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The Economic Effects of Old-Age Insurance Premium Reform

YU Hai-yue

(School of Finance, Dongbei University of Finance & Economics, Dalian 116025, China)

Summary: In the Government Work Report on the second conference of the 13th National People’s Congress, Premier Li
Kegiang announced that, employers’ premium rate of Urban Basic Pension Scheme will fall to 16%. This reform was an
important part of taxes-reduction and fees-cutting reforms in China recently. Taxes-cutting reforms make the government
bear heavy fiscal burden, thus the effectiveness of those reforms becomes a common concern of the society. Based on the
quasi-natural experiment of 2019 pension premium reform, this paper studies the effect and mechanisms of reducing old-
age insurance contribution burden on firms’ market value.

Employing the event study approach, this paper reveals that the total market value of publicly listed firms in treat
group increase by 180 to 300 billion yuan, after the announcement of reducing pension premium. The economic effect scale
of old-age insurance reform outdistances that of value-added tax reform. And the basic results of this paper keep robust after
a series of robustness checks. These robustness checks includs: excluding the effects of other simultaneous reforms,
alternative event windows, alternative definition of main explantory variable and subsample regressions. The mechanism
analyses show that: Firstly, market value of firms with weaker ability to shifting contribution burden increases more;
Secondly, market value of firms in the areas with lower expectation of strict contribution collection increases more; and
thirdly, the contribution burden effect exist significantly in those areas with lower expectation of strict contribution
collection. The studies of this paper support the existence of contribution burden effect, contribution shifting effect and
collection expectation effect.

At last, in order to comparing the benefits and costs of this reform more comprehensively, this paper estimates the
impact of pension premium reform on the revenue of social security fund. Based on the quasi- natural experiment of
unchanged medical insurance premium scheme, this paper finds that the revenue loss of social security fund is just amount
to market value increase of the only publicly listed firms. So the market value increase of whole firms of China will exceed
social security fund’s revenue loss significantly.

This paper makes three main contributions to the literatures. Firstly, almost all the researches on the pension
premium reforms focus on calculating the optimal premium rate or deficit of pension fund, and fail to make
identification based on the exogenous variation of premium rate. This paper contributes to the two literatures. This
paper estimates the effect of old-age pension premium cutting on firms’ market value for the first time in the literature,
and provides a new perspective in evaluating pension reform. Secondly, this paper suggests and identifies three main
effect mechanism of pension premium reform on firms’ market values, which makes a theoretical contribution to the
literature.Thirdly, this paper reveals that the premium collection regime has an impact on the policy effect of premium
cutting reform, which means the collection reform should be set a lower-priority relative to premium reform, otherwise
the two reforms will be conflict to each other.

Key words: old-age insurance; premium reform; firms” market value; event study method
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