
International Journal of Management and Applied Science, ISSN: 2394-7926                                                 Volume-4, Issue-7, Jul.-2018 
http://iraj.in 

Labor Market Issues 
 

60 

LABOR MARKET ISSUES 
 

QIUHUI DING 
 

E-mail: dingqiuhui1@gmail.com 
 

 
Abstract - A more market-oriented labor market has emerged in China in the past 20years with growing importance of the 
urban private sector, as state-owned enterprises have downsized. Despite the progress on reforms, a sizable surplus of labor 
still exists in the rural sector and state-owned enterprises. The main challenge facing China’s labor market in coming years is 
to absorb the surplus labor into quality jobs while adjusting to WTO accession. This paper estimates that if GDP growth 
averages7percent and the employment elasticity is one-half, urban unemployment could double over the next three to four 
years to about 10 percent. These pressures would be limited by stronger economic growth, especially in the private sector 
and more labor-intensive service industries which have generated the most jobs in recent years. Therefore, policy should 
focus on encouraging private sector development, while reducing barriers to labor mobility, improving worker skills, 
upgrading job search services and strengthening the social safety net. 
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I. INTRODUCTION 
 
Chinese labor market has undergone significant 
changes in the past 20years.A more market-oriented 
labor market has emerged with growing importance 
of the urban private sector, as state-owned enterprises 
have downsized. At the same time, rural employment 
growth has slowed, and migrants have sought jobs in 
the more dynamic coastal provinces. Despite the 
progress on reforms, a sizable surplus of labor still 
exists in the rural sector and SOEs. 
The main challenge facing China’s labor market in 
coming years is to absorb the surplus labor into 
quality jobs while adjusting to WTO accession. This 
paper estimates that if GDP growth averages 7percent 
and the employment elasticity isone-half the 
unemployment rate could nonetheless double over the 
next three to four years to about 10percent, before 
declining as SOE reform is completed. These 
pressures would be limited by stronger economic 
growth, especially in the private sector and more 
labor-intensive service industries which have 
generated the most jobs in recent years. 
 
II. TRENDS IN CHINA’S LABOR MARKET 
 
China’s population remains predominantly rural, 
despite a strong trend toward urbanization. Over 
60percent were classified as rural by the 2000census, 
comparedwith 80percent two decades ago.While 
population growth slowed in the 1990s toaverage just 
under 1percent per annum, the labor force grew 
somewhat fasterdue to a rise in the working age 
population.The participationrate also rose to average 
about 83percent by the late 1990s. 
Job growth since 1990was mainly in the urban 
areas.Jobs in urban areas increasedat an average rate 
of 3percent per annum in the past 12years, despite 
layoffs in SOEs that halved their workforce to less 
than 40million by 2001(Figure 1) Employment in 
collectives also declined sharply from 
1995onwards.The job losses at SOEs and collectives 

were more than offset by job growth in the private 
sector, which created 17million jobs in the six years 
to 2001，and an unexplained 75million job increase 
over the same period. The latter appears to be 
attributable to jobs in the sector. 
Most of the job growth in the past five to six years 
appears to have taken place in the service sector and 
in the coastal provinces. The pace of job creation was 
much faster in the tertiary sector than in other sectors 
and was concentrated in the coastal provinces. In 
those provinces, the private sector has flourished 
since the government opened up special economic 
zones in the early 1980s.The development of the 
private sector was also helped by sound 
macroeconomic and structural policies that 
maintained strong economic growth（IMF, 
2003）andspecific steps taken to foster the non-state 
sector. These steps included formallyelevating the 
private sector’s role to parity with the state sector 
continued external and domestic liberalization, and 
improved access to credit. 
This paper estimates that a one percent increase in 
GDP is correlated with a percent increase in 
employment in the past two decades(Table 1). The 
elasticity appears to be higher in the eastern provinces 
where there is a greater concentration of the private 
sector. The elasticity was lower in the late 1990sas 
SOEs moved to cut labor and lift productivity. 
Urban registered unemployment has risen since the 
mid-1990s due to job losses in the state sector. The 
registered unemployment rate, as measured by the 
Ministry of Labor and Social Services, was relatively 
constant at around 2 per 3percent in the 1990s，but 
rose to 4.0 percent by end-2002. 
Alternative measures show higher unemployment in 
recent years.Taking accountof xiagangthe total for 
registered unemployed and xiagangreached 5percent 
of the urban labor force by end-2002. However, 
survey evidencesuggests that a significant proportion 
of xiagang should not be classified as 
unemployedaccording to ILO guidelines, as they 
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work more than one hour per week in informaljobs. 
Although informal sector workers may want higher 
quality jobs in the formalsector or may want to work 

longer hours, they are not strictly considered 
unemployed following ILO guidelines. Instead, they 
are under-employed. 
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A further measure of unemployment that is more 
consistent with ILO guidelinesis the difference 
between the labor force and employment published 
by the NBS fromthe quarterly labor force survey. 
This measure shows unemployment of 
almost14million at end-2002, or about 2percent of the 
total labor force. No breakdownis available between 
urban and rural unemployment for this measure, but 
even ifall the unemployed were in urban areas, this 
measure would show an urban unemploymentrate of 
5.3 percent at end-2002. In October 2002, the 
National Bureau of StatisticsCommissioner stated 

that new estimates by the NBS suggested an urban 
unemploymentrateof about 4 per 5percent of the 
laborforce.The NBS is continuing to work to improve 
the labor force survey with theaim of publishing a 
time series for unemployment. 
The true level of unemployment，however , remains 
uncertain. Salinger（2002）argues that although 
unemployment is certainly higher than official data, 
itis not possible to accurately calculate the scale of 
the lay-offs at state firmsor the urban unemployment 
given the poor quality of the data. 

 
Urban unemployment varies considerably by region, 
with the highest rates inthe north-east provinces.The 
registered unemployment rate ranges from a low 
of1.2percent in Beijing to a high of 4.7percent in the 
north-east province of Heilongjiang.The regional 
variation is even greater for unemployment including 
xiagang, withthe north-east regionfacing the largest 
unemployment pressures with a rate of 8.3percentby 
end-2002, 1times the national average. 
Rural employment growth was rapid in the late 1980s 
and early 1990s, as townand village enterprises 
(TVEs）evolved quickly to meet a pent up demand 
for consumergoods and take advantage of a pool of 
cheap rural labor.By the mid-1990s, however, TVE’s 
began to face financial problems brought on by poor 
management and growingcompetition from the 
private sector, and employment has declined slightly 
froma peak of 135million in 1996.The bulk of rural 
workers, however, are employedon farms.Growth of 
farm employment also rose sharply in the 1980s, 
putting addedpressure on already small farm sizes, 
before declining by almost 50million in the1990s as 
rural-urban migration picked up.Migrants have 
tended to move first toTVEs in rural areas, then 
further a field to the faster growing eastern 

provinces(Fang，2001). The largest concentrations 
of migrants are found in the Pearl RiverDelta 
(Gaungdong) and Yangtze river, Delta, where 
averageGDP per capita is four to10times that in 
poorer rural provinces such as Gansu 
andGuizhou.Estimates of the migrant population 
vary, ranging from 80to 150 million. 
Despite increased migration, considerable surplus 
labor persists in the ruralareas.The OECD 
（2002）estimates that if the average GDP 
contribution per workerin nonagricultural jobs is used 
as a benchmark，rural hidden unemployment can 
beestimated to represent around 275 million If the 
benchmark isset more modestly at one-third of the 
productivity of nonagricultural workers Asian rural 
hidden unemployment wouldbe around 150 million. 
The relatively low skill levels of the rural labor and 
urban unemployed makeit more difficult for them to 
find quality jobs.Illiteracy rates are much higher 
among the rural population, with relatively few rural 
residents having completedsenior school or college. 
Skill levels are also low in the north-east provincesof 
Heilongjiang, Jilin and Liaoning where there is a 
higher than average concentration of unemployed and 
xiagang. In these provinces, only about one in five 
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people have education beyond junior school. 
The level of urban unemployment in China is similar 
to other countries in the region, but rural 
underemployment appears to be higher. 
Unemployment rates in most other Asia countries 
rose to about 36percent following the 1997per 
98financialcrisis（Figure 2）around China’s urban 

registered rate of 4percent In the rural sector, 
however, the low productivity of China’s farmers 
compared with Asian standards suggests a higher 
level of underemployment than elsewhere in Asia 
（Table 2） 

 

 
 

III. LABOR MARKET REFORMS IN CHINA 
 
The labor market has undergone significant changes 
since the opening up of theeconomy in the late 
1970s.The preform allocation of labor was 
characterized bydirect allocation of jobs and 
administrative control of wages.Employers had 
verylittle control over their workforce or the wage 
bill, and employees had little sayin where they 
worked.Opening up has gradually moved toward 
marketization of thelabor market, particularly in the 
notate sector, including greater flexibilityin hiring 
and firing of labor. 
 
Wage flexibility has been increased gradually.From 
1978, firms were allowedto re-institute bonuses and 
piece wages.In 1994, the introductionof a new Labor 
Law also gave management more discretion over 
wage determination. As a result of these reforms, the 
share of bonuses in total wages for all enterprisesrose 
from 2percent of the wage bill at the start of the 
reforms in 1978to about16percent in 1997. 
 
A labor contracting system was introduced in the 
mid-1980s.This signaled amarked shift away from the 
system of lifetime tenures with its potentially 
distortedwork incentives.The initial steps were 
modest and resulted in only moderate growthin the 
share of employees under contract，but further 
reforms in 1994gave new impetusto labor 
contracting.As a result, the share of workers on 
contracts almost doubledfrom between 1994and 

1997，to about one-third of urban 
workers.Restrictions onmovements of workers across 
firms were also removed, in an attempt to reduce 
thescale of the mismatch of labor inherent in the pre-
reform system. 
 
SOEs gained the right to lay off permanent 
workers.Those employees withoutcontracts had 
lifetime tenure with SOEs ，but in the mid-
1990s，this tenure was eroded.SOEs，however, 
were required to established so-called※re-
employment centers§（RECs）for laid-off 
workers，which provide retraining and jobsearch 
assistance and pay unemployment benefits.If the laid-
off worker remainedunemployed for more than three 
years, the employer could severe the relationship. 
 
Moreover, insolvent SOEs were supported by direct 
and indirect subsidies toavoid bankruptcies and 
widespread layoffs that might give rise to social 
tension. As SOE reform gained pace in the late 
1990s, about 25million SOE and collectiveemployees 
were laid-off in 1998 per 2002as part of a 
reemployment programthat provided laid-off workers 
with a safety net.Such employees could 
enterReemployment Centers (REC) where they could 
stay until they found a job or forup to three years.As 
long as they stayed in the REC they remained 
officially employedby the SOE, but received a lower 
monthly benefit then their previous wage. 
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Labor unions are also being encouraged, with ILO 
assistance.Unions have historicallyplayed a very 
limited role, despite more than 120million members 
of grassroots unions in 2001.In October 2001, China 
amended its labor union law to clarify therole of 
unions.The law now provides that,if the enterprise 
decides onmajormatters such as business 
management and development, it is required to 
listento the unions, opinions, thereby strengthening 
the say of labor in business decisions. 
 
During the central planning period, control on 
population movement was achievedthrough a 
combination of household registration rural commune 
controls, and food rationing.The elimination of 
communes and food rationing in the 1980sreduced 
obstacles to rural-urban migration.Other barriers 
tomigration also exist, including uncertainties about 
the portability of pensionsand health insurance across 
regions. 
 
While the new reforms are a significant step toward 
establishing a nationallabor market, a number of 
barriers remain.First, a hukou in small towns and 
citiesis not as attractive to rural migrants as a hukou 
in large and medium citieswhere reforms have not 
been as far reaching.Second, the ownership of a 
residence is a demanding condition for most rural 
migrants tomeet, given their relatively low 
income.Third, localities will likely resist reducingfees 
applied to migrants, given the potential loss of 
revenue.Fourth, those whoobtain an urban hukou can 
only give birth to one child，while in many rural 
areas，two children are permitted. 
 
Labor market reforms are being driven in part by 
accession to WTO.Li and Zhai（1999）estimate that 
job losses as a result of WTO could amount to about 
14 million, comprising 13million workers in rural 
areas and 1million in urbanareas mainly in the 
automobile and machinery industries. While some 
ruralworkers with good land will be able to switch to 
higher value-added crops, theWorld 
Bank（2001）assesses that those on marginal land 
could be seriously affectedby WTO 
accession，resulting in higher poverty and/or urban 
migration.IMF staffestimate that growth may slow in 
the short-term as a result of WTO accession, dueto 
restructuring, but benefits will come from higher 
growth in the medium-term ofabout per percent 

annually（IMF 2003）The textile and clothing 
industry in particular, will get a boost from 
2005onwards with the elimination of quotas and its 
strongcost competitiveness may lead to a sizable 
increase in China’s world market share（see Martin 
et al, 1999）Job growth, therefore, could be 
enhanced by a shiftof resources from less competitive 
capital-intensive industries, such as transportand 
heavy machinery, toward more labor-intensive 
sectors such as textiles and clothing, and services. 
 
CONCLUSION 
 
The labor market has become more market-oriented 
over the past 20 years, andthe main challenge now is 
to create quality jobs for the new entrants to the 
laborforce as well as absorb the sizable labor surplus 
in the SOE and rural sectors.To address the labor 
market pressures, government policies will need to 
focus on encouraging private sector job growth 
whichhas been the main source of job growth in 
recent years, reducing barriers to migration, 
developing worker skills. 
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