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The Employment Creation Effect of Value-added Tax
Refunds

Liu Guanchun', Wu J iaqil, Ye Yongweiz, Huang Xin’

(1. Lingnan College, Sun Yat-sen University, Guangzhou 510275, China; 2. School of Public Economics and
Administration, Shanghai University of Finance and Economics, Shanghai 200433, China; 3. International Business
School, Hunan University of Technology and Business, Changsha 410205, China)

Summary: As the main demand side of the labor market, enterprises play a remarkable role in stabiliz-
ing employment. In the context of increasing downward pressures on the economy, it is of great significance to
effectively use fiscal policies to help enterprises relieve their difficulties and achieve full employment of the
workforce. To this end, China has introduced a series of preferential policies to reduce taxes and fees in recent
years, and the value-added tax refund (VATR) policy is one of them. In this paper, we explore the impact of
the VATR policy on labor force employment in enterprises.

The results show that the VATR policy significantly promotes corporate employment, and this conclu-
sion is still valid after a series of robustness tests such as dynamic effect analysis, placebo test, exclusion of
other contemporaneous policy effects, and replacement model setting. Mechanism testing indicates that the
employment creation effect of the VATR policy is mainly achieved by alleviating the liquidity constraints of
enterprises. Heterogeneity analysis finds that the employment creation effect of the VATR policy is more
prominent in enterprises with higher financing constraints, higher labor intensity, and higher tax collection and
management level. Further, the implementation of the VATR policy significantly increases the proportion of
technical staff and the wage level of employees, but has no significant impact on labor income share.

The contributions of this paper are as follows: First, it examines the impact of the VATR policy on the
employment absorption capacity of enterprises. Existing literature has explored the impact of the VATR policy
on corporate investment and corporate value; while this paper examines the impact of the VATR policy on
corporate employment from the perspective of liquidity constraints, expanding the existing research scope and
enriching the research on the economic effect of the VATR policy. Second, it confirms that liquidity con-

straints are the mechanism through which the VATR policy promotes the employment absorption capacity of
CTHHe25 94 5D
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ted companies. In this context, the governance of the expropriation of controlling shareholders has become a
key focus of regulatory authorities. In order to further address the issue, the CSRC established the China Se-
curities Investor Services Center (ISC) in December 2014. The ISC holds one hand (100 shares) of each listed
company, and exercises shareholder rights such as inquiry, suggestion, and voting as a minority shareholder to
protect the legitimate rights of minority shareholders. It is a role that combines regulators and minority share-
holders. So, whether the right exercise of the ISC truly plays the role in governing the expropriation of con-
trolling shareholders has become a question that should be further explored.

This paper examines the inhibitory effect of the right exercise of the ISC on the expropriation of con-
trolling shareholders of listed companies by manually collecting data on the right exercise of the ISC. The res-
ults show that the right exercise of the ISC effectively restrains the expropriation of controlling shareholders of
listed companies. This effect is realized by increasing the voting rate of minority shareholders in interest en-
croachment motions, the negative media attention of listed companies, and the litigation risks they face. The
inhibitory effect of the ISC is more pronounced in listed companies with a poor internal and external gov-
ernance environment. Moreover, when the ISC exercises its rights in public and attends shareholders’ meet-
ings, the governance effect on controlling shareholders’ interest encroachment is more significant.

The academic value of this paper is as follows: First, in terms of literature development, existing literat-
ure mainly studies the right protection methods of the ISC, the information governance effect of right exercise
on listed companies, and the market reaction after right exercise; while this paper finds that the right exercise
of the ISC significantly reduces the related-party transactions of listed companies, providing more direct evid-
ence for the protection of minority shareholders by the ISC. Second, in terms of practice, this paper finds that
the ISC reduces the related-party transactions of listed companies and controlling shareholders, providing a
theoretical and policy basis for the further improvement of the ISC in China.

Key words: the ISC; protection of minority shareholders; expropriation of controlling shareholders;

related-party transactions
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enterprises. Existing literature has verified the importance of liquidity constraints to corporate employment
from the perspectives of monetary policy, political association, and local government debt financing; while this
paper studies the impact of liquidity constraints on the employment absorption capacity of enterprises from the
perspective of VATR, providing new evidence for the employment impact of liquidity constraints. Third, it has
important policy implications. This paper argues that the VATR policy effectively alleviates the liquidity con-
straints of enterprises and has a significant promoting effect on their employment scale, providing a certain
theoretical basis and practical evidence for governments to use the VATR policy to enhance market confid-
ence, stabilize the macroeconomic landscape, and improve the domestic employment level, and also providing
a factual basis for the subsequent formulation and adjustment of relevant tax and fee reduction policies.

Key words: value-added tax refunds; liquidity constraints; stable employment
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