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Chinese official unemployment statistics excludes one of the most important sources of 
unemployment in urban China—laid-off workers by the state sector.  

Over the last two-three years unemployment has increasingly become a politically 
sensitive and important topic in China precisely because of the large scale displacement 
of state redundant workers.  

In 1997, the stock of the urban state laid-off workers at year end was about 6.3 
million. In 1998, although the rate of retrenchment was reduced, the accumulated 
problem of laid-off workers became very obvious. The figure in 1999 is not clear. It 
could have been declining, but together with the fact that China has been experiencing 
a depression of some sort, the slowing down economic growth and a long lasted price 
deflation, it prompted the government to deal with the issue. 

In response, the government started to tackle both the unemployment and depression 
and in 1999 several new measures were implemented.  

From a labour market perspective the two most important policies implemented this 
year are:  

Increasing university enrolment by 40 per cent. 

Early this year the State Development and Planning Commission proposed a new 
policy to increase university recruitment by 40 per cent. The policy allowed every 
university to increase their enrolment by 40 per cent and to be allocated to full-fee 
paying students.  

The main consideration for implementing this policy is three-fold:  

1. It will encourage household spending as full-fee paying students not only need to 
pay for their own tuition but also need to pay for their own accommodation.  

2. The policy will reduce the number of new entrants into the labour market and 
hence reduce the pressure of unemployment.  

3. Increasing the investment in high education will in the long run increase the human 
capital endowment of the Chinese economy and thus stimulates economic growth.  

Increasing pensions paid to the laid off workers and the minimum wages by 30 
per cent. 

This policy was implemented in the second half of this year. The funding for this 
increase is expected to come from a newly introduced tax on the interest of bank 
deposits.  

The main considerations: 
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1. It is expected that by redistribution of income from better off groups (those who 
have savings) to the poor should have a net positive effect on consumption because 
of the generally higher propensities to consume of the latter group.  

2. The improvement in the social welfare safety net may reduce precautionary saving 
of those concerned about losing their jobs.  

3. To reduce income inequality and thus reduce the potential for social unrest. 

Short-run effects of the new policies 

First policy: 

• Because education expenditure is substantial and because they occur over a number 
of years, it is likely that a significant proportion of expenditure will be met by 
withdrawing savings. to the extent that this occurs this policy should increase 
aggregate demand and hence give the economy a boost.  

• The degree of this effect depends on how many new enrolments there are and how 
much money they are expected to spend on the their tuition and accommodation.  

• A simple projection shows the effect on aggregate demand is very small. 
• The policy may be more effective on reducing the unemployment pressure in the 

short run.  

Table 1. Projection of the effect of the increase university enrolment policy 

Increase in university recruitment 
(person) 

358469 

As % of new labour market entrance 5.8% 
As % of 1998 total urban unemployed 0.7% 
Total spending (10,000 per student 
per year) 

3.6 billion 

As % of 1998 GDP 0.045% 
Total spending (20,000 per student 
per year) 

7.2 billion 

As % of 1998 GDP 0.09% 

Second policy: 

• The short-run implication of increasing pensions for laid off workers and increasing 
minimum wages depends in part on the income propensity to consume of these 
groups. The average propensity to consume shows that the low income groups 
indeed have higher propensity to consume (Table 2). 

Table 2. Average propensity to consume by income group, 1995 

 Average household 
income 

Average household 
consumption 

Average 
propensity 
to consume 

 Mean CV Mean CV Ratio 
Quintile 1 6572 0.226 6364 0.442 0.968 
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Quintile 2 9820 0.075 9001 0.492 0.917 
Quintile 3 12545 0.068 11138 0.498 0.888 
Quintile 4 15924 0.075 13566 0.551 0.852 
Quintile 5 26578 0.425 21013 0.822 0.791 
Total 14289  12218  0.855 

• The marginal effect is analysed. By controlling for other variables, the income 
elasticity of consumption is actually higher in the top income group than in the 
bottom income group. (Table 3) 

Table 3. Results from log consumption equation by level of income, 1995 

 Bottom 20 
percentile 

20-80 
percentile 

Top 20 
percentile 

 Coeff. T-
Ratio 

Coeff. T-
Ratio 

Coeff. T-
Ratio 

Log total household income 0.7733 3.54 0.9844 3.91 0.9849 2.89 
% household memb. wt public 
health ins. 

0.1842 3.66 0.0227 0.55 0.0076 0.12 

Dummy for house owners 0.0306 1.12 -0.0040 -0.18 -0.0093 -0.21 
Number of observations 1183 3577 1210 
Chi2 136.5 54.4 18.9 

• Why is it so? Perhaps, during the transitional period, the changes in the social 
security system have changed people’s perceptions of the future. This uncertainty 
makes the poor groups especially vulnerable. Thus, to secure their own future, 
poor income groups take more of a precautionary view. 

• This hypothesis may be supported by another interesting finding from our 
estimation, which is that the proportion of household members with public health 
insurance has a positive and significant effect on household expenditure for the 
poor income group but has no impact for the high income group.  

• Simple projection: not a considerable amount of stimulates in the economy 

Total redundant workers 6-9 million 
Average annual allowance in 1998 2500-3500 yuan 
Average annual allowance after the policy 3250-4550 
Total increase in living allowance 4.5-9.5 billion yuan 
Elasticity to consume 77% 
Total increase in aggregate demand 3.5-7.3 billion yuan 
The change as % of 1998 GDP 0.04% to 0.09% 

• Then, by increase in the benefit level can the policy reduce the precautionary saving 
of those concerned about losing their jobs as it intended? It may, but the effect will 
be limited. A more important question is whether China should reduce the 
precautionary savings of the household. 
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Long run implications: 

Second policy: 

• The answer to the above question should be no because saving is a driving force 
for economic growth. In addition, the precautionary saving observed in China is a 
rational reaction to the social security reform implemented in the last few years. 
The new policy, however, may offsetting this effect. 

• Pre-reform social security system: Enterprises provide everything to everybody. 
Burden and labour mobility. 

• Choices of the reform: either the society tries to look after each individual, or 
everybody looks after themselves.  

• Two important issues should be considered when making the choice. (1)  which 
system is more efficient; (2) which system can China afford. 

• By considering these two points the reform basically is heading towards a system 
where everybody tries to look after themselves. 

• One main concern for implementing this reform is whether households will be 
irrational and short sighted. (World Bank (1996) three pillars proposal) 

• Over the last few years, social security reform has gradually signalled to Chinese 
urban households that in the near future government will not be able to provide all 
the safety net for them and they have to take care of their own future.  

• These signals have worked and household savings have started to rise significantly 
as a result of this. It suggests that on average Chinese urban households are 
rational and not short sighted.  

• The newly implemented policy of increasing living allowance for laid off workers 
and minimum wage may have sent and with an intention to send an opposite signal 
to the households. It may be contradictory to the ultimate goal of the social 
security reform. 

First policy: 

• An increase in university enrolment no doubt will have very positive implications 
for long-run economic growth in China.  

Table 4 Results from Cobb-Douglas production function of 48 industries, 1990 

 Coefficient T-Ratio 
Constant -3.78 3.78*** 
Log(Capital) 0.46 3.45*** 
Log(total labour) 0.30 2.67*** 
Log(Degree holders) 0.19 2.04** 
Number of observations 48 
Adjusted R2 0.84 

 
 


