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Public Policy and Corporate Job Creation: Evidence from Government Procurement in
Promoting the Development of Small and Medium-sized Enterprises

ZHOU Xiaoguang®, HE Tianxiang” and LU Yuanping”
(a. Chinese Academy of Social Sciences, Beijing, China;
b. Zhongnan University of Economics and Law, Wuhan, China)

Summary: The employment creation capacity of enterprises is an important theoretical and practical issue that di-
rectly affects the overall employment situation and employment opportunities in society. The Chinese government has in-
troduced a series of policies to promote social employment from various aspects, aiming to improve enterprises’ employ-
ment creation capacity. Therefore, understanding and evaluating the impact of public policies on enterprises’ employment
creation has become particularly important. Studying how to enhance enterprises’ employment creation capacity through
public policies helps scientifically understand and implement the synergistic relationship between an “active government”
and an “efficientmarket” in addressing employment issues, which has important theoretical significance for stabilizing em-
ployment risks and promoting enterprise development. The understanding of the employment creation effects of public
policies cannot be separated from the discussion of various market entities. Among all types of enterprises, small and
medium-sized enterprises (SMEs) constitute an important component. SMEs have strong employment creation capacity,
but how public policies affect their employment creation capacity has not received sufficient attention in existing research.
Therefore, promoting the development of SMEs and maintaining stable social employment have become top priorities in
current economic work. Government procurement is an important component of indirect public policies. How to leverage
government procurement to enhance the employment creation capacity of SMEs is an important issue.

This paper takes the indirect public policies of government procurement implemented by various provinces as exog-
enous shocks and combines them with national tax survey data from 2008 to 2015 and provincial socio-economic data to
analyze the impact of government procurement on the employment creation of SMEs. This paper finds that locally imple-
mented procurement policies significantly improve the employment creation capacity of SMEs, increasing their hiring
numbers. Additionally, this paper finds that the employment promotion effect of government procurement is more pro-
nounced among non-state-owned enterprises, micro and small enterprises, and enterprises in the secondary industry. In
the robustness analysis, this paper confirms the reliability of our conclusions from the perspectives of parallel trend tests,
eliminating interference from other concurrent policies, excluding the influence of unobserved factors, adjusting clustering
dimensions, and considering heterogeneous treatment effects. Mechanism analysis reveals that government procurement
enhances the employment creation capacity of SMEs by facilitating their market entry, promoting production scale expan-
sion, reducing production and operation costs, and alleviating corporate cash flow pressures and financing constraints.
Further analysis shows that government procurement promotes the optimal allocation of labor factors in SMEs, which is
manifested in improved employment stability and more adequate labor mobility. Additionally, by comparing enterprises’
labor costs and labor benefits, this paper finds that increasing labor hiring levels and optimizing human resource allocation
do not impose high costs on enterprises.

The marginal contributions of this paper are in the following three aspects. Firstly, in terms of the research object,
unlike previous literature that primarily focused on large enterprises, this paper directly examines SMEs to better explore
their employment creation capacity. Additionally, this paper explores the specific mechanisms through which public poli-
cies affect enterprises’ employment creation capacity, enriching literature on employment. Secondly, in terms of research
perspective, existing literature mainly analyzes enterprises’ labor hiring behavior from the perspective of direct public poli-
cies such as tax and fee reductions. This paper, however, takes government procurement as the research perspective,
with public policies and enterprise employment creation as the research theme, focusing on analyzing the relationship be-
tween public policies and employment creation in SMEs. It attempts to answer how indirect public policies represented by
government procurement can enhance the employment creation capacity of SMEs, responding to the important proposi-
tion of “how an active government can make the market more efficient” , and addressing gaps in existing research.
Thirdly, in terms of research design, using local policies that promote the development of SMEs through government
procurement as exogenous shocks to study the impact of government procurement on labor hiring in SMEs, this paper al-
leviates the endogeneity issues in government procurement research that arise from using government procurement
amounts and order quantities, thus enriching research on government procurement.

Keywords: Job Creation; Small and Medium-sized Enterprises(SMEs) ; Government Procurement; Public Policy
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