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The Effect of Unemployment Insurance on Job Search Efforts:

Evidence from the Chinese Time Use Survey
LIANG Bin and JI Hui

( School of Economics and Management Inner Mongolia University)
Summary: Mortensen’s (1970 1977) job search theory which proposes that unemployment insurance ( UI) reduces the
job search efforts of the unemployed is supported by the theoretical and empirical literature. Therefore economists are
generally skeptical about the effect of UI in improving job search efforts (e. g. Barron & Mellow 1979; Krueger &
Mueller 2010) . However in addition to providing a basic living for the unemployed UI has been found to promote re—
employment in many countries. Hence there is a significant divergence between policies and academic views regarding the
effect of Ul on job search efforts.

Using data from the China Household Finance Survey ( CHFS) and the Chinese Time Use Survey ( CTUS) in 2017
we empirically identify the effect of Ul on the job search efforts of the unemployed. We use the level of Ul at the county
level as the instrumental variable to deal with possible endogeneity problems. The instrumental variable regression results
are consistent with those of our baseline regression indicating that Ul may increase the job search efforts of the
unemployed. The placebo test and propensity score matching test results also confirm the robustness of our baseline results.
We further identify the channels through which Ul has a positive effect on job search efforts. Our results show that Ul
significantly increases the job search efforts of the unemployed and lowers their search costs suggesting that Ul may help
the unemployed to increase their job search efforts by covering their search costs. We also examine the liquidity effect of
UL In contrast with Krueger & Mueller ( 2010)  we find that the liquidity effect of UI on job search efforts is positive
which means that Ul in China promotes search efforts by alleviating the liquidity constraints of the unemployed. This
supports the theoretical findings of Ben-Horim & Zuckerman ( 1987). Finally we test and exclude the alternative
explanation of the influence of vocational training and learning.

Why does UI in China have a significant positive effect on search efforts? China’ s UI policy has only been formally
established for the last 20 years. The levels of Ul benefits in China are far behind those of developed countries such as the
United States France Germany and Sweden. China’ s overall level of social security is also insufficient which
significantly amplifies the effect of Ul on job search efforts. Our analysis also shows that there is a crucial inflection point in
the effect of China’ s UI policy on search efforts. With an increase in the level of Ul the positive effect of UI on search
efforts gradually decreases. When the Ul benefits exceed the inflection point Ul may inhibit job search efforts.

Our findings have strong policy implications for the development of China’s Ul system. We show that China’ s UI
policy fosters re-employment in China. By covering the search costs Ul effectively improves the job search efforts of the
unemployed and thus promotes their re-employment. The following suggestions for China’ s UI policies can also be drawn
from our research. (1) There is room to improve the standard of UI in China by both providing a better basic living for the
unemployed and maintaining the positive effect of Ul on job search efforts. (2) At present the levels of Ul in China are
determined by the local minimum wage standards. However the policy role of Ul in promoting re-employment may be
improved by establishing the levels based on the local average wage levels or the local consumption levels. (3) More
employment guidance and vocational training need to be provided in the process of issuing Ul so that it can play a better role
in promoting re—employment.

In summary our paper contributes to the literature in the following three ways. First we use microdevel survey data
from China ( CHFS and CTUS) to identify and prove the positive relationship between UI and job search efforts and thus
bridge the gap between the academic and policy perspectives on Ul. Second we show that the mechanism of UI’ s impact
on job search efforts is covering the job search costs of the unemployed which extends the literature on dynamic job search
theories. Third our results show that there is a crucial inflection point in the effect of Ul on search efforts and prove that
the positive effect of Ul on search efforts still holds after moderately increasing the levels of Ul in China. These findings
provide a robust scientific basis for the further improvement of the Ul system in China.
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