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Collection of Social Insurance Contributions, Market Power and the
Burden on Enterprises: Research on Tax Authorities Taking Full

Responsibility for Collecting Social Insurance Contributions
HUANG Xuhan, MA Guangrong (Renmin University of China, 100872)
ZHANG Ling, QIN Xuezheng (Peking University, 100871)

Summary: Social security is a safety net for people’s livelihoods and a stabilizer for society. The Report to
the 20th National Congress of the Communist Party of China clearly puts forward the need to improve a
multi-level social security system that is fair, uniform, sustainable and covers the entire population in both
urban and rural areas. In recent years, with the aging of the population, the social security funds are faced
with increasing pressure. Strengthening the collection and management of social insurance contributions will
undoubtedly promote the sustainability of social security. In this context, on July 20, 2018, the General
Office of the Central Committee of the Communist Party of China and the General Office of the State
Council issued the Reform Program of the State Tax and Local Tax Collection and Management System,
proposing that from January 1, 2019 onward, the social insurance contributions will be collected by the tax
authorities.

A comprehensive assessment of the benefits and costs of the Reform Program is of great significance.
On the one hand, the reform will change the previous collection method of social insurance contributions,
prompting enterprises to pay social insurance contributions in a truthful and compliant manner, improving
the efficiency and lowering the cost of collection, expanding social security coverage, and promoting the
establishment of a sustainable social security system. On the other hand, however, the increased intensity of
collection will raise the de facto burden of enterprises in paying social insurance contributions and their
labor costs, and squeeze their profit margins. The sustainable development of social security requires not
only a higher quality of collection, but also sustained economic growth and higher incomes for laborers. In
view of this, the standardization of the collection and management of social insurance contributions should
be coordinated with the protection of market players and the stabilization of the economy.

In order to answer the question of to what extent the actual rate increase induced by the reform will

affect the profits of enterprises in China, and to clarify the economic costs of the reform, in this paper, we
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first constructed a theoretical model, analyzed the impacts of the reform on the enterprises, and deduced
that the ultimate burden is shared among the laborers, the enterprises, and the consumers. Further
heterogeneity analysis shows that labor-intensive firms, firms with less market power, and firms with
poorer compliance in paying social insurance contributions will face a heavier burden. The theoretical
hypotheses are empirically verified through the event study method using daily stock price data of A-share
companies. The event study method removes the normal returns estimated from the actual returns of the
sample stocks assuming that the Reform Program was not released, and obtains the abnormal returns that
measure the extent to which the stock price reacts to the occurrence of the event, so that it can strip away the
disturbing factors and reflect the impact of the reform on the market value of the enterprises and their profits.
Specifically, this paper finds that during the [0, 1] two-day window when the Reform Program was
released, (1) The cumulative excess returns of high labor-intensive firms declined significantly compared to
low labor-intensive firms; (2) compared to firms with high product market power, firms with low product
market power saw their cumulative excess returns fall significantly after the reform; (3) the cumulative
excess returns of firms with small labor market power declined significantly compared to firms with large
labor market power; (4) firms with poor payment compliance before the reform experienced a greater
decline in their market value after the reform. These results suggest that giving tax authorities full charge of
social insurance contributions collection will increase the actual rate of social insurance premiums, leading
to a decrease in market value and the profit margins of highly labor-intensive firms and firms with less
market power.

The findings of this paper show that the strict collection of social insurance contributions has increased
the burden on enterprises and had negative impact on their profits. This shows that in the context of
stabilizing growth and employment, the strict collection of social insurance contributions cannot be
achieved overnight, but should be promoted steadily while protecting the production and operation of
enterprises. While the government regulates social security collections, it is necessary to reduce taxes and
fees to alleviate the pressure of increased business costs. It is also necessary to defer the payment of some
taxes and fees, increase credit support and adopt other policies to support enterprises with weaker market
power through the transition period, to stabilize market expectations and protect market players.

Keywords: Tax Authorities in Full Charge of Collecting Social Insurance Contributions, Economic
Destination of Social Insurance Contributions, Market Value of Enterprises, Market Power

JEL: D22, D43, H22

FTERE T 2

22



