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ECONOMIC REFORM

AND THE CHANGE OF EMPLOYMENT STRUCTURE IN CHINA

Abstract. China’s employment structure has changed enormously in the 40-year
reform and opening-up, and it is not only a result of economic reform, but also a driving
force for economic growth. The paper summarizes main features of this changing process
in four stages by employment quantity and proportion. Its achievement includes insisting
on positive employment promotion policy, continuing urban employment priority,
promoting non-state economy, and developing market mechanist. This is the process of
optimizing human capital allocation and increasing labour productivity through
transferring labour from low to high productivity areas. Meanwhile, China is facing
some new challenges for further development in decreasing working age population and
aging society, structural employment difficulty and youth unemployment, imbalance of
employment structure, and institutional obstacles. Government needs to reform hukou
system, encourage 2nd and 3rd industries and small-medium sized firms, and reforming
tertiary education and vocational training systems.
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EKOHOMIYHA PE®@OPMA 1 3MIHA CTPYKTYPHU 3AMHATOCTI B KUTAI

Anomauin. € 6azamo npuuun 015 eKkOHOMIYHO020 ousa Kumato, ane Ginbuicme
OOCHIOHUKIB CXOOAMbCSL HA OYMYL, WO 00820CMPOKOBE BUCOKE EKOHOMIUHE 3PDOCMAHHI €
pe3yrbmamom pechopm ma gi0Kpumocmi. 3IMiHa CMpyKmypu € CUTbHOIO PYUITIHOIO CUTLOIO
exonomiunoeo 3pocmanns Kumaro. 3numms enoxu pegopm i smina cmpykmypu Hace-
JIeHHSl CIBOPUNU 8EIUKY KIAbKICMb po60ouoi cunu. Y no€oHauui 3 macogumu pobouumu
MICYSAMU, CMBOPEHUMU PepOPMOI0, BOHU HAOAIOMb 000AMKO08e 0xcepeno Ojisi eKOHOMIKU.
Benuxum Oocsenennsm € eupiuteHus npooiemu 3atHsamocmi MitbspoOHO20 HACENeHHs 8
acnexmax eKoOHOMIYHO20 3POCMAHMSA, COYIATbHO20 PO3GUMKY, CKOPOYeHHs Oionocmi ma
JH00CHbK020 Kanimary.

Ax npasuno, ye Ha3u8AEMbCs OUBIOEHOOM HAcelenHs | cnpusie ekoHomiyi Kumaio
6 Yomupvox acnexmax. Haonuwkoge cinbcvke HAceNeHHsI CMAE Mauice HEeCKIHYeHHOIO
nponosuyiero pobouoi cuiu, wo NiOSUWYE KOHKYDEHYII0 HA PUHKY npayi y micmax i
3bepieac 3apobimuy naamy Ha Oyyce HU3bKOMY pIeHI. 3acanvhuil koegiyicum 3anesic-
HOCMI € HU3bKUM, MOMY 3POCMAHHS POOOHOL CUnu SHUNCYE Koeiyicum kanimany i npayi
I, AK HACMIOOK, 3aMpumMye CMYNiHb 3MEHUIEHHS ZSPAHUYHO20 NPUOYMKY Kanimany.
Husbkuil xoegiyicum 3anesicnocmi o3Hauae HU3bKULL eKOHOMIUHUL MA2aAp mMa GUCOKULL
EeKOHOMIYHUL HAOTUWOK, KU NIOMPUMYE BUCOKY CMABKY 3A0WAOIICEHb I, K HACTIOOK,
30invuye iHeecmuyii.

© Cyn XKaosur, 2019
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Y ecmammi y3aeanvneno ocnosHi pucu yvozco npoyecy 3aminu 6 Yomupu emanu 3a
KInbKicmio [ Nponopyicto 3atHAmocmi. Hozo Oocsicnenns 6Kmouaiomy HANONALAHHS HA
NO3UMUBHIL NOIIMUYI 3A0X0UEHHS 3AUHAMOCMI, Npiopumemi NOCMIUHOI 3aUHAMOCHI Y
Micmax, CRPUsIHHI HeOepICABHIL eKOHOMIYL ma po3eumxy puHky. Lle npoyec onmumizayii
PO3NO0INY MOOCbKO20 KANIMALY Ma NIOGUWEHHS NPOOYKIMUSHOCME Npayl 3a PAXYHOK
nepeHecentss npayi 3 HU3bKUX 00 GUCOKONPOOYKMuUSHUX pationie. Tum wacom Kumaii
CMUKAEMBCS 3 OeSIKUMU HOBUMU GUKIUKAMU 0TI NOOATbULO2O0 PO3GUMKY 8 CKOPOUEHHI
YUCeNbHOCMI HACENeHHA Ma CMAPIHHA CYCNiIbCMEd, CMPYKMYPHUX MpPYOHOWi8 3aliHs-
mocmi ma be3pobimms ceped Moa00i, UCOANAHCY CMPYKIMYPU 3aUHAMOCHI ma IHCmu-
MYYItHUX nepeuKoo.

3aiinamicme € 8axcaugum pecypcom O0isi eKOHOMIYHO20 3POCMAHHA | 8ANCTIUBUM
NUMAHHAM 0751 YIPAGAIHHA Ma coyianbro2o pozsumky. [lpobaema 3atimamocmi 6 Kumai
SMIHUAACS 610 KIIbKOCMI, CMEOPEHHs AKoMo2a Oiibuie pobouux micyb, 00 sKocmi, O0e
cmpykmypHutl Ouchananc € ocHoHolo ckraouicmio. Ii uacmo onucyioms sx «mpyonowi y
npayesiIaumy8anti nio GeIUKUM NONUMOM I mMpYOHOw niobopy NepcoHany nio Hac
BUCOKOI NPono3uyii poboyoi cunuy.

3mina cmpykmypu 3atHamocmi € He MINbKU Pe3yabmamom eKOHOMIYHUX pedhopm,
ane i pywitiHo CUIOK eKOHOMIMHO20 3pocmaHis. Biomix npayioiouo2o nacenenus 6i0
CITbCLKO20CNO0APCHKO20 MA CLIbCLKO20 GUPOOHUYMEBA 3 HUZLKOIO NPOOYKMUBHICIIO 00
BULOT NPOOYKMUBHOCHI 8 HECIILCHKOLOCNO0APCHLKUX MA MICbKUX PALUOHAX NIOMPUMYEAE
8enUKy Oeutegy pobouy cury oas inoycmpianizayii ma moodeprizayii Kumaro 3a ocmanmi
40 poxis. Ilpome nodanrvuiuti eKOHOMIYHUL PO3GUMOK NOMPeOYE NOOONAHHI NEGHUX
2IUBOKUX MPYOOSUX CMPYKIMYPHUX MPYOHOWI8 Y KIIbKOX chepax.

Knwuoei cnosa: cmpykmypa 3aiHAmocmi, eKOHOMIUHI peghopmu, HACeNeHHs.
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KOHOMUMNYECKAS PE®OOPMA
N N3MEHEHHUE CTPYKTYPBI 3BAHATOCTU B KUTAE

Annomayus. Ecmb MHO20 npuuun 018 3KOHOMUudeckoeo uyoa Kumas, HO
OOMLUUHCIMEBO UCCAed08amenell CXO00AMCS 60 MHEHUU, YMO 00I20CPOUHbBIL GbICOKUL IKO-
HOMUYeCKUll pOCM SIGNSEMCs Pe3yibmamom pepopm u omxpvimocmu. Hamenenue cmpyx-
Mypol A67SEMCsL CUTbHOU 08UXCyuell cuno 3Konomuueckoeo pocma Kumas. ChusHue
oNOXU peopM U UMEHeHUue CMPYKmypvl HaceneHus co30anu 601buioe KOAUYecmseo
pabouetl cunvl. B couemanuu ¢ MaccosviMu pabouumu mecmamiu, CO30aHHbIMU
peopmoil, oHu npedocmaganom OONROIHUNENbHBIN UCTIOYHUK OIS IKOHOMUKYU. Bonbuum
docmudiceHuem AGAemcs peuleHue npooaemvl 3aHAMOCMU MULIUAPOHO20 HACENEHUs 8
acnexmax 9KOHOMUYECKO20 POCMA, COUYUATbHOZ0 PA3GUMUS, COKpaweHus 6edHocmu u
4e108eUecK020 KAnumad.

Kax npasuno, smo nazvigaemcs OuUOEHOOM HACEAEHUs U CHOCOOCMEYem KO-
Homuxe Kumas @ uemvipex acnexmax. H30vimounoe cenvckoe Haceienue CmaHoSUmcs
noumu 6eCKOHEeYHbLM NPeOaoAICeHUEM pabouell CUlbl, NOGbIULAEN KOHKYDEHYUIO HA PbIHKe
mpyoa 6 20pooax u coxpamsem 3apabommuyio Niamy Ha oYeHb Huskom yposhe. Oowuil
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KO3 huyuenm 3a8ucumocmu HU3KULL, HOIMOMY pOoCm pabouell Cunbl CHusicaem Kospgu-
Yuenm Kanumana u mpyoda u, Kak cieocmeue, 3a0epiicusaen cnmenetb YMeHbULeHUs npe-
denvhoeo 0oxoda kanumana. Husxuil kosghguyuenm szasucumocmu osHauwaem HuU3Koe
IKOHOMUYECKOE OpeMsl U BbICOKUL IKOHOMUHECKUT UBTULUEK, KOMOPbILL NO0JepICUsaem
BICOKVIO CIABKY COEpedceHUll U, KaK Cle0Cmeue, Y8eauuusaen uH8eCmuyuu.

B cmamve 0606uenvl 0cHOBHbIE YepmbL IMO20 NPOYECCa UMEHEeHUs 8 Yemblpe
omana no KOIu4ecmasy u nponopyuu 3auamocmu. E2o oocmudicenus 6Kaouarom nacmau-
6anUe HA  NOJOJNCUMETbHOU NOAUMUKE NOOWPEHUs. 3AHAMOCMY, HpUuopumeme
NOCMOSHHOU 3aHAMOCMU 8 20p00ax, COOeUCMBUU He20CYOapCMEeHHOU IKOHOMUKE U
pazeumusi polHKa. Imo npoyecc ONMuMu3ayuu pacnpedeneHuss Yei08e4ecko20 Kanumand
U nosviuleHue NpouzsOOUMEIbHOCMU mMpyod 3d CUem NnepeHoca mpyod ¢ HUBKUX 00
BbICOKONPOU3BOOUMENbHLIX — pationos.  Meowcoy mem  Kumaili  cmankueaemes ¢
HEKOMOPbIMU  HOBbIMU — Gbl308aMU 0Nl OQIbHElue20 pas3gumus 8 COKpAaujeHuu
YUCTEHHOCMU  HACeleHUs U CmapeHuss oOwecmeda, CmpYyKmypHolX —mpyoHocmell
s3ausmocmu U 6e3pabomuysbl cpedu MO0 CU, OUCOANAHCA CIMPYKIMYPbL 3AHAMOCU U
UHCIMUMYYUOHATBHBIX NPENnsImcmeutl. 3aHamocms 6I8eMmcs BAJNCHLIM Pecypcom Os
9KOHOMUYECKO20 POCHA U BANCHBIM 8ONPOCOM OJisl YAPABLEHUS U COYUATLHO20 PA3EGUMIUSL.
Ilpobnema samnsamocmu ¢ Kumae usmenunaco om kxoauvecmea, co30anue KAK MOICHO
bonvute pabouux mecm, K KAuecmay, 20e CHMpYKmypHvlll OUCOANAHC S8TAEMC OCHOBHOT
cnooicnocmuio. Ee wacmo onucvigarom kax «mpyoHocmu 6 mpyooycmpoiicmee noo
OOMLUWUM CRPOCOM U MPYOHOCHIU NOOOOPA NEPCOHANA B0 BPEMSL BbICOKO20 NPEOTONCEHUS
pabouetl cunvly.

Hzmenenue cmpykmypbl 3aHAMOCMU SAGIAEMCS HE MOTLKO Pe3yIbImamom IKOHO-
Mudeckux pegopm, HO u Osudxicyujell Curol IKOHoMuyeckozo pocma. Ommox paboma-
10We20 HACENeHUs. OM CeNbCKOXO3AUCMBEHHO20 U CeNbCKO20 NPOU3BOOCBA C HU3KOU
npoU3800UMENLHOCHBIO 00 8bICOKOU NPOUZBOOUMENbHOCTHU 8 HeCelbCKOXO3SAUCGEHHbIX
U 20pPOOCKUX PATIOHAX NOOOEPIHCUBANL DOTbULYIO Oeesyio paboyuylo CUry O0jisi UHOYCmpua-
auzayuu u modepruzayuu Kumas 3a nocinednue 40 nem. O0naxo oanvhetiuee 9KOHO-
Muueckoe pazgumue mpebdyem npeoooseHusi ONPedeseHHblX 2IyO0KUX mpyoosvlx CmpyK-
MYPHLIX MPYOHOCMEN 8 HECKONLKUX Chepax.

Knwuesvie cnoga: cmpykmypa 3aHAMOCMU, IKOHOMUYecKdas pegopma, Hace-
Jenue.
to their limited land (every household
with average of 0,6-0,7 hectare) for
farming. In1978, China’s total employ-

1. FOUR STAGES OF EMPLOYMENT
DEVELOPMENT

Before 1978, China was planned
economy and a big agricultural country
with strict rural-urban dichotomy and
weak foundation of manufacturing and
service industries. The combination of
people’s commune, hukou and voucher
systems retained rural labour in agricul-
ture production without sectoral and
regional migration. For developing ur-
ban industries, peasants were restricted

ment was 401,52 million and GDP was
367,87 billion RMB, while the agri-
culture separately accounted for 70,5 %
and 27,7 %. The productivity was very
low and it was economically inefficient.

1.1. The first stage: 1979 to 1993

Things began to change in a
village — Xiaogang, Anhui Province, on
November 1978.
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Several peasants signed a contract to
start «household contract responsibility
system» where the majority incomes
were given to individuals, replacing the
people’s commune system. On Decem-
ber, Chinese government decided to
refocus on economic development and
start the economic reform. In rural area,
the house-hold contract responsibility
system soon prevailed over 98 % of
rural household in 1984, while peasants
were motivated to increase labour
productivity for in-creasing compensa-
tion and large amount of surplus labour
was saved from agriculture production
and ready to transfer. Meanwhile, go-
vernment allowed rural surplus labour to
work at domestic firm, so township and
village owned firms firstly developed,
where the employment number quickly
increased from 28,27 million in 1978 to
123,45 million in 1993, over 4 times
more, and continuously to 155,88 mil-
lion in 2008. In 1992, the 14" CCP
Congress purposed to establish socialist
market economy system and many poli-
cies were made to invigorate the eco-
nomy, such as relieving control over
private firms and self-employment, ex-
perimenting to rent out State-Owned
Enterprises and Collective Owned En-
terprises to individuals, and establishing
special economic zones and opening-up
cities in the southeast coasts, which in-
creased foreign invested companies and
manufacturing companies. The bounda-
ry of rural and urban started to melt
down and rural migrants were allowed
to work and live at towns and small
cities. In this stage, the employment of
all three industries grew quickly from
283,14 million, 69,45 million and 48,9
million in 1978 to 376,8 million, 149,65
million and 141,63 million in 1993. The
growth rate of non-agriculture employ-

ment was much faster agricultural em-
ployment, so the percentage of the
1* industry employment dropped from
70,5 % to 56,4 %.

1.2. The Second Stage 1994-2002

From 1994, government started
to accelerate reforms in areas of finance,
international trade, foreign currency,
housing, medical and other major sec-
tors; promoted urbanization through city
construction, town development and
establishment of economic zone; urban
catering, sales, and other service in-
dustries grew quickly. Facing globalize-
tion and division of labour, China un-
dertook labour intensified industries
transferred from Asian Newly Industrial
Economies (Singapore, South Korea,
Hong Kong and Taiwan). The southeast
coast of China attracted lots of foreign
investment, while township-village and
private companies took the opportunity
and created large amount of employment.

On the other hand, for Southeast
Asia financial crisis, less exporting de-
mand and macro economy regression,
the economic growth rate decreased,
which caused less demand for labour on
later 1990s. Meanwhile, the large scale
of SOE reform laid off over 60 million
redundant workers in the urban area, so
the 2™ industry employment dropped
and the 3™ industry slowed after 1998.
Facing serious unemployment problem,
government made a series of policies in
re-employment, unemployment insuran-
ce, pension and minimum life security,
and hastened labour market reform to
better fit with market demand. In this
stage, the growth of 1™ industry employ-
ment started to stop with only 0,004 %
growth rate, while the 3™ industry recei-
ved more labourer (6,8 million per year)
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than the 2" industry (0,46 million per
year), as shown in Table 1. The east
coast became the top destination for
rural migrant workers from middle-west

regions, the yearly migration wave came
into form that peasant workers moved
between home at rural area to workplace
at urban area.

Table 1
The change of employment by three industries (million, %)
Year Average Employment ( million ) Average Growth Rate ( % )
Total | 1™Indus [2™Indus |3 Indus | Total | 1®Indus | 2"Indus | 3“Indus

1978-1993| 17.77 6.24 5.35 6.18 3.45 1.92 5.25 7.35
1994-2002| 7.28 0.02 0.46 6.80 1.04 0.004 0.3 3.83
2003-2011] 3.36 -12.01 8.27 7.10 0.45 -3.78 4.44 2.96
2012-2016 2.25 -10.69 -2.23 15.17 0.29 -4.43 -0.97 5.08
1978-2016| 9.86 -1.8 4.05 7.6 1.75 -0.72 3.12 5.22

Source: <China Labour Statistic Yearbook>.

1.3. The Third Stage: 2003-2011

In 2001, China entered WTO
and was further integrated into interna-
tional trade system. Government encou-
raged exporting industries, such as, toys,
garment, clothing, furniture, shoes and
other labour-intensified industries. All-
level governments enthusiastically focu-
sed on urban construction, which encou-
raged construction, real estate, metal
industries and urban services and the
need for labour was enormous. To solve
problem of urban labour shortage, cent-
ral government ceased agricultural tax,
slowly removed institutional barriers for
rural-urban migration, and the hukou
system began to reform that small towns
conditionally allowed people with rural
hukou transferred to urban hukou.
Young people, mostly born in 1980s,
started to enter labour market. They

38

have better education and legal cons-
ciousness than their parents and wanted
to have same opportunities to urban
youth. Most export-leading labour-inten-
sified factories were in manufacturing
industries, so the employment in the 2™
industries increased largely with 4.44 %
rate and 8,27 million per year.

To relieve the massive unemp-
loyment pressure caused by SOE Re-
form, government proposed many poli-
cies to encourage self-employment and
re-employment, such as tax reduction,
business registration benefits. Majority
of laid-off workers entered service
industries, which became the largest
industry for employment in urban area.
While the growth rate of the 1* industry
was -3,78 %, which meant nearly
12 million agriculture labour transferred
out every year. This transferring process
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is important for a country to develop its
economy. China achieve such big leap
for the expansion of private owned com-
panies and change of worldwide in-
dustrial structure.

1.4. The Fourth Stage: 2012 to now

After 2012, President Xi Jinping,
leading the Central Committee and CCP,
dedicated to deepen reform, for example:
promote innovation driven strategy, and
mass entrepreneurship; implement sup-
ply side structural reform, industry up-
grading; phase out labour intensified in-
dustries, support high technology in-
dustries, internet plus economy; boost
urbanization and allow urban residence
with rural hukou to have citizenship.
The 3" industry had huge enhancement.
In 2016, the 3™ industry was 51,6 % of
national GDP and 43,5 % of total emp-
loyment. There were over 44 million
new registered market entities, among
which new firms were 13,62 million,
which was 30 % average annual increase
rate from 2012.

The employment structure dras-
tically changed in this stage. Firstly, the
2"industry employment became to dec-
rease for the first time in history that
2,23 million workers left every year,
while the demand for low-skilled labour
was still highin labour-intensified in-
dustries. The 3" industry has higher
employment elasticity and its require-
ment for skill levels has wider range, so
government is more eager to encourage
its development. Secondly, the transfer-
ring-out of rural labour continued with
average 10,69 million per year, so the
urban employment was finally higher
than the rura land reached 53,4 % in
2016 with contribution of accelerating
urbanization.

2. CHARACTERISTICS
OF EMPLOYMENT STRUCTURE
CHANGE

Employment is an important
resource for economic growth and a cri-
tical issue for governance and social
development. Ever since the Economic
Reform, the employment structure was
continuously changed to support great
energy for China’s economic growth
miracle.

2.1. Insisting on positive employment
promotion policy

There are many reasons for
China’s economic miracle, but majority
researchers agree that the long-term high
economic growth is the result of reform
and opening-up, which includes: impro-
ving micro-level motivation to confirm
individual compensation, rectifying pri-
ce signal that supply and demand decide
price, creating commodity market to
allow market exchange and competition,
breaking down institutional obstacles of
production factors, capitalizing resour-
ces, and opening-up for capital, techno-
logy and management (Cai, 2017).The
population condition, labour resource
input and employment structure change
are strong driving forces for China’s
economic growth. The merge of reform
era and population structure change have
created a large amount of working force.
Combining with massive jobs created by
the reform, they provide additional sour-
ce for economy. Some scholars estimate
that the contribution of population divi-
dend to economic growth is around
15 % to 26,8 % (Wang and Mason, 2008;
Cai and Wang, 2005). It is a great
achievement of CCP to solve the emp-
loyment problem of a billion population
in aspects of economic growth, social
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development, poverty reduction, and
human capital.

Usually, this is called population
dividend and contributes to China’s eco-
nomy in four aspects. Firstly, transferred
rural surplus population becomes nearly
infinite labour supply, which raises the
urban labour market competition and
keeps the wage at very low level where
companies still have profits with low
product price. The working age popu-
lation increased from 625,17 million in
1982 to the highest 1005,82 million in
2013. Secondly, the employment parti-
cipation rate is high that reaches over
80 % for most years, so the economi-
cally active population still increases to
806,94 million while the working wage
population decreases. Thirdly, the total
dependence ratio is low, so the labour
force growth decreases the capital-la-
bour ratio and consequently delays the
extent of diminishing marginal return of
capital. Low dependence ratio means
low economic burden and high econo-
mic surplus, which maintains high sa-
ving rate and consequently increases
investment. Fourthly, the transferring of
labour from low productivity to high
productivity, mainly from 1* industry to
2" and 3" industries, has not only chan-
ged the employment structure, but also
increased average labour productivity
through relocating human resources,
which becomes a key part of total factor
productivity.

2.2. Continuing urban
employment priority and optimizing
employment structure

The urbanization and urban em-
ployment are positively correlated and
the change of industry-employment
structure has strong influences on urba-
nization process. In a long term, rural

40

employment was the main form and was
306.38 million in 1978 and reached the
highest 490,39 in 1997. The hukou sys-
tem and lack of social security caused
rural-urban dichotomy and restricted
free labour movement. Also, the domes-
tic employment policy encouraged rural
surplus labour force to find a job in rural
area.In early stage of reform, the urba-
nization rate was lower than urban emp-
loyment, separately 17,9 % and 23,7 %
in 1978, and soon the accelerating urba-
nization created large amount of new
jobs in urban area. Government decided
to speed up urbanization in the middle of
1990s and started to rectify hukou sys-
tem that rural migrants were allowed to
have hukou at small cities and towns,
but large cities remained high restriction.

The agglomeration of capital,
human resource and technology has
granted cities more power to achieve
scale economy where more jobs are
created. However, Chinese definite
urbanization rate is not very high at
57,35 % in 2016, which is lower than
the 64 % of OECD average and much
lower than 80 % of advanced countries,
and hindered further optimization of
employment structure. There are several
reasons for this problem: the over
emphasis on heavy industries than ser-
vice industries, absolute agriculture sur-
plus labour, land scarcity and very low
farm scale. After 2012, government paid
more attention to urbanization rate that
increases 1,2 % every year till 2016 and
this will become higher demand for la-
bour.

Besides the employment increa-
se, the economy has experienced long-
term two digits growth rate and the in-
dustrial upgrading is accompanied with
industry-employment structure optimi-
zation, which can be evaluated through
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coordination coefficient. It can be cal-
culated in the following equation

(X,Y)
CLXIyny?

H,, =

M=

H,, is industry-employment structure
coordination coefficient ranging betwe-
en 0 and 1, X refers to GDP percentage,
and Y refers to employment percentage.
The higher the coefficient is, the better
the industry and employment are mat-
ched. The overall coefficient increased
waved between 0,7 and 0,8 from 1978 to
2003 for the slow transferring of agri-
cultural surplus labour. In this stage, the
1* industry GDP drop from 27,7 % to
12,3 %, but its employment was still
over 50 %, which caused imbalance of
industry-employment structure. The de-
velopment of exporting industries, non-
state economies and urban labour market
reform has cleared barriers for labour
mobility, so the coefficient increases
quickly from 0,73 in 2004 to 0,93 in
2016.

2.3. Promoting non-state economy
while maintaining SOE employment

The State-Owner Enterprises
(SOE) and Collective-Owner Enterprises
(COE) employment were nearly the only
forms of employment in urban area. In
1978, the percentage of both forms were
99,8 % and this status continued to 1997
SOE reforms, where many companies
were privatized and around 60 million
workers were laid off. The SOE emp-
loyment dropped from 112 million to
61,7 million at the moment, while COEs
died out for lack of competence. SOE
and government configuration of resour-
ces are the key factors for planned eco-
nomy and this system has been gra-

dually destroyed and replaced by market
priority and government guidance.
Meanwhile, the labour market developed
to deploy employment and non-state
firms became the new attraction for
workers.

Since middle 1980s, the non-
state economy was recognized by the
government. The 1988 «PRC Consti-
tution Amendment» legalized non-state
economy. Self-employment firstly deve-
loped and reached 22,59 million in 1998
and became the second largest urban
employment form. After joining WTO
in 2001, exporting economy accelerated
private companies and soon became the
large employment form. In 1990, there
were only 570 thousand workers in
private firms, but it increased to 15,27
million in 2002 and to 69,12 million in
2011 that was more than SOE employ-
ment in urban area. In 2016, employ-
ment in private firms is 32 %, 22 % in
self-employed, 17 % in limited liability,
and 16 % in SOE of urban employment.
The foreign invested, share-holding and
other forms of ownership employment
contributes to 13 % of urban employ-
ment.

2.4. Developing market mechanism
and keeping agricultural
labour transfer

China’s economy reform is a
double «dual economic transition» pro-
cess, including the transition from plan-
ned economy to market economy where
government distributing resources beco-
mes market distribution, and the tran-
sition of surplus labour from agriculture
to non-agriculture and from rual to
urban areas. The employment system of
planned economy has three main com-
ponents: the first is urban exclusive total
employment system where urban resi-

41



DEVELOPMENT OF MANAGEMENT
AND ENTREPRENEURSHIP METHODS
ON TRANSPORT, Ne 1(66), 2019

PO3BUTOK METOJAIB
YIIPABJIIHHA TA TOCIIOJAPIOBAHHSI
HA TPAHCIIOPTI, Ne 1(66), 2019

dents are allocated to certain firms and
positions based on national economic
plans with hardly possibility to move out;
the second is hukou system, which sepa-
rates rual and urban population and
blocks their mobility, so that the fast-
industrialized urban economy does not
contain surplus labour from rural areas;
the third is the coupon system of basic
consumption and exclusive social wel-
fare further hinders the transfer of re-
sources among regions, sectors and ow-
nerships. The economic reform has bro-
ken most barriers that the non-agricul-
ture and urban economic entities has
achieved higher productivity and more
employment. The transferring of agricul-
tural labour to non-agricultural sectors is
the process of increasing labour pro-
ductivity and consequently economic
growth. The labour productivity of the
2" and 3" industries were 2572 RMB
per capita and 1851 RMB per capita,
which were 7 time and 5 time of the
1* industry in 1978. This gap means
higher wage and better condition in non-
agricultural and urban areas, so rural
surplus labour was attracted and moved
to such areas. For example, the increase
of employment in non-agricultural sec-
tors was 11,65 million per year from
1978 to 2016, while the flowing-out of
agricultural employment was 1,8 million
as shown in Tablel. This process not
only increased the overall average la-
bour productivity of all industries, but
also contributed to economy through
Pareto improvement. In 2016, the labour
productivity of three industries are 29,62
thousand per capita, 132,54 thousand per
capita and 113,82 thousand per capita.
There is still a huge gap among them, so
further reform will focus on the increase
of agriculture productivity and flowing-
out of surplus labour, which can become
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continuous drive for China’s economic
growth.

3. CHALLENGES FOR FUTURE
DEVELOPMENT

The change of population struc-
ture and employment structure has enor-
mously contributed to China’s economic
growth in last 40 years, but there are
some new challenges for CCP and go-
vernment.

3.1. Decreasing working
age population and aging society

By influences of birth control
policy and social economic development,
China’s population has reached the stage
of super low growth rate after 40-year
fast population increase. The birth rate,
death rate and growth rate changed from
18,25 %, 6,25 %, 12 % in 1978 to
12,95 %, 7,09 %, 5,86 % in 2016.
Meanwhile, the total dependency rate
declined from 62,6 % in 1982 to the
lowest 34,2 % in 2010 (Figure 2), which
becomes limitless supply of population
dividend. However, the change of popu-
lation has two effects on employment:
the decrease of young workforce and
increase of aging population. As the
result of population change, the number
of working age population reached
highest 1005,82 million in 2013 and
dropped to 1002,6 million in 2016.
While this decreasing tendency accele-
rates, the increase of aging population
reduces labour force and enhance the
pressure of social welfare. In 2016, the
65-year old and above population is
10,8 %, which is above the international
standard of 7 %. China has reaching an
aging society before its economy beco-
mes an advanced country.
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Furthermore, the rural surplus
workforce is vanishing too. Though
there are still 26,7 % employment in
agriculture and 46,62 % in rural area in
2016, the potentiality for further flo-
wing-out workforce is disappearing for
the change of rural population structure
(Fang and Han, 2013). Among rural
population, age group 0-19 and 20-39
are 25,19 % and 25,32 %, dropped from
33,63 % and 33,95 % in 2001, while
40-60 and above 61 raised from 21,75 %
and 10,67 % to 30,33 % and 19,15 % in
the same period. The current workforce
and future workforce are all decreasing,
so the absolute amount of transferred
workforce reduces. Though the poten-
tially transferred workforce of rural sur-
plus has not reached the bottom, its per-
centage is decreasing and older popula-
tion is increasing, which means few
rural surplus labour that will be trans-
ferred from rural. The chance for rural
labour aged over 40 to flow out is extre-
mely low, because they have less wil-
lingness to work unpredictably in cities
and majority urban enterprises require
younger workers.

3.2. Structural employment difficulty
and youth unemployment

China’s employment problem
has changed from quantity, creating jobs
as much as possible, to quality that
structural imbalance is the main diffi-
culty now. It is often described as «emp-
loyment difficulty under high demand
and recruitment difficulty under high
labour supply». The labour demand can
be measure by demand-supply ratio that
is lower than for a long time before 2005,
which means there are labour supply
than demand in the market and it can be
explained as population dividend. Then,
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as the result of population structure
change and economic development, the
demand for cheap labour continues to
climb while the ratio arrives as high as
1,39 in 2011. Though it drops a bit in
recent years, it remains at high level of
1,29 in 2016. However, this high de-
mand does not necessary turn into full
employment and unemployment beco-
mes more obvious.

The increasing youth unemploy-
ment is a new challenge in the next ten
years. Youth population is defined as 16
to 24 by OECD and World Bank, while
it is 16 to 34 in Chinese statistic stan-
dard. The decreasing birth rate and po-
pulation growth rate means the declining
tendency of young population. For exa-
mple, the proportion of 16-24 and 16-34
decreases from 15,9 % and 35,6 % in
2000 to 12,2 % and 28,9 % in 2016. On
the other hand, the youth unemployment
rate grows. Age group 16-24 unemploy-
ment is 4,99 million and 16 to 34 is
11,16 million in 2016, while unemploy-
ment rate correspondingly is 11,81 %
and 6,42 % that are much higher than
the urban survey unemployment rate
5 % announced by National Bureau of
Statistics.

The key reason for unemploy-
ment problem is that the development of
education system is not appropriately
accompanied with industry structure.
The overall education level increases by
enforcement of 9-year compulsory edu-
cation and promotion of tertiary edu-
cation. Among all employment, 18,5 %
have senior middle school and above in
2006, 24 % in 2010, and 31,7 % in 2016,
so the young rural migrants have more
education than their parents and want
better jobs comparable to their urban
counterparts. Meanwhile, university gra-
duate increases dramatically that is 760
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million in 2016 and 795 million in 2017,
but the design of university programmes
and courses lags behind the fast market
change. The current education system
that focuses more on qualification but
not on skills, which has caused gradu-
ate’s expectation higher than available
market requirement. Then, university
graduates have to find a job lower than
their qualification and expectation, while
rural young migrant worker also increa-
ses and they want better jobs than their
parents on the market. Thus, the upward
pressure of rural migrant worker and
downward pressure of university gradu-
ates leads to the rising unemployment
rate and the structural difficulty of emp-
loyment.

3.3. Imbalance
of Employment Structure

The transferring of surplus la-
bour from agriculture to non-agriculture
and from rural to urban has enhanced the
coordination coefficient of industry and
employment and contributed to econo-
mic growth. The unbalancing process of
industry upgrading and employment
structure change has caused new prob-
lems of industry-employment structure
imbalance, which can be measured by
structure deviation.

D refers to structure deviation,
G is national GDP, L is total em-
ployment, G(i=1, 2, 3) is GDP of i in-

dustry, and L; is employment of industry.

If structure deviation is above 0, the
proportion of GDP is higher than that of

employment in certain industry so that
there is potentiality for labour flowing-in;
vice versa. The international experiences
show that the structure deviation of the
1™industry isusually negative and that of
the 2™ and 3™ industries are positive
(Kuznets, 1971; Chenery and Syrquin,
1975). With increasing GDP per capita,
the deviation tends to be 0 that means
workforce moves from low-productivity
sector — the 1% industry to high-pro-
ductivity and the industry-employment
structure become balanced.

As shown in Figure 3, The 2™
and 3" industries have better improve-
ment that their deviation declined from
1,76 and 1,02 in 1978 to 0,38 and 0,19
in 2016. However, the 1% industry struc-
ture deviation is negative and has drop-
ped in the whole reform era, so the
workforce is much higher than GDP and
necessary to be transferred out. Reasons
for this imbalance include institutional
barriers of hukou system and social wel-
fare, the aging tendency of rural work-
force, their skill shortage and high social
costs for settling down in cities. Though
rural employment dropped from 76,3 %
in 1978 to 46,6 % in 2016, there are still
361,8 million working in rural area,
among which 59,42 % are in the 1% in-
dustry. Majority of current rural work-
force are over 40 years old and hard to
move to urban and work in nonagri-
cultural sectors for less willingness and
incompetent skills. Meanwhile, large
amount of the new generation of rural
workforce are born in urban areas and
have no agricultural skills, so they can-
not go back to rural area as their parents
do when there are not proper jobs and
are hardly integrated into urban life for
institutional and educational obstacles. It
becomes the new rural-urban employ-
ment dichotomy within large cities.
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3.4. The Institutional Obstacles
of Labour Market

Free labour movement is an es-
sential goal for economic reform and
government has broken down many bar-
riers to achieve such aim, such as deve-
lopment of non-state ownership firms,
removal of food quota, house and job
allocation system, medical system and
insurances. Hukou system has become
the most critical institutional obstacles
for furthering economic and social re-
form. Different local governments have
experimented new forms of hukou regi-
stration that small cities allow applicants
to urban hukou with stable income and
legal residence in urban areas, medium
cities lower the requirements for settle-
ment and large cities remains high rest-
riction to rural migrants.

There are over 280 million rural
migrant workers, who have worked and
lived in urban areas for a long time, but
they are still waiting for urban hukou to
settle down and join in urban society.

The economic development is
also a process of labour force moving
from low productivity sectors to high
productivity sectors, but the 2™ industry
with the highest labour productivity
does not take most employment. There
are several reasons. Firstly, the govern-
ment’s emphasis on developing 3™ in-
dustry has drawn most part of migrant
workforce, because government believes
the high percentage of 3™ industry in
GDP and employment is the standard of
modern society and the 3™ industry is
more flexible and elastic in employment.
Secondly, the government focuses more
on heavy industries and large companies
to accelerate industrialization, so they
take advantages of government support
in merge and acquisition, financing, tax

reduction and so on. However, small and
medium sized enterprises, which have
benefits of low capital utilization and
high employment capacity, suffers from
institutional discrimination in aspects of
market access limitation, financial diffi-
culty and strict supervision and their
ability to contain workforce is undermi-
ned.

4. CONCLUSION

The change of employment
structure is not only a result of economic
reform, but also a driving force for eco-
nomic growth. The flowing-out of wor-
king population from low-productivity
agricultural and rural production to
higher productivity ones in non-agri-
cultural and urban areas has supported
abundant cheap labour for China’s in-
dustrialization and modernization in the
past 40 years. However, further econo-
mic development needs to overcome
some deep employment structural diffi-
culties in several areas.

Firstly, it is necessary to speed
up hukou system reform to break down
labour market free movement barrier
through enhancing motivation for rural
workforce transferring among rural-ur-
ban, regional and sectoral areas, develo-
ping market service and price direction
system, and achieving equal conditions
of employment, social security, educa-
tion and medical care for urban workers
and rural migrants.

Secondly, it needs to encourage
the 3" industry expansion and to ac-
celerate the 2™ industry upgrading. The
3" industry has high employment elas-
ticity with wide range of skill require-
ment from low-skill labour intensified
manual jobs to capital-and technology-
intensified jobs. For example, the IT,
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computer, software, culture and finance
industries have characteristics of high
knowledge density, low energy con-
sumption and pollution, and high value
added, so they are better choice for uni-
versity graduates to find a job and star-
ting new business. Meanwhile, it is ne-
cessary to promote small and medium
sized companies, especially those priva-
te economy, through financing support,
tax reduction, removing industry entry
restrain, simplifying government admi-
nistrative procedure and reducing costs.
Thirdly, the reform of tertiary
education and vocational training prog-

rammes is critical for rectifying in-
dustry-employment imbalance and in-
creasing sill level of workforces. To
solve the disjoint problem of university
course design and actual skill demand of
market, it is necessary to improve uni-
versity’s autonomy in programme and
course design, student recruitment amo-
unt, career guidance and entrepreneur
promotion. Government should encou-
rage enterprise-school cooperation in
vocational education and skill training to
in-crease skill level of current emp-
loyees and those who want to move up
in the industry chain.
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