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N AT T 53R A5 s i A 0 Z MY e E AR ST 5 B 5 R AN, A SGE T I E
e T I 1202 1 B R /9= A W Y/ s R = e B KA 5 NS o Y AN e e S
FREZFIEN NI A RS R,
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FEATLE S 2012 4R s R PR i 2 B2, I 20142016 %ﬂ 2018 4E [ v 3
27 i R ARAE” 1) ﬁ%ﬁzﬁL AR BRI R
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Why does China’s Labor Participation Rate Fall?
Based on the Perspective of Wealth

NPT | . 2 . .3
Yu Jialin', Yang Mengjun’, Fu Mingwei
(1. School of Economics, Renmin University of China, Beijing 100872, China;

2. Gregory and Paula Chow Center for Economic Research, Xiamen University, Xiamen 361005, China;
3. Institute of Economics, Chinese Academy of Social Sciences, Beijing 100836, China)

Summary: A vital source of economic growth is the increase in labor force, and the scale of labor sup-
ply in a country is determined by working-age population and the labor participation rate. However, the contin-
ued decline of the labor force participation rate in China has received little attention from policymakers and re-
searchers. Obviously, it is crucial to explore the reasons for the steadily dropping in China’s labor participa-
tion rate.

From the perspective of household wealth, this paper uses five rounds of survey data of the China Family
Panel Studies (CFPS) from 2010 to 2018 and uses house demolition as an instrumental variable. It shows that a
1% increase in household wealth can reduce the labor participation rate by an average of 0.19 percentage
points. However, the increase in household wealth does not make the people who withdrew from the labor
market devote more time to housework, tutoring children to do homework and other family-care activities, but
make them devote more time to sleep and rest, watching TV and movies, and other leisure activities. In addi-
tion, this paper finds that household wealth has a heterogeneous effect among family groups with different
ages, education levels, and health status of the head of the household.

This paper is helpful in accurately understanding and grasping the objective laws of changes in labor
force participation. And the government should follow and use the law to promote high-quality economic de-
velopment. In particular, the government should not only revise and improve the laws and regulations on work
to improve employee well-being and decrease cost of working, but also carry out important projects that bene-
fit people in order to fully exploit the impact of consumption on production and foster a new economic growth
point.

The marginal contributions of this paper are as follows: Firstly, it constructs variables such as labor parti-
cipation rate, employment rate, and unemployment rate at the household level, while existing literature mostly
uses individual-level variables, which may underestimate the negative impact of wealth on the labor participa-
tion rate. Secondly, it explores the impact of household net wealth on labor participation, while existing literat-
ure only focuses on certain types of family wealth, such as housing property, or financial property, etc. Virtu-
ally, individuals may use financial wealth to purchase the real estate, but it does not change the net wealth. Fi-
nally, it uses house demolition as a new exogenous wealth shock.

Key words: household wealth; labor participation rate; demographic dividend; house demolition
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