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Employment restructuring
during China’s economic transition

As in developed countries, China’s service sector

has become the main job creator, the country’s labor force
Is better educated, and the average age of the employed
Isrising; driving those phenomena are a fast-paced
employment restructuring and a growing private enterprise
at the expense of State and collective ownership

uring the 1980s and 1990s, Chinaunder-
D went considerable employment restruc-
turing as a result of economic devel-
opment and institutional reform. In particular,
employment growth was rapid in the country’s
secondary and tertiary industries. The private
sector becamethemain job creator, while employ-
ment in the State sector shrank. Before the re-
structuring, China already had shared some fea-
tures with Western economies. For example, the
Chinese labor force is reasonably well educated,
women’s share of the labor force rose with the
growth of the tertiary industry, and the average
age of the labor force isincreasing. This article
examines the causes and consequences of em-
ployment restructuring in China and its relation
to economic and social development.

Changes in industrial employment

Although China has alarge population, employ-
ment managed to increase by an average rate of
2.63 percent each year during the last two dec-
ades. Certainly, this high growth in employment
should beattributed chiefly tothe country’ srapid
economic growth during reform. At thesametime,
the Government still forbade the free dismissal of
redundant labor in State-owned enterprises. Ac-
cordingly, employment growth in the booming
private sector was partly cancelled by the effects
of labor separation in those enterprises.

Chart 1 showsthetransformation of the Chinese
economy from 1978 to 2000 from an economy domi-

nated by primary industriesto onein which sec-
ondary and tertiary industries now make up half
of employment.! The employment share of pri-
mary industries dropped radically, from almost
71 percent in 1978 to 50 percent in 2000. Over the
same period, the employment share of second-
ary industries climbed from just over 17 percent
to almost 23 percent, and that of tertiary indus-
tries rose from slightly more than 12 percent to
amost 28 percent. Theincreasesare attributableto
industrialization, aswell asthe ongoing changeover
from a State-dominated economy to one in which
privateindustry playsanever-increasing role. The
tertiary industries averaged about 6.5-percent
growth each year, whilethe primary and secondary
industries posted 1-percent and 4-percent growth,
respectively.?

The employment elasticity of gross domestic
product (GDP) enables us to compare the labor
absorption of the three types of industry. Evi-
dently, the tertiary industry has always been the
strongest in absorbing labor, while the other two
industries performed weakly injob creationinthe
1990s. (See chart 2.) Since 1997, the secondary
industry has seen negative employment elasti-
city of GDP, attributable to a fast contraction of
employment in the industry due to reform of the
system, especially during recent years.

Employment by sector

An analysis of the employment structure by sec-
tor aidsin identifying the sectorsthat have been
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‘ (o E M Changes in employment by industry, 1978-2000

included among employed persons.

SOURCE: China Statistical Yearbook, 2000; Summary of China Statistics, 2001.
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‘ Chart 2. Employment elasticity of GDP by industry, 1978-2000
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the main job creators during China’s period of economic de-
velopment and restructuring. Table 1 showsthat the employ-
ment share of the manufacturing industry reached its peak at
the end of the 1980s and declined thereafter. The selected
sectorsin thetertiary industry—especially wholesale and re-
tail trade and catering services, as well as social services—
had rapid growth in their employment share. The service sec-

LB Share of employment in Chinese economy,
main sectors, 1978-2000

[In percent]

Wholesale
and retail Banking social
Year Manufacturing| trade gnd ~ and services

catering insurance

services
13.3 2.8 0.2 0.4
13.5 3.0 2 5
13.9 3.2 2 7
14.0 3.4 2 7
14.0 3.5 3 7
14.0 3.7 3 8
14.6 4.1 3 9
14.9 4.6 3 8
15.6 4.7 3 9
15.8 4.9 3 10
15.9 5.1 4 1.0
15.5 5.0 4 1.0
13.5 4.4 3 9
13.6 4.6 4 9
13.9 4.9 4 1.0
14.0 5.2 4 ‘8
14.3 5.8 4 9
14.4 6.3 4 1.0
14.2 6.6 4 11
13.8 6.9 4 1.2
11.9 6.6 5 1.2
11.5 6.7 5 13
11.3 6.6 5 1.3

Source: China Statistical Yearbook, 2000 (Beijing, China Statistical Pub-
lishing House, 2000); Summary of China Statistics, 2001 (Beijing, China Statis-
tical Publishing House, 2001). Data published in the yearbooks are based on
labor force surveys and cover all of mainland China except Hong Kong and
Macau.

’Table bl Employment elasticity of gross domestic
product, main sectors of Chinese economy,

1991-98
Wholesale
and retail Banking Social
Year Manufacturing| trade and and services
catering insurance
services
1991 .......iiii. 0.3 0.6 0.8 0.2
1992 ............ .2 .5 4 .5
1993 .....eniiis .2 .6 7 -1.2
1994 ............ .3 1.1 -2 1.2
1995 ............ .2 .9 4 1.2
1996 ............ -.0 .5 .6 7
1997 ...l -2 7 .6 1.0
1998 ............ -1.7 -4 .3 .9
SouRrce: By authors’ calculation based on data from China Statistical Year-

book, 2000 (Beijing, China Statistical Publishing House, 2000); and Summary
of China Statistics, 2001 (China Statistical Publishing House, 2001). Data
published in the yearbooks are based on labor force surveys and cover all of

mainland China except Hong Kong and Macau.

tor not only created alarge number of jobsfrom 1978 to 2000,
but alsoismost ableto absorb labor, dueto its higher employ-
ment elasticity of GDP. In contrast, with a negative employ-
ment el asticity, the manufacturing sector isnow losing excess
labor. (Seetable 2))

State and private employment

Asthe Chinese economy shifted from essentially complete own-
ership of the means of production by the State to increasing
levelsof private ownership, the private economy becameamore
and more important source of job creation. With its freer poli-
cies, greater efficiency, and less socially encumbered outlook,
the private sector isdevel oping faster and faster, whilethe State’ s
share of employment and production is declining.

Employment in the State sector. Chart 3 plainly shows the
declinein the employment share of State unitsover the 1978—
2000 period, although the numbers of employed persons be-
gan to decline—somewhat sharply—only in recent years.
Since 1996, the Government has set up reemployment centers
to deal with “excess” workers separated from State jobs, the
main component of the unemployed in the State sector.

Becauseit iseasier for private firmsto enter those sectors
of the market which require only a small-scale investment, the
State’ sshare of employment isdeclining most in sectorssuch as
wholesale and retail trade and catering services. However, in
sectors such as finance and insurance, where large invest-
ments are the norm, State units still hold a large share of
employment. (Seetable 3.)

Employment in urban collective-owned units. A collective-
owned unitisjust that: an enterprise owned by acollective—
for example, the workers of the enterprise or the residents of
the community in which the enterprise is located. Like State
units, urban collective-owned units experienced a declinein
their employment share, but more sharply. In addition, the
number of employed personsin urban collective-owned units
began to fall in 1992, earlier than that in State units. The em-
ployment share of urban collective-owned units dropped in
each of the four selected sectors shown in table 4, although
much more slowly in finance and insurance. (Under the regu-
|ations governing entry into the finance and insurance indus-
try, private firms cannot freely open businesses.)

Employment in township and village enterprises. A town-
ship or village enterprise isregistered as owned by residents
of arural community or atownship or village government. In
China s rural areas, employment in township and village en-
terprises is growing faster, as a percentage of employment,
than rural employment asawhole. The share of township and
villageenterprises’ employment out of total rural employment
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‘ O EUEE Employment in state-owned enterprises, 1978-2000
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included among employed persons.
SOURCE: China Statistical Yearbook, 2000.

and, indeed, out of the empl oyment of thewhol e country grew
rapidly over the 1978-99 period, but during the 1990s, the
growth rate declined somewhat. (Seetable 5.) Table 6 shows
the share of employment held by township and village enter-
prises, by sector, from 1978 to 1998. It is plain that township
and village enterprises’ share of employment in transporta-
tion and in commerce and catering services grew faster than
did manufacturing’ sand construction’ s shares, but manufac-
turing still accountsfor themajor part of township and village
enterprises’ employment. The faster growth of township and
village enterprises’ share of employmentintertiary industry is
not unexpected, because of the ongoing urbanization of rural
areas of China.

Employment inindividual and private enterprises. Sincethe
1990s, employment among both the self-employed and private
enterprises in genera has registered a high growth rate. (See
table 7.) In particular, private enterprises have contributed
greatly tojob creation. Meanwhile, the employment el asticity of
GDP of the self-employed and of private enterprisesingeneral is
considerably higher than that of enterprises of different owner-
ship. (Seetable 8.) It appears that, lacking funds and technol-
ogy, self-employed individuals and private enterprises prefer
|abor-intensive production.

Distribution of urban first-timeworkers, by ownership. An
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examination of the distribution of urban first-timeworkers, by
type of ownership, showninthefollowing tabulation, reveals

\Table gl State-owned enterprises’ share of employment
in main sectors of Chinese economy, 1978,
1980, and 1985-99
[In percent]
Wholesale .
X Banking i
and retail Social
Year Manufacturing| trade and . and Services
catering insurance
services
45.9 79.6 55.3 59.8
44.1 73.7 63.6 47.1
40.1 34.7 67.4 45.1
38.6 34.2 66.5 41.4
38.4 33.0 66.5 40.5
38.5 32.8 66.0 40.1
39.1 33.3 66.3 40.2
39.4 33.4 66.5 39.7
39.4 33.1 65.8 41.6
38.7 32.3 66.9 41.8
37.1 29.3 67.4 54.0
34.6 26.9 74.2 49.2
34.0 24.7 73.6 44.8
33.0 23.4 71.2 44.0
31.3 21.6 68.2 42.6
22.6 14.9 66.2 37.1
20.3 12.8 62.5 34.6
Source: China Statistical Yearbook, 2000 (Beijing, China Statistical Pub-
lishing House, 2000). Data published in the yearbook are based on labor force
surveys and cover all of mainland China except Hong Kong and Macau.




‘Table Yl Urban collective-owned enterprises’ share of
employment in main sectors of Chinese
economy, 1978, 1980, and 1985-99

[In percent]

Wholesale

and retail Banking f

Year Manufacturing| trade and and sztrj\j:i:'?els

catering Insurance

services
1978 ..o 21.5 15.1 30.3 33.0
1980 ............ 22.8 17.2 26.3 31.9
1985 ............ 21.7 31.1 23.9 21.7
1986 ............ 21.0 29.8 24.3 19.5
1987 ..ooevnnnnnn 20.6 28.0 24.1 18.6
1988 ............ 20.2 26.9 23.2 17.6
1989 ......vnnee. 20.5 27.0 23.9 17.1
1990 .....onnnees 20.6 26.8 23.4 15.7
1991 ............ 20.2 26.2 23.1 16.2
1992 ... 19.2 24.8 23.0 14.9
1993 ... 17.2 21.5 20.4 18.6
1994 ............ 15.8 18.3 23.5 16.3
1995 ... 14.5 16.2 24.3 13.4
1996 ............ 13.8 14.8 25.0 11.5
1997 ............ 12.9 13.3 24.4 10.7
1998 ....ouvnniin 8.9 8.9 22.6 7.8
1999 ...l 7.7 7.3 21.3 7.0

Source: China Statistical Yearbook, 2000 (Beijing, China Statistical Pub-

lishing House, 2000). Data published in the yearbook are based on labor force
surveys and cover all of mainland China except Hong Kong and Macau.

QEBIEER  1ownship and village enterprises’ employment
and employment shares in Chinese economy,
1978, 1980, 1985, and 1987-99

SOURCE:

Township Township
Township and and
_amd Rural village villag_e i
vear wllage .| employment enterpr|§es enterpr|§es
enterprises (millions) share in share in
employment rural total
(millions) employment | employment
(percent) (percent)
28.3 306.4 9.2 7.0
30.0 318.4 9.4 7.1
69.8 370.7 18.8 14.0
88.1 390.0 22.6 16.7
95.5 400.7 23.8 17.6
93.7 409.4 22.9 16.9
92.7 472.9 19.6 14.5
96.1 478.2 20.1 14.8
106.3 483.1 22.0 16.2
123.5 487.8 25.3 18.6
120.2 487.9 24.6 17.9
128.6 488.5 26.3 18.9
135.1 490.4 27.6 19.6
130.5 493.9 26.4 18.8
125.4 492.8 25.4 17.9
127.0 495.7 25.6 18.0
Annual growth
(percent) .... 7.4 2.32 — —
Note: Dash indicated not calculated.

China Statistical Yearbook, various years (Beijing, China Statisti-
cal Publishing House). Data published in the yearbooks are based on labor
force surveys and cover all of mainland China except Hong Kong and Macau.

that State-owned and collective-owned units are providing
fewer and fewer jobs for such individual s&

Millions of workers

Type of ownership .....cccoeevveeveennnene. 1990 1995 1997
State-owned establishments ........... 4,75 2.60 2.26
Collective-owned establishments ...  2.35 1.70 1.28
Establishments under other

types of ownership ......c.cccceveeee .35 155 1.92
Self-employed.........ccocoevvecninennnne 40 1.35 1.64

In contrast, an increasing number of first-time workers are
employed in privately owned firms or are self-employed.

Composition of employment

Compared with developed countries, and even some devel-
oping countries, the labor force of Chinais less educated.
However, things are changing. From 1996 to 1999, those in
the labor force with less than ajunior middle school (grades
7-9) education saw their numbers decrease by 4 percent. Dur-
ing the same period, the number of employed persons with
higher education increased by 1 percent. Thefollowing tabu-
| ation presents the composition of employed personin China,
by highest education level attained:*

Percent
Education level 1996 1997 1998 1999
TOtaAl .o 100.0 100.0 100.0 100.0
NO schooling ......ccevverieieirinieies 130 116 115 11.0
Primary school (grades 1-6) ....... 353 3438 34.2 333
Junior middle school (grades
T79) s 375 379 389 39.9
Senior middle school (grades
10-12) o 113 121 119 119
Higher education (college or
UNIVErSItY) oo 28 35 35 38

Compared with their share in 1996, the share of employed
persons aged 15 to 34 yearswas smaller in 1998. Thismight be
partly because moreyouths postponed their entry into thelabor
market in 1998 and undertook a college education instead. The
change in the structure of employed persons by age from 1996
to 1998 is aso attributable to the aging of the Chinese popula-
tion. Table 9 shows the structure of employment in China, by
age, in 1996 and 1998.

The composition of employment by sex in Chinais also of
interest. From 1978 to 1998, the proportion of womenworkersin
State-owned enterprises, as well as the proportion in other en-
terprises, was consistently lower than that of men. Over the
period, though, the proportion of womenworkersin State-owned
enterprisesincreased steadily, whilethe proportion in other en-
terprisesroseandthenfell. (Seetable10.) Asin developed coun-
tries, the expansion of thetertiary industry may have caused an
increase in the number of women in the labor market, chiefly
because more jobs became available for women, but also be-
cause the growth of the service sector freed more women to
work.
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‘Table B Township and village enterprises’ share of employment in main sectors of Chinese economy, 1978, 1980-92,
1994, 1996, and 1998
[In percent]

. . . - Commerce and
Year Agriculture Manufacturing Construction Transportation catering services
21.5 61.4 8.3 3.7 5.1
15.2 64.8 11.1 3.8 51
12.8 66.7 11.8 3.6 5.1
11.1 66.6 13.5 3.6 5.2
9.6 67.0 14.9 3.4 5.1
5.5 70.2 13.1 2.5 8.7
3.6 59.3 16.8 6.4 13.9
3.0 60.0 16.0 6.8 14.2
— 59.8 15.6 7.1 14.7
2.6 59.7 15.6 7.2 17.9
2.6 60.0 15.6 7.5 14.9
2.5 60.1 14.5 7.7 15.1
2.5 60.5 14.4 7.6 15.0
2.5 59.6 14.6 7.5 15.8
2.3 61.4 14.3 — 17.0
2.5 58.2 14.4 7.9 17.0
2.2 58.5 13.0 7.1 19.2
-3.9 7.5 10.2 11.3 15.1
-3 3 4 4 .5
Note: Dash indicates data not available. Source: China’s TVE Yearbook, various years (Beijing, Agriculture Press).

’Table Fd  Number of establishments, employment, and employment share for self-employed individuals and private
enterprises in China, 1989-98

- Employment share
v Private Characterized Employment (milions) (percent)
ear establishments as se(lf—i_mpl;)yed Private Private
millions
establishments Self-employed establishments Self-employed

90,581 12.5 1.6 19.4 0.3 3.5

98,141 13.3 1.7 21.1 .3 3.3

107,843 14.2 1.8 23.1 .3 3.6

139,633 15.3 2.3 24.7 4 3.8

237,919 17.7 3.7 29.4 .6 4.4

432,240 21.9 6.5 37.8 1.0 5.6

654,531 25.3 9.6 46.1 1.4 6.8

819,252 27.0 117.1 50.8 1.7 7.3

960,726 28.5 135.0 54.4 1.9 7.8

1,200,978 31.2 171.0 61.1 2.4 8.7
Note: Number of establishments characterized as self-employed differs Source:  Houyi Zhang and Lizhi Ming, Report on the Development of
from number of self-employed persons because some self-employed establish- China’s Private Enterprises, 1999 (Beijing, Social Sciences Documentation

ments have more than one self-employed person. Publishing House, 2000).

LIRS  Employment elasticity of cpp of private enterprises and self-employed individuals in China, 1990-98

Employment growth Production growth i
(percent) (percent) Employment elasticity
Year
Private Private Private
establishments | S¢employed establishments selt-employed establishments Self-employed

3.7 8.5 23.4 14.8 0.2 0.6

8.2 9.6 17.6 21.8 5 4

26.1 6.9 34.1 18.4 .8 4

60.8 19.1 92.7 49.8 7 4

73.7 28.4 148.4 18.1 .5 1.6

47.5 22.2 86.5 70.4 .6 .3

22.5 8.7 34.5 26.8 7 .3

15.3 8.5 20.8 28.7 7 .3

26.7 12.4 Q] ® ® ®
* Combined production growth for private establishments and self-employed SouRce: Houyi Zhang and Lizhi Ming, Report on the Development of
individuals wasp51.8 perce?]t. P Py Girﬁsm\aeﬁafplss 199 (Beijing, Social Sciences Documentation
2 Combined production growth for private establishments and self-employed Publishing House, 2000); China Statistical Yearbook, various years (Beijing,
individuals was .5 percent. China Statistical Publishing House). Data published in the yearbooks are
Note: Data on production are deflated by consumer price indexes, with based on labor force surveys and cover all of mainland China except Hong

1989 as the base year. Kong and Macau.
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‘Table sl Structure of employed persons in China, by
age, 1996 and 1998

[In percent]

Age group 1996 1998

Total 100.0 100.0
16-19 6.0 5.8
20-24 13.0 11.1
25-29 16.6 15.9
30-34 16.2 16.0
35-39 10.5 11.5
40-44 12.3 12.3
45-49 9.0 10.0
50-54 6.2 6.7
55-59 4.6 4.5
60-64 3.1 3.1
65 or older 2.7 3.0

NoTe: Data earlier than 1996 are not comparable to data listed.

Source: China Statistical Yearbook,1997, 1999 (Beijing, China Statistical
Publishing House, 1997, 1999). Data published in the yearbooks are based on
labor force surveys and cover all of mainland China except Hong Kong and

Macau.

hable o] Proportion of women workers in China, 1978,
1980, and 1985-98

Percent in Percent
Year Percent of State-owned in other
workforce enterprises enterprises
1978 i 32.9 28.5 —
1980 ..o 35.4 30.8 —
1985 ..o 36.4 324 45.5
1986 ....oeiiiiiins 36.6 32.8 47.3
1987 ..o 36.8 33.2 48.6
1988 ... 37.0 334 49.5
1989 ..ot 374 33.9 50.8
1990 ..ciiiiiiiins 37.7 34.2 51.2
1991 . 37.8 34.5 52.3
1992 ..o 37.8 34.7 52.1
1993 ...t 37.3 35.1 47.6
1994 ..o 38.0 35.5 47.9
1995 ..o 38.6 36.1 48.3
1996 ....oiiiiiinnnns 38.7 36.4 47.5
1997 .o 38.8 36.5 47.2
1998 i 37.9 36.1 43.0
Note: Dash indicates data not available.
Source: China Labor and Social Security Yearbook, 1999 (Beijing, China

Statistical Publishing House, 1999).

THISARTICLE HASEXAMINED THE STRUCTUREof employment
in Chinaand itsevolution over the past coupl e of decades, after

market reform was introduced into the country. Employment
restructuringin Chinashares some common characteristicswith
that in developed countries. First, the tertiary industry—espe-
cialy the service sector—has become the main job creator. Sec-
ond, the labor force has become better educated as higher level
skillsand more knowledge played an increasingly important role
in the economic transition. Third, the average age of the em-
ployed hasrisen, partly becauseyouthsarefurthering their edu-
cation and, conseguently, entering thelabor market later. Finally,
women's share of the labor force is lower than that of men, al-
though their proportion in State-owned units hasrisen.
China's economy also has its distinctive features. The
country’s rapid economic development has required its indus-
trial structure to adjust to the quickly changing conditions, and
the adjustment hasnot often been easy. M oreover, thecomposi-
tion of employed persons by type of ownership has changed
greatly over thereform period. The proportion of employmentin
State-owned and collective-owned units has declined sharply,
especially in sectors, such as manufacturing and services, that
private establishmentsfind it relatively easy to enter. Inthe mean-
time, private enterprises have become the major job creatorsfor
both those aready employed and thosejust entering the market-
place. Part of the ability of private enterprises to create jobs
stemsfrom thelabor-intensivetechnol ogy that thoseenterprises
have adopted, which requires more workers and thus holds out
more promise of absorbing labor. |

Notes

! Primary industries include forestry, animal husbandry, and fishing;
mining and quarrying, manufacturing, and construction are classified as
secondary industries; and banking and insurance, wholesale and retail trade
and catering services, and socia servicesare considered tertiary industries.

2The employment growth figures presented are the authors’ calcula-
tions, based on employment data from China Satistical Yearbook, 2000
(Beijing, China Statistical Publishing House, 2000).

3 China Statistical Yearbook, 1998 (Beijing, China Statistical Publish-
ing House, 1998).

“1bid., various years.
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