% 3516 2961
per capitafu)

(3.506) (2.034) (2.782) (0.687)
Productive Assets
per capita -17.95%** 5.970 -24.13*** 0.212
('000 Yuan)

(6.636) (5.535) (3.450) (0.842)
Share of laborers 337.3*** T7.71%%* 243.2%** 16.38*

(14.17) (8.876) (11.08) (3.465)
Share of male 35.07%*  23,13% 60.22%** _48.28%+
laborers

(10.97) (6.784) (8.386) (4.294)
Cons. -66.48*** 24.66*** -122. 4% 31.24%**

(13.41) (8.660) (9.967) (3.827)
Year Effects Yes Yes Yes Yes
Province by Year Yes Yes Yes Yes
Effects
Household Effects Yes Yes Yes Yes
Adjusted R-Squared 0.557 0.503 0.449 0.488
Observation 685,510 685,510 685,510 685,510

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical

significance level, respectively. Since frequengyghts were applied in the regressions, household-

year observations were duplicated and the totalheurof observations becomes 685,510.
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Table9 Linear Probability Regression of Participation in Off-farm Wage

Employment
3 Temporary
ploy ploy Employment

Cadre 0.143*** 0.285*** -0.0572***

(0.0100) (0.0119) (0.0115)
Communist Party 0.0511%** 0.0699*+* -0.0249***
Membership

(0.00808) (0.00864) (0.00907)
Weighted averages ) ) 4o 0.0102%** 0.0110%**
years of education

(0.00103) (0.000965) (0.00109)
Share of Laborers - -
with Special Skills -0.0442 0.0171 -0.0460

(0.0121) (0.0114) (0.0130)
Arable Land -0.0317%* -0.0126%* -0.0292%*
per capita )

(0.00303) (0.00269) (0.00308)
Productive Assets
per capita -0.0152%** -0.00560*** -0.0192***
(000 Yuan)

(0.00236) (0.00192) (0.00258)
Share of laborers 0.157*** 0.0252** 0.275%**

(0.0112) (0.0104) (0.0121)
Share of male -0.0399** -0.0244% 0.0426%*
laborers

(0.0105) (0.00919) (0.0115)
Cons. 0.574%** 0.442%** 0.126***

(0.0119) (0.0110) (0.0127)
Year Effects Yes Yes Yes
Province by Year Yes Yes Yes
Effects
Household Effects Yes Yes Yes
Adjusted R-Squared 0.413 0.538 0.406
Observation 685,510 685,510 685,510

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. Since frequengyghts were applied in the regressions, household-
year observations were duplicated and the totalbaurof observations becomes 685,510.
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Table 10 Fixed Effect Quantile Regression Coefficientsfor Cadre Status

Quantile Regression Estimates

0.1 0.25 0.50 0.75 0.9 0.95

Wage
Income
0.05

Total 71.92%**

(5.393)
Local 69,535+
Employment

(5.051)
Temporary
Migrant -3.727
Employment

(3.210)

BLT7**  4B.88** B2 ITHY  AB27%r 71330 78.82%
(3.204)  (0.437)  (1.021)  (1.550)  (3.496) .08&)

56.27+*  A4.46**  58.23%%  B2.23%*  86.34%*  102.9%*
(2533)  (0.598)  (0.0195) (0.00242)  (1.917) (4.875)

-12.02***  -18.41*** -10.56** -13.21*** -2231** -30.68***

(1.942)  (1.235)  (0.691)  (0.307)  (2.188) .783)

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. The controlletiables include household Communist Party
membership, weighted average years of educatiame sif laborers with special skills, productive
assets per capita, arable land per capita, shdabarfers, share of male laborers and year, previyc
year and household fixed effects. Due to the spanstraint, we do not present the results on them.
Since frequency weights were applied in the regoasshousehold-year observations were duplicated
and the total number of observations becomes 685,51
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Table 11 Wage I ncome Advantages of Cadre Household by Source over Time

Temporar

Variable Total Income T?tal Wage Local MigF;ant g
ncome Employment Emplovment

ploy

Cadre*1986 23.72 61.71%** 71.24%** -0.811
(29.31) (23.88) (20.28) (13.52)

Cadre*1987 27.10 29.89 55.03*** -13.92
(28.43) (22.42) (15.75) (16.22)

Cadre*1988 25.58 32.95 64.27*** -27.68
(28.19) (22.79) (16.36) (17.79)

Cadre*1989 26.60 30.99 60.06*** -26.91
(28.16) (20.94) (12.74) (18.14)

Cadre*1990 42.37* 33.20* 75.48%*** -31.89*
(25.53) (20.02) (11.61) (a7.77)

Cadre*1991 29.95 32.33* 83.78*** -42.18**
(22.33) (17.84) (11.61) (16.58)

Cadre*1993 100.9** 97.52%** 121 .3*** -15.27
(43.85) (36.60) (37.73) (20.67)

Cadre*1995 39.95 46.16 72.18%** -20.81
(41.87) (28.56) (18.80) (19.48)
Cadre*1996 -4.362 12.16 73.19*** -57.70%**
(32.12) (23.96) (18.63) (15.05)

Cadre*1997 54.02 48.04** 106.5*** -56.45%**
(36.68) (24.06) (21.85) (16.04)

Cadre*1998 84.76** 105.7*** 145.6*** -51.91**
(34.64) (29.48) (22.90) (20.27)

Cadre*1999 169.9*** 136.9*** 184 5*** -60.86***
(46.66) (37.44) (29.88) (20.56)

Cadre*2000 211.0%** 154 5%+ 201.4%* -53.00***
(48.96) (33.89) (29.67) (20.32)

Cadre*2001 215.5%** 120.6*** 151.0%** -38.42*
(52.60) (35.17) (28.10) (22.51)

Cadre*2002 351.6%** 122 4% 142 1%** -23.78
(84.59) (44.33) (31.76) (33.33)

Cadre*2003 138.8** 96.84 163.7*** -82.79**
(69.82) (59.57) (54.34) (34.20)
Adjusted R-Squared 0.622 0.557 0.504 0.450

Observations 685,510 685,510 685,510 685,510

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical sigraince
level, respectively. The controlled variables int# household Communist Party membership, weighted
average years of education, share of laborersspiéeial skills, productive assets per capita, arkirid

per capita, share of laborers, share of male labamed year, province by year and household fixetts.
Due to the space constraint, we do not presenethdts on them. Since frequency weights wereiagpl

in the regressions, the total number of observatimetomes 685,510.
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Table 12 Wage Income Advantages of Cadre Household by Sour ce acr oss Province

Temporar

Variable Total Income Total Wage Local Mig?ant /

Income Employment Empl "

ploymen

Cadre*Zhejiang 383.2%** 184.8* 308.5%** -111.9*%*
(133.1) (106.1) (95.37) (51.21)
Cadre*Guangdong 209.1** 231.7%** 212.6%** 27.20
(82.20) (74.94) (42.55) (72.61)

Cadre*Jiangsu 89.44*** 126.2%** 177.0%* -59,31 ***
(26.71) (24.76) (27.02) (15.38)

Cadre*Jilin 12.89 -51.58 20.64 -78.14
(50.59) (58.12) (41.46) (50.56)
Cadre*Anhui 43.81* 52.29%** 90.98*** -40.12**
(24.47) (19.82) (14.10) (16.32)

Cadre*Hunan 42.92 34.73* 70.58*** -21.76
(33.47) (20.64) (17.86) (14.03)

Cadre*Henan 21.48 9.562 30.62** -20.63*
(28.03) (17.43) (13.58) (10.98)

Cadre*Shanxi 49.41 8.910 40.77*** -26.93
(32.44) (22.89) (11.44) (18.48)

Cadre*Sichuan 14.67 -5.408 20.77** -38.40
(49.83) (30.52) (10.53) (27.23)

Cadre*Gansu -12.88 14.13 38.81x** -17.58
(28.82) (23.92) (9.497) (24.14)

Adjusted R-Squared 0.622 0.557 0.505 0.450

Observations 685,510 685,510 685,510 685,510

Note: Robust standard errors in parentheses. **&nd * refer to 1%, 5% and 10% statistical sigraince
level, respectively. The controlled variables intd household Communist Party membership, weighted
average years of education, share of laborersspiéeial skills, productive assets per capita, arkirid

per capita, share of laborers, share of male labanmed year, province by year and household fixfetts.
Due to the space constraint, we do not presemnethdts on them. Since frequency weights were agfi
the regressions, household-year observations wilcdted and the total number of observations e
685,510. Provinces are listed in descending avflper capita income.
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Figure 1 Per Capita Income Comparison between Cadre and Non-Cadre

Households over Time
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Figure 2 Income Advantages by Cadre Households over Time
with 95% Confidence Intervals

Note: The graph was drawn based on the esimatie a@icome advantages of cadre households oves year
from Table 5 column 2.

57



30%

25% s

20% S

-~
\ Seo
15% VY L1 T Y L LT PV VYL L ket ~
e \‘
‘\
10% s ~
- ~
-~ -
-
0 Tt ‘\/—/’\
-~ - -~
0% . . % T —— s il

T \\ "'lo T T T “.; T \l
5% Zhejiang Guangdong Jiangsu i Anhui Hunan Henan Shanxi  “Sichuan Gahsu
\\\
LY
-10% S
‘\
-15% >
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provinces from Table 6 column 2. Provinces attedigrom left to right in descending order of papita
income.
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Figure 4 Wage Income Advantages of Cadre Households by Source over Time
Note: The graph was drawn based on the esimatig afage income advantages of cadre households by
source over years presented in Table 11.
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per capita income.
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Appendix Table 1 Percentage of Cadre Households between 1986 and 2003 in Rural

China
Year % of cadre households
1986 3.80
1987 4.55
1988 4.43
1989 4.22
1990 4.21
1991 4.49
1993 4.69
1995 4.66
1996 5.20
1997 4.74
1998 4.83
1999 4.81
2000 4.86
2001 4,95
2002 4.36
2003 4.96
Overall 4,61
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Appendix Table 2 Regression of Earned Income

Variable Robust OLS Fixed
(1) (2) (3) Effect
Cadre 187.1*** 160.4*** 92.39***  87.40***
(29.53) (22.65) (22.01) (18.51)
fﬂzrr?]?eurr;lﬁitpParty 47.71%%  B4.54%
(13.55) (12.24)
\é\(/jeu|gjgt'[ieo(:l averages years of 0835k 151 ]%wk
(1.334) (1.265)
(21.40) (19.41)
S;??:lgpiLtZrEu) -8.686%*  34.36%*
(4.000) (4.675)
F(r)c())%u\%\;ra])Assets per capita 117 1% 74 56+
(10.15) (10.95)
Share of laborers 494 .8***  420.8***
(18.30) (17.60)
Share of male laborers -25.92* 80.32***
(14.34) (14.24)
Cons. T47.9*** -78.52*** 112 .5%**
(5.888) (19.87) (16.59)
Year Effects No Yes Yes
Province by Year Effects No Yes Yes
Household Effects No No Yes
Adjusted R-Squared 0.003 0.349 0.628
Observation 685,510 685,510 685,510

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical

significance level, respectively. The data seltides 14,417 households and has a total of 123,867
household-year observations. Since frequency wgighre applied in the regressions, household-year
observations were duplicated and the number ofreasens becomes 685,510.
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Appendix Table 3 Regression of Log Earned Income

Variable Robust OLS Fixed
(1) (2) (3) Effect
Cadre 0.217***  0.199***  0.104***  0.0940***

(0.0225)  (0.0171)  (0.0166)  (0.0161)
0.0575%*  0.0645*
(0.0114)  (0.0110)
0.0439%%  0.0229%
(0.00164)  (0.00166)
0.320%*  (0.188%*
(0.0174)  (0.0195)
0.0514%%  0.114%**
(0.00450)  (0.00751)
0.0654***  0.0389%

Communist Party
Membership

Weighted averages years of
education

Share of Laborers with
Special Skills

Arable Land
per capita )

Productive Assets per capita

(000 Yuan)

(0.00520) (0.00430)
Share of laborers 0.590*** 0.481***

(0.0176) (0.0171)
Share of male laborers -0.0907*** 0.0765***

(0.0211) (0.0192)
Cons. 6.338*** 5.813**  5.063*** 5.499%**

(0.00605) (0.0221) (0.0294) (0.0173)

Year Effects No Yes Yes Yes
Province by Year Effects No Yes Yes Yes
Household Effects No No No Yes
Adjusted R-Squared 0.003 0.229 0.291 0.530
Observation 682,691 682,691 682,691 682,691

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. The log incoragressions dropped those observations with zero or
negative earned incomes, and the resulted dateset total of 123,308 household-year observations.
Since frequency weights were applied in the regmass household-year observations were duplicated
and the total number of observations becomes 682,69
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Appendix Table 4 Provincial Income Regression

Linear Income Log Income
Without With Without With
Province Household Household Household Household
Specific Time Specific Time Specific Specific
Trends Trends Time Trends Time Trends
Zhejiang 10,933 259.9** 95.27 10,897 0.148*** 0.G887
(222.7) (89.56) (0.0444) (0.0423)
Guangdong 14,222 162.7* 100.7 14,191 0.115%** 0®69
(85.21) (85.03) (0.0363) (0.0427)
Jiangsu 13,331 89.42%** 66.48** 13,326  0.0969*** 0B.75**
(27.26) (32.95) (0.0245) (0.0289)
Jilin 9,299 22.44 79.22 9,223 0.0672 0.0486
(59.63) (74.42) (0.0556) (0.0630)
Anhui 20,494 50.73** 14.44 20,454 0.0800** 0.0446
(25.31) (23.27) (0.0337) (0.0281)
Hunan 11,067 35.61 56.11 11,054 0.0581 0.0824*
(33.16) (38.98) (0.0394) (0.0426)
Henan 16,392 28.41 6.090 16,373  0.0967*** 0.0598*
(26.30) (31.96) (0.0328) (0.0363)
Shanxi 13,249 55.69* -20.11 13,230 0.0914** -0.0191
(29.77) (39.66) (0.0377) (0.0407)
Sichuan 11,391 34.10 50.69 11,374 0.0644 0.105*
(51.61) (55.21) (0.0568) (0.0612)
Gansu 3,489 -8.118 18.21 3,469 -0.0294 0.0128
(32.28) (30.70) (0.0652) (0.0695)

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical sigraince
level, respectively. The controlled variables int# household Communist Party membership, weighted
average years of education, share of laborersspiéeial skills, productive assets per capita, arkirid

per capita, share of laborers, share of male labanmed year, province by year and household fixfetts.
Due to the space constraint, we do not presenethdts on them. The frequency weights used irother
regressions are not applicable in the provinciebime regressions. Provinces are listed in desegndi
order of per capita income.
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Appendix Table 5 Regression of Total Incomefor Cadre Households

Variable Linear Income Log Income
(€8) (2 ©)] 4)

Cadre 50.01* 72.02%** 0.0683*** (0.0836***

(26.67) (24.47) (0.0209) (0.0168)
Communist Party 89.01%*  101.8%*  0.0018%* 0.105**
Membership

(27.44) (23.32) (0.0257) (0.0207)
Weighted averages years of , jeuu 9 gywe 0.0221%*  0.0171***
education

(5.793) (4.861) (0.00419) (0.00369)
Share of Laborers with 80.62 107.9* 0.0948*  0.110%
Special Skills

(61.52) (58.59) (0.0484) (0.0450)
Arable Land 39.78%* 19.20 0.0866%* 0.0739%*
per capita )

(17.84) (14.43) (0.0155)  (0.0127)
Productive Assets per capita xx s xx s
(000 Yuan) 68.82 98.65 0.0363 0.0360

(26.44) (33.74) (0.00843) (0.00649)
Share of laborers 568.0***  ©632.9*** 0.556***  0.565

(85.09) (73.13) (0.0507) (0.0422)
Share of male laborers 36.05 65.86 -0.00819 0.0251

(53.57) (47.27) (0.0505) (0.0416)
Cons. -10.30 -49.77 5.653*** 5 .658***

(97.71) (84.70) (0.0673) (0.0531)
Year Effects Yes Yes Yes Yes
Province by Year Effects Yes Yes Yes Yes
Household Effects Yes Yes Yes Yes
Adjusted R-Squared 0.643 0.674 0.678 0.680
Subsample 1) (2) (1) (2)
Observation 54 554 76,278 54,422 76,078

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. Subsample (tjudes the years when the household appearedao be
first-time cadre household during the period 1988003 covered by the data and the subsequent years
when it was a non-cadre household. Subsamplei(®)efr includes the following subsequent years
when the household alternates between a cadreaamdadre household. Since frequency weights

were applied in the regressions, household-yearahsons were duplicated and the total numbers of
observations for subsamples (1) and (2) becomé846d 76,278, respectively. The log income
regressions dropped the observations with zer@gative incomes. As such, the total numbers of
observations for subsamples (1) and (2) for thedogme regressions become 54,422 and 76,078,
respectively.
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Appendix Table 6 Regression of Total Incomefor Never-Cadre and Once-Cadre

Households

Variable Linear Income Log Income
Once-cadre 6.601 0.0282*

(20.77) (0.0152)
Communist Party

. 61.45%** 0.0769***

Membership

(15.54) (0.0111)
Welght_ed averages years of Q.0 2%** 0.0387+
education

(1.418) (0.00134)
Share of Laborers with - -
Special Skills 203.2 0.307

(22.96) (0.0164)
Arable Land 111.00% 0.0319%**
per capita )

(4.357) (0.00319)
Productive Assets per capita - -
(000 Yuan) 125.2 0.0635

(11.47) (0.00520)
Share of laborers 551 .5%** 0.651***

(19.95) (0.0154)
Share of male laborers -54.56*** -0.102***

(15.89) (0.0149)
Cons. -61.07*** 5.213***

(21.42) (0.0264)
Year Effects Yes Yes
Province by Year Effects Yes Yes
Household Effects N.A. N.A.
Adjusted R-Squared 0.350 0.382
Observation 627,993 626,585

Note: Robust standard errors in parentheses. **and * refer to 1%, 5% and 10% statistical
significance level, respectively. The subsampétuides (1) the households who had never been cadre
households between 1986 and 2003 and (2) the ferazadre households when they were non-cadre
households. Since frequency weights were appfi¢dd regressions, household-year observations
were duplicated and the total numbers of obsematimcome 627,993 and 626,585 for the linear
income and log income regressions, respectively.
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Appendix Table 7 Contribution of Income Advantages of Cadre Householdsto
Income I nequality

Regression R-Squared
Overall 0.0489
Zhejiang 0.0589
Guangdong 0.0449
Jiangsu 0.0460
Jilin 0.0393
Anhui 0.0555
Hunan 0.0487
Henan 0.0477
Shanxi 0.0584
Sichuan 0.0426
Gansu 0.0585

Note: this table shows the fraction of variatioriay real per capita income attributed to the catinéus.
This is simply the R-squared from a regressiorogfreal per capita income on the cadre status dummy
variable. Frequency weights were applied in tlggassions
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