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The Impact of COVID —19 on the Chinese Labor Market
— A Comprehensive Analysis Based

on the Individual Tracking Survey

CAI Fang®, ZHANG Dandan” and LIU Yaxuan”
(a: Chinese Academy of Social Sciences; b: National School of Development, Peking University)

Summary: After the COVID — 19 outbreak, China has taken strict prevention and control measures, which have effectively
contained the spread of the virus and brought significant health benefits. However, there is little discussion regarding the
economic costs of these policies. Therefore, it is of great scientific and policy relevance to assess the impact of prevention
and control measures on the labor market, as well as the health risks caused by unemployment.

The core of our empirical analysis is the comprehensive tracking record of China’s WeChat users. We randomly
selected more than 5600 WeChat users who were employed at the end of 2019 and tracked them throughout 2020. This
employee dataset includes detailed information on working status, unemployed duration and earnings, which allows us to
analyze the dynamic pattern of the impact of COVID —19 on the Chinese labor market.

We began our analysis by describing the dynamic changes in work status for Chinese labor force over 2020. We found
that the rate of work resumption increased from 63. 1% in early March to 84.2% in mid-June and further climbed up to
89.7% by the end of November, while the unemployment rate fell from 11% in mid-June to 4. 4% in November. The
numbers show a “V” shaped pattern of the Chinese labor market.

We then quantified the causal effect of lockdowns on working status by employing a difference-in-differences ( DID)
approach. The estimation results show that the city lockdown is negatively associated with the probability of work
resumption. On average, lockdown policy reduces 13.2 percentage points of the likelihood of returning to work.
Furthermore, our event study analysis verifies the assumption of the parallel trends among cities with and without lockdown
policies. Therefore, the DID estimation indeed suggests a causal effect.

We then shifted our focus towards the mental health impact of the inadequate employment due to lockdowns. With the
3 — wave pooled cross-sectional data, our estimation results based on the individual fixed effect model show that job losses
due to lockdowns may in general worsen the mental health status of Chinese labor force, especially the unemployed labor
force. This adverse impact on mental health of labor force reaches the highest level in June and turns out to be insignificant
in November, suggesting that there exists an optimistic expectation on employment recovery in the end of 2020 for those who
were unemployment at that time.

This paper makes several contributions to the COVID - 19 literature. First, it contributes to the debate on the
lockdown policies and their consequences in the labor market. Due to the data limitation, few exiting studies can carry out
the causal analysis on the employment effect of lockdowns. This study uses the most up-to-date employee tracking data to
address this issue and verifies that there is indeed a negative impact of lockdown polices on work resumption, which
highlights the economic costs of public health policies. Second, this study contributes to the debate on the effects of job
losses under economic recession on the mental health status of labor force. This study reveals that the negative impact on
mental health status diminishes with the resurgent pace of economy. This implies that the short-term economic fallout is
associated with an immediate psychological shock for discouraged workers, and no further effect can be detected once the
economy recovers. Third, the data used in this study are not only newly collected individual-level data but also the only
tracking data available in China for the plague year. It allows us to discover the issues in the Chinese labor market for the
first time.

The empirical evidence in China has rich implications for the ongoing global efforts in containing the spread of COVID —
19. The following aspects are particularly emphasized: (1) for the short-term crisis in the labor market due to COVID —
19, social protection measures should play an important role to mitigate the negative shocks of lockdown policies on the
economy; (2) supporting policies for the unemployed labor force are urgently needed to reduce their risk of falling into
poverty.
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