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Social-Family Network and Self-Employment: Evidence from Temporary Rural-Urban Migrants in China
by Junfu Zhang, Zhong Zhao
(January 2011) 

Abstract:
We hypothesize that individuals with a larger social-family network are more likely to choose self-employment. We test this 
hypothesis using data on temporary rural-urban migrants in China. The size of a migrant’s social-family network is measured by 
the number of relatives and friends this migrant greeted during the past Spring Festival. Our empirical analysis faces two 
challenges. First, there is an endogeneity problem in that a migrant may want to develop and maintain a large social-family 
network exactly because he is self-employed. For this reason, a simple correlation between the probability of being self-
employed and the size of the migrant’s social-family network cannot be interpreted as causal. Second, the size of the social-
family network is measured using survey data, which is subject to measurement error. To overcome these problems, we take 
an instrumental variable (IV) approach. More specifically, we examine the distance an individual migrated when he first moved to 
a city and use this variable to instrument for the current size of the social-family network. We establish the credibility of the IV 
by emphasizing the unique institutional context of rural-urban migration in China and focusing on the sample of migrants who 
originally started as wage workers in urban areas and currently are not in their first jobs. Our IV results indeed show that a rural-
urban migrant with a larger social-family network is more likely to be self-employed in the city. This finding is robust to 
alternative model specifications and various restrictions on the sample used in estimation. 

Text: See Discussion Paper No. 5446    
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