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The Effect of Pension Contribution Rate on the Employment

Pattern of Small and Micro Enterprises
Yuan Lulu  Luo Chuliang

Abstract: The reduction in pension contribution is conducive to easing enterprises’ burden and promoting employ—
ment. It is seen as an important gateway to implementing Employment First Strategy and achieving high—quality and
full employment. This article analyzes the impact of pension contribution rate on the employment pattern using the
2015 China Small and Micro Enterprise Survey (CMES) data. It finds that the increase in statutory pension contribu—
tion rate significantly increases informal employment, decreases formal employment, and raises the proportion of in—
formal employees as a result. The effect is especially stronger for the small and micro enterprises providing higher
wages to formal employees, having larger wage gaps between formal and informal employees, private enterprises, and
those facing higher financing constraints. In contrast, the effect is relatively weaker in high—tech enterprises, and the
enterprises located in the industrial park, science and technology park, or export processing zone. The mechanism
analysis reveals that compared with informal employees, the pension contribution of formal employees increases more
and their wages fall less as the pension contribution rate raises. It makes the cost of hiring formal employees’ rela—
tively higher so that enterprises become more likely to hire informal employees, especially those aged above 60. The
pension contribution rate tends to alter the employment structure in terms of gender, disability status, technical and
management for an enterprise. Men, disabled employees, professional technicians, and managers are less likely to be
replaced. In conclusion, lowering the pension contribution rate and reducing financial costs would contribute to
achieving full employment and promoting high—quality economic development.

Keywords: Pension Contribution Rate; Employment Pattern; Small and Micro Enterprise
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