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Decomposing Income Inequality and
Policy Implications in Rural China

Lerong Yu, Renfu Luo, Linxiu Zhang *

Abstract

Using village data from samples covering 6 provinces, 36 counties and 216 townships, the
income inequalities within and between townshipsin rural China are assessed. The Theil
index and the mean logarithmic deviation methods enable usto test income inequality at the
township level, and to decomposeit into intra-regional and inter-regional at county and
provincial levels. In the present paper, we also decompose income inequalities between and
within the nationally designated poor counties (NDPC). The resultsshow that approximatey
two-thirds of the income inequality in rural China would be eliminated if measures and
policiesweretargeted at the county level. Thisstudy also confirmsthe rationalethat China’s
poverty alleviation strategy of focusing on poor counties based on the inequalities between
NDPC and non-NDPC accounts for the most inter-province inequality.
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1. Introduction

Market-oriented economic reforms, initiated by farm household responsibility in 1978, have
stimulated rapid rural economic growth and provided s gnificant improvement in theliving
conditions of farmers. The annual growth rate of GDP has been maintained between 8 and
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Decomposing Income Inequality and Policy Implicationsin Rural China

10 percent, whereas the annual growth rate of agricultural output was approximately 23
percent between 1980 and 2004. Rural per capitaincomeincreased from 110 yuanin 1978to
2936 yuan in 2004. However, one of the negative consequences of fast growth has been the
increasein incomeinequality. According to the National Bureau of Statisticsof China, the
Gini coefficient for rural Chinain 1979 was 0.21; however, the number had reached 0.29in
1987 and further increased t0 0.35 by 2002 (NBS,1998,& 2003).

Given the increase of income inequality in rural China, many researchers have
investigated the trends of income inequality among regions or provinces since the late
1980s. For example, Friedman believesthat the differences among regionsin Chinawere
widening before the opening-up policy. Aguighier (1988) concludes that the uneven
developmental strategy implemented after the open-door policy lead to greater income
disparities between eastern and western regionsin China. Based on the index of per capita
national income, Tsui (1991) findsthat the changesin regional differenceswere not obvious
between 1952 and 1970 in China, but the gaps between regions enlarged between 1970 and
1985. Lyons (1991) anal yzesthe changes of differencein incomesin various areasmeasured
by per capita net production value, and shows that the differences were reduced between
1978 and 1987. Regardless of these results, the main reasons for this inconsistency, as
pointed out by Fan (1997) and Hansen (1995), are that different geographic scales, time
periods, indicators of well-being, and indices of inequality measure have been used in
those empirical studies.

Recently, some studies have used new approaches to investigate income inequal ity
and decomposeit at different leves. Rozelle (1994) demonstrates that income inequality
within east coast provinces rapidly widened between 1984 and 1989, and suggests rural
indugtrialization wasthe main cause. Rivi and Zhang (1999) show that theincomeinequality
between rural and urban areas was higher than that between inland and coastal regions
during the periods between 1983 and 1995 in terms of the Gini coefficient and the Theil
index. Yao (1997) cal culates and decomposes the inter-provincial per capita income Gini
coefficientin rural Chinafrom 1986 to 1992 and findsthat incomedistributionin rural China
became skewed over this period as aresult of economic reforms. Lee (2000) compares the
major sources of China’s regional inequality with regard to both per capita gross val ue of
industrial and agricultural output and per capita consumption between 1982 and 1994. The
major finding of his paper isthat inter-provinceinequality accounted for 63 percent of inter-
county inequality. Using household data covering 18 provincesin 1988 and 1995, Bjorn
and Li (2002) show that most incomeinequality in rural Chinain 1995 was spatial and that
the uneven devel opment of mean income across counties stood for most, but not all, of the
rapid increasein incomeinequality.

Few studies have shed much light on issues concerning township inequalitiesin
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economic devel opment as represented by village per capita net income. Furthermore, no
previous studies have compared the income inequality of nationally designated poor
counties (NDPC) and non-NDPC. The objective of the present paper isto present an
inequality decomposition based on village net incomein rural Chinafrom 1997 to 2002.
Using the Thell index and the mean logarithmic deviation (MLD) index, we consider two
three-level hierarchical structures: township-county—province and township—county—
NDPC.

To achieve our objectives, thispaper isorganized asfollows. The next section presents
the methodol ogy adopted in the present study, including the usage of the Theil index and
the MLD index. Section 111 introduces the dataset used in the inequality decomposition
anayss. Section 1V providesgenerd resultsregarding incomeinequality in rural Chinaand
discusses the effects of inequality on each hierarchical level. Finally, in Section V,
conclusions are drawn and policy implications outlined.

Il. Methodology

In the present paper, we use two inequality indices, both belonging to the generalized
entropy family: the Theil index and the MLD index. Both indices are decomposable.
The Theil index, T, can beexpressed as.

. @

8 Yy u v Yory Ly
a-~y |09[(Y)/(n)]

1

wherenisthe number of individuasin the population, y, istheincome of theindividua

indexed by v, and Y represents the population total income, v = g v,

v=l
Theil’s measure has every desirable property of an inequality measure; that is, mean
independence, population-size independence, and the Pigou-Dalton principle of transfers.
Aninequality index is said to be decomposableif total inequality can be written asthe sum
of between-group and within-group inequalities. So, if we define that the overall inequality
can be completely and perfectly decomposed into a between-group component T° and a
within-group component T%, then Equation (1) can be decomposed into:
T=Te+Tv )
The sdf-amilar nature of the Thell index becomes evident when one notesthat:

o= 8 YoMy ©)
T gY |09[(Y)/(n)]
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Now i indexes not an individual but a group, with n, representing the population in
groupi, and Y, representing the total incomein group i. Notethat the structure of Equation
(3) isexactly the same as the structure of Equation (1), which definesinequality among
individuals. Therefore, the structure of the Thell index in measuring inequality between
individualsis similar to the structure of the Theil index in measuring inequality between
groups.

Thereisyet another leve toexplore: thewithin-group component of overall inequality,
T, which isgiven by aweighted average of the Theil indicesfor each group, the weights
being each group’s share of income:

gy,
Tv=a"T. 4

The Theil index for each group, 'T, corresponds to the inequality only between those
individualsthat are members of group i and is given by:

1 yiv

T = 5}17 “logl(%) /(). 5

In Equation (5) each individual isindexed by two subscripts: i for the unique group to
which theindividual belongs, and v, where, in each group, v goesfrom 1 ton,. Because'T
only measures inequality between the individuals of group i, the relevant shares to be
compared arey, /Y, and 1/n.. However, the structure of the inequality measure remainsthe
same as the structure of the Theil index that accounts for the inequality between all the
individualsin the population and the inequality between groups. The differenceisthat in
Equation (5) inequality islimited togroupi.

Sofar, we have considered only one grouping structure: we partitioned the population
into m groups. However, these m groups can a so be aggregated with a new grouping
structure into a number of higher order groups. These groups may be aggregated with yet
another grouping structure into even higher order groups, and so forth. At each level of
aggregation, the Theil index can be used not only to compute inequality between groups,
but also tolink theinequality measured at onelevel with that at any other level.

We consider the following hierarchical structurein rural China: province-county—
township. Figure 1 illustrates the specification of a sequence of grouping structures with
three levels of aggregation. It is more convenient to go from highest to lowest level of
aggregation. The highest-level grouping structure, the province level, has mgroups, where
p (which indexesthe groups at thislevel) goesfrom 1to m. In theimmediate |ower-level
grouping structure, the county level, for each group ¢, ¢ (which indexes the groupswithin
p) goesfrom 1to m. Continuing to an even lower leve of aggregation, thetownship leve,
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for each groupt that ispart of c, t goesfrom 1 to m,.. Findly, at thevillagelevel, each village
int (wheretisincandcisinp) isindexed by v, wherev goesfrom 1 tom,,.
Consequently, each villageincomeisindexed by four subscripts: Yo Thetotal income
for groupt, Y, isgiven by thesummation of Y. whenv goesfrom1tom  Moredetails
on how to compute income and popul ation at different levels of aggregation are displayed
inFigurel.
In the present gudy, the Theil index is given by:

m M, My ”3;:1 Y 1
T=3 833 8 ™ *|og[(—"™)/(2)]" (6)
pal?.l?.lval v og[( v ) (n)]
However, the Theil index given in Equation (6) can be decompaosed, at any level of
aggregation t, into a between-group and a within-group component, aswe saw in Equation

(2) above:

T=T +T" ()

Thesubscript tisanumber between vand p identifying which of the grouping structures

in the sequence G was chosen for abreakdown of the Thell index. In other words, t provides
thelevel of aggregation at which between-group/within-group decomposition of the Thell
index is performed. Here we choose township level as the breakdown of the Theil index.

Thedefinitionsof -|-tb and T aresimilar to Equation (3) and (4), which areextendedtothree

hierarchical groups.

Oneimportant result, which will be useful for determining theinformation gain or oss
when we measureinequal ity with even more disaggregated groups, isthat, at any leve, the
following expression isvalid:

Ttb = TtE)l +T2. (8)

The intuition behind this decomposition of the between-group component can be
understood with the help of Figure 2. In words, the between-group Theil at level t isthe
summation of the between-group Theil at the immediate higher leve of aggregation (t—1
£% c) plus the within group inequality at this higher level that measures the dispersion
acrossthe groups at level t.

Again, using the example mentioned above, where villages are aggregated across
Chinese provinces, Equation (8) tells us that the between-township inequality is equal to
the between-county inequality plus the within-county inequality.

Given Equation (8), overall inequality, T, can be partitioned into these components:

T:-I—tb +-I—tW
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Figurel. Specifying Hierarchic Grouping Structures
with Three Levels of Aggregation
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Source: adapted from Conceio et al. (2000).

Figure 2. Decomposition of the Theil Index for
a Generic Grouping Structure t

Source: adapted from Conceio et al. (2000).
= TIW+ ch +TCW
= TUAHTY T +T). ©9)
All above discussions are related to the definition and principles of the Theil index.
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Next isasimpleintroduction tothe MLD index. The MLD index isdefined as:

M = % én Iog(U—Y) , (10
=1

wheren isthetotal number of individuals, U, isthe mean income and y, istheincome
of theindividual indexed by v. The decomposition of the MLD index isthe same asthe Thell
index, so wewill not repest it.

I11. Data

At the heart of our analysisisour dataset. We use a unique set of data covering awide
range of regionsin rural China collected by the authorsin 2003. The authors and several
Chinese and foreign collaborators designed the sampling procedure and final survey
ingrument with thevillage asthe unit of analysis. The field work team, made up of the 3
authors and 30 graduate students and research fellows from Chinese and North American
educational ingtitutions (all with Chinese citizenship and an average education level of a
master’s degree or higher), chose the sample and implemented the survey in 6 provinces
and 36 countiesin anearly nationally representative sample.

Theentire sampling process was aimed at randomly selecting representative provinces
that have agro-ecol ogical representation. The sample provinces were randomly sel ected
from each of China’s major agro-ecol ogical zones. We selected Jiangsu, Sichun, Shaanxi,
Gansu, Hebei, and Jilin as our sample provinces. Jiangsu represents the eastern coastal
areas (Jangsu, Shandong, Shanghai, Zhejiang, Fujian and Guangdong); Sichuan represents
the southwestern provinces (Sichuan, Guizhou and Yunnan) plus Guangxi; Shaanxi
represents the provincesin the Loess Plateau (Shaanxi and Shanxi) and neighboring Inner
Mongolia; Gansu representsthe rest of the provinces in the northwest (Gansu, Ningxia,
Qinghai and Xinjiang); Hebei represents the north and central provinces (Hebei, Henan,
Anhui, Hubei, Jiangxi and Hunan); and Jilin representsthe northeastern provinces (Jilin,
Liaoning and Heilongjiang). Although we recognizethat we havedeviated from the standard
definition of China’s agro-ecological zones, the realities of survey work justified our
compromises. Pre-testsin Guangdong demonstrated that data collection wasextraordinarily
expensive and the attrition rate was high. One of our funding agencies demanded that we
choose at least 2 provincesin the northwest. Our budget did not allow usto add another
central province (e.g. Hunan or Hubei) to the sample.

The sample villages were sel ected by a process that the survey teamsimplemented
uniformly in each of the sample provinces. We randomly selected 6 counties from each
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province, 2 from each tercileof alist of counties arranged in descending order according to
the gross value of industrial output (GV10). GVIO was chosen for use here based on
Rozelle’s (1996) conclusion that it is one of the best predictors of standard of living and
development potential and is often more reliable than net rural per capitaincome. Within
each county, we chose 6 townships, following the same procedure as the county sel ection.
When our enumerator teams visited each of the 216 townships (6 provinces by 6 counties
by 6 townships), officials asked each village to send two representatives (typically the
village leader and accountant) to a meeting in the township. On average, enumerators
surveyed 11 villagesin each township. The number of villages per township ranged from 2
t0 29. On average, the attrition rate was only 6 percent. In no case did we leave atownship
until at least 80 percent of the villages had been enumerated. To examineiif the villagesthat
were not enumerated (due to attrition) were systematically different from those that
participated, we collected a set of variables regarding no-show villages from the township
and ran aprobit regression with the dependent variabl e represented asan indicator variable
wherethevariable equaled oneif the village did not come and zero otherwise. Therewere
no variables that were significant. If a village had more than 25 villages, we randomly
selected 25 of them. Thisaffected fewer than 5 townships. In total, we selected and surveyed
2459 samplevillages. The distribution of samplevillagesin sample provincesis presented
in Table 1. According to our sample, therewere 12 NDPC in 36 sample counties and the
other two-thirdswerenon-NDPC. Table2 givesthedistribution of NDPC in sampleprovinces.
Shaanxi has thelargest number of NDPC counties (4) among all sample provinces. There
are 3 NDPC counties in the Gansu and Hebei Provinces, respectively, and 1 each for the
Sichuan and Jlin Provinces. No NDPC isfound in Jangsu Province.

In every sampling village, the respondents answered questions about the economic,
political and demographic conditions of their villagesin 1997 and 2002. In thisway, we
obtained information on per capitanet incomeand total population of all samplevillagesfor
2years: 1997 and 2002. Animportant characteristicof theTheil index isthat itisdecomposable.
If individuals are grouped in a mutually exclusive, completely exhaustive way, overall
inequality can be separated i nto abetween-group component and awithin-group component.
There are several reasons why it might be of interest to have a decomposable measure of
inequality. One might be associated with geography (e.g. different regions, states or
countries, which wasexplored by Theil in 1967). However, in our data, because the popul ation
of villages can be aggregated by township, using the Thell index permits the decomposition
of overall inequality in China into between-township and within-township components.
Moreover, townships can be aggregated into counties, and counties can be aggregated
into provinces. Therefore, the Theil index allows the within/between decomposition of
inequality to be performed at ever-higher levels of aggregation.
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Table 1. Distributions of Sample Villages

Province | Number of the surveyed villages Percentage of surveyed villages in total sample villages (%)
Jiangsu 457 18.6
Gansu 328 133
Sichuan 365 14.8
Shaanxi 369 15.0
Jilin 367 149
Hebei 573 23.3
Total 2459 100

Source: authors’ survey.

Table 2. Distribution of Nationally Designated
Poor Counties in Sample Counties

Province Number of nationally designated poor counties

Jiangsu

Gansu

Shaanxi

Jilin

0
3
Sichuan 1
4
1
3

Hebei

Total 12

Source: authors’ survey.

The descriptive statistical analysis on income and population of sample villagesis
presented in Table 3. The average per capita net income of sample villageswas 1807 yuan
in 1997 and 2432 yuan in 2002, an increase of 34.6 percent. According to areport by the
National Bureau of Statistics of China, per capitanet income of farmerswas approximatdy
2000 yuan in 1997 and approxi mately 2500 in 2002. Our resultswere closeto theseresults.
In contrast to income, the average population of sample villagesincreased from only 1430
peoplein 1997 to 1436 peoplein 2002, or by 0.4 percent. Furthermore, the total number of
NDPC countieswas 12 in termsof our sample, approxi mately one-third of all samplecounties.
However, therewere 592 NDPC counties out of the 2000 counties nationally. The proportion
of NDPC was approximately 30 percent. When comparing it with our sampling result, we
found that these proportionsweresimilar.
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Table 3. Income and Population of Sample Villages,
1997 and 2002

Standard

Variables Observation [ Mean deviation Minimum Maximum
Per capita net income in 1997 (yuan) 2459 1806.6 979.6 80 8000
Population in 1997 2459 1430.1 1073.6 76 8700
Per capita net income in 2002 (yuan) 2459 24321 1173.9 100 9400
Population in 2002 2459 1436.3 1075.9 62 8650

Source: Authors’ survey

IV. Empirical Results: Decomposing the Income
Inequality within and across Townships
in Rural China, 1997 and 2002

We decomposeincome inequality within and acrosstownshipsfor our samplesusing Stata
8.2 statistical software from Stata Corporation, USA. With the definitions chosen, income
inequality inrural Chinadecreasad alittlebetween 1997 and 2002 (Table4). TheThell index
decreased from 0.21 to 0.20, whereas the MLD index decreased from 0.23t0 0.22. These
numbers support the view that the changesin incomeinequality in rural Chinashould not
be a major concern when considering communities (villages or townships) rather than
individual households. Theresultsactually show adight improvement inincome disparities.

In Table 4, wereport the significance in contribution of each of components to total
inequality in terms of the Theil index and the MLD index as defined in Section I1. Inter-
township inequality stood for 78 and 73 percent of tatal inequality, measured by the Thell
index and the MLD index, respectively, in 1997. The corresponding contributionsto the
tota rural inequality increased to 82 and 77 percent in 2002. In other words, the proportion
of total inequality in rural China attributed to inter-township inequality was approximately
three-quarters and increasing over time. Therefore, the results imply that if there were
measuresto ensure all townshipsin rural China should have the same mean income, while
inequality within each township was unchanged, more than three-quarters of inequality in
rural Chinawould disappesar in 1997 and 2002.

Corresponding to Equation (8) in Section 11, theinter-township inequality can befurther
decomposed into intra-county inequality and inter-county inequality. Looking at Table 4,
intra-county inequality made up 12-14 percent of total incomeinequality in rural Chinain
both years. However, it was still much lessthan inter-county inequality. Results show that

approxi mately two-thirds of total incomeinequality was attributed tointer-county inequality
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Table 4. Total Inequality and Its Decomposition in Rural China,
1997 and 2002

1997 2002

THEIL MLD THEIL ML D
Total inequality 0.21 0.23 0.20 0.22
(%) 100 100 100 100
Total inequality dueto:
Intra-township 0.05 0.06 0.04 0.05
(%) 22 27 18 23
Inter-township 0.16 0.17 0.16 0.17
(%) 78 73 82 77
Inter-township inequality due to:
Intra-county 0.03 0.03 0.02 0.03
(%) 12 14 1 13
Inter-county 0.14 0.14 0.14 0.14
(%) 66 59 71 64
Inter-county inequality due to:
Intra-province 0.06 0.06 0.06 0.07
(%) 28 27 32 31
Inter-province 0.08 0.08 0.08 0.08
(%) 38 32 39 33
Inter-county inequality due to:
Intra-nationally designated poor counties 0.08 0.07 0.08 0.07
(%) 37 30 39 33
Inter-nationally designated poor counties 0.06 0.07 0.06 0.07
(%) 29 29 31 32

Source: authors’ survey.

intermsof theThell index in 1997 (Table 4). Also, unliketheintra-county inequality, which
provided a stable contribution tototal rural inequality, the inter-county inequality increased
asaproportion of total rural inequality to 71 and 64 percent, respectively, in the Thell index
and the MLD index in 2002. Therefore, approximately two-thirds of incomeinequality in
rural Chinawould have been diminated if measures had been taken to equalize the average

income at the county level.

Following the approach shown in Table 4, we now turn to the highest spatial provincia
level. As shown in Equation (9), the inter-county inequality can be decomposed into intra-
province inequality and inter-province inequality. With the results of this decomposition,
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weare abletofind out how large a proportion of inequality between counties was a result
of differencesin mean income across countieswithin aparticular province and how large a
proportion was aresult of different means between the 6 provinces. According to Table 4,
the proportion of inter-province inequality is higher than that of intra-provinceinequality
using both the Thell index measure and the MLD index measure. For example, the inter-
province inequality accounted for 38 percent of inter-county inequality in 1997, whereas
the contribution of intra-provinceinequality to inter-county inequality was only 28 percent
in the same year measured by the Thell index. The Stuation in 2002 was similar.

Asdiscussed earlier, one of our tasksisto measure inequality at another high spatial
level-NDPC versus non-NDPC. Because our sample counties can be divided into NDPC
and non-NDPC, the inter-county inequality can be easily decomposed into intra-NDPC
inequality and inter-NDPC inequality according to Equation (8). Theresultsarealso listed
in Table 4, which showsthat the proportion of intraaNDPC inequality was higher than that
of inter-NDPC inequality in both the Theil index and in the MLD index. However, when
comparing the contribution of the intra-province inequality to inter-county inequality with
that of inter-NDPC inequality, wefound that they were similar in both 1997 and 2002. This
finding implies that inequality between counties within provinces was caused mainly by
the inequality between NDPC and non-NDPC. These resultsindicate that if the poverty
alleviation strategy were aimed at a provincial level, effortsshould betargeted at NDPC.

We a so report the average income and the results of income inequality of the 6 sample
provincesin 1997 and 2002 in Table 5. All sample provinces experienced arising mean
income and adecreasing or at least congtant incomeinequality. However, the Theil index of
Gansu Province, which lies in western China, was the highest, up to 0.31. In contrag, the
Thell index of Jiangsu Province, which islocated in eastern China, wasthelowest at only O.
07. Therefore, the situation of incomeinequality for each of thesample provincesisdifferent,
especialy considering provincial differences between the eastern and western regions.

Similar resultsfor NDPC and non-NDPC arereported in Table 6. Averageincome and
income inequality are listed in terms of the Theil index and the MLD index. The mean
incomein NDPC increased from 796 yuan in 1997 to 992 yuan in 2002, or by 24.6 percent.
Theaverageincomein non-NDPC increased from 1810 yuan in 1997 to 2280 yuan in 2002,
or by 26 percent. At the ssmetime, the total income inequalities of NDPC and non-NDPC
weredgmilar. The Thell index for both groupswas0.15in 1997. Thetota incomeinequality
both in NDPC and non-NDPC decreased in 2002 according tothe Theil index and theMLD
index measures, although changes were very small, implying that both NDPC and non-
NDPC counties maintained similar economic devel opment trends during this study period.
Thisindicatesthat anti-poverty efforts such as anti-poverty fundsand projects have been
effective.
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Table 5. Income Inequality in Sample Provinces,
1997 and 2002

1997 2002

Province Average Average

income (yuan) | THEIL MLD income (yuan) | THEIL MLD
Jangsu 2660 0.07 0.08 3320 0.06 0.06
Gansu 765 0.31 0.26 969 0.30 0.24
Sichuan 1370 007 0.09 1790 0.06 0.08
Shaanxi 972 013 0.14 1310 0.13 0.14
Jlin 1310 0.09 0.09 1650 0.08 0.08
Hebel 1360 0.22 0.26 1620 0.22 0.26

Source: authors’ survey.

Table 6. Income Inequality in NDPC and non-NDPC,
1997 and 2002

1997 2002
Average Average
income income
(yuan) THEIL MLD (yuan) THEIL MLD
Total inequality in NDPC counties 796 0.15 0.17 992 0.13 0.15
Total inequality in non-NDPC
counties 1810 0.15 0.17 2280 0.14 0.15

Source: authors’ survey.
Note: NDPC, nationally designated poor counties.

V. Concluding Remarks

Based on the per capita net income and population data from more than 2400 sample
villages covering 6 provinces, the present study estimates income inequality within
and between townshipsin rural Chinaby applying the Theil index and the MLD index
methods. Our approach enables usto aggregate average income and income inequality
at the levels of townships, counties, and provinces, focusing on NDPC. Generally, the
changes in income inequality in rural China are not obvious during the study period
(1997 t0 2002), and the Theil index was maintained at alevel of approximately 0.2 in both
1997 and 2002. However, it isworth noting that our data capture only thevillage level
situation and not the household level scenario, asin other studies. Therefore, an
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implied assumption is that the differences between households within villages are
zero. Given the discussions in other studies regarding the rise of intra-household and
inter-household income differences, the total income inequality in the prepsent study
might be underestimated. Results show that inter-township inequality accounted for
more than 75 percent of total income inequality, which was much larger than the
proportion of intra-township inequality.

According to our results, morethan 10 percent of thetotal income inequality in rural
Chinawas made up of differencesin mean incomewithin counties. However, the proportion
of total rural inequality as aresult of differencesin average income across counties was
much larger, approximately two-thirds. Although it is beyond the scope of the present
study to understand the nature or the courses of inequalitiesin China’s townships, counties
and provinces, the implication of thisresult isthat if we dedicated our effortsto alleviating
income inequality at the county level, most income inequality in rural China would be
eliminated. Of course, obtaining additional information on inter-county i nequality by further
decompos ng the variation in mean income between the provinces aswell asavariation in
mean incomewithin the provinces would a so be useful in considering targeting measures.
Furthermore, decompasing such variation between and within NDPC and non-NDPC would
also be useful information for the various poverty offices when the new poverty alleviation
strategies are considered.

Furthermore, although the overall income inequality in rural China has not
obvioudly increased over timein termsof the Theil index and the MLD index measures,
differencesin income inequality across provinces do exist. For example, the val ues of
the Theil index and the ML D index measures in Gansu Province are larger than those
in Jiangsu Province. Again, it is beyond the scope of the present study to make
arguments on why such differences exist. However, results from other studies show
that these differences are, to a large extent, a result of the spatial differences and
uneven development of regionsin China. Because of the limitations on the number of
sampl e provinces, we can not decompose income inequality across provinces further.
Given unequal distribution of natural resources and transportation facilities, some
regional income disparities are inevitable from the perspective of efficiency. Now
Chinais still at arelatively early stage of economic development and, therefore,
income-enhancing economic activities tend to be concentrated in afew countiesin
each province in order to take advantage of agglomeration economies. Caution needs
to be taken regarding such approaches asthiswill eventually lead to widened income
inequality and, consequently, will result in new obstacles for future economic
development for the region as awhole.
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