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ReadingsThe Puzzle: High Savings, Low Participation
▪ Why China? 

▪ China has one of the highest household savings rates globally, yet very limited 
engagement with financial markets.

▪ Most Chinese households invest heavily in real estate and bank deposits.In contrast, 
stock market participation is below 10%, and risky asset ownership is even lower.
▪ Gomes et al., 2021: In 2015, 12.4% of Chinese portfolios invested in equities 

and/or mutual funds, compared to 50% in the UK and 20% in the US (excluding 
defined-contribution plans). 

▪ This limited engagement constrains: Portfolio diversification, Long-term wealth 
accumulation, Efficient capital allocation in the economy

▪ Several studies suggesting causal effects of schooling on household financial 
behaviour in the U.S. (Cole et al., 2014 &2016; Orepoulos, 2007), the U.K. (Gray et al., 
2021), and Sweden (Black et al., 2018), inter alia.

▪ We examine the effect of a unique dual related reform (of the 1980s) on household 
financial behaviour in China. 
▪ The first reform is the compulsory-schooling reform that raised the mandatory years 

of schooling from six to nine. 
▪ The second overlapping reform was the one-child policy of 1980.



ReadingsResearch Opportunity & Policy Relevance
Policy relevance: 
• The Chinese government seeks to deepen capital markets and promote inclusive 

financial development.
• Identifying barriers to financial participation is key to designing effective policy.
• Education is frequently cited as a potential lever—but is the link causal?

The Broader Debate: 
• Does education improve financial behavior because of:
• Higher cognitive skills?
• Better access to financial information?
• Lower behavioural biases and better planning?
• Changes in attitudes toward risk and modernity?
• Or is it correlation driven by omitted variables like family background?

The Research Opportunity: 
• A unique setting in China combines two overlapping reforms:

o The 1986–1992 compulsory schooling expansion
o The 1980 one-child policy, which created compliance-linked education access

• This policy context allows the authors to identify a quasi-experimental effect of 
education on financial outcomes.



ReadingsThe Evolution of the Financial Sector in China



ReadingsSui Generis - A Converging Vision: 
Two Reforms, One Transformative Opportunity

The One-Child Policy (1980): Introduced to curb population growth, this 
sweeping social policy carried financial consequences: only compliant families—
typically those with a single child—were eligible for state-funded education. 
o In effect, access to free schooling became a reward for policy adherence.

The Education Reform (1986–1992): A national mandate extended compulsory 
schooling from 6 to 9 years, targeting children aged 6 and under at the time. 
o This reform signalled China’s ambition to build human capital through a more educated, 

modern citizenry.
The Powerful Intersection: These two policies—born of demographic and 
developmental goals—merged into a conditional social contract:

Free, extended education in exchange for demographic compliance.
➢ This unique conjunction created a quasi-natural experiment, enabling the study of how 

education shapes not only knowledge, but financial empowerment.

Who Did It Affect? One key robustness check focuses on children born between 
1980 and 1986—those who entered school exactly as the education reform was 
being phased in.

 Takeaway: At the crossroads of demographic control and educational 
expansion, China unintentionally crafted a social experiment
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The timing of the educational reform 
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Readings
The timing of the educational reform 

across Chinese provinces

Table 1 
Overview of implementation year of compulsory schooling reform in China 

This table presents the years in which 29 provinces have implemented compulsory schooling reform 

year during 1986-1992. 
 

Year Province 

1986 
Beijing, Hebei, Shanxi, Heilongjiang, Shanghai, Zhejiang, Jiangxi, Chongqing, 

Sichuan, Ningxia, Liaoning 

1987 Tianjin, Jilin, Jiangsu, Anhui, Shandong, Henan, Hubei, Guangdong, Yunnan 

1988 Fujian, Guizhou, Shaanxi 

1989 Inner Mongolia, Qinghai 

1991 Gansu 

1992 Hunan, Guangxi, Hainan 

 



Research Questions
Core Research Question: Does increased educational attainment—driven by a 
conditional compulsory schooling reform—causally affect household financial 
market participation and portfolio behavior in China?

Specific Questions: 

• Participation: Does more schooling make individuals more likely to participate in financial 
markets—particularly stocks and risky assets?

• Intensity: Does education affect the amounts invested and the share of financial wealth 
allocated to risk-bearing assets?

• Diversification: Does more schooling lead to more diversified household portfolios, moving 
beyond real estate and cash holdings?

• Heterogeneity: Are these effects stronger or weaker for: Urban vs rural residents? Males vs 
females? Households with different levels of exposure to Confucian norms?

• Mechanisms: Through which channels does education influence financial behavior?

Candidate Mechanisms: Financial Literacy (Cognitive Channel), Social Norms 
(Cultural Channel), Economic Empowerment (Access Channel)



Identification: Fuzzy RDD Setup

• Goal: Estimate causal effect of education on financial participation using a policy 
discontinuity.

• Running variable: Birth year (centered at 1980), Zᵢ = birth yearᵢ − 1980
• Cutoff: Zᵢ = 0 → individuals born in or after 1980 eligible for conditional free 

education.
• Fuzziness: Not all eligible individuals comply fully → fuzzy RD design.

First Stage: Discontinuity in Schooling
Model:   Schoolingᵢ = α₀ + α₁·Dᵢ + f(Zᵢ) + εᵢ

• Dᵢ = 1 if Zᵢ ≥ 0 (born in or after 1980)
• f(Zᵢ): smooth function of birth year (e.g. linear, quadratic)
• Interpretation: α₁ > 0 indicates increase in schooling at cutoff

Reduced Form and Second Stage (2SLS): 
Reduced form:               Yᵢ = γ₀ + γ₁·Dᵢ + f(Zᵢ) + ηᵢ
Second stage (FRD estimator):       Yᵢ = β₀ + β₁·Ŝᵢ + f(Zᵢ) + uᵢ

• Ŝᵢ: predicted years of schooling from first stage
• β₁ = LATE: local average treatment effect of schooling on financial outcomes



The Data: CHFS 2013
▪ China Household Finance Survey: Collected by a dedicated 

center in South-Western University, established in 2010
▪ Covers 29 provinces (out of 31), 97,904 individuals in China in 

2013
▪ The sample comprises of individuals who were born in a 

given province, 15 years before or after the educational 
reform. 

▪ The educational reform was implemented gradually 
between 1986-1992

▪ The sample comprises of 43,888 individuals.

What is unique in the wave of 2013? 

❖ We use the 2013 wave of the CHFS, because it enables identifying the initiation 
of our identification strategy based on the exclusion criteria for free 
compulsory schooling stipulated by the one-child policy, i.e. ethnicity, 
urban/rural region, and the number of siblings.



 
Pooled 

sample  
Males Females 

Urban 

Region 

Rural 

Region 

No. of Observations 43,888 22,366 21,522 17,064 26,824 

 (1) (2) (3) (4) (5) 

Ownership of stocks 5.2% 5.1% 5.4% 13.3% 1.2% 

Ownership of risky assets 9.2% 8.9% 9.4% 21.5% 3.0% 

Value of stocks𝐴 8,145.7 7,759.8 8,548.7 20,526.0 1,985.1 

Value of risky assets𝐴  11,047.9 10,821.0 11,284.9 27,946.0 2,639.2 

Stocks-to-financial asset ratio 2.4% 2.3% 2.5% 6.2% 0.6% 

Risky-to-financial asset ratio 4.4% 4.2% 4.5% 10.9% 1.1% 

Stocks to wealth ratio 0.6% 0.6% 0.6% 1.4% 0.2% 

Risky assets to wealth ratio 1.0% 1.0% 1.0% 2.4% 0.3% 

#Assets held 1.75 1.74 1.76 2.09 1.58 

Portfolio variance 0.11 0.10 0.11 0.26 0.03 

Wealth𝐴  546,478.7 533,296.1 560,247.0 922,229.0 359,502.2 

Disposable  income𝐴  72,674.5 72,478.6 72,879.2 104,769.9 56,703.6 

Value of financial assets𝐴  56,422.8 55,471.8 57,416.1 99,260.4 35,106.5 

Years Of Education 10.4 10.6 10.2 12.8 9.3 

Male 51.1% 100.0% 0.0% 49.7% 51.8% 

Age 32.8 32.7 32.8 33.4 32.5 

Physical condition [1, 5] 2.97 3.02 2.93 3.08 2.92 

Urban region 33.2% 32.3% 34.1% 100.0% 0.0% 

Parents living in urban region 25.7% 24.8% 26.5% 66.2% 5.5% 

Married 71.3% 67.0% 75.8% 70.0% 72.0% 

#Children 1.45 1.49 1.42 0.84 1.76 

Financial literacy 0.66 0.65 0.67 0.94 0.53 

Attitude to financial risk 2.09 2.09 2.09 2.27 2.00 

Confucian values - Filial piety 2.33 2.36 2.29 1.61 2.68 

      

 

Summary Statistics



 Key Findings: Substantial Financial Effects of Education

 The conditional free-schooling reform significantly increased:
✓ Stock market participation: ↑ 49.2%

✓ Risky asset participation: ↑ 30.2%

✓ Asset allocation share (toward financial assets): ↑ 6.4%

✓ Portfolio diversification: ↑ 46.5%

 All effects are statistically significant and economically large, suggesting powerful 
downstream impacts of education on financial decision-making.

 Subgroup Insights
❖ Gender: Significant for both males and females; Effects larger for males

❖ Region: Urban residents show strong positive effects; No significant effect for rural residents

Robustness Checks Passed: Findings remain consistent when:
Excluding individuals with higher education (to isolate baseline treatment)

Dropping: Special Economic Zones; Coastal cities

The sample of the 2015 data and its household heads

Subsample robustness: Household heads only; Individuals born ±10 or ±5 years around 1980 
cutoff; Cohorts born 1980–1986 (those schooling during reform rollout)

Main Results – Financial Outcomes of Education Reform



(I) The effect of education on participation in stock markets



(II) The effect of education on participation in risky markets



(III) The effect of education on amounts and shares of 
stock and risky holdings



(IV) The effect of education on portfolio diversification



Robustness Exercises I



Robustness Exercises II



Causal Mediation Analysis

Dippel et al., (2019): 
𝑍 = 𝜖𝑧

𝑇 = 𝛽𝑇
𝑍 ∗ 𝑍 + 𝜖𝑇

𝑀 = 𝛽𝑀
𝑇 ∗ 𝑇 +  𝜖𝑀

𝑌 = 𝛽𝑌
𝑇 ∗ 𝑇 +  𝛽𝑌

𝑀 ∗ 𝑀 +  𝜖𝑌



Causal Mediation Analysis
▪ List of candidate mediators/moderators (12): 

Marital status, number of children, physical condition, logarithmic 
income, savings rate, logarithmic wealth, financial wealth ratio, net 
financial wealth, earnings uncertainty, financial risk tolerance, filial piety, 
financial literacy

▪ Financial literacy and filial piety appear to exert the strongest mediating 
effects (>1) on financial market participation.
▪ In the causal mediation analysis for a fuzzy RDD framework, their inclusion – one 

at a time – renders the effect of schooling insignificant. This does not happen for 
the remaining candidate mediators. 

• Higher financial literacy appears to be exerting the strongest mediating effect (~ 
1.05 – 1.52).

• Weaker Confucian norms of filial piety provide another transmission mechanism 
through which increased schooling affects financial market participation 
(mediation effect ~ 0.88 – 1.28).



Causal Mediation Analysis I



Causal Mediation Analysis II



Extenions: What about Returns? 



What We Show: A conditional free-schooling reform, uniquely tied to China's one-
child policy, led to substantial, causal increases in: Stock and risky asset 
participation; Financial portfolio diversification; Asset reallocation toward 
modern financial instruments → Also investment returns

How It Works: Education matters not just through knowledge—but by shifting: 
Cognitive capacity (via financial literacy), Cultural norms (through diminished filial 
piety constraints), Economic agency (via better planning and risk tolerance).

Rigorous Evidence: Findings are robust across multiple subsamples, 
specification checks, and identification windows. 

Why It Matters: In a society with high savings but low market participation, 
education offers a scalable policy lever to unlock financial inclusion.

• These insights hold relevance beyond China in its early years of development, 
i.e.,  for any developing economy aiming to modernize its household financial 
systems.

The Big Picture: At the intersection of education and demographic reform, we 
uncover a powerful force for financial empowerment and inclusive growth.

Conclusion: Education as a Gateway to Financial 
Empowerment



Additional material: 
Predicting reform exposure by parental characteristics
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