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a b s t r a c t
While there is a large and growing body of research describing and analyzing changes in the
Chinese income distribution, researchers have paid considerable less attention to inequality of
opportunity. The aim of this paper is to contribute to ﬁlling this gap in the literature. The two
main questions addressed empirically for the ﬁrst time in a Chinese context are: to what extent
are individuals’ incomes and individual income differences due to factors beyond the
individual's control (in Roemer's terminology “circumstances”) and to what extent are they
due to outcomes of the individual's own choices (“effort”). What is the relationship between
income inequality and inequality of opportunity?
For this purpose we use data from the China Health and Nutrition Survey collected from nine
provinces during the period 1989 to 2006. The CHNS has detailed information about incomes and
other factors enabling us to construct a host of circumstance and effort variables for the offspring.
We ﬁnd that China has a substantial degree of inequality of opportunity. Parental income and
parents' type of employer explain about two thirds of the total inequality of opportunity.
Notably, parental education plays only a minor role implying that parental connections remain
important. The results show that the increase in income inequality during the period under
study largely mirrors the increase in inequality of opportunity. Thus, increased income
inequality does not reﬂect changes in effort variables, or expressed differently, increased
income inequality has not been accompanied by a decrease in inequality of opportunity.
Crown Copyright © 2010 Published by Elsevier Inc. All rights reserved.

1. Introduction
Economic inequality is a topic of perennial concern discussed by economists, philosophers as well as policymakers. This applies
also to China, where concerns have been raised about the high and continuously growing levels of income inequality. The
literature on economic inequality has mainly focused on welfare differences in income or consumption. A widely used measure of
economic inequality is the Gini coefﬁcient. A criticism against the Gini and related measures of income inequality is that it merely
gives a snapshot picture of the income distribution and neglects the possibly large income mobility that is occurring both within
and between generations. Renewed interest in analyzing income mobility and intergenerational income mobility in particular was
spawned by Zimmerman (1992) and Solon (1992, 1999) who showed that due to methodological deﬁciencies1 the extent of intergenerational mobility had been substantially overstated by earlier research.
Another limitation of the Gini and other similar measures is that they are not helpful in addressing normative issues such as to
what extent observed inequality reﬂects differences in individuals' efforts, which could be accepted by society or factors for which
individuals cannot be held responsible, like family background and community; see e.g., Yao and Liu (1996), Yao (1999).
⁎ Corresponding author.
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The estimated correlations between parents' and children's incomes were downward biased due to the noise in the measures used to capture lifetime income,
the fact that parents' and children's incomes were measured at different times of their life cycles, and the differences in attrition bias between different groups.
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Roemer (1998) emphasizes the importance of making this distinction. He argues that the factors which affect an individual's
advantage should be divided into two categories. One is called ‘circumstances’ and includes factors like family background, region
of birth and gender, on which individuals have had no inﬂuence. The other category is called ‘efforts’ and consists of outcomes of
the individual's choices like her education or type of work. In general, we know considerably more about the impact of the effort
factors on individuals' outcomes than about how the outcomes are affected by the circumstance factors. However, economic and
social research has recently paid increasing attention to the relative importance of circumstances in inﬂuencing individuals' wages
or incomes; see e.g., Bourguignon et al. (1993), Bourguignon, Ferreira and Menéndez (2007), Bourguignon, Ferreira and Walton
(2007); Ferreira and Gignoux (2008). In this paper we will add to this growing literature by analyzing inequality of opportunity, its
development and differences therein within China.
Empirical research on inequality of opportunity can be motivated in at least three ways. Firstly, it has been argued that
inequality of opportunity is as an important concept as inequality of outcomes (Ferreira et al. (2008)). In fact, income inequality is
not always positively correlated with inequality of opportunity; see Lefranc et al. (2008) for empirical evidence. Secondly,
inequality of opportunity has a signiﬁcant inﬂuence on how people view inequality of outcomes, social inequality, and income
redistribution policy and social policies; see Alesina and Angeletos (2005); Bénabou and Tirole (2006). Osberg and Smeeding's
(2006) analysis which uses survey data from several countries demonstrates that people oppose inequality if it is due to bad luck,
but less, or not at all, if it is due to low effort.
Finally, it can be argued that equality of opportunity is a key measure of economic development. If economic development
means approaching distributive justice, this in turn implies that a signiﬁcant degree of the income or earnings inequality ought to
be due to effort, not to circumstances beyond the individuals' control.
Prior to 1978, China was a strictly planned economy where about 90% of the society's resources were distributed by the
State. Equalitarianism was a key element of this model resulting in very low income inequality, in particular considering the
size of the country and the vast regional differences in natural resources and other conditions for production. Thus, according
to a household sample survey carried out by CNBS (Chinese National Bureau of Statistics), in 1978 the Gini coefﬁcients of urban
and rural areas were 0.16 and 0.21, respectively.2 After China began her open door policy and adopted a more market-oriented
approach, the proportion of state-owned companies has decreased signiﬁcantly.3 At the same time private and foreign
companies have expanded rapidly contributing to the average growth rate of 9.8% since 1978. Between 1978 and 2007 the
annual real income per capita of rural residents increased from 133.6 yuan ($19.6) to 4,140.6 yuan ($606.2). Corresponding
numbers for urban residents were 343.4 yuan ($50.3) and 13,785.8 yuan ($2,018.4), respectively. However, in parallel income
inequality increased as well: according to the CNBS the Gini grew from 0.317 in 1978 to the internationally high level of
0.496 in 2006. This increase and the growing income gap between urban and rural areas as well as between coastal and
inland districts – see Fig. 1 – are often considered as one of China's most critical social problems for sustained growth and
development.
While there is a large literature describing the changes in the Chinese income distribution since the economic reform4,
substantially less is known about inequality of opportunity in China and about changes therein. Consequently, the same is also true
for questions like: What is the relationship between income inequality and inequality of opportunity? Which circumstance factors
are important in generating inequality of opportunity? How does inequality of opportunity in China look like in an international
perspective? To the best of our knowledge this paper is the ﬁrst attempt to provide some evidence to answer these and related
questions.
For this purpose we use data from the China Health and Nutrition Survey (CHNS) collected from nine provinces during the
period 1989 to 2006. We estimate parametric models by means of robust OLS regression in order to quantify the role of parental
household income and size, parents' education and employer, region of origin, gender and age in generating inequality of
opportunities and inequality in current income.
We ﬁnd that the parents' household income, father's and mother's employer explain 23, 19 and 20%, respectively, of total
inequality of opportunity. Notably, parents' type of employment is more important their education in explaining the earnings of
the offspring, implying that parental connections (guanxi) continue to play a central role. However, the inﬂuence of both parents'
employer and household income has decreased somewhat since the mid-1990 s.
The remainder of the paper is structured as follows. Section 2 gives a short review of the inequality of opportunity
literature; Section 3 presents the data; the fourth section contains the empirical model and estimation results. Finally, Section 5
concludes.
2. Earlier research
Originally, the concept of equality of opportunity was deﬁned in terms of absence of legal barriers to certain educations,
occupations or jobs. Later, it has been broadened to account for the fact that individuals differ and that some of their differences are
related to a set of arbitrarily distributed circumstances. As a consequence, it is not sufﬁcient to deﬁne inequality of opportunity by
how access to education and employment is regulated by law. Inequality of opportunity caused by the circumstance factors should
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See http://www.stats.gov.cn/gqgl/gqglwz/index.htm.
The share of state-owned enterprises in industrial output declined from 82% in 1978 to 38.1% in 2007.
See e.g., Knight and Song (1991); Kanbur and Zhang (1999); Gustafsson and Li (2002); Lu (2002); Fan et al. (2002); Heerink et al. (2006).

