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Abstract

A central behavioral assumption of economic thesiat income is fungible. Yet, Thaler

(1999) highlights that people code income in défgrmental accounts, creating a direct link
between spending behaviour and income sources papir examines the differences in the
marginal propensity to consume from earned andraedancome, a distinction that has not
received much attention, using a panel dataset frwad China. The results indicate that
households have a higher marginal propensity tswme unearned income and a higher
marginal propensity to invest earned income. Theedso larger propensity to spend (transitory)
unearned income on non-basic consumption goodgpamohanent) earned income on basic
consumption goods. Together these results lencénoedto the age-old saying ‘Easy come, easy
go’. Heeding this advice might be time well spentuture theoretical and empirical research.

1 Spending and the Origins of Income

Folk wisdom holds that income that is easily earimedlso easily spent, a notion that is as
powerful as it is simple, and one that resonatesutfhout the world’s cultures and languages —
‘Easy come, easy go’ (EnglishKdk naxwuro, Tak u mpoxxuto’ (Russian), ‘Lai de rong yi, qu de
kuai’ (Chinese). Yet, a central behavioral asstiompof economic theory is that income is
fungible! In this view, consumption behavior does not delp@mhow income has been
obtained, but only on the total amount. In techhierms, the marginal propensity to consume
(MPC) is independent of the source of income. Gareconomic profession discard century old
folk wisdom as an anomaly? Or does it fundamentdter economic models and policy
recommendations?

Following the pioneering work by Thaler (1985, 198®: fungibility assumption is
increasingly challenged by behavioral economistsilding on insights from cognitive
psychology, they argue that people compartmentafieading into different budget categories
(e.g. food, housing, luxuries, investments) andltimicome into different mental accounts such
as a current income, a future income and an assetiat. Further important categorizations of

current income concern whether income gains age lar small, transient or permanent and

1 Fungibility is the notion that money has no latehd that all sources of income can be (indistsigbly) collapsed in one number.



expected or unexpected. The mere existence ofarsunts would be inconsequential if
people would not act upon them, i.e. if they wesgqxrtly fungible (substitutable). The
empirical evidence reviewed by Thaler (1999) sutgyeswever that they are not and thus that
mental accounts matter, beyond being mere anomalies

One example of the existence of mental accountshatas been receiving more attention
lately, is the ‘fly-paper” or “labeling effect’, phenomenon whereby people change their
consumption behavior in line with the suggestiotheflabel (Abeler and Marklein, 2008).
Kooreman (2000) finds for example that the MPCloldcclothing out of exogenous child
benefits in the Netherlands is substantially latban the MPC of child clothing out of other
income source$. Other studies explore how income windfalls affemsumption and saving
behavior (Imbens, Rubin, and Sacerdote, 2001; Aglahiu, and Souleles, 2007; Kuhn et al.,
2008) and how the MPC out of windfalls also depemshe size of the gains, with the MPC
from small unexpected income gains typically muaigér than the MPC from large income
gains (Thaler, 1999).

This paper focuses on a form of mental accountihighivhas received much less attention
so far, despite age-old folk wisdom to the contrémg coding of income in line with the amount
of effort dispensed. A better understanding of whether the amountisfensed effort affects
spending and investment behavior can have impairtgsiications for the design of many policy
interventions. For example, massive programs argylzeveloped in many transforming
countries to stem the growing rural-urban divid&et, is it more efficient to do so through
(unconditional or conditional) transfers (e.g. Ghiklarmonious Socialist Countrysfderogram;
Brazil—Bolsa Familia) or through employment guaesnschemes as in India? Similarly, are

stimulus packages in times of economic crises aiagaoviding employment (Trabajar,

2 Similarly, recent studies of school feeding (l8¢@002; Afridi, 2005) and supplementary nutritigglam and Hoddinott, 2009) programs find
that a substantial part of the supplementary fegditicks’ with the targeted child (like a fly-papeBecause these transfers are inframarginal,
parents would be expected to reallocate the traasfay from the child.

3 Incipient studies include Zhu et al. (2008) wimaiffor example that the marginal propensity toesawut of remittances in rural China is only
half that out of other sources of income basedrossesectional data. Hoffman (2007) finds that mésmets received by a household as a
transfer in Uganda are more likely to be used Hgenable members of the household, but purchasesdane more likely to be used by income
earners in the household. Households treat puedhersd free goods differently.

4 An important component of China’s 11th five yptam (2005-2010) is the construction of an harmesigocialist countryside, more recently
also through a dramatic increase in land baseddiabgo farmers since 2005. As a result, agricaltsubsidies are now more than twice those
in the United States in per acre terms, even thdtlugliransfers are only a couple of percent irtimiao average rural incomes but 10 to 15

percent of the income of the rural poor.



Argentina) more effective in stimulating demandrtipgckages aimed at transferring money to
households (China’s stimulus package). At the oevel, the findings bear on the ongoing
debate about aid effectiveness. They provide avbefz interpretation of why aid may be less
effective in fostering development than say migmatr trade (Moffitt, 1984), and inform the
debate about the optimality of different aid motiked such as grants, loans as well as the more
innovative forms of development finance (Guptale2@03; Odedokun 2003; Girishankar,
2009)°

In particular, the paper examines whether the maftgiropensity to consume, invest and
save from earned incomes is different from thairedarned incomes controlling for loans and
returns to other assets. The effect of two othergmaizations of income is further explored, i.e.
the effect of small versus large income gains aedeffects on spending of permanent/regular
and transitory/irregular income. The latter haseneed a lot of attention since Friedman (1957)
established the permanent income hypothesis. pliesthat the MPC out of transitory income
is low (transitory income is largely saved), whie MPC of permanent income is high (Paxson,
1992; Kuhn et al., 2008). The review by Thalerq@pPof many studies of life-cycle
consumption profiles in developed countries sugglestvever that current consumption tracks
current income too closely for the permanent inctwyy@othesis to hold, even after accounting
for imperfections in credit markets.

Unlike the majority of the studies reviewed abawe, empirical application of this paper is
to a developing country setting, i.e. rural Chimdousehold fixed effects and time varying
village fixed effects panel regression techniquesagpplied to a 5 year household panel of 1500
rural households from two provinces in western @h{eansu and Inner Mongolia, to estimate
the differences in MPCs, marginal propensity testMPIs) and marginal propensity to save
(MPSs) across different income categories. Esemttus reflect revealed preferences, as
opposed to stated preferences or experimentahgstind these differences can be non-trfvial.

The results indicate that households have a higiaeginal propensity to consume

unearned income and a higher marginal propensity&st (permanent) earned income and

5 Nonetheless, while suggestive, care must be tiakiatterpreting the results in this context. Timelings presented here concern micro-
behavior at the household level, while the aid teebancerns decision-making processes at moregajgréevels such as local or national
governments.

6 This is nicely illustrated by the large discrepaim demand for index based insurance observedperimental settings versus field trials
revealed in the papers presented at the 14 cordfer@n~AO in January 2010 (http://www.basis.wise/Edagenda.html).



loans. The majority of the households also haligler marginal propensity to save (transitory)
earned income. Unearned income gains (especialhgitory ones) are more likely spent on non-
basic consumption items such as tobacco, liquaroéimer non-food and non-clothing
consumption items than earned income gains. Pema&arned income gains on the other hand
are at least as likely being spent on basic conompiems such as staples, water and fuel or on
education. Gifts are mainly financed from unearmedme and loans, consistent with the
reciprocity principle. The findings are not mucleated by the size of household income per
capita, and the gender composition of the housefiagdether these results lend some credence
to the age-old saying ‘Easy come, easy go'.

In what follows, the data used in the study arediesd in Section 2. Section 3 explores
theoretically how mental accounting affect consuarpbehaviour. The empirical strategy is
reviewed in Section 4. The base results and assefiextensions are presented in Section 5.

Section 6 concludes the paper.
2 Income, Consumption and Investment among Rural Houweholds in China

The data were collected by the National BureautafiSics of the Government of China as
part of the monitoring and evaluation system fer World Bank supported Western Poverty
Reduction Project. The project operated in Innenlyblia and Gansu between 1999 and 2004
and supported households in project villages thndtg provision of agricultural loans and rural
infrastructure. Fifteen project counties were si@a8 in Inner Mongolia and 7 in Gansu) and
within each sample county, 10 villages were sampldte ratio of 6 project villages to 4 non-
project villages. Within each sample village, Juseholds were sampled randomly, yielding a
sample of 800 households in Inner Mongolia andid@ansu. Households were surveyed
annually between 1999 and 2004. There was noi@ttidicross rounds.

All data on household consumption, income anddoaere collected through the daily
diary method, with the exception of the baselinaryi999, when annual recall was used. To
ensure comparability, the study is confined to28@0-2004 panel. Data on household
characteristics, e.g., demography, education, asetawere collected in December every year
using a recall method.

Income is coded into two categories based on tloet éfivolved in obtaining the income:

earned income and unearned income. Earned incomedkdes wage income from temporary



migration to urban areas, wage income from pauiong in off-farm wage-earning activities
locally, and income from family business. Farmifagestry, fishery, animal husbandry,
construction, transportation, restaurant and atkerices are all considered as family business,
which is the most important earned income. Uneameaime (U) includes remittancesjifts

and transfers.

On average, most earned income is derived fromlyamisinesses (78% in Gansu and
86% in Inner Mongolia) (Tables 1 and 2). Less thalf of the households have wage income. In
Gansu wage income from temporary migration is nfoggortant than wages earned locally,
while in Inner Mongolia it is the opposite. In bagifovinces, average unearned income is
between 300 to 400 Yuan. In Table 3, householdsategorized into four groups according to
the size of their unearned income and the relaize between their unearned and earned income.
The averages of unearned and earned income aenfedsWhile there are only a few
households with unearned income bigger than eanoedne, the size of unearned income is not
negligible for the households in the category unedincome bigger than its median and
unearned income smaller than earned income (aron@dhird of the households are in this
category and on average unearned income amou@¥%-t?2% of earned income in this
category).

Income is mostly spent on consumption, businessrargstment. In both provinces, the
sum of consumption, business and investment isalese to total income. In our data,
consumption includes food, housing, clothing, megiceducation etc. The share of food in total
consumption is 53% in Gansu and 42 % in Inner Méagthe richer of both provinces. Housing
and education are the next biggest ticket itemsedtment spending consists of two parts:
expenditure on family business and investment adpctive assets with the former multiple
times bigger than the latter in both provinces.

On a yearly basis, less than 50% of the househotdsloans in both provinces. In Gansu
the average amount of loans is about 8% of theageeincome, in Inner Mongolia it is 15%. In
both provinces, households also hold a signifieambunt of assets (in the form of financial
assets and livestock). Together these two fornaseéts amount on average to 38% and 57% of

total income in Gansu and Inner Mongolia respebtive

7 Remittances are sent back by people who areomsidered to be household members, while wage iadoosm migrants are from household

members who have temporarily migrated to work agentaborers. The former involves little or no effitom household members.



3 A Household Utility Optimization Model with Mental Accounts

Consider a rural household that derives income fnauitiple sources. Income from
farming is the main income for this household, vahiequires investment in farm inputs and
labor. The household can also allocate labor tdavfh self-employment or wage-employment
locally or in urban areas. A common characteristimcome from these sources is that they all
require effort. This type of income is denotedibyearned income. The household obtains also
income from other sources, such as transfer indoone the government or other institutions,
remittances from migrants who are no longer membiktise household, and gifts received from
friends or relatives. Income from these sourcesireq typically little direct effort. It is denate
by U , unearned income. The household’s total incdme,the sum of the two types of income:

Il =E+U.

The household spends its income on various typesménditures. As a farm household it
needs to buy inputs for farming and invest in pathe assets. The household also needs to
spend on consumption items like food, clothes,digtobacco and medicine. Expenditures on
the consumption items are denotedcaand those on farm inputs and investment asor
illustrative purposes, assume that the househad dot save (or that b captures all income
transferred to the next period either through spendn investment items or cash savings) and
its initial wealth is equal to zero. Therefore, thdy way to finance any type of expenditure is by
spending income. Thus:

c=c®+c", (1)
b="b®+b", (2)
wherec® is earned income spent on consumptidnis unearned income spent on consumption,
b® is earned income spent on farm inputs and investnbe is unearned income spent on farm
inputs and investment. It follows that
E=c®+b", 3)
U=c"+b". 4)

The household derives its utilities from its expiémes. If the household does not mentally
put income from different sources into differentagnts, it does not matter whether the income



spent on consumption or investment items is eaoneshearned. Assuming that the household
lives for two periods, that the utilities from ttveo periods are additive, and that the household
cannot borrow ¢, <lI,), the household maximizes

u(c)) + pu(l, + f(1,-c))), subject to0 <¢, <I,, (5)

whereu(.) is the (concave) utility functioh (i the production function, both displaying
concavity andg is the discount rate. Consumption in period ones the sum ofc;and c;'.

Income in period oné, is given and is the sum & andU,. Assuming that unearned income
in the second periodl, is exogenous and in the absence of borrowingsiroplicity we assume

it is known to the household in the first perioal this question, the decision on consumptipn
depends only on the total income in period dpéand g, |, , the shapes of the utility and

production function), but not the compositionIof

When mental accounting exists, households maydiéferently about spending or
investing/saving earned and unearned income. Tlagyfar example prefer to invest earned
income given the efforts they put into obtainingahile they could be less inclined to defer
consumption from unearned income (or vice versa&ntsllly the household puts earned and
unearned income into different accounts, and evaliee utilities derived from immediate and
deferred consumption from earned and unearned iacbfferently. In other words, current
consumption of a certain good yields a differemttytdepending on whether it is financed by
earned versus unearned income.

These insights can be captured by representingahgehold’s utility from consumption
by iu(c") +u(c®) (as opposed ta(c dnder the fungibility assumption), witf andc" the
expenditures from different mental income accouhi& parametef captures how the utilities

from spending income from different accounts diffeine household’s optimization challenge

now becomes:
maxiu(c;) +u(c) + p(Au(ly) +u(f (I, -¢f -cr))) ©)
st. ¢ =/, ¢ =I/, ¢ =0, ¢ =0

As the household’s optimization horizon ends ingeetwo, all income from unearned income is

consumed €, =1, ). The Lagrange function of this optimization piesh becomes :

-(Au(e)) +u(ey) + AQau(ly) +u(f (- - ) +ay (G - 10) + (6 - 17) - 1€ - Gy



where u, , 1., w,and u, are the non-negative Lagrange multipliers.
The following conditions need to be satisfied wihies utility reaches its optimum:

a a d(;-¢'-¢)

PR A 0
g a o aleeee),

IR U
1 (' -11) =0,
ue(e-17) =0,
me =0,
G =0,

Solving these equations yields' =c\'(1,, B, 4,4, ¢); =ci(l,, B, 4., 1,), From these

conditions the following cases are possible:

Casel: p, =0,u,=0,u,=0,u, =0.

This represents the interior solution, where ndn@e constraints binds and the household saves

a portion of both its earned and unearned incolha.solution exists,

LG W C Sl W BT Sl B C
2 a, a; as , a7

a CU + Ce CU + e
L2 A5 follows that 2 %) - 4G *G)

a;y ay’ d; dy

Since . In this case the MPCs from earned

and unearned income are identical. The househdtdganned and unearned income in different
accounts but at the margin the source of incoms doeaffect its overall current consumption
and thus the amount it transfers to the next periedits savings/investment. Income from both

sources is de facto still fungible.

Case2: u, #0,u, =0,u, =0,u, =0.

. . . : 4c" +¢,°
In this casec, " = I, ynearned income is only used for consumpt’rg(ﬁ,l(w—cl) =1 and
1

1) <1 . Income is no longer fungible, the marginal gty of (total) current

consumption differs depending on the source ofnmeo



Case3: u, =0,u, 70,4, = 0,1, =0.

. . __dct +¢°) de,’ +¢°)
Earned income is only used for consumptlﬁrE(T <l and T =1).
1 1
Case4: p,=0,u,=0,u, #70,u, =0.
C*u + *e C*u +C~ke
Unearned income is only used for investmegt—au%cl) =0and0 <% <
1 1
Case5: u, =0,u,=0,u, =0,u, #0.
. . . dc" +¢,°) de +¢.)
Earned income is only used for mvestme@ﬂSET <1 andT =0).
1 1
Case6: u, #0,u, #0,u, = 0,u, =0.
. - dct +¢f)
Both earned and unearned income are only useafmuenption (T =land
1

G +6°) _

1).
a; )

Case7: u, #0,u, =0,u, =0,u, #0.
Unearned income is only used for consumption amngegincome is only used for investment

- -
e et L AG )

( a; a =0).

Case8: u, =0,u, #0,u, #0,u, = 0.
Earned income is only used for consumption and mmeebincome is only used for investment

*u+ *e *u+ *e
(o'(cl ucl):Oand de e01)21)_
dy dy

Case9: u, =0,u, =0,u, #0,u, #0.

. C*u +C*e
Both earned and unearned income are used only\fesiment(% =0 and
1

a +6°) _

as 0).

Income is fungible in cases 1, 6 and 9, and futiggbs possible (though not likely) in

cases 2 to 5. In cases 7 and 8 income is not flengib fix ideas, the decision making of a few
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typical households in the data is illustrated gsipecific utility and production functions. The
average incomes (shown in Table 3) are useld and | to calculate the optimal consumption

and investment/ saving. Figure 1 shows the resiteen unearned income is smaller than
earned income (first and last categories in eackipce), unearned income is only used for

consumption and earned income is used for bothuropB8on and investment. This is a special

. A’ +¢°) _ da’ +¢,°) :
case of Case 2 in our modei—(aui =land0< T <1). When unearned income
1 1

is bigger than earned income (scenario 2), for kinials the fungible Case 1 in our model and

L Ac" +¢,°) " +¢°%) .
for big it is Case Z(T =1l and0< e <1). In Gansu whe# is very close
1 1

*u+ *e *u+ *e
dcl C1)<1and dcl Cl)

" s =1) as well, but this case does
d, a;

to one we observe Case @<

not appear in Inner Mongolia.

The graphs illustrate that the relative size betwesrned and unearned income is a factor
which determines whether income is fungible. Wheeauned income is bigger than earned
income, fungibility of income becomes more likdly this situation the MPI/MPS of unearned
income will be higher (compared to the situatiorewlinearned income is smaller than earned
income) since unearned income is less likely tggmnt entirely on consumption. When
unearned income is smaller than earned incomeyme@ancome is more likely to be spent
entirely on consumption. In this situation the M&Qinearned income will be bigger compared
to the situation when unearned income is bigger g#ened income. The parameétalso
affects the fungibility of income. The bigger thethe less likely income is fungible. Households

with different initial 1,;'and | 7 and different characteristics will end up in di#fat cases (with

fungible or non-fungible income). The observed slyeg behavior will be a weighted average of

spending behavior from all types of households.

4  An Empirical Strategy to Compare MPCs across Incomé&ources

Whether household spending behavioramsemption depends on the source of income

can be tested using the following equation:
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Cone = ao toUp + By + €y, (7)
whereC,,, is the consumption of househdidiving in villagev at timet and g, is the error

term. When income is fungible, the MPC from thenedrincome is equal to that from the

unearned incomeo( = a.,).

Direct application of (7) to the data is problemafFirst, consumption may not only
depend on income but also on credit and (retumagsets, which are likely correlated with
income itself. Second, households are locatedffierent villages. Local policies, facilities and
cultural characteristics that are specific to lama may simultaneously affect household income
and spending. Third, households are different.example, a household with extensive social
networks may receive and send out more gifts aartsters than a less well-connected household.
We do not observe social networks directly in catadHouseholds also have different
demographic characteristics, which may affect thramosition of their income as well as their
spending behavior.

These considerations are accommodated by augmeaguagion (7) with loans taken
duringt, the asset position &il, time varying village dummies, household fixedeefs, and a

series of time varying household characteristics:

m
Coe = Uy +a, By tosl e + o, Ay +asliv, , + Z‘X
i=1

H
i H vht i

+ Za\jlvit
=1 (8)

+ uvh + evht’

where L ,, denote the loans incurredtinA,,, the household’s financial assets at the beginning

of yeart, Liv,,, the value of livestock at the beginning of ygarthe number of villages, and

V, is the set of village-year dummies. The lattemteontrols for all time variant community

characteristics (including changes in relative ggiand the overall macro-economic conditions).
Time invariant unobserved household heterogeftigityuding preferences) is controlled for

through the inclusion of household dummies, wikilg, captures then most important

remaining time variant household characteristies thay also affect consumption behavior (and

income). These include demographic characteristitise household such as household size and

dependency ratio, and the number of disabled haldehembers as well as the gender, age, and

education of the household head. A control forttbesehold occupation is also included (a

business household who owns a shop or a factorybmaore inclined to invest its income in its
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business than to consume it) as well as whethdndheehold belongs to the rural cadres (which
may provide them with easier access to transfers).

One important consideration is the gender compositf the household, which has been
widely documented to affect consumption behaviahefhousehold (income earned by women
being more likely to be spent on food and humantabipvestment than income earned by men).
It may also affect saving behavior. If the inconsenposition of the household is further affected
by the gender composition of the household--housisheith a majority of women could for
example be more (or less) likely to receive trarsstehen differences in marginal propensity to
consume from earned and unearned income may beugttt erroneously to mental accounting
based on the effort involved in obtaining the ineoas opposed to the maintenance of separate
accounts along gender lines (Duflo and Udry, 2004)the extent that the gender composition
of the household remains constant during the pamatér study (2000-2004), this would not
affect our results, given the inclusion of housdtfoled effects. Nonetheless, the female labor
ratio is also included to further control for arhanges in the gender composition over time.
Table 4 provides a description of the differentdehwld characteristi¢$,,,. The existence of
reciprocity in gift giving—income received as dieing more likely to be spent as gifts—has
been documented before (Sobel, 2005). To explbettver the marginal propensity to consume
now differs between earned and unearned incomenldeyidt giving, gifts given are excluded
from the overall expenditure measure examined hiei@y the marginal propensity to give gifts
differs between earned and unearned income wikibeied separately in the later discussions.

Equation (8) forms the base equation and it i$ éssimated using Ordinary Least Squares
(OLS). The linear specification in (8) permits yéessting of the fungibility assumption.

Fungibility between unearned income and earnedmecmnpliesy, = a,. Inclusion of

household fixed effects obviously protects bettgaimast potential bias from unobserved
heterogeneity, but it may also reduce efficienkore importantly, inclusion of household fixed
effects forces identification of the MPC from trénsy income, while OLS estimates without
household fixed effects identify the MPCs from a#ions across households in both transitory
and permanent income. The potential effect oténgporary nature of income will be explored
more directly in an extension to (8) discussedwwelo

Similar models as in (8) are estimated to testthdrethe spending behavior on business

and investment and saving in financial assets digpen income sources:
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m n

Buw = AU s * BoBuna * Balum + BaBus * BsLiV s + 2B H oy + 2BVV,

i=1 j=1

+ uvh + evht ’

9)

m n
At = Aa = 7Y e T 72B 0 F 7sbune 72 A2 T 7sLIV g + EViH Hoei + EV\J'/Vjt
j=1

i=1

+ uvh + evht !
(10)
The parameters,, £, and S, measure the marginal propensity to invest (MRijrfithe two
sources of income and credit respectively. Incarlagged and assets are lagged twice, as rural
households incur most of their expenditure on farbisiness and productive assets before the

farming season at the beginning of the year. Thameters,, y, and y, measure the marginal
propensity to save (MPS) from the two sources obime and credit respectively. Savings,
may depend on the household’s initial savidgs,. Sincey,is not the variable of interest in
this paper and to mitigate the usual econometsise©f dynamic panel data modefs,, , is
used to capture the impact of initial asset lefg|, .

Five extensions to equations (8)-(10) are explotg¢dvhether the anticipation of income
(temporary versus permanent) affects its margingbgnsity to consume or invest; 2) whether
the nature of the consumption (e.g. necessityxrrly) or investment good affects the MPCs and
MPIs from income sources differently, as opposetthéomore aggregate distinction between
aggregated consumption and investment; 3) thetsatysof MPC to income per capita levels—
the poor being more likely to spend than inveshttiee rich; 4) gender differences in MPCs
from different income sources; 5) sensitivity te size of the income gains (the windfall
argument) and the size of the loans (e.g. smatiddar shock mitigation versus big loans for
investment).

First, Friedman's theory of permanent income ptsditat a household’s consumption
only depends on its permanent income. Paxson (1898 this theory and finds that households
save most of their transitory income but not tipgirmanent income. If earned income in our
sample is mostly permanent and unearned incomdymastsitory, the findings might simply

reflect the durability of the income gains, and that efforts dispensed. If so, the MPC from
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unearned income should be smaller than the MPC &amed income. To explore this further,

earned and unearned income are separated intonapent part and a transitory part as follows:

B = 207, (tXV )+ V5 + 10, Uy = 2p (ExV)) + vl +1h,  (10)

j=1 =1
whereV; is village dummiesy;, andv,, are household fixed effectg;, andr,, are error

terms. Define

EP

p
2 (EXV)) + V5, ET = o » (12)

j=1

vht

p
ij(txvj)+V\L/Jh’ Utht:rvl:n '

j=1

U tht

where ER,, is earned permanent incont€],,, is earned transitory incomepP,,, is unearned

permanent income, ardT,,, is unearned transitory income.

Permanent income is the household fixed effect alutlage specific time trend and the
difference between observed income and estimatedgment income is the transitory income.
Considering that transitory income may be correlaeross year, the error terms are modeled to

follow an AR(1) process:

B = Plea * Fone e = 2N + fues (13)

where f ;. and f . are identically independently distributed anddallnormal distributions

with the means equal to zero. The following equegiare then estimated to explore the effect of
the durability of income gains on consumption, stweent and saving behavior:

Cune = 0. UP + 0 ,UT o + 0, EP, + 0, BT+ ool + 0 Ajs + 0, LIV g
m n
+ ZﬂiH tht,i + Z‘p\j/vjt + evht’
i=1 =1

Bunt = WiUPR s W UT o +w3ER G + W, ET o + vl FweAne T, LIV,
m n

H v
+ i tht,i + ZV/jVjt * €t

=1

[y

At = Apea = 1UP + 1 UT o + i BER + i BTy +ies Ly + g A +ic6 LIV
+ ECiH Hopi + EC\j/Vjt * €t
i=1 j=1

J
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Second, to explore whether the source of inconextffspending (and investment)
behavior differently across consumption (investpéatns—for example earned income more
likely going to necessities and unearned incomeertikely going to entertainment and
luxuries—equations (8) - (10) are re-estimated daysamption (investment) item:

m n
- ; H v
Cl vhtk ~ el,kU vhe F ‘92,k Eune + ‘93,k Lone + 94,k Apa t es,k LIV + _Eﬁi,k H vhti t _Eﬁj,kvjt T Uy, + €y

i=1 j=1
m

Bl vht) = 0'1,|U vhta T 02 Evhea + O3 Ly * Oy Apa t Og, LIV + 27
=1

(15)

whereCl . and Bl ,,, denote consumption item and business and investiteemrespectively.
Comparison of the parametefls. and 6, provides a test of whether the MPC on itiera
different across earned and unearned income. Simit@mparison ofr,, ando,, permits

testing whether the MPI on itehis equal across income sources.

Third, it is possible that differences in MPCs dfils across income sources are driven
by need, i.e. the mental accounts might be mosdyito bind quicker for the poor than for the
rich. To test this, specification (16) is re-estted with both income sources and loans
interacted with income per capita percentiles.

Fourth, while inclusion of the gender compositidrih@ household protects against
omitted variable bias, the MPCs to consume or sav®f earned and unearned income may still
be sensitive to the gender composition of the Huoalgle To test this, interaction terms are
included between the female-labor ratio and theezhand unearned income terms as well as the
loans taken.

Fifth, to explore further whether the size of tmearned income and loans matters,
unearned income and loans are interacted with duwangbles indicating whether they are
larger than their 90 percentile to test whether these large valuesli@aving our results.
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5  The Empirics of Income Fungibility

5.1 Households consume more from unearned income andviest/save more from earned

income

The estimated marginal propensity of immediate aorgions (MPCs) (as opposed to
deferred consumption through saving/investmentpfdifferent income sources are presented in
Table 5° For both provinces, the OLS estimates are pregdinge, followed by the within
estimates (column FE). Column PT presents the agnnMPCs and MPIs/MPSs with earned
and unearned income decomposed in their transsiodypermanent parts. Two panels are
presented, one for the full sample, and one exatudouseholds with large unearned income
relative to earned income, which the theory predictbehave differently from other households.
There are only few such households (23 and 47 ms@Gand Inner Mongolia respectively, or 0.8
and 1.5 percent of the sample).

Reflective of the existence of mental accounts ating to the earned/unearned nature of
income, the OLS findings suggest that the MPC ftorearned income is one and a half times
bigger than that from earned income in both proesicThe within estimates even suggest a
difference of a factor three. The within estimateplicitly control for a household’s permanent
income through the inclusion of household fixectef$, in essence identifying the estimated
coefficients from transitory income. This would gegt that it is especially the MPC from
transitory unearned income that is larger. Decomposing éasnd unearned income in their
permanent and transitory components respectivelyiftns PT) provides some support for this.
An increase in transitory unearned income is twab @half to three times more likely to be
consumed than an increase in transitory earneanaco

Yet, the difference increases to more than a fdotarwhen excluding those few
observations whose transitory income is on avesadgast twice as large as its earned income
(PT estimates, panel 2). Furthermore, the margirggensity to consume from unearned
permanent income also increases, which, with th€ MBm earned income remaining
unaffected, results in a statistically significdifterence in MPC from unearned income over
earned income of a factor 1.5 in Gansu. The g&pRC from unearned and earned income also

8 The consumption variable does not include giftegiv

9 The p-values from a Wald test of the equalityhef coefficients are provided at the bottom ofttiges.
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increases to a factor 1.9 in IM, though at a p-eaftil7 percent the difference remains
statistically insignificant. When unearned incoramtly exceeds earned income, a larger share
of unearned income is saved for the next periatlcimg the marginal propensity of immediate
consumption, as predicted by the theoretical modséction 3. For about 99 percent of the
sample however, the MPC from unearned income istanbally larger than the MPC from
earned income, more so when it concerns unearaesitory income, but plausibly also when
unearned income is more permanent.

Finally, as predicted by the permanent income hygs, the marginal propensity to
consume is larger from permanent than from transitecome, though this only holds when
income is earned and not when income is unearwétkether income is earned or unearned
affects consumption/saving decisions beyond the&imanent or transitory nature.

These core results regarding the larger MPC froeaured income are mirrored in a lower
MPI/MPS from unearned income and a larger MPI/MR&fearned income (Table 6). This is
most clear cut for Inner Mongolia, where the maagpropensity to invest or save unearned
income is not statistically different from zersa Gansu however, a substantial part of unearned
income is also deferred through saving in finanagdets. Yet, as discussed above, it concerns
here also households whose unearned income laggededs its earned incomes. When
excluding these 23 observations (Table 6, pangh2)MPS from unearned income is no longer
statistically different from zero, and only earnedome is invested or saved. It furthermore
appears that it is permanent earned income tlagested (or spent on inputs in the family
business), while transitory earned income is savedore liquid financial assets.

The MPC'’s from loans on total consumption are adodri9-0.27 (Tables 5 and 6),
slightly higher than those from earned income,vzeit below these from unearned income.
However, with an MPC of 0.2-0.3 it is clear thatnypdoans are not only taken for investment
purposes, but also for consumption purposes.i$hmwore the case in Gansu (the poorer of the
two provinces), where the MPC and the MPI from kare about the same, than in Inner
Mongolia, where the MPI from loans is more thancevihe MPC from loans.

Overall, the estimated results reported in Tablaad6 point to a higher MPC for current

consumption from unearned incotfiand a larger marginal propensity to invest/save

10 lit could be argued that the larger marginappreity to immediately consume unearned incomevialifrom the fact that it largely consists

of transfers given to compensate for (earned)nreshocks. Yet, the FE estimates already contradweariant shocks through the time varying
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(MPI+MPS) from earned income. These distinctionhenMPC and MPS/I from earned and
unearned income are clear when earned incomegisrlttan unearned income as in most of the

samplé! and more pronounced when income is transitory tiaen income is permanent.

5.2 Unearned income is more likely spent on non-basi@nsumption items

Comparing the MPC from earned and unearned incamuss different consumption items
it emerges that for a number of non-basic conswongoods (though not all), the MPC is larger
from unearned income (especially transitory uneineome) than from earned income (Table
7). This holds especially for spending on non4stépod- tobacco and other non-food
spending, but also for spending on liquor and ahgtln (richer) Inner Mongolia, and housing
(durables) in (poorer) Gansu.

The MPC for spending from earned and unearned isgamstaple foods is not
statistically different. Nonetheless, the decim®PC from earned income in going from OLS
to within estimates suggests the MPC on stapleddain permanent income is larger. When
explicitly considering the sustainability of thecome gain, it becomes clear that the MPC from
permanent earned income on staple foods is langerthis from permanent unearned income
(coefficients on unearned permanent income aratatistically significant). Staple foods are
not financed from loans. In Inner Mongolia, the MP@m earned income on housing (non-
durables) are bigger than those from unearned iacarile in Gansu, the MPCs from unearned
income on durables are bigger than those from danm®me, indicating that earned income is
more likely to be used for basic consumption itdikesfuel, gas etc. while unearned income is
more likely used for larger non-basic consumptiems such as furniture and home

improvement. Similarly, the MPC from earned incoomeeducation is at least as large as that

village level effects as well as idiosyncratic skethrough the inclusion of the disability statfishe household members (which changes over
time). Moreover, if despite these controls, thees still such omitted variable bias based on Ketusion of idiosyncratic shocks, our current
estimates of the MPC on unearned income are b@medward (shocks positively correlated with unedrimeome and negatively correlated
with consumption (only partial smoothing)) and therent estimate of MPC on earned income wouldiasell upward (shocks were negatively
correlated with earned income and negatively catreel with consumption). The current gap in MP@funearned and earned income would
thus in effect be a lower bound. Moreover, repation removing relief funds from unearned incomiess not change the results. Similarly,
removing pensions from unearned income does natgehthe results.

11 As discussed before, the only exception is tfesvehouseholds with bigger unearned income thamegsincome, who save a significant
portion of their unearned income.

12 Staple food includes grains, potatoes and beans.
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from unearned income, and the MPC from permaneneeancome on education is larder.
The MPC from loans on education is as large adMR€ from earned income.

Gifts are only financed from unearned income, natfearned income, consistent with the
reciprocity hypothesis raised before. Loans are ated to finance gifts and medicines. The
MPC from loans is largest for consumption items lilousing, but loans are not used to finance
staples. But, as indicated before, loans are sneptint to finance (variable) family business
expenditures (in Gansu) and investment in prodaassets (in Inner Mongolia). The marginal
propensity to invest in the family business frorar(panent) earned income is largest in Inner
Mongolia.

In conclusion, there is a tendency for unearnedrme (and especially transitory unearned
income) to be spent more easily on non-basic copamgoods, while permanent gains in
earned incomes are spent more on basic consunguais such as staple foods, housing (non-
durables) and education. Gifts are totally finanftech unearned incomes and loans, not unlike

what is predicted by the age-old saying “What garesind, comes around®

5.3 Core pattern of consuming unearned and investing eaed incomes largely unaffected
by the income level of household3

Does the difference in MPC from earned and uneaimeaime differ depending on how
rich the household is? Specifications so far haseimed MPC, MPI and MPS constant across
income per capita levels. This assumption is teteough the inclusion of interactions between
income and loans variables and dummies indicatindpelow 25 percentile, 2% -53"
percentile and above ?®ercentile income per capita percentiles of theskbold (Table 8).

The results of households in the middle group aedichest 25 percentiles are consistent

with our earlier findings. Households are morelifke spend their unearned income on

13 In Gansu, this is already hinted at by the highleS estimate of the MPC on education comparel thig¢ within estimate.

14 Excluding observations with unearned income driglyan earned income does not change the resuits@stment items (family business
and investment on productive assets). In genéralMPCs of unearned income become slightly biggealimost all consumption items. This
change is however not big enough to affect theudsions of the results in the main text. The orbeption is gifts. The results for Gansu are
largely unchanged. However, in Inner Mongolia unedrincome is not used for gifts and gifts arerfoe only by loans once we only use a
sub-sample of the data. This may indicate thateébiprocity of gifts only occurs for householdsitlatively big unearned income. The results
are available from the authors upon request.

15 In all robustness checks excluding observatigtisunearned income bigger than earned incomeotiaffect the results of living
expenditures and investment. The MPSs of uneantedrie become insignificant and small in all ca$es. MPSs of earned income remain

almost unchanged. Results are not reported bulel@upon request.
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consumption, and they are more likely to spendeshfpermanent) income on their business and
investment and saving. The poorest 25 percentlé®i the same pattern (larger for the MPC of
unearned income and larger for the MPI of earnedrre) though the coefficients are not
significant in most of the cases. While the marbprapensity to save of unearned income is
large in Gansu, it is driven by a few observatiaith unearned income bigger than earned
income.

The poorest 25 percentiles rely more heavily om$aa finance consumption. The MPC
from loans are 0.44 and 0.34 for these househnl@ansu and Inner Mongolia respectively.
Nonetheless, even for these poor households, kidihsontribute significantly to business and

investment spending. In Gansu, some of the loansan saved.

5.4 Consumption and investment patterns largely robusto gender composition of
household

While explicit control of the gender compositiontbé household helps mitigate concerns
that the results are driven by maintaining différ@rcounts across gender lines as opposed to
across unearned and earned income, the propensigep different mental accounts of earned
and unearned incomel ) may also differ by gender. To explore this, tifeedent income
sources are interacted with the female-labor natibin the household (Table 9). The effect of
the gender composition of the household are sulesiyttested at two points, the®&nd 7%'
percentile of the female labor ratio in each proein The proposition that the MPC from
unearned income largely exceeds this of earnednadwlds irrespective of the gender
composition of the household. Both unearned incantkethe interaction term between unearned
income and female labor ratio are not significarthie business and investment regression either
(at least for the OLS estimates), suggesting thaatned income does not contribute to
investment even after controlling for gender conipms. Gender composition does not
significantly affect the behavior of saving as fical assets as the interaction terms are all not
significant in the third panel of Table 9.
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6 Conclusion

Behavioral economists are calling attention to comgtion phenomena that violate the
income fungibility assumption underpinning mostremmic modeling and policy advice. They
argue that people code income in different mergabants, establishing an explicit link between
the source of income and spending behavior. Tépepexplores the existence of such accounts
with respect to the effort dispensed in earningime. This link has not received much
conceptual or empirical attention in (developmegt)nomics.

Estimation of the marginal propensity to consumeest and save among households in
rural China supports the notion that unearned irectends to be consumed more (and even more
so when it is transitory). Earned income on theeohand (especially when it is permanent)
tends to be invested and saved more. Unearnethagains (especially transitory ones) are
also more likely spent on non-staple foods and lagie consumption items such as tobacco,
liquor, and other non-food and non-clothing constiompitems than earned income gains.
Permanent earned income gains on the other harat brast as likely being spent on basic
consumption items such as staple foods or on educaGifts are mainly financed from
unearned income and loans, consistent with thenadty principle.

These results hold controlling for time invarianbbserved household heterogeneity
(including of preferences) and time variant villagparacteristics and are largely robust to the
household’s income position and its gender comjpositTogether these revealed preferences
lend support to the psychologically grounded chéhemry of mental accounting. They further
bear on important policy debates such as the madabf stimulus packages and safety nets (e.g.
employment generating programs or unconditionah ¢asfers) and aid programs (loans or
grants). Heeding the much ignored age-old sayimgytcome, easy go’ might be time well spent

in future theoretical and empirical work.
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Tables
Table 1: Summary statistics (Gansu)
Variables N mean sd min  median max
Total income 3,500 6,360 3,907 0 5,598 87,533
Earned income 3,500 5,962 3,536 0 5,269 86,092
Wage income from migrants 3,500 827 1,483 0 0 4aa,
Other wage income 3,500 513 1,185 0 0 12,955
Income from family business 3,500 4,623 3,332 0 ,93@ 86,092
Unearned income 3,500 363 1,705 0 34 79,858
Remittances 3,500 128 611 0 0 18,634
Gifts 3,500 95 638 0 0 19,980
Other transfers 3,500 141 1,443 0 17 79,858
Survey subsidy 2,100 27 40 0 23 528
Relief funds 3,500 2 38 0 0 1,408
Insurance 2,100 0 3 0 0 113
Pension 3,500 19 313 0 0 8,977
Injury (death) compensation 1,400 59 2,135 0 (r9,858
Money for supporting the old 1,400 8 110 0 0 851,
Reimbursement of medical cost 1,400 0 0 0 0 0
Tax refund 1,400 0 3 0 0 41
Forestry subsidyTuigenhuanlii 1,400 17 97 0 0 1,516
Total consumption 3,500 4,381 2,950 633 3,621 9,67
Food 3,500 2,337 1,435 404 2,116 50,809
Staple food 3,500 1,208 1,095 0 1,076 50,430
Non-staple food 3,500 624 476 0 531 7,829
Entertainment 3,500 93 302 0 5 2,989
Education 3,500 396 1,101 0 92 15,179
Liquor 3,500 109 146 0 64 1,979
Tobacco 3,500 122 140 0 82 1,958
Money to non-residential family members 3,500 21146 0 0 4,505
Gifts sent out 3,500 86 645 0 0 17,904
Other consumption 3,500 1,423 1,723 10 910 29,195
Clothing 3,500 203 193 0 153 2,623
Housing - durable¥ 3,500 272 965 0 0 27,972
Housing — non-durables 3,500 505 812 0 318 13,88
Medicine 3,500 223 702 0 74 18,143
Transportation 3,500 164 559 0 19 10,729
Business and investment 3,500 1,282 1,735 0 873 9984,
Family business 3,500 1,128 1,253 0 844 24,710
Productive assets 3,500 154 1,006 0 0 22,523
Taxes 3,500 148 189 0 111 5,631
Loans 3,500 490 2,202 0 0 75,075
Financial assets 3,500 1,462 2,020 0 781 26,405
Livestock 3,500 953 953 0 887 14,985

Note. - The unit is Yuan (1 Yuan is around 0.121&%. All values are in 1999 price of Gansu.

1) While all items were recorded in all years, sabsification of survey subsidy and insurance wag available in
2000-2002, and subclassification of the last fleenis of other transfers was only available in 22084. 2) Staple
food includes grains, potatoes and beans. 3) Hgusiturables include materials for building andatating houses,
costs of purchasing houses, furniture and housinijtfes. Housing — non-durables include costslettricity,

water, fuel, and daily necessities. 4) Financiakssinclude deposit in banks, cash at home, bamdstocks.
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Table 2: Summary statistics (Inner Mongolia)

Variables N mean sd min  median max
Total income 4,000 9,716 5,972 357 8,626 70,047
Earned income 4,000 9,331 5,816 49 8,277 68,631
Wage income from migrants 4,000 328 1,146 0 0 349,
Other wage income 4,000 669 1,429 0 0 12,687
Income from family business 4,000 8,334 5,676 0 ,308 68,631
Unearned income 4,000 329 990 0 64 22,444
Remittances 4,000 20 208 0 0 7,807
Gifts 4,000 119 834 0 0 22,388
Other transfers 4,000 190 483 0 56 10,815
Survey subsidy 2,400 48 52 0 56 741
Relief funds 4,000 1 22 0 0 672
Insurance 2,400 0 0 0 0 0
Pension 4,000 0 2 0 0 136
Injury (death) compensation 1,600 0 4 0 0 153
Money for supporting the old 1,600 4 75 0 0 58,0
Reimbursement of medical cost 1,600 0 3 0 0 117
Tax refund 1,600 3 34 0 0 718
Forestry subsidyTuigenhuanlii 1,600 94 278 0 0 3,186
Total consumption 4,000 5,452 3,720 288 4,438 45,919
Food 4,000 2,297 885 105 2,171 8,817
Staple food” 4,000 838 402 0 787 4,438
Non-staple food 4,000 884 481 0 835 8,100
Entertainment 4,000 134 338 0 32 8,227
Education 4,000 630 1,329 0 154 13,713
Liquor 4,000 135 143 0 94 1,467
Tobacco 4,000 136 141 0 101 2,430
Money sent to non-residential family members 8,00 86 747 0 0 25,563
Gifts sent out 4,000 312 1,110 0 54 27,529
Other consumption 4,000 1,961 2,492 12 1,218 98,7
Clothing 4,000 346 342 0 265 5,016
Housing — durable® 4,000 270 1,247 0 0 28,346
Housing — non-durables 4,000 504 579 0 367 1,45
Medicine 4,000 327 999 0 92 21,465
Transportation 4,000 410 996 0 95 21,842
Business and investment 4,000 4,090 4,414 0 2,8362,248
Family business 4,000 3,415 3,264 0 2,580 58,057
Productive assets 4,000 673 2,679 0 0 45,008
Taxes 4,000 349 482 0 201 7,964
Loans 4,000 1,404 3,358 0 0 63,800
Financial assets 4,000 2,784 3,357 2 1703 33,646
Livestock 4,000 1,285 3,948 0 694 61,763

Note. - The unit is Yuan (1 Yuan is around 0.121&%. All values are in 1999 price of Inner Mongol

1) While all items were recorded in all years, sabsification of survey subsidy and insurance wag available in
2000-2002, and subclassification of the last fleenis of other transfers was only available in 22084. 2) Staple
food includes grains, potatoes and beans. 3) Hgusiiurables include materials for building andatating houses,
costs of purchasing houses, furniture and housinijties. Housing — non-durables include costslettricity,

water, fuel, and daily necessities. 4) Financiakésinclude deposit in banks, cash at home, bamdistocks.
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Table 3: Average unearned and earned income in eagiioup

Unearned Unearned
income<mediar? income>median
Gansu
Unearned < Earned  Avg. unearned 32 (1,127) 810 (1,080)
Avg. earned 6,040 (1,127) 6,415 (1,080)
Unearned > Earned  Avg. unearned 50 (1) 7,627 (47)
Avg. earned 7)) 3,076 (47)
Inner Mongolia
Unearned < Earned  Avg. unearned 66 (1,308) 833 (1,286)
Avg. earned 9,191 (1,308) 10,145 (1,286)
Unearned > Earned  Avg. unearned NA (0) 6,922 (23)
Avg. earned NA (0) 3,596 (23)

Note. — The number of observations in each grouptise bracket.
1) “Median” is the median of unearned income ofollservations from the province with non-zero unedrincome.

Table 4: Descriptive statistics of the control vambles

variables explanation N mean sd min  max

Gansu

Business household Dummy:=1 if household is a l®s$sin 3,500 0.07 0.26 0 1
household; 0 if not

Rural cadres' household Dummy:=1 if householddadres' 3,500 0.07 0.25 0 1
household; 0 if not

Household size Size of the household 3,500 477 4130 10

Female labor ratio Female 16<=age<=60/householutlab 3,500 0.48 0.15 0 1

Dependency ratio (household size - member 3,500 0.29 0.21 0 1

16<=age<=60)/member 16<=age<=60
Gender household head Dummy:=1 if gender of houddtead 3,497 1.00 0.06 0 1
is male; O if not

Age household head Age of household head 3,497 841.81.10 5 83

Education level householdYears of education 3,486 6.85 3.66 0 16

head

No. of disabled people No. of disabled people 1@e=<a60 3,500 0.07 0.29 0 3

Inner Mongolia

Business household Dummy:=1 if household is a l®ssin 4,000 0.03 0.18 0 1
household; 0 if not

Rural cadres' household Dummy:=1 if householddadres' 4,000 0.04 0.19 0 1
household; 0O if not

Household size Size of the household 4,000 3.72 8091 8

Female labor ratio Female 16<=age<=60/householutlab 4,000 0.48 0.15 0 1

Dependency ratio (household size - member 4,000 0.22 0.20 0 1

16<=age<=60)/member 16<=age<=60
Gender household head Dummy:=1 if gender of houddtead 3,995 0.99 0.09 0 1
is male; O if not

Age household head Age of household head 3,995 044.18.89 23 78
Education level householdYears of education 3,995 8.25 2.50 0 16
head

No. of disabled people No. of disabled people 1@e=<a60 4,000 0.08 0.40 0 4

Y Based on all 5 survey rounds in 2000-2004. Theerifice in the number of observations is due tsimisvalues.
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Table 5: Regressions results - Consumption

Consumption (exclusive gifts given) Gansu Innemiglalia
OLS FE PT OLS FE PT
Panel 1: Living expenditures (full sample)
Unearned permanent income 0.473*** 0.319**
(0.081) (0.116)
Unearned (transitory) income 0.465*** 0.436*** 0.47* 0.327** (0.339*** (.334***
(0.082) (0.076) (0.081) (0.068) (0.070) (0.075)
Earned permanent income 0.390*** 0.244***
(0.035) (0.025)
Earned (transitory) income 0.252***  (0.155*** (.148* 0.194***  (0.124*** (.133***
(0.041) (0.042) (0.041) (0.019) (0.025) (0.023)
Loans 0.277** 0.240** (0.275*** 0.193** (0.197** (0.188***
(0.075) (0.062) (0.072) (0.043) (0.044) (0.042)
Unearned (permanent) = Earned (permanént) 0.013 0.001 0.329 0.061 0.003 0.533
Unearned transitory = Earned transitory 0.000 .009
R-squared 0.601 0.466 0.616 0.436 0.292 0.442
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Panel 2: Living expenditures (exclusive observatianwith Unearned income >>Earned income)
Unearned permanent income 0.614*** 0.459**
(0.091) (0.156)
Unearned (transitory) income 0.616** 0.582*** 0.644*** 0.473** (0.545%* (.493***
(0.092) (0.105) (0.094) (0.133) (0.139) (0.137)
Earned permanent income 0.393*** 0.242**
(0.035) (0.025)
Earned (transitory) income 0.254**  (0,158*** (0.147*** 0.192%* (0.121** 0.130%***
(0.042) (0.044) (0.042) (0.019) (0.025) (0.023)
Loans 0.273** 0.236*** 0.270*** 0.192** (0.196** 0.186***
(0.074) (0.061) (0.071) (0.043) (0.044) (0.043)
Unearned (permanent) = Earned (permarfént) 0.000 0.000 0.021 0.038 0.003 0.176
Unearned transitory = Earned transitory 0.000 0.009
R-squared 0.604 0.470 0.620 0.436 0.295 0.442
N. of Obs. 2,753 2,753 2,753 3,176 3,176 3,176

Note. — Time varying village dummies are includedll regressions. Financial assets, livestoclpasified in
equations (8)-(10), and variables in Table 4 actugted in all regressions. Robust standard erm@skzown in
brackets. 1) P-values from Wald test of equalityhef coefficients. *, **, *** Significant at the 19, 5%, 1% levels.
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Table 6: Regression results — Investment and savisg

Gansu Inner Mongolia
OLS FE PT OLS FE PT
Business and investment
L.Unearned permanent income 0.064 0.048
(0.047) (0.150)
L.Unearned (transitory) income 0.039 -0.042 0.039 0.001 0.008 -0.005
(0.044) (0.047) (0.040) (0.064) (0.071) (0.077)
L.Earned permanent income 0.259*** 0.527**
(0.049) (0.053)
L.Earned (transitory) income 0.095** 0.004 -0.025 0.284**  -0.032 -0.023
(0.043) (0.021) (0.040) (0.031) (0.068) (0.048)
Loans 0.269*** 0.291** (0.251*** 0.471%* 0.478** (0.425***
(0.054) (0.050) (0.051) (0.082) (0.088) (0.077)
Unearned (permanent) = Earned (permanent) 0.318 0.357 0.003 0.000 0.714 0.005
Unearned transitory = Earned transitory 0.245 0.851
R-squared 0.502 0.465 0.542 0.533 0.402 0.601
N. of Obs. 2,089 2,089 2,089 2,400 2,400 2,400
Saving in financial assets
Unearned permanent income 0.225* -0.037
(0.120) (0.125)
Unearned (transitory) income 0.279**  0.420**  0.304** 0.063 0.125 0.098
(0.129) (0.145) (0.132) (0.081) (0.091) (0.089)
Earned permanent income 0.043 0.055**
(0.030) (0.021)
Earned (transitory) income 0.104**  0.140**  0.150*** 0.076*** 0.109*** 0.106***
(0.031) (0.043) (0.043) (0.017) (0.029) (0.023)
Loans -0.018 -0.015 -0.019 -0.024 -0.004 -0.022
(0.012) (0.015) (0.012) (0.022) (0.029) (0.022)
Unearned (permanent) = Earned (permanent) 0.184 0.061 0.143 0.877 0.877 0.479
Unearned transitory = Earned transitory 0.256 0.932
R-squared 0.402 0.394 0.407 0.284 0.233 0.285
N. of Obs. 2,089 2,089 2,089 2,400 2,400 2,400

Panel 2: without observations with Unearned income> Earned income

Business and investment

L.Unearned permanent income 0.044 0.075
(0.091) (0.180)
L.Unearned (transitory) income 0.009 0.000 0.020 0.009 0.042 0.030
(0.094) (0.080) (0.089) (0.140) (0.152) (0.131)
L.Earned permanent income 0.260*** 0.528***
(0.049) (0.054)
L.Earned (transitory) income 0.094** 0.004 -0.027 0.284**  -0.032 -0.023
(0.043) (0.022) (0.040) (0.031) (0.069) (0.048)
Loans 0.270** 0.290*** (0.252*** 0.469***  0.477** (0.423***
(0.054) (0.050) (0.051) (0.082) (0.087) (0.076)
Unearned (permanent) = Earned (permanent) 0.409 630.9 0.035 0.042 0.694 0.022
Unearned transitory = Earned transitory 0.644 0.716
R-squared 0.503 0.466 0.544 0.533 0.404 0.602

N. of Obs. 2,058 2,058 2,058 2,382 2,382 2,382
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Gansu Inner Mongolia
OLS FE PT OLS FE PT
Saving in financial assets
Unearned permanent income -0.043 -0.085
(0.080) (0.135)
Unearned (transitory) income -0.014 0.04 -0.008 008. 0.044 0.041
(0.078) (0.123) (0.081) (0.093) (0.140) (0.103)
Earned permanent income 0.047 0.058**
(0.030) (0.021)
Earned (transitory) income 0.106*** 0.143*** 0.156%* 0.079** 0.111** 0.107***
(0.030) (0.042) (0.042) (0.017) (0.029) (0.023)
Loans -0.016 -0.013 -0.017 -0.024 -0.003 -0.022
(0.012) (0.015) (0.012) (0.022) (0.030) (0.022)
Unearned (permanent) = Earned (permanent) 0.158 310.4 0.291 0.470 0.653 0.310
Unearned transitory = Earned transitory 0.086 0.545
R-squared 0.402 0.382 0.406 0.286 0.234 0.287
N. of Obs. 2,067 2,067 2,067 2,387 2,387 2,387

Note. — Time varying village dummies are includedlil regressions. Financial assets, livestockpasified in
equations (8)-(10), and variables in Table 4 actugted in all regressions. Robust standard erm@skown in
brackets. 1) P-values from Wald test of equalityhef coefficients. *, **, *** Significant at the 19, 5%, 1% levels.
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Gansu Inner Mongolia
OLS FE PT OLS FE PT
Gifts
Unearned permanent income 0.051** 0.354***
(0.025) (0.085)
Unearned (transitory) income 0.059**  0.077**  0.084*  0.320*** 0.307** (0.308**
(0.026) (0.031) (0.028) (0.089) (0.091) (0.094)
Earned permanent income 0.015 0.003
(0.016) (0.005)
Earned (transitory) income 0.006 -0.001 -0.001 0.0 0.001 0.001
(0.006) (0.007) (0.007) (0.004) (0.006) (0.006)
Loans 0.040 0.045 0.040 0.046* 0.050* 0.046*
(0.029) (0.031) (0.028) (0.025) (0.029) (0.025)
Unearned income=Earned incathe 0.043 0.010 0.000 0.001
Unearned permanent = Earned permanent 0.225 0000.
Unearned transitory = Earned transitory 0.017 0.001
R-squared 0.187 0.180 0.189 0.226 0.219 0.226
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Staple food
Unearned permanent income 0.010 0.013
(0.008) (0.011)
Unearned (transitory) income 0.014* 0.016**  0.017* 0.011 0.011 0.010
(0.007) (0.007) (0.007) (0.007) (0.007) (0.008)
Earned permanent income 0.015%** 0.009***
(0.004) (0.002)
Earned (transitory) income 0.008** 0.003 0.002 008* 0.005**  0.004**
(0.004) (0.003) (0.005) (0.001) (0.002) (0.002)
Loans -0.002 0.000 -0.002 -0.001 -0.001 -0.001
(0.002) (0.002) (0.002) (0.002) (0.002) (0.002)
Unearned income=Earned income 0.433 0.086 0.569 .3710
Unearned permanent = Earned permanent 0.522 1210.
Unearned transitory = Earned transitory 0.073 0.661
R-squared 0.679 0.570 0.681 0.593 0.537 0.594
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Non-staple food
Unearned permanent income 0.069*** 0.126***
(0.015) (0.030)
Unearned (transitory) income 0.065***  0.045*  0.087 0.103*** 0.094*** 0.095***
(0.013) (0.016) (0.012) (0.024) (0.023) (0.025)
Earned permanent income 0.095*** 0.052***
(0.013) (0.005)
Earned (transitory) income 0.042*** 0.001 0.001 03p**  0.021*** 0.023***
(0.010) (0.008) (0.010) (0.003) (0.004) (0.004)
Loans 0.024**  0.017**  0.023*** 0.007*  0.009** @06
(0.005) (0.006) (0.004) (0.004) (0.004) (0.004)
Unearned income=Earned income 0.110 0.008 0.009 .0020
Unearned permanent = Earned permanent 0.176 0160.
Unearned transitory = Earned transitory 0.000 0.005
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Table 7 continued

Gansu Inner Mongolia
OLS FE PT OLS FE PT
R-squared 0.664 0.557 0.691 0.537 0.379 0.545
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Clothing
Unearned permanent income 0.009** 0.008
(0.004) (0.012)
Unearned (transitory) income 0.010**  0.012**  0.0%1* 0.020**  0.025**  0.025**
(0.004) (0.006) (0.004) (0.010) (0.010) (0.010)
Earned permanent income 0.014*** 0.024***
(0.002) (0.003)
Earned (transitory) income 0.010*** 0.007**  0.007** 0.016** 0.006**  0.006**
(0.002) (0.002) (0.003) (0.002) (0.003) (0.003)
Loans 0.004 0.005* 0.004 0.001 -0.001 0.000
(0.003) (0.002) (0.003) (0.002) (0.002) (0.002)
Unearned income=Earned income 0.960 0.367 0.735 .0380
Unearned permanent = Earned permanent 0.234 1890.
Unearned transitory = Earned transitory 0.331 0.071
R-squared 0.456 0.293 0.459 0.346 0.171 0.361
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Housing- durables
Unearned permanent income 0.149** 0.024
(0.055) (0.057)
Unearned (transitory) income 0.152**  0.137**  0.154* 0.037 0.046* 0.042
(0.051) (0.046) (0.050) (0.027) (0.024) (0.030)
Earned permanent income 0.012 0.032**
(0.010) (0.011)
Earned (transitory) income 0.013 0.013 0.014 08929 0.025**  0.026**
(0.010) (0.011) (0.013) (0.008) (0.010) (0.010)
Loans 0.042 0.052 0.042 0.058**  0.061**  0.058**
(0.030) (0.033) (0.030) (0.023) (0.023) (0.023)
Unearned income=Earned income 0.007 0.008 0.784 .4030
Unearned permanent = Earned permanent 0.013 8950.
Unearned transitory = Earned transitory 0.007 0.595
R-squared 0.241 0.214 0.241 0.182 0.153 0.182
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Housing - non-durables
Unearned permanent income 0.037** 0.018
(0.014) (0.021)
Unearned (transitory) income 0.039**  0.049**  0.040* 0.006 0.002 0.002
(0.014) (0.020) (0.015) (0.010) (0.009) (0.012)
Earned permanent income 0.053*** 0.028***
(0.013) (0.005)
Earned (transitory) income 0.058**  0.064**  0.062** 0.025*** 0.019** 0.020***
(0.018) (0.024) (0.023) (0.005) (0.006) (0.006)
Loans 0.028**  0.024**  0.028** 0.020**  0.023**  0ZD**
(0.010) (0.010) (0.010) (0.006) (0.007) (0.006)

Unearned income=Earned income 0.265 0.522 0.094 .1310
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Gansu Inner Mongolia
OLS FE PT OLS FE PT
Unearned permanent = Earned permanent 0.309 6460.
Unearned transitory = Earned transitory 0.305 0.166
R-squared 0.500 0.456 0.500 0.353 0.211 0.354
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Medicine
Unearned permanent income 0.015 0.038
(0.015) (0.045)
Unearned (transitory) income 0.014 0.021 0.015 4.0 0.047 0.044
(0.014) (0.014) (0.013) (0.034) (0.029) (0.034)
Earned permanent income 0.020 0.003
(0.014) (0.008)
Earned (transitory) income 0.010 0.003 0.002 -D.00 -0.009 -0.005
(0.0112) (0.012) (0.012) (0.005) (0.008) (0.007)
Loans 0.051 0.052 0.051 0.053**  0.057**  0.053*
(0.035) (0.038) (0.035) (0.018) (0.017) (0.018)
Unearned income=Earned income 0.790 0.323 0.231 .0780
Unearned permanent = Earned permanent 0.785 4510.
Unearned transitory = Earned transitory 0.453 0.174
R-squared 0.157 0.122 0.158 0.169 0.167 0.169
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Transportation
Unearned permanent income 0.055** 0.068**
(0.024) (0.031)
Unearned (transitory) income 0.052** 0.038 0.050**  0.047** 0.038* 0.040*
(0.022) (0.024) (0.022) (0.018) (0.020) (0.021)
Earned permanent income 0.034** 0.042***
(0.011) (0.006)
Earned (transitory) income 0.026**  0.019** 0.019* 0.037*** 0.028*** 0.030***
(0.009) (0.008) (0.010) (0.005) (0.006) (0.007)
Loans 0.027*  0.027**  0.026** 0.020**  0.021**  OZD**
(0.012) (0.012) (0.012) (0.008) (0.009) (0.008)
Unearned income=Earned income 0.256 0.461 0.573 .6260
Unearned permanent = Earned permanent 0.409 4190.
Unearned transitory = Earned transitory 0.172 0.625
R-squared 0.233 0.178 0.234 0.237 0.194 0.238
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Entertainment
Unearned permanent income 0.012 -0.003
(0.008) (0.011)
Unearned (transitory) income 0.012 0.013 0.012 0®.0 0.006 0.005
(0.008) (0.0112) (0.009) (0.007) (0.007) (0.007)
Earned permanent income 0.009** 0.008***
(0.004) (0.002)
Earned (transitory) income 0.008** 0.007* 0.007 0@s** 0.003 0.003
(0.004) (0.004) (0.005) (0.002) (0.002) (0.002)
Loans 0.000 0.000 0.000 0.005** 0.004 0.004**
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Gansu Inner Mongolia
OLS FE PT OLS FE PT
(0.002) (0.003) (0.002) (0.002) (0.002) (0.002)
Unearned income=Earned income 0.660 0.647 0.706 .7130
Unearned permanent = Earned permanent 0.709 3480.
Unearned transitory = Earned transitory 0.647 0.733
R-squared 0.205 0.173 0.205 0.206 0.163 0.207
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Education
Unearned permanent income 0.074* -0.019
(0.040) (0.047)
Unearned (transitory) income 0.065* 0.065 0.064 010. 0.022 0.024
(0.039) (0.040) (0.040) (0.033) (0.025) (0.036)
Earned permanent income 0.140*** 0.036***
(0.026) (0.008)
Earned (transitory) income 0.078***  0.036** 0.031 0.029***  0.021*  0.021**
(0.019) (0.015) (0.031) (0.007) (0.008) (0.009)
Loans 0.098*  0.060**  0.097** 0.030**  0.028**  0ZP**
(0.044) (0.026) (0.043) (0.012) (0.010) (0.011)
Unearned income=Earned income 0.751 0.498 0.614 .9670
Unearned permanent = Earned permanent 0.156 2620.
Unearned transitory = Earned transitory 0.473 0.942
R-squared 0.269 0.177 0.284 0.193 0.149 0.194
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Liquor
Unearned permanent income 0.010** 0.030**
(0.004) (0.009)
Unearned (transitory) income 0.009**  0.005** 0.088* 0.028*** 0.027*** 0.027***
(0.003) (0.003) (0.003) (0.007) (0.005) (0.007)
Earned permanent income 0.010*** 0.006***
(0.002) (0.001)
Earned (transitory) income 0.006** 0.003* 0.003 0@*** 0.002**  0.003**
(0.002) (0.001) (0.002) (0.001) (0.001) (0.001)
Loans 0.004**  0.004***  0.004** 0.001 0.002 0.001
(0.002) (0.001) (0.002) (0.001) (0.001) (0.001)
Unearned income=Earned income 0.334 0.322 0.000 .0000
Unearned permanent = Earned permanent 0.830 0150.
Unearned transitory = Earned transitory 0.086 0.000
R-squared 0.550 0.502 0.554 0.379 0.378 0.382
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Tobacco
Unearned permanent income 0.013** 0.024**
(0.006) (0.011)
Unearned (transitory) income 0.014*  0.012** 0.014* 0.025**  0.026**  0.026**
(0.005) (0.004) (0.005) (0.010) (0.010) (0.010)
Earned permanent income 0.010*** 0.005***
(0.002) (0.001)
Earned (transitory) income 0.005** 0.001 0.001 0B:0* 0.003*** 0.004***
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Table 7 continued

Gansu Inner Mongolia
OLS FE PT OLS FE PT
(0.002) (0.001) (0.002) (0.001) (0.001) (0.001)
Loans 0.005***  0.004**  0.005*** 0.001 0.002* oo
(0.001) (0.002) (0.001) (0.001) (0.001) (0.001)
Unearned income=Earned income 0.094 0.010 0.043 .0240
Unearned permanent = Earned permanent 0.523 0940.
Unearned transitory = Earned transitory 0.012 0.031
R-squared 0.546 0.499 0.554 0.336 0.304 0.337
N. of Obs. 2,788 2,788 2,788 3,196 3,196 3,196
Family business
L.Unearned permanent income 0.056* 0.113
(0.033) (0.128)
L.Unearned (transitory) income 0.031 -0.045 0.026  -0.053 -0.108* -0.106*
(0.029) (0.036) (0.027) (0.046) (0.056) (0.060)
L.Earned permanent income 0.198*** 0.438***
(0.039) (0.034)
L.Earned (transitory) income 0.085** 0.006 0.004 24Brrx 0.000 0.008
(0.038) (0.020) (0.036) (0.024) (0.048) (0.034)
Loans 0.220*** 0.238*** (0.208*** 0.110** 0.046 0.73**
(0.063) (0.061) (0.062) (0.034) (0.034) (0.029)
Unearned income=Earned income 0.202 0.215 0.000 .1640
Unearned permanent = Earned permanent 0.004 0160.
Unearned transitory = Earned transitory 0.584 0.096
R-squared 0.537 0.475 0.569 0.543 0.304 0.634
N. of Obs. 2,089 2,089 2,089 2,400 2,400 2,400
Investment in productive assets
L.Unearned permanent income 0.009 -0.063
(0.024) (0.116)
L.Unearned (transitory) income 0.009 0.002 0.013 .058 0.117* 0.102*
(0.022) (0.022) (0.021) (0.042) (0.054) (0.055)
L.Earned permanent income 0.062** 0.088**
(0.023) (0.030)
L.Earned (transitory) income 0.010 -0.003 -0.028 .036** -0.030 -0.031
(0.012) (0.009) (0.018) (0.017) (0.029) (0.026)
Loans 0.049 0.052 0.043 0.362** 0.433** (.353***
(0.031) (0.033) (0.031) (0.074) (0.089) (0.074)
Unearned income=Earned income 0.978 0.839 0.686 .0250
Unearned permanent = Earned permanent 0.115 2260.
Unearned transitory = Earned transitory 0.148 0.044
R-squared 0.215 0.188 0.232 0.450 0.437 0.458
N. of Obs. 2,089 2,089 2,089 2,400 2,400 2,400

Note. — Time varying village dummies are includedlil regressions. Financial assets, livestockpasified in
equation (15), and variables in Table 4 are indfudeall regressions. Robust standard errors arenstin brackets.
1) P-values from Wald test of equality of the caédits.

* Significant at the 10% level.

** Significant at the 5% level.

*** Significant at the 1% level.
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Table 8: Regression results with percentiles of imene per capita

Gansu Inner Mongolia
OLS FE OLS FE
Living expenditures
Unearned income poorest 25 percentiles 0.064 0¥301* 0.204 0.306
(0.145) (0.147) (0.299) (0.322)
Unearned income middle 50 percentiles  0.346*** @41 0.491** 0.626***
(0.094) (0.108) (0.160) (0.165)
Unearned income top 25 percentiles 0.433** 0.400** 0.274*** 0.265***
(0.098) (0.086) (0.066) (0.064)
Earned income poorest 25 percentiles 0.021 0.029 .0660 0.026
(0.089) (0.086) (0.061) (0.068)
Earned income middle 50 percentiles 0.133** 0.064  0.159*** 0.096**
(0.057) (0.058) (0.032) (0.038)
Earned income top 25 percentiles 0.227**  0.147* 0.188** (.124***
(0.0412) (0.045) (0.022) (0.028)
Loans poorest 25 percentiles 0.444**  0.343** ®3% 0.336**
(0.123) (0.129) (0.113) (0.121)
Loans middle 50 percentiles 0.383**  0.356** 0.191* 0.194*
(0.138) (0.133) (0.065) (0.063)
Loans top 25 percentiles 0.227*  0.195*** 0.153** 0.156**
(0.075) (0.057) (0.050) (0.054)
Bottom p25: Unearned = Earrféd 0.748 0.049 0.641 0.386
Middle 50p: Unearned = Earned 0.012 0.000 0.039 002D.
Top 25p: Unearned = Earned 0.041 0.006 0.210 0.039
R-squared 0.609 0.477 0.441 0.300
N. of Obs. 2,788 2,788 3,196 3,196
Business and investment
L.Unearned income poorest 25
percentiles 0.006 0.113 0.181 0.213
(0.113) (0.123) (0.315) (0.360)
L.Unearned income middle 50
percentiles 0.013 -0.009 0.028 -0.026
(0.072) (0.086) (0.119) (0.147)
L.Unearned income top 25 percentiles 0.027 -0.064  -0.035 0.002
(0.055) (0.056) (0.072) (0.080)
L.Earned income poorest 25 percentiles 0.057 -0.028 0.150** -0.147
(0.084) (0.0412) (0.072) (0.136)
L.Earned income middle 50 percentiles 0.073 -0.007 0.217***  -0.052
(0.057) (0.027) (0.042) (0.089)
L.Earned income top 25 percentiles 0.089* 0.004 25  -0.036
(0.046) (0.022) (0.033) (0.075)
Loans poorest 25 percentiles 0.360**  0.467** 0.169 0.256**
(0.135) (0.150) (0.114) (0.120)
Loans middle 50 percentiles 0.088**  0.128** 0.355* 0.376***
(0.043) (0.055) (0.091) (0.104)
Loans top 25 percentiles 0.284***  (0.298*** 0.650™* 0.646***
(0.062) (0.057) (0.096) (0.098)
Bottom p25: Unearned = Earned 0.635 0.259 0.920 292.
Middle 50p: Unearned = Earned 0.336 0.981 0.120 8670.



Table 8 continued

Gansu Inner Mongolia
OLS FE OLS FE
Top 25p: Unearned = Earned 0.355 0.271 0.000 0.757
R-squared 0.508 0.476 0.549 0.420
N. of Obs. 2,089 2,089 2,400 2,400
Saving in financial assets
Unearned income poorest 25 percentiles 0.231 0.329 0421 0.615
(0.161) (0.280) (0.305) (0.454)
Unearned income middle 50 percentiles  0.297**  0*535 0.048 0.114
(0.119) (0.163) (0.134) (0.182)
Unearned income top 25 percentiles 0.275* 0.395**  0.046 0.092
(0.158) (0.176) (0.091) (0.101)
Earned income poorest 25 percentiles 0.021 0.031 0.042 -0.060
(0.088) (0.112) (0.059) (0.079)
Earned income middle 50 percentiles 0.111* 0.155*  0.055* 0.046
(0.052) (0.064) (0.032) (0.044)
Earned income top 25 percentiles 0.102**  0.141* .08B***  0.094**
(0.035) (0.048) (0.021) (0.031)
Loans poorest 25 percentiles 0.137**  0.216%*** -030 0.005
(0.055) (0.056) (0.086) (0.105)
Loans middle 50 percentiles 0.005 -0.026 -0.006 030.
(0.043) (0.058) (0.024) (0.031)
Loans top 25 percentiles -0.035*  -0.033** -0.052 0.051
(0.018) (0.016) (0.035) (0.045)
Bottom p25: Unearned = Earned 0.210 0.334 0.140 153.
Middle 50p: Unearned = Earned 0.109 0.013 0.959 709.
Top 25p: Unearned = Earned 0.281 0.165 0.822 0.989
R-squared 0.406 0.402 0.286 0.237
N. of Obs. 2,089 2,089 2,400 2,400

Note. — Time varying village dummies are includedll regressions. Financial assets, livestoclpasified in
equations (8)-(10), and variables in Table 4 actugted in all regressions. Robust standard erm@skown in
brackets. The Z5percentile of income per capita is 876 Yuan ar@918uan in Gansu and Inner Mongolia
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respectively. The 75percentile of income per capita is 1677 Yuan aBi83Yuan in Gansu and Inner Mongolia

respectively.

1) P-values from Wald test of equality of the caédits.

* Significant at the 10% level.
** Significant at the 5% level.
*** Significant at the 1% level.



Table 9: Regression results with female labor ratio

Gansu Inner Mongolia
OLS FE OLS FE
Living expenditures
Unearned income 0.386**  0.485** 0.593**  0.684**
(0.190) (0.191) (0.217) (0.225)
Unearned income*female labor ratio
16<=age<=60 0.151 -0.108 -0.480 -0.626*
(0.369) (0.376) (0.344) (0.352)
Earned income 0.295***  (0.259** 0.163**  0.146**
(0.069) (0.086) (0.046) (0.061)
Earned income*female labor ratio 16<=age<=60 -0.094 -0.226 0.063 -0.048
(0.123) (0.162) (0.085) (0.106)
Loans 0.161 0.033 0.140 0.197*
(0.176) (0.157) (0.111) (0.119)
Loans*female labor ratio 16<=age<=60 0.261 0.465 .109 -0.003
(0.460) (0.409) (0.224) (0.233)
Ratio=p25: Unearned income=Earned incdme 0.030 0.001 0.035 0.005
Ratio=p75: Unearned income=Earned income 0.012 00.00 0.037 0.001
R-squared 0.601 0.470 0.437 0.294
N. of Obs. 2,788 2,788 3,196 3,196
Business and investment
L.Unearned income -0.041 -0.324** -0.351 0.197
(0.072) (0.123) (0.284) (0.256)
L.Unearned income*female labor ratio
16<=age<=60 0.164 0.576** 0.627 -0.339
(0.113) (0.210) (0.458) (0.431)
L.Earned income 0.192** 0.109* 0.297**+* -0.18
(0.069) (0.059) (0.076) (0.131)
L.Earned income*female labor ratio 16<=age<=60 90*t -0.205** -0.025 0.311*
(0.096) (0.096) (0.122) (0.176)
Loans -0.300*  -0.333** 0.515*  0.627***
(0.158) (0.158) (0.173) (0.175)
Loans*female labor ratio 16<=age<=60 1.217** 1.338 -0.091 -0.29
(0.322) (0.329) (0.330) (0.304)
Ratio=p25: Unearned income=Earned income 0.138 70.03 0.004 0.352
Ratio=p75: Unearned income=Earned income 0.348 80.34 0.000 0.643
R-squared 0.521 0.498 0.534 0.408
N. of Obs. 2,089 2,089 2,400 2,400
Saving in financial assets
Unearned income 0.146 0.129 0.335 0.445
(0.175) (0.252) (0.270) (0.393)
Unearned income*female labor ratio
16<=age<=60 0.271 0.587 -0.490 -0.575
(0.370) (0.532) (0.452) (0.655)
Earned income 0.144*  0.239** 0.060 0.067
(0.060) (0.091) (0.045) (0.070)
Earned income*female labor ratio 16<=age<=60 -0.086-0.216 0.033 0.087
(0.108) (0.167) (0.083) (0.133)
Loans -0.026 -0.01 -0.069 0.024
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Table 9 continued

Gansu Inner Mongolia
OLS FE OLS FE

(0.068) (0.096) (0.079) (0.116)

Loans*female labor ratio 16<=age<=60 0.018 -0.007  0.089 -0.059
(0.142) (0.202) (0.148) (0.215)

Ratio=p25: Unearned income=Earned income 0.227 40.11 0.451 0.409

Ratio=p75: Unearned income=Earned income 0.168 40.04 0.868 0.652
R-squared 0.402 0.396 0.284 0.233
N. of Obs. 2,089 2,089 2,400 2,400

Note. — Time varying village dummies are includedlil regressions. Financial assets, livestockpasified in
equations (8)-(10), and variables in Table 4 actugted in all regressions. Robust standard erm@skzown in
brackets. The 2%and 7%' percentiles of female labor ratio in Gansu areahid 0.5 respectively. In Inner Mongolia
they are 0.33 and 0.5 respectively.

1) P-values from Wald test of equality of the caédits.

* Significant at the 10% level.

** Significant at the 5% level.

*** Significant at the 1% level.



Figure 1: Consumption decision in each category, vére

u(x) = x* /0.1 f(x) = L+ 009X, 8 = 09,15 = 400

Ciansu

Inner Mongolia

39

r J"'f:ﬂl ﬁ:t?u[lq{] ” .|“L'=|5|:':. JT:‘J[E']
G000 | Wt 'l
480 7200+
30 8 S4m et
200 360+
1200 800
LA L el
0. 15 50 75 1 0. 25 50 7.5 1063
I_ - . I —=T5¢
soo- g GETO2LAS306 o ygf g N8O 1)=35%6 i
S 7am L - Vet © |
B oo xar
B 4EnE AR "
E 360F £ a0 s 4
Buoor | g 200 _ et
51111;— - L 1200
- E . I I R S U [ T S
CRT 15 50 75 L . 25 50 7.5 1003
E =810, F=6415 ' F'=833, F=10145
T e ! ' iooenl 11 L !
A ;
4Bk Bocn)
E L o
300" et B0} )
2400F 4650
woEp___ et X0E o
E . - 1 - I [ I - 1 PR I
0. 15 i 75 10 00 2 s 7.5 0.0



