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Abstract

Based on individual consumption decision-making behavior, this paper
theoretically divides the mechanisms of China’s New Rural Pension Program (NRPP)
on rural residential consumption into Expectation-Effect, Income-Effect,
Multiplier-Effect and Average-Effect. Further, this paper derives the mechanism and
effect of NRPP on the consumption and income of rural and urban residents and the
urban-rural income gap. It is found theoretically that urban residents also get
economic benefits from NRPP as rural residents’ income and consumption are
increased by NRPP. And the share that urban residents get from the economic benefits
of NRPP increases with the proportion of urban areas’ trade surplus with rural areas.

In consideration of the fact that different counties began NRPP pilot at different
times, difference-in-difference strategy and a county-level panel data from 2008 to
2011 are used to perform empirical analysis for the theoretical model. It is found that
NRPP has a significant positive effect on the consumption of rural residents, to which
expectation-effect and multiplier-effect makes about 87% and 13% of the contribution
respectively. This shows the effect of NRPP on the consumption of rural residents
was primarily a result of the change of residents’ expectation. Irrational change of
residents’ expectation leads to fluctuation in the effect of NRPP on residents’
consumption, and this fluctuation decreases with average years of education.

Further study shows that NRPP has significant positive effects on urban retail
sales of consumer goods and disposable income of urban residents, which increases
with the probability that rural residents purchase in urban areas. The part of rural
residents’ consumption increased by NRPP is mostly purchased in urban areas. And
the effect of NRPP on rural residents’ income is mostly the direct effect of NRPP
premium and NRPP pension. Therefore, the effects of NRPP on urban retail sales of
consumer goods and disposable income of urban residents are greater than the effects
on rural retail sales of consumer goods and disposable income of rural residents,

which means that urban residents benefit more from NRPP than rural residents.



Research about the urban-rural income gap shows that, under the statistical definition
of rural residents’ income including NRPP premium, NRPP reduces the relative
urban-rural income gap significantly, and its effect on absolute urban-rural income
gap is not significant. While under a statistical definition of rural residents’ income
excluding NRPP premium, NRPP has no significant effect on relative urban-rural
income gap, but increases absolute urban-rural income gap significantly.

Key words: New Rural Pension Program; Consumption of Residents; Real Income;

Income Gap
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