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Analysis of the Double Guarantee Effect of Supply and Demand

Circulations on Employment Stabilization
HOU Junjun, YUE Youfu (Hunan University, 410079)
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SUN Kejuan (Henan University of Economics and Law, 450046)
Summary: Examining the supply and demand circulations of the economy at a micro level is crucial for

comprehending the double development dynamic and measuring their effects on employment, but it has not
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been thoroughly investigated in existing literature. This paper measures the employment effects of the two
circulations in China’s economy from the perspectives of the intermediate goods supply circulation between
enterprises and the demand circulation for final goods of enterprises. It also dissects the factors driving
changes in employment through Structural Decomposition Analysis (SDA) by considering the heterogeneity
of enterprises, and offers a fresh perspective for understanding the role of interaction between different
types of enterprises in stabilizing employment.

The results show that China has basically formed two engines driving the employment growth, with
“domestic economic flows” as the primary driver, supplemented by “international engagement”. Domestic
economic flows serving as the core stabilizer of employment remains consistent in both the supply and
demand circulations. The supply circulation effect and the demand circulation effect both offset the negative
impact of employment intensity on employment growth, thereby ensuring stable employment growth.
However, starting from 2012, the influence of the demand circulation on employment growth has been
slowing down, while that of the supply circulation has been increasing. The SDA results show that the key
to “stable employment” lies in the strengthened position of the domestic economic flows. The circulation
between Domestic-Owned Enterprises (DOEs) and Foreign-Invested Enterprises (FIEs) , as well as the
impact of domestic demand for final goods from both DOEs and FIEs, are the main reasons for the domestic
economy’s key role in “stabilizing employment”. Compared to the circulation effect between DOEs, the
circulation effect between DOEs and FIEs has a more “stable” impact on employment growth. Over time,
this complex circulation between DOEs and FIEs has gradually emerged as a new driving force for China’s
employment growth and a potential source for stable employment.

This paper enriches the research on the effects of supply and demand circulations and provides an
important reference for the government to realize the policy objective of stabilizing employment. First of
all, it is necessary to strengthen the pivotal role of the domestic economic flows in stabilizing employment,
and capitalize on the oversized domestic market for driving employment growth. Additionally, it is
important to recognize the role of the domestic economic flows and international engagement in driving
employment growth. Secondly, efforts should be made to boost employment by tapping into the potential of
domestic demand, balancing the relationship between supply and demand, and better aligning the supply
system to the domestic demand. Finally, we should work harder to promote the flow of factors to stabilize
and expand the stock of foreign investment, and strengthen the “stickiness” of interaction between DOEs
and FIEs.

Keywords: Supply Circulation, Demand Circulation, Complex Circulation between Domestic-Owned and
Foreign-Owned Enterprises, Structural Decomposition Analysis, Employment Stabilization
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