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FSEATRUAE Div FE6 HAE g b i A | [T 45 5 DL 36 2 56 (5) 9, R B, 28 I Al T R0
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Social Security Contributions, Liquidity Constraint and Employment
Stabilization——A Quasi—natural Experiment from the Enactment of
Social Insurance Law
LIU Guan—chun', YE Yong-wei’, ZHANG Jun’

(1. Lingnan College, Sun Yat—sen University, Guangzhou 510275, China;
2. School of Public Economics and Administration, SHUFE, Shanghai 200433, China;
3. School of Economics, Fudan University, Shanghai 200433, China)
Abstract: In the economic downturn period with weak internal demand and high external uncertainty,

stabilizing employment is the primary task for Chinese government. In this paper, we take the enactment of the
Social Insurance (SI) Law in 2011 as a quasi—natural experiment, and then utilize the differences—in—differences
method to examine the impact of social security contributions on corporate hiring decisions using the data of
nonfinancial listed companies from 2007 to 2016. The results show that increasing social security contributions
significantly reduces labor employment growth, and this effect is more profound for firms with higher labor
intensity, more severe financing constraints, stronger tax enforcement and weaker cost—transfer ability. Furthermore,
the mechanism tests find that the liquidity constraint effect rather than the substitution effect dominates the negative
nexus between the SI Law and corporate hiring decisions. Specifically, decreasing cash holdings and dividend
payment as well as increasing accounts payable and cash holdings —cash flow sensitivity are consistent with the
liquidity constraint channel, while decreasing fixed asset investment and invariant capital intensity exclude the
substitution channel. In addition, after the passage of the SI Law, firms’ business performance and new debt
issuance decrease, and the operating risk and innovation activities increase. Overall, our findings suggest that
governments do not need to be too anxious about the crowding—out effect of labor price reduction on fixed asset
investment when lowering the legal rate of social security contributions, providing theoretical foundation and
empirical support for adopting fee reduction to support firms to stabilize employment.

Key Words: social security contributions; liquidity constraint; stabilize employment; innovation effect
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