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What’s the topic? & Why to research?

I What’s the topic?

I A unique feature of China’s history the“sent–down youth”program,
temporary migration due to the SDY program created lasting
inter–province links.

I s(SDY sending provinces)—p(SDY recipent province)
lasting inter province links
p(SDY recipent province)—s(SDY sending provinces)
two time varying pull measures(Hukou Reform&Labor Demand
Shock)
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What’s the topic? & Why to research?

I What’s the topic?

I A novel identification strategy:
Interact these links with two time–varying pull measures.
The effects of access to internal migration
s,increased access to migration—p,higher rates of migration

I Why to use SDY flows to interact?
—Overcome the associated selection problems.
Absorb time-invariant correlations(the propensity to invest in risky
activities,propensity to migrate) between sending and destination areas,
recover causal estimates of the impact of incentives to migrate.

I Finding: Rural households in p
lower consumption volatility and lower asset holding,
household production shifts into high risk,high return activities.

I Addresses the question of how changing incentives to migrate
affect the economic choices and outcomes of agricultural
households in communities sending the migrants.
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What’s the topic? & Why to research?

I Why to research?

I Focus of impact of migration on migrants and on workers in receiving
communities,the impact of migration opportunities on sending
households and communities is less understood but extremely
important for reducing rural poverty and regional inequality.

I Key advantages in the Chinese context.
• Government mandated the temporary resettlement;

Able to examine whether ties persist once the original contacts have left.
• Previous research:in the same direction;

Examine the effect of urban to rural movements on subsequent rural
to urban movements.

• Contribute:the study of the role of interpersonal ties in driving
economic growth.

• The first to demonstrate:SDY program created lasting linkages between
the provinces that sent and received SDY.
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What’s the topic? & Why to research?

I Why to research?

I The first to use its interaction with ties created by the SDY program.
I The first that analyzes the effect of incentives to migrate on outcomes

related to agricultural production decisions of rural
households;
Setting is novel—having detailed data.

I Offer a new perspective on the impact of migration on the well-being
of remaining household members—panel dataset spans 8 years.

I Contribute to the growing literature on internal migration.
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Overview
1. Conceptual Framework

2. Institutional Background
The sent-down youth policy , Hukou system , Labor demand

3. Data
National Fixed Point Survey , Sent-down youth flows
Hukou reforms , Migrant Labor Demand Shocks

4. Identification and Estimation
Variation from the Hukou Reforms
Variation from Labor Demand Shocks

5. Empirical Validation
Excludability of Hukou Reforms and Labor Demand Shocks
Robustness Checks on SDY Flows
Alternative Specications for the Hukou Reforms

6. Main Results
Consumption
Income,labor and assets
Investment in risky activities
Quantitative assessment of precautionary channel
Alternative explanations
Instrumental variables estimates

7. Discussion
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Conceptual Framework
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Conceptual Framework

I Theoretically ambiguous effects of access to migration on
investment, consumption, and welfare of rural households.

I Two direct channels:

I Wealth effects
I Insurance effects

I Two indirect channels:

I Anticipation effects
I General equilibrium effect on aggregate volatility
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Conceptual Framework

I Wealth effects

I More consumption:remittances to household members,increase in
wealth.

I Income and investment in agricultural production:
• No credit constrained prior to migration—leisure is a normal good,fall.

• With credit constrained prior to migration—investment increase,rise.

I High-risk, high-return assets:
• Use constant relative risk aversion (CRRA) utility function,

households exhibit decreasing absolute risk aversion,
increase in wealth—increase

I Remittances<the amount that the migrant contributed to
house–hold earnings before migration:negative wealth effect,decline
in consumption and risk-taking.
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Conceptual Framework

I Insurance effects
I Increased investment in high-return, risky activities:

• The overall portfolio becomes more diversified,insurance from having a
migrant.

I Reduce households’overall investment/savings due to a reduction in
buffer-stock savings:

• Direct risk:provide transfers.

• Indirect risk:receive reduced remittances when migrants’income is low.
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Conceptual Framework

I Anticipation effects

I Migration is a valuable ex post smoothing strategy.
Before sending a migrant.—Reduce consumption and/or increase
labor supply,increase investment in risky assets and/or liquidate buffer
stocks.

I Effects of migration may also persist after the migrants return.
Changes in wealth, information, household dynamics.

I General equilibrium effect on aggregate volatility

I Improved access to migration could increase the local labor supply
elasticity.
—Change the outcomes of households that neither send a migrant nor
anticipate ever sending a migrant.
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Institutional Background
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Institutional Background

I The Sent–Down Youth Policy

I “sent–down youth”or
zhiqing—Between 1962 and
1978,nearly 18 million urban youth,
mainly aged 16 to 20,were sent to rural
areas to live and work.

I To rural areas near their home
city;Large cities,other provinces.

I The vast majority (over 90%)
returned.

I Allocation of SDY to
Destinations:gender and age,when.

I Persistence of SDY Ties:Personal
connections and
knowledge,increase the desirability as
a possible migration
destination.(7% married to local
individuals.)
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Institutional Background
I Hukou System

I China’s hukou, or household registration system, was set up in the
1950s as a system of monitoring population flows.

I 1958,began the dual-hukou system.
I An individual with a rural hukou cannot legally work for a

state-owned enterprise or the government or receive state
services in an urban area.

I In the early 90s,provinces began to open the conversion process to more
people.

I Main reason.—increases in urban labor demand.
(improve demand for local real estate, and political incentives)

I Exploit:The timing of these reforms varied across provinces
and across time.

I Labor Demand

I Urban labor demand grew rapidly in China over the period of our
analysis (1995 to 2002).
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Data
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National Fixed Point Survey

I The Sent–Down Youth Policy

I Use 1995–2002,over 14,000
households from 234 villages in
19 provinces.

I Household agricultural
production,consumption,asset
accumulation,employment,and
income.

I Have:migrant or not
I No:individual

identity,where,when,do what.
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Sent-down youth flows
In the publication“Statistics on sent-down youth in China”.
Total sent-down youth flows to the provinces in the NFP dataset
aggregated over the sent-down youth period.
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Hukou reforms

I Source:several databases, each of
which covers local and national
laws, rules, and regulations in
China.
(Peking University’s
Chinalawinfo, Xihu Law Library
(www. law-lib.com), Beijing
Lawstar Tech Limited Company
(www.law-star.com) and
Zhengbao Online Education
Company’s database)

I Key words:
for the hukou system used are
hukou and huji;
for reform or administration are
gaige and guanli.
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Migrant Labor Demand Shocks

I Data from the National Bureau of Statistics (2013).

I GDP across two sectors–manufacturing and construction–in a
destination province.

I Top two industries in which rural migrants are employed,is a measure
of the potential demand for migrant labor in a given province.
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Identification and Estimation
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Identification and Estimation

I Identification strategy

I Interaction:
SDY flows—Cross-sectional variation resulting from the fact that
SDY-recipient provinces received SDY in different magnitudes.
Time variation—Resulting from hukou reforms and labor demand
shocks in SDY sending provinces.

I Province fixed effects.

I Absorb time-invariant ties—preexisting cultural or transportation links
between s and p

I Year fixed effects.
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Identification and Estimation

I Variation from the Hukou Reforms

I Zhukou
pt =

∑
u≤t

∑
s fs→phsu (1)

fs→p——historical level of SDY flows
hsu——a hukou reform at time u in province s
Zhukou

pt ——cumulative weighted sum; weights——fs→p

I Key idea:greater flows of SDYs(from s to p)— hence stronger historical
ties—a reform(in s)has a larger effect on the decision of households(in
p) migrate to s.

I Variation from Labor Demand Shocks

I Zdemand
pt =

∑
s fs→pdst (2)

fs→p——the same
dst——the level of the demand shock at time t in province s
Zdemand

pt ——weighted sum; weights——fs→p

I Key idea:greater flows of SDYs(from s to p)— hence stronger historical
ties—a demand shock(in s) has a larger effect on the decision of
households(in p) migrate to s.
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Variation from the Hukou Reforms
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Empirical Validation
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The Impact of Reforms and Labor Demand Shocks on
Migration

I Estimating equation

I migrantipt = α+ βZj
pt + γi + δt + εipt (3)

migrant tipt—a binary variable for whether the household had a
migrant in the past year
Zj

pt—Zhukou
pt or Zdemand

pt

γi—household fixed effects
δt—year indicators
εipt—error term, clustered at the province level
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Variation from the Hukou Reforms
Both hukou reforms and labor demand shocks(in s)—significant changes in
the likelihood—rural households(in p) will send members to migrate.
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Excludability of Hukou Reforms and Labor Demand
Shocks

ys,t = α+ βxp,t−1 × SDYs→p + δs + δt + εpst
ys,t—an indicator for a reform being implemented or the demand shock
measure in the following year.
xp,t−1—the lag of the logarithm of GDP per capita or the growth rate of
GDP per capita.
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Excludability of Hukou Reforms and Labor Demand
Shocks

ys,t = α+ βxs,t−1 + δs + δt + εst
ys,t—the same.
xs,t−1—the GDP measure in the province itself.
Using hukou reforms and labor demand shocks in other provinces, linked
via past SDY flows, to identify the impact of access to migration
—Avoiding this failure of the exclusion restriction and are able to
recover unbiased estimates.
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Robustness Checks on SDY Flows
Dependent variable—the same with (3),if has a migrant.
SDY flows may be correlated with other variables that drive the results.
—distance and trade flows between provinces;
—the factor endowments of origin and destination provinces.
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Robustness Checks on SDY Flows

Whether the results are driven by spatial correlations in the labor
demand shocks or hukou reforms.



32/51

Conceptual Framework Institutional Background Data Identification and Estimation Empirical Validation Main Results Discussion

Alternative Specications for the Hukou Reforms
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Main Results
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Main Results

yipt = α+ βZjpt + γi + δt + εipt (6)
yipt—outcome of interest
gammai—household fixed effects
deltat—year fixed effects
j—either h ukou or demand



35/51

Conceptual Framework Institutional Background Data Identification and Estimation Empirical Validation Main Results Discussion

Consumption
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Income,labor and assets

I Income
The results for the level and variability of income do not follow the
effects on consumption.
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Income,labor and assets

I Labor
Examine the effect of migration opportunities on the amount of labor
used in household activities.
—Migrants spend only half of the year away.
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Income,labor and assets

I Assets
Migration may be costly and financed by the liquidation of
low-yielding assets.
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Investment in risky activities

I A corollary:households receiving better access for migration—invest in
assets and activities that have a higher expected return, but are riskier.

I Examine two high-risk activities:
growing fruits (orchard fruits, pods, and tea), and raising animals.
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Investment in risky activities

I Households reallocating their portfolios toward higher–risk,
higher–return activities in response to the insurance provided by the
option of sending migrants.
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Quantitative assessment of precautionary channel

As in Dynan (1993),estimate of a small precautionary motive.
Model
Consumer i’s problem at time t:

maxCi,t+j Et

[∑T−t
j=0 (1 + δ)−jU (Ci,t+j)

]
Subject to:
Ai,t+j+1 = (1 + ri)Ai,t+j + Yi,t+j − Ci,t+j , Ait given,Ai,T+1 = 0
Following first-order condition for j = 1:(

1+ri
1+δ

)
Et [U ′ (Ci,t+1)] = U ′ (Cit)

Second-order Taylor expansion of U ′ (Ci,t+1) around U ′ (Cit):

Et

[
Ci,t+1−Cit

Cit

]
= 1

ξ

(
ri−δ
1+ri

)
+ ρ

2Et

[(
Ci,t+1−Cit

Cit

)2]
ξ = −Cit (U ′′/U ′)—coefficient of relative risk aversion
ρ = −Cit (U ′′′/U ′′)—the coefficient of relative prudence
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Quantitative assessment of precautionary channel

Consistent with reasonable parameters for the utility function.
Migration affording increased options for self-insurance and thus reducing
the need for precautionary savings.
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Alternative explanations

I Labor Market Frictions.
The loss of a laborer.—affects the production decision of households.

I Decline in Aggregate Volatility.
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Instrumental variables estimates

yipt = α+ βmigrantipt + γi + δt + εipt

I Reduced-form estimates—anticipating effects,spillover effects
IV estimates are likely to be upward-biased.
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Instrumental variables estimates
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Instrumental variables estimates
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Instrumental variables estimates
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Instrumental variables estimates
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Instrumental variables estimates
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Discussion
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Discussion

I Compare the long-run changes in barriers to migration associated with
hukou reforms to short-run labor demand shocks that alter the returns
to migration—very similar.

I The type of migration is still largely temporary or seasonal;
I Migrants in China frequently return home.

I Increased access and returns to internal migration are beneficial for
rural households.

I Food consumption becomes less variable;
I low–yielding assets are liquidated.

—increase households’ cash on hand;finance the costly migration of a
household member.

I Our results suggest that efforts to promote internal migration are
likely to benefit agricultural households.
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