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Unemployment Insurance,Background Risk and Household Stock Market Participation
PENG Shuhong

(School of Public Finance and Public Administration , Jiangxi University of Finance and Economics,Nanchang 330013,China)

Abstract: Based on data from the 2017 China Household Finance Survey, this paper examines the
impact and mechanism of unemployment insurance on household stock market participation. The re-
sults show that China’s unemployment insurance can significantly improve the breadth of household
stock market participation, but has no significant impact on the depth of household stock market
participation. The mechanism study shows that unemployment insurance has an effect on household
stock market participation by reducing the background risk of income. By examining the non—labor
market effects of China’s unemployment insurance system, this paper improves the understanding of
the function of unemployment insurance, and provides new empirical evidence to explain the "limit-
ed participation puzzle" of the stock market from the perspective of background risk theory. At
present, China and other developing countries have prominent problems such as low coverage rate
of unemployment insurance system and low replacement rate of unemployment insurance benefites.
The research conclusion of this paper shows that expanding the coverage of unemployment
insurance and improving the participation rate and benefits of unemployment insurance can not only
provide living security for more unemployed people, maintain social fairness and stability, but also
promote the participation of households in the stock market to a certain extent, which is beneficial
to expand the scale of the stock market, improve the efficiency of resource allocation, and promote
the accumulation of family wealth.

Key words: Unemployment Insurance; Background Risk; Household Stock Market Participation;
Conditional Mixed Process; Limited Participation Puzzle
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