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Abstract

This thesis investigates the impact of the variogsitutional changes which have
occurred in the Chinese labour market in recentsyesgainst the background of
the rapid transition to a market economy.

One aspect of interest is the accessibility of jie market to graduates. This
aspect is investigated using survey data on jolbickednstitutional factors,
particularly hukoupolicy, are found to exert a strong influence oadgates’ job
search behaviour and outcomes. Specifically, grsdu from rural areas,
classified asnon-urban hukouchoose to invest in higher levels of job-search
effort and appear to have higher probabilitiesehh employed. This evidence is
reassuring in the sense that effort invested insgdorch appears to be beneficial in
the graduate labour market in China.

The second aspect of interest is compensation geraents within private
organizational settings. This aspect is investidatsing personnel records (from
1994 through 2007) from one typical domestic peiabwned firm. Analysis of
this data reveals the following: a tertiary edumatibackground increases a
worker’'s earnings by more than 30% compared wite baving only primary
education;Guanxi (personal connections) typically increases eamiog around
16%; tenure is a decisive determinant of whethendividual receives a deferred
compensation package; finally, lodalikou status exerts absolute advantage in
terms of both salary and the propensity to recaveleferred compensation
package.

The third and final aspect is determination of jenure in the private sector.
Using data from the same firm as investigated engdievious chapter of the thesis.
Single-spell and multiple-spell duration analyse® applied to model the
employment durations of these workers. We find thegrant workers exhibit a
higher rate of turnover. This is despite the impatation of significanhukou
reform in our study region which allows migrant wers to apply for locahukou
status. We argue that this is partly due to emgrkyontinuing to discriminate
against migrant workers in terms of compensation.
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CHAPTER 1
Introduction

A striking income disparity has been reported acrasrange of transition economies
including Central Europe, Southern Eastern Eurdipe,former Soviet Union and Asian

countries (Cornia and Popov, 2001). The remarkabéein income inequality in Asia has

been particularly notable, with the Gini coeffidien China being reported to rise from a
low level of 0.33 in 1980 to 0.46 in 2000 (Chan@P2), and then reaching 0.496 in 2606

Since, in contemporary society, the earnings oftradsilts are derived from working in

organizations, a job provides an individual witle thest opportunity they will ever have of
altering their socioeconomic position. This reshaiocuses on graduate job acquisition
and on compensation within a private organizatis®iting. Results from this research
have particular economic policy implications whieight help to tackle income disparity

during this time of institutional restructuring@hina.

Education is one important way for people to escéen poverty or alter their
socioeconomic circumstances. However, in Chinay dhb% of the population had
received tertiary education by the end of 20Ghd there are millions of graduates who
have experienced unemploymentThis large number of unemployed graduates has be
highlighted since 2003, when the first-wave of gratés, (generated by the policy of higher
education expansion), started their job sear®fost recently, in December 2008, Wen Jia-
Bao, the incumbent Chinese prime minister, annadirateBeijing University that high

priority in 2009 would be given to tackling unemyteent among university graduates

! Wang, Ren-Gui, Chapter 10, Taking a Rational Vidthe Gini Coefficientliaowang(China’s
major political and economic News Weekly curreffhia$, hosted by Xinhua News Agency), 2009,
\ol. 20, p22.

2 China Statistical Yearbook 200Rational Bureau of Statistics of China, ChinatiSties Press,
2009, Beijing.

% The Ministry of Human Resource and Social Secumityounced that employment rate is 68%
out of 6.17 million graduates in 2009; the emplogtmate is similar to that of the previous year.
* The higher education expansion policy startet9®9, see Section 1.1.

® Jamil Anderlini, “Beijing focuses on employment fraduates to head off unregtinancial
Times 22 Dec 2008.
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The problem of graduate unemployment is striking erdy because disgruntled students
have played the historic role of inciting rebellidout also it represents thex¢pos}t
wasteful investment of scarce resources. Largessofitmoney have consequently been
diverted to re-educating unemployed or underemploy@duates; these resources could
otherwise have been invested in job-creation prograwhich might be particularly
valuable in a developing country (Bruwer, 1998)n dddition, the poor employment
prospects for graduates might discourage disadgedtgroups from investing in higher
education, which would limit or restrict their saktmobility and thus their potential to raise

their social status.

The early part of this thesis is motivated to pdevempirical evidence that can be used by
policy-makers to combat graduate unemploymentenniodern Chinese labour market. A
survey of 1,500 graduands at three national uniesswas conducted in Wuhan city,
Hubei province in 2005. The majority of graduaiteshe sample ended up working for
private enterprise (Wang and Moffatt, 2008); tleacts the fact that it is private enterprise
that have created the most jobs in contemporarmaGu, 2008). However, a large
volume of empirical work using aggregate data shausver private return to schooling in
China when compared with other countries, a resuttmed up by Heckman (2005) that
Chinese labour markets do not pay skill what weth. We proceed to conduct our own

investigation of the return to human capital withiprivate organisational settfhg

Before discussing the research in detail, it isesesal to provide some context on the
following aspects of the developing labour markeChina: the recent restructuring of the
graduate employment system; the reformhokoupolicy; the development of the private

sector; and the practice of Guanxi (personal comres).

1.1 The modern graduate employment system

It normally takes four years for a student to abidegree in Chifa After graduation,

under the centrally planned regime in force befd®&8, those who were offered free

® With the permission to access to 12 years perornords of a typical domestic privately-owned
textile company, determinates of compensation abdgnure have been examined at firm level

" Some degree courses might take longer (suchgenérally takes five years to become a doctor).

2
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education by the State were assigned an employmesition by the State Planning
Commission. Higher education institutions werepoesible for implementing job
assignments to employers. The Reform and Opegpypatitroduced in 1978, initiated the
economic transition towards a market economy. Sstngents had been allowed to search
for jobs since 1989%contingent on their paying “token” tuition féesThe proportion of
graduate job seekers has gradually increased $iace although the tuition fees have
increased. In 1997, more than 90% of graduatesagatyin job search. However, the
number of enrolments in higher education institugioemained subject to careful planning
by the State.

On 16 June 1999, the former State Planning and IDgwvent Committee and the China
Education Ministry announced that higher educatiostitutions would increase their
annual enrolment by 337,000 students, followingnanease of 230,000 at the beginning of
that year. These two expansions directly resuited.59 million new students being
enrolled that September, a 48% increase on the exsmii the previous ye®r The
enrolment figures have continued to rise since .thdime following justifications were
offered for the expansion of higher education. stiyy there has been a high demand for
skilled workers due to the economic boom, and aequent shortage of higher education.
Secondly, up until 1998, students only accounted®f8% of people aged between 18 and
25 and parents demanded higher education for ¢thédren. Finally, keeping more young
people at universities would alleviate employmengspure that, despite the booming
economy, had already generated millions of redundaarkers from State-owned

enterprises during the large scale reform in 1890s

In 1997, the Chinese Education Ministry drew upcaesne to construct the modern

8 This was experimented in Guangdong province BB18 national implementation took place at
the State universities in 1989.

° The payment made by students was very low sindeehigducation had been largely subsidized
by the State before 1999.

10 “Education Ministry admitted that the higher edtion expansion in 1999 was too rash”, 9
October 2008China News2008. [Online; cited: June 2009,] Available from:
http://www.chinaelections.org/NewslInfo.asp?NewsIB5152.

1 “Higher education expansion in 1999 is historR008, [Online; cited: July 2009,] Available
from http://www.china.com.cn/economic/zhuanti/ggkf3008-12/16/content_16956359.htm.
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graduate employment system. Under the new systggher education institutions would
have no responsibility for job assignment; gradsiateuld compete for positions and
employers would recruit graduates on the basisditidual performance. It was expected
that the State employment agency, local governnegnployment agency and higher
education institutions would gradually establiseugpportive system to facilitate graduate
job search. Since 2000, in order to accommodajeenieducation expansion, a series of

policy documents have been written to implemerg ghan.

In 2006, the higher education gross enrolment (iage the proportion of 18-25 year olds
who are in higher education) was reported to be,2dfmpting claims of “mass higher
education” by the incumbent Minister of EducatfonHowever, the existence of millions
of graduate job seekers has generated the unwel@m®eciation of graduation with
unemployment. On 9 October 2008, the Chinese HucMinistry admitted that the
higher education expansion in 1999 had been aaetghn. One measure intended to tackle
graduate unemployment is to limit the enrolmeng raithin higher education institutions:

the increase of new students will be capped at2009 and at 3% in 2010

One factor which exacerbates the situation is $bate graduates are not free to seek jobs.
Their hukoucategories can still impede their access to cefédnour markets, such as large
and prosperous cities, for example Beijing, ShangBaangzhou, and Shenzhen. It has
been reported that a Beijirgikouwas worth¥300,000 (£30,000) on the black market in
2008“. This reflects the high demand for a positiorsirch cities. We now discuss the
impact ofhukoupolicy on the labour market by reviewing the refioof hukoupolicy over

the last three decades.

1.2 Reform of population registration policy fiukou)

Hukou (J* I11) is the population registration system that hasnbia force since 1958 in

12 «“Higher Education Reaches the Mass Educatione3tXjnhua News19 March 2006.

13 “Education Ministry Admitted that the Higher Ediion Expansion in 1999 was Too Rash”, 9
October 2008China News[Online; cited: June 2009,] Available from:
http://www.chinaelections.org/NewsInfo.asp?NewsIB5152.

14 Beijing Hukou is Priced &300,000, 2008, [Online; cited: June 2009,] Avaiaftbm
http://news.sina.com.cn/c/2008-05-08/093915499 hafls
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mainland China. There are two classificationbufouregistration. The first classification
is hukouleibei (hukoutype), classifying individuals as eithenengzherfurban) omongye
(agricultural). The type dfiukouthen divides the Chinese population into thosed'ehat
the State’s grain as an urban dweller” and thodeo“supplied grain to both the State and
their own communities” as a rural resident (Whyted &Parish, 1984). The second
classification is théaukousuozaidi(hukouregistration place). This is simply the location
of a person’s regular residence. Each citizereqgiired to register at one and only one
place of regular residence, which is normally deteed at birth. The registration

residence defines the boundary of where an indatichay be economically active.

The relevance dfukouto this thesis is the associated rights of actesglfare and other
work-related opportunities. Hukou status deterimet only provision of food, healthcare,
housing, and education, but also access to empiayrmpension and other public resources.
“Urban dwellers” are town centre residents who amaployed by State-owned or
collectively-owned enterprises. Until 1996, thiogp of the population had been looked
after “from the cradle to the grave” via their wankits @anwe). The welfare of those
having urbanhukoubut who are residents in the outskirts dependsheir employment
situation: if employed by the State, they wouldefee the same welfare as “urban
dwellers”; if not, they would only have partial arb welfare, i.e. they might only enjoy
some of the benefits listed above. The welfareipron for rural residents is nothing more
than a piece of allotted land from the local goweent. According to the China Statistical
Bureau, urban residents, who averaged 33% of thetgds population between 1952 and
2004, received 77% of China's total social welpenditure; rural residents (on average
67% of the population) received the remaining 23%hes™. Before 1978, only urban
resident®’ were eligible for access to desirable urban latarkets, while rural residents
were bound to the rural labour market. Figuredttémpts to show the structure of labour

market segmentation in China.

15 Data based o@hina Statistical Yearbook 2008ational Statistics Bureau of China, China
Statistics Press, 2007, Beijing.

'® These are people who lived in town centre andeabfor the State-owned or collectively-owned
enterprises.
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Labour Market

Rural labour market Within State welfaresysten
Before After .| (Urbanhukouand desirable jobs)
1978 197¢

Urban labour market < _| Out ofthe State welfai Systerr

. y

Laboul market in urb_ar ares Rural laboul marke
(no urbarhukot quota

|
v v

Private company Tempoary, low paic labour demar
joint venture and foreign companies | from State-owned companies.

Figure 1.1: Hukou and Labour Market Segmentation inChina
Source: Lai (1996)

Welfare entitlement arising frorhukou status is not portable, even on an intra-urban or
intra-rural basis. For example, if a peasant tteedettle in a village beyond his registered
hukouresidence, there would be no allocation of larrdhim, and he would also be likely
to face deportation at any time. Because of thBavweeand employment opportunities
associated witlhhukoustatus, théaukousystem effectively blocked the flow of labour Iret
pre-reform era. Of course, this was consistertt wite of the objectives of the State: to use
rural areas as a stable and cheap source of fomdugis and raw materials within its
strategy of rapid industrialization. This stratelggd been formed at the time of the
establishment of the People’s republic of Chind949, partly as a result of concern about
subversion from the West: the State gave priootgévelop its heavy-industry in order to
be able to defend itself (Chan and Zhang, 1999)

The conversion ohukou registration is remarkably difficult for an inddual; to do so
involve undergoing a complicated process of seekipgroval from the government and
the outcome is contingent osimultaneous”policy” (zhengcg and "quota" Zhibiag

controls. The policy control stipulates the quedifions of conversion, whereas the quota
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limits the number of qualified peopksee Chan and Zhang, 1999). The most regular
channels by which to convehukou status are by studying at a State higher education
institution ghaoshengor being recruited by a State-owned enterpabaggong or by the
army’’. In fact, recruitment to a State-owned enterpoiséo the army is a channel that is
commonly available only to those rural residentghvpiolitical or economic power; this is
for reasons such as bribery or nepotism. Thisdgakie vast majority of rural residents
with investment in higher education as the onlysgae way to change theitukoustatus.
Studying at a State higher education institutionstd the dominant route fohukou
conversion to large cities; although reforms hakeh place in some areas since late 1990s
(details are discussed later). People can loseagaoultural hukou if they commit a

serious crime (Chan and Zhang, 1999).

Since 1978, there has been increasing economiatiugrwithin the country (mainly rural
residents being released from agriculture and tagéng to urban locations) driven partly
by the rapid development of the private sector ftgech since the late 1980s. This
migration imposed a lot of pressure on the pretexjhukousystem, leading to a number
of important changes. In the mid-1980s, a systeas get up for the administration of
temporary residents - the “floating population”’edple of age 16 and over who intend to
stay in an urban area for more than three monthseguired to apply for the Certificate of
Temporary Residence (CTRanzhuzher)g A CTR is granted provided that one of three
conditions is satisfied: employment; visiting; oedical treatment. It is usually valid for
one year and can be renewed. Almost all provirasial urban governments have drawn up
their own stipulations to oversee the temporary upeton residing within their
jurisdictions; however, most of these areas arellsoitees or towns (Chan and Zhang,

1999). A CTR cannot normally be used to obtainlegmpent in a large city.

In 1994, the Ministry of Public Security starteddstablish a certificate-based population
management system (see Figure 1.2), in which aopéasscategorised as agricultural or

non-agriculturalhukou based on their residence and occupation, and rttividual’s

" There are special channels through which to plethilkouquota, such as by making a
significant contribution to the country, for exampscientists creating successful genetic
modifications to food products; or unofficial chats such as bribery.
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residence was also classified as one of three taegsilar, temporary or host. The second
and third of these residence types make up thel Idigating population'® .

| Hukou ]

[ Leibie (type) ] [ Suozaidi(location of residence}
| |

FeiNongYe Nongy: Changzhi(regular ) ( Liudong(floating) )
(non-agricultural) (agricultural) with welfare no welfare

Zhanzhi Jizht
(temporary (host

Figure 1.2: Hukou and Welfare Entitlement since 199

However, since temporahukoustatus (floating population) is not managed bydéstral
government, they are excluded from the urban welystem, and so are forbidden from
accessing public resources. In addition, thesepteany hukou holders have to pay
numerous fees, such as administration fees, citgtoaction fees, and city extending fees,

for permission to remain in urban areas.

In 2009,hukoustatus still segments the labour market in mosaisacé China. As we saw
in Figure 1.1 (above), after 1978, more and morgramts were able to move from rural to
urban areas, but thdiwkoustatus constrains them to inferior or temporarnyitms. Only
those with urbarhukou have access to the more desirable and superiationgs The
differential of occupational attainment and wagesesl byhukoustatus have been strongly
supported by empirical research (Meng and Zhan@12Bnight and Yueh, 2004; Knight
and Li, 2005; Lu and Song, 2006).

With the deepening reforms, the centrally plannethdle to grave” welfare provision

'8 Jllegal floating population are those who havetemporaryhukoucertificates; occasionally,
some illegal migrants will be sent back to theigims in order to protect urban jobs.
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system has been gradually replaced by the Statal sSosurance system since 1996 (see
Section 4.3). However, non-agricultural regulasidents are still privileged in terms of
receiving subsidized education, healthcare, pensimployment opportunities and support
(Liu et al., 2008). Caet al. (2009) present a comprehensive comparison of tbalso

welfare disparity between urban and rural resident®ntemporary China.

In 2005, the transient population was more thanrh8llon which accounts for more than
10% of the Chinese population and was predictaddease at 6-8 million per year from
that time oh’. Moreover, the awareness of equality in Chinalbdsto reforms ohukou
policy in 13 provinces and cities by 2008, they afennan, Hebei, Hubei, Hunan,
Liaogning, Shandong, Guangxi, Jiangsu, Zhejiangjakuprovinces, and Chongging,
Chengdu, Xi'an municipal cities, most are less dmwed regions. However, the real
change is that there is no distinction tafkou leibei (type), but one’s previoubukou
suozaidi (registered residential place) is still used tetidguish differing welfare
entitlement and right to access to public servisash as public job agencfés

There are still regional advantages associated hikoustatus. Take the access to high
education in 2009 for example, to study the santgestiat the same university, students
have differing minimum entrance standard. For &s Aajor, 532 points for students from
Beijing city and 596 for students from Shandongvipree®>. This is a further reason that
working in Beijing is more desirable. The regiomanefits associated wittukou have
been escalated by an uneven economic developmentloy last three decades. Regional
income disparity has been surging. Residents @ dhstern and coastal areas have
benefited from being the pioneering centres of eoun reform where village, township

and private enterprise were firstly allowed toiget

Take for instance the area, Hutang town where ¢imgpany studied in Chapters 4 and 5 is

9 Data are estimated on the National 1% Popul@iavey SampleChina Statistical Yearbook
2005 National Bureau of Statistics of China, ChinatiStas Press, 2006, Beijing.

20 “Ministry of Public Security: 13 Provinces andi€s Abolished Rural-urban Hukou Barriers”,
2008, Xinhua News9 Dec 2008.

%L Higher education entrance requirement of eachipee in 2009, China Education Online,
[Online; cited July 2009,] Available from
http://www.eol.cn/include/cer.net/gaokao/zhuantd@3x.shtmi
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located, it is situated in the outskirts of Wujirouhty, Changzhou city in the Jiangsu
province where the private economy was pioneerdatin1980%. Changzhou is now the
hub of the national famous “Su (Suzhou) Xi (Wuxhadg (Changzhou)” economic golden

triangle, one of the popular migrant destinations.
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T T T T )
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Figure 1.3: Living Standards Comparison between Chagzhou and the National

Average
Source: China Statistical Yearbook (2004-2007) @hdngzhou Statistical Yearbook (2004-

2007)

In 2006, seven counties from this area were amdrmg top 10 national economic
development counties, one of these seven courstiguji™>. Comparing the per capita
disposable income per household in Changzhou artéatlve national average from 2003
to 2006 (Figure 1.3), we see that residents in Ghaou have enjoyed a much higher living
standard than those elsewhere. As can be seaveoage, urban residents are much well-
off than rural residents nationally, urban resideimt Changzhou area are much affluent
than those elsewhere, even a rural household irCtitengzhou area had an annual net

income¥8,001 in 2006, which was more than twice the nali@verage¥3,587). This

2 The educational privilege is equally enjoyed bpple from the same urban area.

% “Introduction of Sunan Area”, Baidu web, 20q@Qnline; cited 27 March 2007,] Available
from: http:// baike.baidu.com/view/20047.htm
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gap would be 4-5 times greater if we compared CHamg to an impoverished area of
Ching”,

Public welfare is strongly related to the local mmmic situation in China, and the residents
in Changzhou enjoy better welfare provision. Homrevthese benefits are exclusively
bestowed to those with a regullamkoy in this case, a regular Hutang (urban or rural)
hukoy though urban residents are still more advantalgaal rural residents. In particular,
the children of non-regulahukou are handicapped by lack of access to compulsory
education. The tuition fees paid by those who rgarta get a place at local schools are
double, even triple, those paid by their local pe@¥ong, 2004). There are even reports
that migrant children have attended temporary sshomanized in pig shetfand these
temporary schools could be closed at any timetedms of tertiary education, children of
the floating population have to return to thieirkouregistered places. Only there are they
allowed take the national higher education entra@mination, and consequently follow
the higher educational route outlined in that ragio

In Hutang town in 2008, there were 130,000 regrdaidents and a floating population of
170,008°%. There were, at least, five typesholkouamong residents in Hutang town before
hukoureform in 2003:

* Hukou of Hutang (urban and rural) - with local vee#.
» Changzhou town-centteukou- with urban social welfare.

» Urban or rurahukouof Changzhou jurisdiction apart from Hutang towithwocal

welfare.
* Urban town-centréukouof other cities-with urban social welfare.

* Urban or rurahukouof other cities- with local welfare.

% Data are based @hangzhou Statistical Yearbook 20@%dChina Statistical Yearbook 2005
% “May Migrants Children Stay Away from Pig She&inhua News1 September, 2006.

% «gyggestion for Development of Hutang Communitytitang Town Council, 2008, [Online;
cited: Sept. 2008,] Available from http://www.hatagov.cn/zfgk/zwzt/020080924/1090504.shtml
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Among these five groups, only Hutahgkoudenotes a regular residence and therefore is
granted entire local welfare. The remaining typesukoustatus including urban and rural
hukou are in a single group: the floating population,ickhis excluded from the local

welfare syster.

The heavy demand for migrant workers within Jiangsavince (particularly from Su-Xi-
Chang economic golden triangles) has leHukouexperiments in this region since 1897
The notable reform occurred on 1 May 2003, it wasoainced that individuals are to be
registered as residents of their actual economtwigc centre contingent on a legal
residence (owns or rents a property) and a regpitaor stable income. After this reform,
the floating population in Hutang town could regrsthemselves as Hutahgkouprovided
that they meet the above requirements. Howevdfamgeentitiements remain conditional

upon one’s previousukoucategory; that is to say, there has been no chaingjé

1.3 The development of the private sector

Knight and Song (1995) argue that in the early $9®@t a labour market had still not yet

developed in China. This situation has changed thé rapid development of the private

economy and the increasing transient populationesiate 1990s (see Section 1.2). By
analysing a quarter of a million industrial compmnin operation during 1998 to 2003 in

China, Dougherty et al., (2007) present evidenaettie private sector makes up more than
half of the industrial output and operates muchearefficiently than the public sector, and

effectively form a market-based economy in China.

The Domestic Privately-Owned Enterprises (DPOEgJuding private funded enterprises,
private partnership enterprises, private limiteability corporation, and private share-
holding corporatiorfS, has proved to be important through its contriftutio China’s GDP

and national employment since the new millenniuBy the end of 2005, DPOEs had

" The difference of welfare exclusion is much loi@rpeople from Changzhou area. Their
children might not need to pay a higher fee for polsory education; and do not need to return to
its origin to take entrance examination for testiaducation.

% Migrants had been allowed to apply for a regréaidence (with high requirements, such as
buying a property) in selected small cities or arb@vns based on reforms in 1997 and 2002.

2 Definition is based on National Bureau of Statisbf China.
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accounted for more than 61 percent of the totabnat number of registered companies,
which contribute as much as 60 percent of GDP drwt They created more than 80
percent of total new jobs, (non-agricultural pasig), and employed more than 0.12 billion,
(excluding peasants), workers in 28H@vhich is nearly one tenth of Chinese population.
With an amazing annual economic growth rate of 2%dbich is far greater than the
national average of 9% since 1§78it has become an important driving force for the

development of the national econothy

The statistics above are based on designated sieepases - a Chinese statistical term,
which refers to a firm being an eligible statistigait if the annual revenue of its principal
business is more tha®5 million. For example, there were only 177,088igeated size
private industrial enterprises by the end of 20Chija Statistical Yearbook, 2008),
meanwhile, there were more than 5.4 million regéte domestic privately-owned
enterprises by the end of the third quarter in 2Q0d, 2007). The majority of private
enterprise are actually small businesses, more8f@grercent DPOEs employ less than 50
staff* and therefore are too small to be included imiu#onal statistics. This fact, if taken
into account, shows that the economic role of peiventerprise in China has actually been

under represented in official data.

The majority of private enterprises are engagethensecondary and the tertiary sectors,
which are important sectors in terms of nationaplryment. As can be seen in Figure 1.4,
manufacturing was dominant the DPOEs in 1989 (weitigagement of 66.4% of total

% Huang, Meng-Fu (president of the All-China Fetleraof Industry and Commerce), Private
Economy is an Important Force for Changes in Chihe, Third Summit of Chinese Entrepreneurs,
Shenzhen, 25-27 August, 2006.

3L Sun, Yu-Bo, “More Than 0.12 Billion People Work fPrivate Enterprise’inhua Daily 6 May
2007.

% Gu, Shen-Zu, “Equality is Essential for Ownerghenmin Zhengxie Badlewspaper), 26 Oct
2007, Available from http://cpc.people.com.cn.

% According to Huang Meng-Fu (President of the @Hina Federation of Industry and Commerce),
the private economy is increased by 15% in 2006;the number of domestic privately-owned
enterprises amounted to 4.94 million, [Online; aikdarch 2009,] Available from
http://news.xinhuanet.com/politics/2007-01/31/cont&680220.htm.

3 Census Data Analysis 24: Current Status and @mbbf Chinese Private Enterprise and Policy
Suggestions, 2004, National Bureau of StatistiagStoha Bureau.
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private enterprise), but its share has gradualtfimied and was overtaken by retailing and
the hospitality sector (37% of total private enteg) in 2004>. Private enterprise tends to
be widespread in the traditional pillars of the i&se national economy such as textile and
garment production. In 2007, the number of privtatdile and garment enterprises made
up 63% of this industry in Chifa
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Figure 1.4: Manufacturing Share Change among Privat Enterprise

Source: Census data analysis 24: Chinese privagzpeise current status, problems and
policy suggestions, 2004, National Bureau of Siagsof China.

However the private sector in China has experierfw@dh treatment from the country’s
administration for over half a century and stiltéa institutional discrimination. Policy

towards the private sector has three distinctiages.

* 1949-1977. since the establishment of the PeoRlefsublic of China in 1949, the
private economy was considered unlawful, and tloeeeéliminated. The apparent

reason was that private economy being against constndeology. Vendors would

% Data are based on a national survey of privatierprises in 2002 and in 2005, [Online: cited,
May 2008,] Available fronittp://www.china.com.cn/chinese/zhuanti/282306. atrd
http://www.100paper.com/100paper/yingyongwen/diabeangao/20070623/25521 . html

3% China Statistical Yearbook 200Rational Bureau of Statistics of China, ChinatiStes Press,
2009, Beijing.
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be reprimanded publicly as part of a campaign td the capitalism’s taif”. The

private economy, where present, remained undergraatil 1977.

» 1978-1988. in 1978, the central government reddfithee social progress of the
country, and altered its constitutional status froommunism to socialism. The
idea presented by Deng XiaoPing (former leadeh®fcommunist party, recognised
as the Chinese Economic Reform Designer) was twadlome people to become
rich by their own honest work. These rich citizemsuld help the poor, and,
eventually, an affluent communist society would dreated. Consequently the
private sole trader was legalized from that time timtil 1988, the private economy
was legitimate and defined as “necessary complerteerthe socialism market

economy”. It was then born, though with close ranitig and careful contr&i

e 1989-2005. In the 1990s, the private economy stadeyrow in coastal and eastern
areas, particular in Jiangsu, Guangdong, and Zigjmovinces after experiments
in these areas. Meanwhile, China itself had erperd a large scale reform of
State-owned enterprises which resulted in a hugebeu of redundant workers,
private enterprise helped to stabilize the natimw@nomy by employing most of
these workers. Since then, the role of the privatenomy in aspects of
employment, export earnings and tax revenue hasidleed. In 1998, it was
granted equal legal rights as the public economy was considered to be an
“important component of the socialist market ecoybifl. Later with its rapid
development, the private economy became the mqstriant sector offering jobs
to millions of peasants released from their altbtteand. But it had not been

officially approved the equal national treatment State-owned enterprises until

37 Jiang, X. and Lin, X., “The Middle Class of Paats and SocialismBeople’s Daily 28 Nov
1957, [Online: cited March 2009,] Available from
http://blog.voc.com.cn/spl/kuangxinnian/1351413&28ftml

% Amendment of Constitution of the People’s RepuibfiChina, at the Seventh People’s Congress,
Beijing, 25 March to 13 April, 1988.

% Amendment of Constitution of the People’s RepuibfiChina, at the Ninth People’s Congress,
Beijing, 5-15 March, 1999.
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2005,

It remains the case that the institutional segregdietween the private and public sectors
of the economy impacts on the performance of threndo. Institutional barriers have
prevented private enterprise from entering cerfa@hds, such as the postal system,
telecommunications, electricity supplying, financirvices and media Restrictions
imposed on private enterprise include higher teldmoeal standards, more demanding staff
qualifications and larger amount capital requiremefinancing remains very difficult for
private firms. Banking has been dominated by Stateed enterprises, which set
impossible borrowing criteria for loans to privaeterpris&. In 2007, a national survey
showed that more than 87% owners of private engsarpeported that it was very hard to
secure a loan from a bank due to the procedurestlatdthe requirements were very
difficult to comply with. The survey also reportétht 70% capitals of private enterprise
had been raised through owners’ savings or fre@yémim private high-interest loaft3
Other unfairness, in comparison to State-ownedrpmses, includes private firms having
to pay additional types of taxes and the lack akas to production factors. For example,
there has been shortage of cotton in the countiges?002, but there is almost no import
quota for private firms. This partly attributed bankruptcy of nearly one third private
textile enterprises in the Changzhou area by theo#2003*. These difficulties have been
well documented (Zhang, 2001; Guo, 2002; Mao anehgh2003; Luo and Yin, 2006).

1.4 Guanxi in the labour market

Personal contacts or interpersonal connections kauetured Confucian society, such as

0 “Guides on Encouraging and Support of the Non&oment Economy Development”, the State
Council of the Centre Government of the PeoplesuRdic of China, Document 3, 2005, Beijing.

*1 Guo, L.-H., “Obstacles Faced by Private Entegptisinvest in Infrastructure in China”,
Development Research Centre of the State CourilR,ZOnline; cited Jan 2007,] Available from:
http://www.drcnet.com.cn/html.

2 “A Small Fish in a Big Pond’the Economistp78, 12 September 2009.

*3 Wang Ya-Guang, , Private Enterprise Faces Finarifficulty,2007, Chinese Information
Networks for Small and Medium Enterprises, [Onlicieed May 2008,] Available from:
http://www.nsfgjj.gov.cn/nsxq3/Article/gzdt/gcdt/QD02/301.html

* “Reduced Cotton Output and Tax Rebate Cut, TwiicDIties Faced by the Textile Industry in
the Beginning of the Year”, 2004, Guangdong Praein®ffice Sat, [Online; Cited: 20 August 2008]
Available from http://sz.gd-n-tax.gov.cn/portal.
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mainland China, Hong Kong, Taiwan, Japan and Kofeathousands of years, these
connections are termed gsanxi(J< &), Kankei(in Japanese), arwvankye(in Korean).
Guanxi can be gained via birth, but more genemaigreferred to be extensively developed
from differing social contacts, such as: sharingisthing in common, sharing the same
place of birth, or area where people grew up,\@dj sharing a teacher or a school; sharing
an interest or hobby; sharing the same employerafession; even sharing of ideology or
ideals; it also could be established by meetindimters, parties or professional gathering
(Lin, 2001). Granovetter (1973) distinguished ttypes of personal connections: strong
ties (kin and close friends) and weak ties which @raracterized by infrequent interaction
or low intimacy (acquaintances, co-workers, andesases). He argued that weak ties are
more productive when compared to strong ties simeek ties have a wider range and
therefore are more likely to bridge social bouneor hierarchical levels. Most obviously,
individuals in China cultivate, invest (via timeyezgy, money, etc.) and utilize Guathin

order to satisfy personal interests.

Although the principle and practice gbhanxishare a lot in common with social capital in
other parts of the world as described by Bourdi€8%), as a process that requires building
up, nourishment, and reinforcement. Guanxi is gerd from a series of imbalanced
exchanges, that is to say a favour given is notwaitdt a favour in return right away. It is
maintained on a sentimental or emotional basisging (personal indebtedness or loyalty).
Therefore, it is paramount to have reciprocal gestand to express commitmengteanxi
Because the nature of a sentimentally based re|atiaterial gains only constitute a small
part of the exchange iguanxi The proper payback is to spread the favour giwvhith
then increases the favour givers’ social standingeputation fianzi) in the community.
Termination ofguanxiis humiliating to the party being declined, espdyiif the other
party has a high social status. Such a declinasoperceived to disclose inability or
immorality of the favour seekers, it hurts one’putation and thus one’s social standing.
Given the severe social consequence of a brokemxguaxchanges are conducted
privately in order to reduce the cost of failin@aanxi (Lin, 2001). As dominant exchange

forms, Guanxi is taken not only by individuals kalso by organizations in Confucian

% Strong and weak ties, the latter are defined asdaséamily by Lin (2001).
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society.

A popular misconception of Guanxi is that it desotsethical and illegal back-door
exchanges. Guanxi had been interpreted to appequely after the cultural revolution
(Yang, 1994) or under a particular political ecopm.g. contemporary socialist China
(Chiao, 1982). Since most resources had beenatigrtontrolled and the legal system was
underdeveloped, Guanxi used for personal gain peedtevery sphere of life by the mid-
1990s in China (Chiao, 1982; Xin and Pearce, 1998)th no exception, empirical work
shows that Guanxi exerts significant influence btaming a urban job (Bian, 1994; 1997).
A considerable number of studies define Guanxi amparative advantage in doing
business in China, in which Guanxi is used to secare resources, bypass or short-cut the
bureaucratic maze, obtain information and privileggdling otherwise unsellable goods, for
a summary see Fan (2002). However, the existehGuanxi had been well-documented
before the cultural revolution (King, 1985) and theactices of Guanxi have thrived in
developed economies, such as Singapore, Japarkaad (Yeung and Tung, 1996; Bian
and Ang, 1997)

With an emerging rational legal system which hasnbeonstructed to conform to a market
economy, there has been a revival of Guanxi asakoapital to bridge social networks,
reduce uncertainty and to increase cooperation.ingUg-depth interviews with 155
Chinese officials and industrial managers in 199&thrie (1998) argues, that the influence
of Guanxi, as a back-door practise, has decreasmdadically in the urban industrial
economy. Instead, it is used to shape a good éssirelationship. Frank (1998) predicts
that China might develop a Guanxi capitalism ofcsutracting networks. Standifird and
Marshall (2000) provide a theoretical explanatibattGuanxi-based business practices
provide informal ways to reduce environmental utaiety and opportunistic behaviour.
Peng and Luo (2000) present empirical evidencertizatagers’ personal ties with business
partners and government officials increase a firpgsformance. Other researchers have
made similar arguments (Gregory et al., 2000; Abistand Bruton, 2001; Wellman et al.,
2002; Wang et al., 2003).
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1.5 Research contribution of this thesis

The investigation into job obtainment in China vadmmence with a literature review on
job search behaviour and search outcomes. Thigmable us to identify any institutional

influence on employment. A discussion of theo@scompensation arrangements will
advance our understanding on determinants of cosapem, in which the way that

compensation being suggested to induce incents/@svestigated. However, the limited
empirical research on compensation arrangemenicated that more empirical work needs
to be undertaken, in order to improve our undedtanon the impact of organizational

settings on compensation.

In Chapter 3, we will provide an overview of thglhiunemployment rate of graduates in
China. We will then examine the institutional innhasuch asukouand guanxion the
availability of vacancy information and job seawttannels. These two institutions would
potentially have an effect on job search behavwiudifferent groups. In addition, we
inspect possible influence of institutions on jafaleation since this is likely to impact on
the formation of reservation wage. Zang (2003) Zedg and Cui (2008) present evidence
that well-educated job seekers rely much less amkoontacts than those of less well-
educated groups in China. Therefore, what seaethads play an important role in terms
of graduates’ job obtainment? What are the diffeesnof job search behaviour, more
importantly do search outcomes differ between gateki with differenthukou status?
These questions will be answered by analysing &lié vespondents from a survey using

binary probit, interval regression and Poissonesgjion models.

Since the new millennium, private enterprise hapleyed more graduates than any other
type of employer; further evidence of this is showrour survey as well. This trend is
strengthening, for example, a national graduatel@yngent survey, in 2007, showed that
the private sector employed 34% of graduates, wiigh 11 percentage points higher than
the second most important class of employer - $tareed enterprisé The central wage

policy in the State-owned enterprises (as a mongpsistorically guaranteed a low rate

*® The survey is conducted by researchers frommgljiniversity; it covers 28 higher education
institutions in 15 provinces. Full contents carabeessed at
http://www.gse.pku.edu.cn/jianbao/200706.htm.
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of return to skilled labour. A large number of engal studies revealed a low private
return rate to education, for a review see Fleishied Wang (2004). Since private
enterprise has proved to be more efficient in teahsitilising capital and labour when

compared with the public sector (Dougherty et 2007), we are interested in the private

return to tertiary education in private enterprise.

Moreover, the workforce of private enterprise oé tlabour-intensive industry, such as
textile and construction industries is dominatedvbgrant workers, and most of them gain
their employment via social networks (Jiang et2008). We ask the question, which from
human capital, Guanxi, tenure, is the most importactor in terms of determining

remuneration? In Chapter 4, an OLS model and a tdankselection model are used to
explore 1,097 personnel records with salary infaioma In 1999, private enterprise were
required to offer insurance, such as old-age, naédicd unemployment, to some, gradually
to its entire workforce. We will investigate thetdrminants of allocating deferred rewards
among workers. Two binary probit models are w@digo estimate the probability of being

offered a deferred compensation package.

In Chapter 5, we turn our attention to the possiteact of Guanxi and offering deferred
rewards on job tenure, and the difference in thegeparation patterns between local and
migrant workers. Knight and Yueh (2004) presentence that the mobility rate of
migrant workers exceeds that of urban residents tduthe influence ohukou policy.
However, there has been noticeabi&koureform in Jiangsu province since 2003. Does
hukoureform exert an influence on migrant workers’ @ogity to leave? We use duration
models to analyse data of single and multiple egmknt spells of 4,034 individuals,
amounting to 4,356 observations in the same compaurdied in Chapter 4 over the same

period.
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CHAPTER 2
Literature Review

2.1 Introduction

An individual's socioeconomic background and théure of labour market which they
confront are likely to shape one’s sources of vagasearch methods used and the degree
of search intensity. These factors then have #uoeince on search outcomes, namely,
obtaining employment and starting salary in thertsh;m. The longer term search
outcomes are measured by compensation and teBath the specific human capital and
job match theories specifically consider the higherductivity generated by firm-specific
human capital or a good match. Workers in theseatsons usually receive a higher
payment and stay longer. However, with the ongewigence of pay rise being faster than
the increases of productivity, a wide range of the=o consider that compensation is
structured to induce effort and longer tenure.s®tream of theories has been summarised,

and relative empirical studies are reviewed.

2.2 Job search framework

The job search and hiring processes are oftenveelieo be the most important but least
understood part of the employment relationship (¢and Chen, 1999; Petersen et al.,
2000). Two frameworks have been developed to amatythe one-sided job search theory
which examines the job seekers’ search processv@rclet al., 1987); and the two-sided
search theory which takes account of the searakeual both job seekers and employers in
order to explain unemployment in macroeconomicsr{dtsen and C.A, 1999). Since our
research focus is on an individual job seeker’scteehaviour and search outcome, the

one-sided job search theory will be addressed here.
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v Content
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v Short-term by
Starting salary
OUTCOMES
: Tenure
Quality of
employment Job satisfaction
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Figure 2.1: A General Framework of One-sided Job Sech
Source: adapted from Schwab, et al., 1987, p.182146.
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Schwab,et al. (1987) proposed a systematic analysis from job essékide. As can be
seen in Figure 2.1, it contains factors affectiagrsh behaviour which then determines job
search outcomes in the short and long run. Joizlsesdrategies of a typical individual
would be formed from two broad aspects: individe@tio-economic circumstances and the
nature of the labour market faced. The formerudek: (1) labour force status (e.g.,
employed, unemployed, and new entrants such asiapes); (2) occupational preferences
and training received; (3) cognitive abilities, Buas decision anxiety or memory capacity.
The nature of job markets differs in terms of tektive balance of supply and demand for
types of labour, as reflected in vacancy, unemphynrate and institutional influences,
such as minimum wage, employment legislation, au market segmentation. In the
context of China, the labour market has been setgdeby the comprehensiveukou
system as discussed in Section 1.2, this institatieegmentation largely attributes to a
surplus of graduates in the developed areas, ahdréage of those in the developing areas.
This is summarised well by Lai (2001) that gradsateefer a bed in large cities rather than

a building in less-developed areas.

2.2.1 Job search

As in Figure 2.1, job searching consists of soairaeed and intensity of search. The
former denotes sources of vacancy information atdsearch, these sources differ from
individual to individual. For example, one detemamt is one’s social contacts. The job
vacancy information performing as a capital hasnbeell established by Stigler (1961,
1962). He argued that the vacancy informationbasgeker possessed will be rewarded by
a higher wage rate than on average would be rataivéts absence. Using stochastic
frontier regression techniques, Hofler and Murph992) estimated that workers’ wages
fall approximately 10% below their potential wagdge to the shortfall of vacancy

information.

There are, generally, three job search methoderrirdl means, formal means, and direct
application (Granovetter, 1995; Beggs and Hurlb&8&97). Informal methods rely on
interpersonal networks and the influence of thermediary to gain a job. Formal job
search methods represent job applications via mosepal labour market intermediaries,

such as job postings, job fairs, newspaper adeengsts, and employment agencies
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(Bridges and Villemez, 1986). Methods of direcplagation include walking into the
office to inquire about vacancies or sending C\edly to potential employers. Although
more than one third male workers were observethtbjbbs through informal channels in
Holland, the USA and other countries (Burt, 1992jevbeek et al., 1995), the effectiveness
of informal job search methods in terms of obtagranhigher occupational status or starting
salary is mixed. A considerable volume of resegm&sent empirical evidence to support
this advantage (Granovetter, 1974; Lin et al., 198ilzer, 1987; Simon and Warner, 1992;
Fernandez and Weinberg, 1997; Ruiter and De G2880), whilst others empirically show
that the job search outcome of using social costactontingent upon the original social
status of job seekers (Marsden and Hurlbert, 19&8jener, 1991).

Job search intensity refers to the frequency withclv when pursuing employment, an
individual engages in specific search activitiesirtyia set period of time. These include
preparing a resume or contacting an employment ggéilanfer et al., 2001). The

intensity in pursuing information and applying fpositions are found to be positively
related to higher self-esteem (Ellis and Taylo83)9 and the job seekers’ financial need,

see a literature review by Rogersenhal. (2005).

2.2.2 Job offer evaluation

As in Figure 2.1, whether or not to accept an offgpends upon the evaluation made by a
job applicant. This evaluation is hypothesizedsabject to: the perception of the job’s
attributes, which depends on the job seeker’shaitiei preference function; and the type of

decision processes used to evaluate those atsibute

However, financial constraint on a job seeker cdagdbne decisive factor in the process of
evaluating an offer. Its mechanism is via one’sereation wage, W which can be
presented as (McCall, 1970; Mortensen, 1970; Kiafet Neumann, 1979):

w = f(b,F(w),,mn) ()

Where b is unemployment benefits, (this could benuployment insurance income,
inheritance, subsidy from family or any revenueegated during unemployment). F (w) is

the distributional function of wage offers’\is the wage of the received offé, is the
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discount rate in the finite horizon cagsm;is the direct cost of the searah,is the job
seeker’s initial wealth. Thus it can be inferredttthe job applicant’s reservation wage is
determined by one’s unemployment revenue, job maikeation, the preference of present

value, job search cost and initial wealth.

When looking into the formation of reservation wagea developing country, such as
China, if unemployment benefits exist at all, tteeg more likely to be available in urban
areas. The initial wealth of a job seeker hasearerpreted accordingly. In terms of
graduates, it could be gauged by family resoursesh as household income; for economic
migrant workers from rural to urban areas, the etguefarming income could be used as a
proxy (Cook, 1999).

It is widely accepted that reservation wages arféerént across job seekers due to
difference in unemployment income, initial wealtnd preference for current value.
Noticeably, each individual might have a very difiet wage distribution function, F(w),

which depends upon sources of job search, seailthakd search intensity (this might be
influenced by unemployment income and initial wWegltIt is expected that an individual

with higher unemployment benefits and greaterahitiealth will have a higher reservation
wage, ceteris paribus. The job seeker would acepffer under the condition that a wage

offer is greater than one’s reservation wage.

2.2.3 Job search outcomes

Also using Figure 2.1, the outcomes of job seamuh lse conceptualized in two principal
ways. The most obvious and easily measured outc@rethe employment obtained and
the starting salary. Researchers have consistémtiyd that as unemployment benefit
levels increase, the time before a new job is abthincreases (Mortensen, 1970; Classen,
1977), for a review see (Welch, 1977). The positelationship between search intensity
and job attainment has also been verified (Hoodl.e2004; Bloemen, 2005), as well as the
negative association between wealth level and pue@ance (Bloemen and Stancanelli,
2001; Bloemen, 2002; Lentz and Tranaes, 2005). dwew the quality of obtained
employment, such as employment satisfaction, thgtle of service (tenure), and career
progress (or compensation) is the outcome in aeloteym, and constitutes the quality of

job match discussed in Sections 2.3 and 2.4.
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2.2.4 Empirical job search studies in China

Lifetime employment was the cornerstone of the redigt planned economy in China.
Since the implementation of the milestone policgfdm and Open policy, in 1978, job
changes emerged. In the early economic transltiperdod, the available empirical work
shows that Guanxi was used to gain urban jobs. ekample, using data from a sample
survey of 1,008 households in Tianjin metropolitay in 1988, Bian (1994) reported that
more than 45% respondents indicate that their jiistwas obtained viguanxi At that
time, this practice would potentially have facedese punishment by violating the State
job assignment rule, for this reason, strong tiesewbroadly observed. Bian (1997) used
the same data and distinguished strong and wesk ded presented evidence that jobs
obtained using weak ties were usually better thasd acquired by using strong ties,

though strong ties are more frequently used toiokbhs.

With two national household surveys in 1995 and9189 China, Knight and Li (2005)
suggest the labour market is forming, but stilaatidimentary stage. Institutions, such as
hukoupolicy, still constrain labour mobility; thereforb mobility among urban workers
remains low. However, since 2005, the world’s éstgnumber of migrants has been
observed in China. More than one tenth of the &wenpopulation lives in a place other
than their hukou registration plac€. In some prosperous areas, such as Guangdong
province, Sunan areas in Jiangsu province, thetiriigapopulation far exceeds local
residents (see Section 1.2). Economic migrantsimkdm the floating population, which
consists of rural-urban migrants, workers laid bjf the State-owned enterprises, and
graduate job seekers. As a consequence, job sdamshbecome a much common

phenomenon.

Due to the lack of national data on job changesearchers collected their own data to
uncover the characteristics of job search behavamar outcomes in China. Guanxi has
been verified to be beneficial in terms of accessnonfarm vacancy and obtaining
employment (Zang, 2003; Zhang and Li, 2003; Hu&f)8), Cheung and Gui (2006)
present evidence to support a positive relationsgiepveen strong ties and earnings.

*" Green Book of Population and Labour No2D06. Editor, F, CAI, B-C, GU, Social Science
Academic press.
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However, the use of social contacts has been aat¥es among less well-educated job
seekers, well-educated job seekers, such as thdsenwersity education, are observed to
rely more on formal search methods and the intgfdahg, 2003; Zeng and Cui, 2008).

Hukou status defines one’s right of entry to public teses (see Section 1.2); therefore,
local residents present the difference of havingemob search channels, such as public

employment services, than migrant job seekers (Fa02; Zeng and Cui, 2008).

2.3 Compensation study

Topel (1986) provided evidence that ten years &emarses, on average, the wages of a
typical worker by 20%. Hersch and Reagan (199@nheeported a 5% annual contribution
to log wage in their study. The stylized fact of age-earning profile has been widely
attributed to rising productivity generated eitffesm the acquisition of firm specific
human capital or a good quality of job match. Hearethere is also evidence that senior
workers receiving higher payments are due to teeniority rather than performance or
productivity (Medoff and Abraham, 1980; Milton akidImstrom, 1982; Lazear and Moore,
1984). Therefore, another school of thought ardghasthe age-earning profile reflects the
use of compensation arrangements to induce in@mntivn this section, we will review a
wide range of theories attempting to explain theesination of compensation and related

empirical work.

2.3.1 Productivity and payment

Based on Becker (1962) and Oi (1962), the humaitatapodel argues that on the job
training generates specific skills, which have atue elsewhere but are important to the
firm and increase productivity. In particular, theactice of sharing costs of obtaining
specific human capital would result in longer tenufhe above reasons are used to explain
the higher payments received by senior staff. Abna and Farber (1987) presented
empirical evidence that workers with more senionitytheir current job earn more than
other workers with the same total labour marketeeigmce. An extensive literature has
strengthened the positive relationship between ispdtuman capital and age-earning
profile (Blakemore and Hoffman, 1989; Brown, 1988pel, 1991; Chuang and Lee, 2004;
Dustmann and Meghir, 2005).

27



Literature Review Chapter 2

The job match theory emphasizes that a sufficiegpd match of employment would

generate idiosyncratic productivity and last longensequently it is rewarded by a higher
wage. Empirical studies seem to support this exgtlan see (Topel, 1986; Topel, 1986;
Hersch and Reagan, 1990; Topel, 1991; Williams,11®oane and Theodossiou, 1998).
However, more recently Dustmann and Pereira (2@D&jnguished between return to

experience and to firm specific tenure, and preskrtnpirical evidence that returns to the
former seem to have been substantial whilst rettortbe latter were close to zero in the

United Kingdom and Germany.

However, there are ongoing concerns of causalioakttip between workers’ productivity
and remuneration. Initially, Medoff and Abrahan®80) using personnel data from two
major companies in the United States, investigatezl experience, performance and
earnings among managerial and professional empoyedertaking similar work. They
found that experience positively correlates witmeays, but this can not be explained by
performance (productivity). Therefore, they raigkd question that the human capital or
on-the-job training model cannot explain a subshpart of the observed return to labour
market experience. loannides and Pissarides (1@8Bgcted that wages of junior and
senior workers with firm specific tenure, they skeathat junior workers are underpaid in
terms of the value of their marginal product andi@eworkers are overpaid. Lazear and
Moore (1984) presented evidence that the slopgefearning profiles of salaried workers
is steeper than that of self-employed, and theeedaggest the age-earnings profiles reflect

the desire to motivate workers.

2.3.2 Compensation arrangement as an incentive deei

Compensation packages (practices) include pieces,rgiromotions, efficiency wages,
deferred rewards (such as offering a pension plaofjt sharing, stock option, and so on
see Prendergast (Prendergast, 1999) for a reviée.following strand of study argues that
compensation is constantly structured to maximizgkers’ productivity by instigating

effort and inducing longer tenure.

Holmstrom (1979) and Shavell (1979) consider mbeadard in the principal-agent setting.
In a complex contractual arrangement, it is imgassand prohibitively costly to perfectly

monitor the effort of an agent. Incentive payofiere then proposed to resolve the
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principal-agent problem.

Lazear and Rosen (1981) propose the tournamentlraad use this model to interpret the
use of comparative incentives, such as promotidmsinotivate workers. The main
characteristic of a promotion is that it not onbrrees a pay rise, but also increases the
prospect of further promotions and bigger pay rise.the model, contestants are ranked
according to their performance, workers with highessformances (winners) are promoted,
and enter into the next round; the losers remaileare. The tournament model mirrors
the salary hierarchy of a particular job struct{see Figure 2.2), such as different job titles
of one type of work. Empirical work provides evide to support the incentive effect of
promotions on individuals and a team (EhrenbergEoghanno, 1990; Becker and Huselid,
1992).

Salary
Winners

Period ...

Period 2 Losers

Period 1

Experienc

Figure 2.2: Promotions and Wage

Source: Lazear (1981), p. 607

Shapiro and Stiglitz (1984) proposed the efficiem@age model to explain a wage designed
to avoid shirking behaviour. Due to imperfect mmhation, it is costly for employers to
monitor on-the-job shirking of its employees. Tdfere, employers pay more than the

market clearing wage (which is higher than unemmplenyt benefits), the efficiency wage.
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If all firms pay efficiency wages, involuntary unployment results, hence the threat of
firing a worker becomes a valid incentive since arker would receive an economic

penalty by remaining unemployed for at least same #after fired.

Lazear (1995) coins the term®Personnel Economigcswvhich he defined as the use of
economic theory and econometrics to understancessselating to the human resources
arena. Lazear (1981) interprets the age-earniofileoas a lifetime incentive device and
argues that the reason that senior workers redagteer wages is not because they are
worth what they are paid; instead it is the compgan for their hard work in the early
stage of their career within the organization; dige-earning profile therefore serves as a

motivator.

Figure 2.3 shows the incentive wage structure dfattdevel a worker chooses. It is
assumed that the output of an agent choosing adffght level is V, V' is the result of
choosing a low effort level. The agent’s opportyriost, W', is assumed to be time spent
on leisure, the voluntary or efficient retirememeas assumed to be T. Consider two
payment schemes, W and V, where W is the preséumé \od the W over the period 0 to T,
the same as the V. With all else being equal artept capital markets, an agent will be
indifferent between these two pay schemes. Butlad is not equal, consider agents who
are paid according to marginal product, paymenesEhV, at the point D, the likelihood of
shirking will be overwhelming since the punishmedismissal, is whatever they will
receive. Instead, the W scheme would motivate tagemmaintain a high effort level even
at the very moment of D; it would also exert infige on other younger workers in the

same organization.

Due to the shortage of personnel data, much ofvth& of life-time wage structur@_azear,
1981) had been theoretical for decades after it praposed. Most available studies are
from the USA. Beker, at el. (1994) found that weykwho are promoted early on continue
to be promoted quickly. Lazear (1999) used persbmnecords of Safelite (the largest
national auto glass installer) to investigate #latronship of productivity and pay to tenure.
The result from an OLS regression on log (paymentay) shows that tenure has a greater
effect on pay than on output. However, there lentshortage of the empirical work into

personnel economics (for a recent literature re\sew Lin (2005)). Herpeet al, (2006)
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sum up that personnel economics is still at a earny stage.
Wage, Output

4 W (Wage > Marginal Product)

" Years of Experience

Figure 2.3: Wage Structure and Effort Level withina Job
Source: Lazear (1999) Fig 1, page 203.

2.3.3 The job-assignment model

The earning inequality among individuals not ordyates to individual characteristics but
also to the job itself which correlates with indigdtsectors and organizational settings,
such as hierarchy. Individuals’ income or utilityaximization guides them to choose
particular jobs over others. Therefore, wage diffidials also depend on self-selection of

occupational choice.

Sattinger (1975) proposed a model by using jobcation, which is determined by
workers’ comparative advantage, to explain the iagrrdistribution. Rosen (1982)

addresses the correlation among firm size, sparootrol, and managerial rewards.
Sattinger (1993) structured the job-assignment medere workers with high ability

(comparative advantage) would be assigned to jdtesevdecision would have an influence
on a larger operation scale; wages in this framkveoe largely determined by position.
Teulings (1995) used data from the Netherlands presented evidence that wage

differentials are due mainly to skill differentialsEmpirical evidence by analysing firm
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personnel records from other countries, such am@egy and Australia supports that wages
are largely determined by job levels or positioRg&e(fer, 2008; Seltzer and Sammartino,
2009).

2.3.4 Empirical compensation studies in China

Due to its nature, as a developing labour marketth® one hand empirical studies of
compensation in China are limited. On the otherdhavailable studies unsurprisingly
focus mainly on the State-owned enterprises forhigorically important role in the
centrally planned economy and data availability.nuinber of empirical studies provide
substantial evidence that compensation in the -Stateed enterprises has changed the
centrally fixed wage structure and now shows siginghe market economy, for example,
wages are more closely related to firm profits @agment are partly from bonus. For
details see (Meng and Kidd, 1997; Knight and LiQ20Kato and Long, 2006; Buck et al.,
2008).

There is a paucity of studies investigating deteation of compensation in the emerging
rural industry, the Township, Village and Privatet&prises, (TVPs). As it can be seen
from the definition of this category, this empilicggork has bundled collective enterprises
(Township or Village enterprises) and private gmtise into one single group (Meng and
Miller, 1995; Smith, 1995; Dong, 2005). Take Megl Miller (1995) for example, using

survey data within the TVPs between 1986 and 1987examine gender wage

discrimination in China's rural industrial sectofhey conclude that the difference in
gender occupational distributions is partly duéiszrimination in occupational assignment
by the community authorities, which is one feataf¢éownship but not private enterprise.
With a survey of the manufacturing sector in Namjmunicipality, Jiangsu province in

2002, over the period of 1994 to 2001, Dong (208&mines structure and inequality of
wage between urban and rural industries. Resufisn fthis research show that
compensation in the urban enterprises has becocreasingly linked to enterprises’

performances and that the situation in rural TV&slhecome more market oriented.

However, the township and private ownership eniegprare fundamentally different, even
official statistics have distinguished between ¢hego types of ownership. The former is

owned by the local citizens and is administratedhaylocal government, whereas the latter
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was established to be market oriented. The hwinigbour within township enterprises is
influenced by the local government, particularlytive light of objective, such as local
employment maximization instead of profit maximiaat Private enterprise operates on
the basis of market and their compensation scheanesset in response to the market
mechanisni®. Therefore, empirical outcomes from this bundietegory are unlikely to

shed light on the compensation settings of theapely owned enterprises.

2.4 Job separation

Labour market experience and firm-specific senyohiave been firmly established to be
negatively related to the possibility of job sepiaa These are explained by two classic
models of labour-market search model (Burdett, 19&8d the employee-employer

matching model (Jovanovic, 1999).

2.4.1 Job search model

Ample evidence shows that observably similar wakesceive different payment from

different employers (Davis and Haltiwanger, 199bni3 et al., 1997; Abowd et al., 1999;
Oi and Idson, 1999), therefore there is an incenfiiv a typical worker to seek out higher-
paid jobs. As Matilla (1974) noted between 50-606f4ob transitions do not involve a

spell of unemployment; Bowlust al. (2001) reported that 44% of job transitions of
younger males in the United States are direct ¢gojodb moves. This has prompted the

interest in development of an on-the-job searchehod

Burdett (1978) proposed a job search model in whiohkers are allowed to search while
in employment. In this model, workers are assun@do accumulate firm specific human
capital and know all about the applied job befdeetmg. Therefore jobs are regarded as
inspection goods where the termination of employmeocurs on the arrival of a

potentially superior offer. Workers intend to nrakie their own expected discounted
lifetime income minus search costs. With more eepee, more external employment
offers arrive and the greater the chance of attrgc higher wage rate, and if current

wages are high (rises with experience), the prdibabn induce a switch falls.

48 “Private Firms are Encouraged to Hire Layoffsinhua News8 April, 2006.
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Topel and Ward (1992) found that in the first terans in the USA labour market, a typical
worker changes jobs seven times, these job charggesbute to more than one third of
early-career wage growth. Most importantly, thegsented evidence that wages are the
key determinant of job change decisions among yaumrgsers. Christensert al. (2005)
estimated a structure on-the-job search modelloggparation by using data from Demark,

they present evidence that job search effort deesewith pay rise.

2.4.2 Job match model

The other job termination theory is the job matanfework; the best noted is the work of
Jovanovic (1979). In the model, job matching é&ated as a pure experience good. Due to
imperfect information on both job seekers’ and egpis’ sides, prospective workers are
heterogeneous in preferences and abilities. Jobshaterogeneous in both the skills
required and their non-pecuniary characteristitlse match quality can not be obsered
ante it is revealed over time as tenure accumulat&nce productivities of specific
worker-job combinations are different, a good matptnerates a high productivity,
therefore a higher wage is paid and a low propgmsiseparate is presented, amcke verse
Under this view, a good match is more likely tovéue even in the absence of the specific
human capital effect. In addition, Jovanovic (193Bows that the separation probability
increases in the first instance (screening bad mea)cand then decreases with specific firm
seniority (a small probability of sufficiently deasing of productivity causes some senior

workers to resign).

A large number of empirical studies using aggregidta verify that the possibility of
leaving is inversely related to job tenure, forumsnary see (Farber, 1999). Ideally, one
would use specific employer-employee data to ingett the employment match quality.
Decades after the proposed match theory, only itelimumber of datasets are available in
developed countries. Diekmann and Preisendoeif@é88) used personnel records in a
large West German engineering company, and presembpirical evidence that the time
pattern of job separation rate fits the predictbjpb match theory. Lane and Parkin (1998)
used observations of accountant partners from Eandt Young, and confirmed that as
tenure increases both terminations and quits foltber pattern predicted by Jovanovic
(1979).
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Social networks exert a notable impact on the gribaof job separation. In related work,
Loury (1983) presented evidence that knowing someanthe firm studied reduces the
employee’s turnover rate. Simon and Warner (198@yided evidence that workers hired
through “old-boy network” (i.e., recruiters or aegutances inside the firm) lasted
significantly longer than those hired through fofmecruiting channels. Loury (2006)
argues that the longer tenure among workers recruity informal channels could be
because the informal channel used is a workersrksort, hence they stay with their
current jobs because there is no alternative. Eaapiresults in her study also support this

explanation.

2.4.3 Institutional influence on job tenure

Institutions are well-recognized to exert an impaot employment spell. In developed
countries, trade unions have long been seen teaserworkers’ tenure by giving members
a collective voice, sometimes even if it is a pooatched employment relationship
(Freeman, 1980; Williamson, 1985). Employment @ction legislation might relate to
significant cost of dissolving employment; stringégislation then reduces the probability
of terminating an employment relationship. Ba#tal. (2002) considered the impact of
contractual arrangements on employment tenure enUhited Kingdom, their empirical
results indicate that key characteristics of cans;asuch as job security, develop with long

term tenure (as a lock-in effect).

Moreover, internal institutions directly influendke length of job tenure. Salop (1976)
argues that one way to attract those workers wadess likely to leave is to offer (quasi-)
rents only to those who remain at the firm for lopgriods of time. Jacoby (1990)
discussed the practice of using deferred rewardsetwlize premature separation in the
internal labour markets. The USA based literagupport the assumption that offering
pensions may generate a stable workforce. Ipp@li#®1) found that offering a pension
plan increases workers’ tenure on average by nfmae 20%. Gustmaet al. (1994)

presents evidence that the turnover of workers patision coverage is half that of workers
without. Using survey data from Norway, Herretsal. (2006) found that offering an

occupational pension is generally associated \oitigér tenure.

Under the centrally planned economy in China, w'lk®elfare provision was attached to
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their hukouand was allocated Ianwei(work units), in which a lifetime employment was
formed, as well as receiving welfare (see Secti@). 1The deeply rooted enterprise-based
security and welfare system exerted a fundamentghct on urban workers’ mobility
despite social welfare reform since 1996. Knigid &ueh (2004) and Knight and Li (2005)
used data in 1990s and presented evidence thamtdrefirm mobility within and across
region among urban workers remains low; however,rtiobility rate of migrants greatly
exceeds that of urban residents. Most recent erapiwvork by Cao and Hu (2007) find
that married women are more likely to have famitieoted job changes and involuntary
job termination, compared with the job changescfameer advancements of male workers
in China. However, more research is needed towargob separation patterns amongst

the large number of economic migrants (see Sedtidn

2.5 Conclusions

Our examination of the existing literature on jaach from developed countries confirms
the positive influence of search effort on job amt@ent. This is very important
considering the increased unemployment in 2009ezhby the world recession started in
late 2008. Take UK graduates for example; there veported a 2% increase in the
unemployment rate compared with that in the previgeaf®. The situation is much worse
in an emerging economy, China, where the graduagayment rate was reported being
68%, which was similar to the level in 2088 This, doubtless, exacerbates unemployment
among millions of graduates having existed sinc@320It is obvious that more research
need to be done in order to investigate the detemts of graduate employment
obtainment. We present a detailed discussion adugite job search in China in Chapter 3,
in particular, an investigation on the relationshgtween job search effort and offers of

employment in the context of the graduate laboutketa

A wide range of theories have been developed tdagxphe compensation arrangement

and labour mobility in the world-wide labour markehowever, a shortage of personnel

49 Jessica Shepherd, “Graduate Unemployment Figee® Rise by 22,000Guardian 2 July
20009.

0 The Ministry of Human Resource and Social Seganitnounced that employment rate is 68%
out of 6.17million graduates in 2009.
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data has largely hindered research in this fielddwwide. With an increasing number of
economic migrants, and the surging growth of pe\aitterprise, the Chinese labour market
is forming. Available empirical studies of thisveédoping labour market present evidence
that institutional barrier, such daikoy still constrains job seekers’ choices on search
methods and job destinations; Guanxi has been wigsdd to obtain vacancy information.
However, the compensation within organization hesnbseriously under studied due to the

nature of as a developing labour market.

A large number of existing literatures on compeigamechanisms in the Chinese labour
market focus upon State-owned enterprises; a smali@ber of empirical studies on this
topic bundle private enterprise together with towpsenterprise into one single category.
Unsurprisingly, conclusions drawn from this bundigup throw hardly any light on
practices in private enterprise due to the fundaatedifference of ownership between
them. Private enterprise shares a common groutidfinns in other countries in the sense
that they are profit-driven; therefore, the undamging of personnel strategies in Chinese

privately-owned firms would throw light on operatiof internal labour markets.
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CHAPTER 3
Hukou and Graduates’ Job Search in China

3.1 Introduction
As we discussed in Section 1.1, graduates in Chave faced fierce competition when
seeking employment, and as a consequence, theghagluate unemployment rate has

been raising social and economic concerns.

Data from the China Education Ministry conveys éxtent of the problems faced by
graduates when searching for employment. In 20@1number of graduating students
was around 1 million, and as a result of highercation expansion policy, this

increased more than six-fold to 6.17 million in 200As seen in Table 3.1, the graduate

employment rate has remained at around 70% sing@®. 20

Two important qualifications relate to the informoat in Table 3.1. Firstly, the
significant fall in the employment rate, 50% in thracket, in 2003 was a direct result of
the outbreak of Severe Acute Respiratory Syndrdd#dRS), during which face-to-face
contact was strictly forbidden. Secondly, in 2088,a consequence of SARS, the time
of data collection was moved from July (straighiteafjraduation) to September (three
months after graduation), hence there are two dgdior the employment rate for 2003.
In the years since 2003, the data collection mbaghcontinued to be SepteniBerThis
change has had the effect of inflating the obsearagloyment rate, since the job search
period was effectively extended by three monthhkis Theans that the apparent stability

in the employment rate between 2001 and 2009 ispire.

The statistics presented in Table 3.1 are only f8tate universities, of which there were
1,792 in 2005. These statistics have been useobtain a forecast of 25 million
graduate job seekers during the period 2007-Z018ince employment rates are used to

decide on the number of university admissions, sanieersities have been alleged to

*! The data in 2009 being released in July is dgédat pressure from the public.

°2 “State Universities Graduates Employment PlanMiegting for 2006”China Education
Newspaper8 Dec 2005.
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report exaggerated employment figures, a practicelwhas been condemned by the
press®. The result is that the employment figures inl@ah1 may be upward biased.
Moreover, there are more than 1,000 private higldeication institutions in China, from
which graduates find it even more difficult to g@mployment. This is another reason

why the problems faced by graduates maybe evenewhbes) suggested by the official

figures*.
Year Number of graduates | Employment rate (%) Number of unemployed
(million) (million)
2001 1.1 70 0.3t
200z 1.4¢ 64.7 0.51
200zt 2.12 (50) 70 (1.06) 0.6
200¢ 2.8( 73 0.7¢
200t 3.3¢ 72 0.9t
200¢ 415 703 1.2¢
2007 4.9t 70.¢ 1.4
200¢ 5.5¢ 68v 1.7¢
200¢ 6.17 68v 1.97

Table 3.1: Number of Graduates and Employment Raten China (2001 to 2009)

Source: China Education and Research NetwWork

T Two different employment rates were recorde®dfs3: the first (in parentheses) is computed
from data collected in July; the second from Sep&m

1 Graduates’ employment rate is about 70%, BBRo&mber 2006, [Online; cited May 2007,]
Available from
http://news.bbc.co.uk/chinese/simp/hi/newsid_616008wsid_6161900/6161908.stm.

¥ The Ministry of Human Resource and Social Segueteased this figure in July 2009.
¥ The Ministry of Human Resource and Social Segueteased this figure in July 2009.

Meanwhile, only a very small proportion (5.2%) bkttotal population has received

*% The official media, such as Xinhua News Ageneported higher education institutions
giving fake numbers on graduates’ employment r&@86, [Online; cited May 2007,] Available
from http://career.eol.cn/article/20060621/3196366ml.

> “40,000,000 Job Seeker in 2009”, it is officiaéigtimated there will be 7 million graduates’
job seekers. Estimation by the Commercial Miniggiggance Ministry and All-China Federation
of Trade Union, 2009, [Online, cited 27th June J0B%ailable from
http://www.cec365.cc/html/24625.htm.

°° Data from 2001-2005 is based on survey of gradijatesearch and employment attitude,
2006, [Online; cited May 2007,] Available from
http://www.eol.cn/jiuye_dy 4516/20060621/t200606284927 .shtml
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tertiary educatio’f. The higher education enrolment rate has riseepsy in recent

years, reaching 21% in 2006 (See Section 1.1). edevwy this is still low in comparison
to the rates of around 50% seen in many developadties such as Australia, the UK
and Germamy/and there is no evidence of large scale unemploymeong graduates

of these countries.

One important aspect of the graduate unemploymestilgm in China is the labour
market inefficiency caused by thekoupolicy. As we discussed in Chaptemhiikouis
not transferable even between cities. For exangpihanghai citizen is excluded from
the Beijing municipal social welfare system eveteavorking or living in Beijing for
many years. This institutional impediment to j@elsers is expected to continue for at

least another 15 to 20 years (see Section 1.2).

The disadvantaged position of rutalkouholders is the central focus of this Chapter.
The approach is analogous to that of Holzer (198H) contrasts the effectiveness of
job search between black and white youths in th#eldrStates, finding, that informal
search methods, such as friends or relatives,lenditect application search method are
more productive for whites than for blacks, in termf the likelihood of gaining
employment. However, our study is different irestst two ways. First, the concept of
hukou and its effect on job search are peculiar to Chirdecond, a key concept
facilitating the route into employment in Chinat kess relevant in western countries, is
that of “institutional embeddedness”. This is axagpt borrowed from Brinton and
Kayia (1998), to capture the impact of universiated activities, such as: job fairs
organized by the university; making CV templateailable on the university website;
university departments recommending graduates tenpial employers; introduction by
university faculty to external contacts who aregotial employers; and alumni vouching
for graduates from their institutions in the hiripgpcess, that assist graduates in the job

search process. The university system in ChinaaHasg history as a job assignment

*% 2005 Population Censushina Statistical Yearbook 2006hina Statistics Press, 2006,
Beijing.

" Source: OECD (www.oecd.org/edu/eag2006). Thimisparable for higher education gross
entry rate in China since the statistics only ideltertiary—education.
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agency (see Section 1.1), and still has very ingmbrinfluence on a graduate’s job
search outcome. For these reasons, we consideorthwhile to treat institutional

embeddedness as a determinant of the search outcatsm®wn right.

This Chapter is organized as follows. Section@dides relevant institutional details;
Section 3.3 presents a literature review; Sectigh @itlines a theoretical job search
model; Section 3.5 describes the data collecticggti®n 3.6 presents econometric

results; Section 3.7 concludes.
3.2 Institutional details

3.2.1 The transformation of university studentshukou status

In this chapter, a graduate whose family is regegsten an urban area is labelled as an
urbanhukouholder. In contrast, a graduate who reports thgf(liner) family registry
place is in a rural area is labelled as a non-uthamu holder. This is because his

currenthukoustatus is neither agricultural nor permanent urban.

As we discussed in section 1.2, one important washangénukoustatus is by investing
in higher education. Once students have been tatimib a State university, they
temporarily acquire urbahukoustatus, equivalent to citizenship in the locatofrthe
university. After graduation, which normally takesce by the end of June each year,
there are three possible outcomes regarding argtsdiekoustatus, these outcomes are
depicted in Figure 3.1. The first is where thedgiete finds a position with a company
that has an urbahukouquota (such as a Beijinfgukoy. This individual’shukoucan
then be transferred to the company and the indalidains urbamukoustatus from this
time on. One’s offspring (but typically not oneposisé®) will then be entitled to urban
welfare. The second possible outcome is whergthduate manages to find a formal
job in a company but without urbdrukouquota. This individual’fiukoufile will be
kept at the community employment service office mghéhe company is located,
provided an administrative fee is paid; one isgigéen the right to urban welfare. This

is called mobilehukoy as long as the job-hopper keeps formal jobsmbeile hukou

%8 |f the graduate is considered highly desiralfie,dcompany might offer one of their quota
positions to the spouse, endowing the spouse athawbanhukoustatus.
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can be transferred between community employmentceeoffices. If the job-hopper is
fortunate and later receives an offer with urbakouquota, the mobildukouturns into
an urbanhukou If the job-hopper is less fortunate and becomm@smployed, one’s
hukou status becomes pending. Although the final outcamthis case depends on
individual circumstances, there is a possibilitgtthukouis returned to the original birth
place. The third possibility arises if the studikies a temporary job. In this situation,
thehukouwill be kept at the university for one year, agsiject to a fee. Thereafter, if
the graduate still does not have a formal job,vibbest outcome comes into force: one’s

hukouwill be sent back to his original residential gac

Hukou of graduates from ruri HukoL of greduates fron
areas (Agricultural Hukgu urban areas (Urbehukot)

v

Accepted by a State High
Education Institution (HEI)

Find a positior | Huko is transferred o
‘ with hukouquota the company; the student
gains urbarmukou®

A

- - Mobile hukot with fee
L Find a formal jok payable at a local laboy
Hukolis kept ar| After without hukouquota market office; no urbar
a HEl during| 9raduatio hukot entitlement @

study; it is free
of charge until

=

A 4

A

—

»
»

the 30th J Search for a forme| | Hukotr is kept at the
the final unec])c ,| job during the yearf | university  subject to
Gy e following graduation payment of fee; no urbap

study

Hukol entitlement
[

Still no formal job one HukoL returnec to
year after graduation | original residential
place®

Figure 3.1: Possible Transformation of GraduatesHukou after Graduation
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This institutional feature is highly relevant teethbjectives of this study. Clearly, non-
urbanhukouholders have just one year to secure formal empéoy. If they fail, the
penalty is an almost irredeemable relegation tar tpeevious hukou status.  This
explains why the pressure on non-urlbarkouholders in the search for employment is

so great.

3.2.2 History of graduate job search in contemporar China

Job search is a relatively new activity for gragsain China. This is because,
traditionally during the period from 1949 to 19&%ery student was guaranteed a job
from the day they received an offer from a Stateversity. Universities, following
guidelines from the former National Planning Consmaa, performed the role of job
assignment agencies, individually assigning eacdwuate to a job with a particular
Danwei (work unit). Later on, a small number of studentse allowed to seek jobs
provided that paid their tuition fees (see Secfidr). This naturally led to a situation in

which each university had a close relationship wéltain enterprises.

In 1997, the Chinese Education Ministry initiatepramcess of reform to establish a
modern graduate employment system (see Section BHdnce, although job search was
practiced in a minor way before 1997, it is onlytiwe last decade that job search has
become the dominant route into employment. Howewer close relationships formed
between universities and employers under the pusviegime have persisted, and, as

we shall see, still play an important role in thke gearch process.

Typically, a student’s “search period” is the whofeheir final year of study. Officially,

the student leaves university at the end of June.

3.3 Literature review
The particular problems faced by graduates seekimgloyment have been identified in
the context of other countries. Saks and Ashf¢i®99) conducted a survey of 384

graduating students in one major city in Canadd, they find that active job search

% The above discussed situations remain valid istraceas thoughukoupolicy has been
experimented in 13 provinces and cities since 10®&t of these places are less developed
areas or small cities and towns (see Section 1.2).
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behaviour and higher job search intensity both haveositive effect on the search
outcome. Try (2005) used data from the NorwegiaadGate Surveys 1995-2000 to
investigate the use of different job search stiategfinding that 70% of graduates
respond to employers’ advertisements directly, #mat the use of informal search
methods is affected by the possession of sociatatapAnother finding from this study
is that graduates with poor job prospects (eithderms of poor initial quality or lower
probability of employability) are more likely to ele employment through the “Public
Employment Service” (job centre). Saks (2006) ysed data on 225 recent graduates
in one anonymous major city in Canada, and reparidence that active job search

impacts positively on the number of job intervieavel offers.

There is a paucity of empirical studies of gradyate search using data from China.
This is for the previously discussed reason thatsgarch has only become a widespread
phenomenon in China in the last decade; furtherntbeye are well-known problems
with obtaining data in China. However, a small twemof empirical studies have
recently been carried out by researchers at Beljinigersity, using a nationwide survey
of graduate employment status conducted in Jun8.2B80stratified sampling procedure
was adoptedex ante The stratification was firstly by region: thrpevinces would be
selected from each region: East, Middle and West Then, within each selected
province, one or two institutions would be selectern each of the three types: key
university, regular university, and college. Thi#zom each of the selected institutions, a
sample of 600 graduates would be taken in a wayehsured appropriate coverage of
level (Bachelors, Masters or Research degree) amjed studied. The planned
stratification was followed with only partial suesse The western region was
significantly over-represented, with 22 of the 4Btgipating institutions being from this
region, of which 17 were from a single province-&an. The middle region was under-
represented, with only 6 participating institutipal from the same province-Hunan. It

is reported that there were a total of 18,722 vadisbonses in the survey, implying a

® Mainland China is divided into three regionstfte purposes of the nation’s economic
planning: the East, the Middle and the West. Eoeopurposes, it is divided into 23 provinces
(including Taiwan), 5 autonomous regions, 4 dimttrolled municipalities and 2 special
administrative regions.
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response rate of around 60%.

One study using this data is by Yee al. (2004), who use logistic regression to
investigate the determinants of the job searchomé; with “success” defined as one of
the following: receiving a job offer; waiting forjab offer; choosing self-employment;
undertaking further education; or planning to remanemployed for a short time. We
consider this definition of success to be too wyghatly because the last three groups in
the list include people who seem having not engaggob search. Their results show
that both academic performance and job informapicovided by the university have
beneficial effects on search outcome; but seard@ngity, search skill training courses,
and graduates’ original residential places havenoticeable effect. A second study
using the same data is by Li (2004), who investigahe interaction of job search
channels (formal versus informal) and educatioeatl. He uses a binary probit model,
with search outcome as the dependent variable. ederyvhis definition of informal job
search is questionable; it includes “recommendetiyersity”, which we consider to
be a formal channel. A third study is by Zhou (200efines an ordinal (0-9) variable to
represent the self-reported amount of help the ug@dreceives from their university
and uses this as an explanatory variable in lagiggression analysis of the search
outcome, although the definition of the dependentable is not clear. It is found that
university help does have a positive effect on phebability of employment, while

pecuniary investment on search by individual stigleas little benefit.

The main concern with the survey data on whictohthese studies are based is that it
was conducted in June 2063 As already mentioned in Section 3.1, the outbrafa
SARS meant that face-to-face contact was forbidgween April and July of that year.
Over the same period, all kinds of recruitmentwatgtion campus, for example job fairs,

were cancellef. Students were confined to the campus, and se weable to engage

®> The survey was repeated in 2005 by Bejing Unitsergan et al. (2005) performed the
analysis using the same definition of search sigcas¥ueet al.(2004). However, Yast al.
(2005) do not distinguish graduates with differenkoustatus; instead they simply divide
graduates into two groups: those from large citi@s| others. Hence it is hard to draw
conclusions from Yamt al. (2005) with respect to the effect lmfikoustatus.

%2 Mo, R and J, Liu, “Difficulties of Graduate Emploent”, Fazhang(Development), 8, p65-
69, 2003.
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in direct search activities. For these reasonsylt® from studies of graduates’ job

search based on this survey data are likely tadset.

3.4 Models of job search

Standard search models (McCall, 1970; MortenseQ;1&iefer and Neumann, 1979)
assume that in any period of time, a job-seekettnigccording to some probability
duration receive one or more job-offers each withodfered wage. The applicant
accepts an offer if the offered wage is at leasthigh as one’s reservation wage;
otherwise rejects the offer. The search outcorhat ts to say the receiving and
subsequent acceptance of an offer, is positivéiitae to the number of search methods
available and to the level of search effort, andatigely to the job-seekers reservation
wage. The reservation wage is in turn determingdihe level of unemployment
benefits, the state of the labour market; searcttscdhe job-seeker’s rate of time

preference, and the job-seeker’s initial wealtle (Section 2.2).
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Figure 3.2: Increases of Higher Education Tuition [Ee and Per Capita Income in
China
Source: Li (2006) and Education Minister's spééch

% Former Vice-Education Minister’s Speech, Beijingu¥h Daily, 24 February 2005
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Applying these ideas to the situation of graduateking employment in China, we first
see, in Figure 3.2, that initial wealth has theeptal to vary considerably according to
hukoustatus. This graph, constructed from data praltmeLi (2006) and the education
minister (since 2003) speech in 2005, shows thatg@gta income is 2-3 times higher in
urban households than in rural households, andeawer, has been rising much more
rapidly in the former. In the same graph we sed thiversity tuition fees have been
rising steeply, and since 1999, have exceeded g@tacincome in rural households.
This means that it would be very hard for a typioatal household to finance a
university education without incurring significaiebt. In contrast, in an urban
household, since it is typical for both parentsvtwk and for there to be only one cfifld
and for this child to get financial support fromagdparents on both sides, the financial
constraints of educating the child are considerdddg severe. This is one difference
that leads to the prediction that non-urlharkoujob seekers are likely to have a lower

reservation wage.

Another difference leading to the same predictienentittement to unemployment
benefits. As explained in Chapter 1, this is atoratic entittement to urban regular
hukou holders, but denied to those with tempordmykou Some cities recently
implemented a system of providing subsistence esgeerio all graduates seeking
employment. However, because the subsidy is iged by local urban community

administration centres, administrative barriersspré rural graduates from claiming it.

In terms of availability of job search methods,dyrates from rural areas are believed to
have more limited search opportunities than thosenfurban areas since the former
have fewer work-related social ties. They are Hss likely to benefit from information
and referrals from their close relatives, who #&ely to be working in the fields or in

inferior job in cities.

It might be predicted that graduates with non-urbakouput greater effort in their job
search than their urban counterparts, in ordeetore their attainedukoustatus and to

compensate for their disadvantaged position in $esfravailable search means.

% One-child policy started in 1978, but appliegctiy in urban areas.
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With the preceding discussion in mind, we advaheefollowing three hypotheses:

Hypothesis 1 Graduates with non-urbdrukouconduct more intensive job-search than

those with urbamukoy ceteris paribus.

Hypothesis 2 Graduates with non-urbdrukouhave a higher probability of gaining an

offer than those with urbamukoy ceteris paribus.

Hypothesis 3 Graduates with non-urbamkouhave a greater propensity to accept a

given offer than those with urbdukoy ceteris paribus.

Note that these three hypotheses are inter-relatedsection 3.2, we explained the
institutional reasons why there is more pressureanurbarhukoujob-seekers to gain
employment in the period leading up to graduattban on urbarmukouholders in the
same position. This pressure derives from thetfadtconfirmation of non-agricultural
hukoustatus is conditional on gaining formal employmeithin one year of graduation.
Then, in section 3.4, we described a theoreticatleh@f job search, and advanced
several reasons why these institutional factorseawon-urbamukouholders to have a

lower reservation wage.

Hypothesis 1derives straightforwardly from the first of theddferences: a greater
incentive to secure formal employment must leadntore intensive job search.
Hypothesis2 derives from both differences of incentive and ¢éed labour market. As
we discussed in Figure 3.1, due to the constraihkaikoy urban and non-urbamukou
graduates are likely to target different labour kets. The former intends to gain a
position from what we might think of as the ‘prirgdabour market (desirable jobs with
a desirable urbahukouquota in our data); whereas the latter will positthemselves in
the ‘secondary’ labour market (less desirable jabdong as they fall within an urban
hukas quota). Therefore, controlling for job searcfoef the latter is more likely to

gain a job offer.

Hypothesis 3also derives from both differences: when offeredoaition at a given
starting salary, the non-urbdiukou holder is more likely to accept it, firstly becaus

they are generally more eager to secure employmend, secondly because their
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reservation wage is lower than that of their urbannterparts.

Each of the three hypotheses is tested economnlbtiic&ection 3.6.

3.5 Data collection

The data to be used is from our own survey, edtifraduates’ Job Search and
Outcomes MV AESRERAT 4 & H 45 B £, Appendix), conducted in June 2005 by the
career centres of three universities: China Unityetdf Geosciences (CUG), Huazhong
Agricultural University, and Zhongnan Finance andwlL University. All three
universities are situated in Wuhan, the capitgl aftHubei province, where there are 85

higher education institutions, turning out morenttig3,000 graduates in 2005.

In March 2005, a research proposal was presentdtese career centres. The officials
showed an interest in the survey and were pleasembdperate, partly because they
themselves face great pressure to improve their gnaduate employment rate. They

assisted by releasing 1,500 questionnaires analliecting 512 responses.

The survey questionnaire elicited detailed infoiorat on the respondent’s
characteristics and background (e.g. genagkpustatus, and household income), their
academic performance, and their recent job seartivitees and outcomes, or expected
search outcomes. An important part of the sungyn employment expectations,
including questions about anticipated annual rematita, desired type of employment,
and desired location of employment. Equally imanttis the job-search section, which
asks about labour market experience, search methsdd, vacancy information
channels used, intensity of search, numbers ofvilet®s attended, and offer acceptance
criteria. Respondents who indicate that they Haae an offer are asked about the
number of offers received, and whether an offerbbesen accepted. Those who claim to
have accepted an offer are then asked about thee app size of their employing

company, their position within the company, andrtetarting salary.

Qualitative information is extracted on reasonsr&ecting offers, reasons for setting
up one’s own business, and the respondent’s assetssofi employment services

provided by these career centres. Graduates wederided to pursue further study or
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who are not seeking employment are excluded frastivey.

As Figure 3.3 illustrates, the majority of gradsaie the sample (60%) are from rural
areas. The proportion of the agricultural popolain China has decreased from 82% in
1978 to 57% in 2008. It therefore appears that our sample is reptatea of the
population. However, the distribution of univeysitudents bywukoubackground does
not appear to be representative. Tong (2006) tegpahat students with non-urban
hukouonly accounted for 18% of the prestigious uniugrstudent population in 1999
in Beijing®®. In complete contrast, it is reported by an dfievebsite — Xinhuanet - that
the vast majority (around 80%) of students in lokejher education institutions in
Qinghai (an impoverished western province) in 208%e non-urbahukoustatus. This
suggests that there are significant regional imzada in the proportion of rural students

in receiving higher education.

43 (10%)

131 (30%)

262 (60%)

O Rural areas B Medium or small cities O Capital city of a province or municipality

Figure 3.3: Proportions of Family Registration Plaes in the Sample

 China Statistical Yearbook 2008ational Bureau of Statistics of China, ChinaiStizs Press,
2006, Beijing.

% Survey of 2,000 Students at Key Universities @ijiBg, China Youth Newspape22 Jan
2006.

5C



Hukou and Graduates’ Job Search in China Chapter 3

The three universities in our survey enjoy a naioeputation and have students from
all over the country; hence there is a balancettiligion of students in the sample
acrosshukou status. We consider this to be a virtue of oulaskt, given that the
purpose of our study is to analyse difference®bfgearch behaviour between graduates
with non-urban and urbahukou Two of the three universities surveyed, CUG and
Huazhong, were originally founded as single dise®l universities, respectively
geology and agriculture. However, in recent yeas,a result of the decline in
importance of the centrally-planned curriculum, atsb in response to labour market
demand, teaching at these institutions has becoanwd more diverse, including fields,
for example, degree studies in economics, law amehpater sciences, which are

booming at both universities.
3.6 Data analysis

3.6.1 Descriptive statistics

Table 3.2 shows summary statistics on search choéeel other variables, for graduates
with non-urban and urbalmukouseparately. The results of independent sampsts-t
for differences between these two groups are alsaws in each row. The key
conclusions from this table are that the non-uriakoujob-seekers have a significantly
higher chance of gaining employment (as represdmyagceiving of at least one offer;
p=0.003), and also appear more likely to have dedepn offer (p=0.003). These
results could be attributed to greater job seaffditeamong non-urbahukougraduates.
We also see in Table 3.2 that non-urban respondes#sa wider variety of search
methods, contact more employers, than do theirrudoainterparts, although neither of

these tests is statistically significant.

Another significant difference between the two greis in standard of living. Average
household income is almost twice as high for urbb@spondents as for non-urban
respondents (p=0.000), and this confirms the wedikparity between rural and urban

areas discussed in Section 3.3.
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Variables Mean
Graduates
Graduates with
with non- urban Sig.(2-
urban hukou hukou T tail)

Employability (at least having an offer) 0.836 B71 | 2.981*** | 0.003
Offer acceptance 0.767 0.632 2.997** 0.008
Annual Household income in ¥1,000 18.664 32.040 6.11>** 0.000
Different job search methods used 3.095 2.914 1.1820.238
Number of employers contacted 9.49 8.63 0.898 0.370
Any labour market experience (0 or 1) 0.905 0.85¢ .549 0.122
Graduate academic profile:
Average grade achievement 77.653 77.414 0.3[16 0.752
Passed College English Test Band 4 (0 or|1) 0.500 5290 -0.587 0.558
Passed College English Test Band 6 (0 or|1) 0.344 .3050 0.846 0.398
Succeeded in Degree (0 or ¥ 0.885 0.874 0.376 0.707
Major in social science 0.405 0.448 -0.9083 0.367
Major in natural science 0.546 0.500 0.93} 0.349
Major in agriculture 0.050 0.052 -0.09¢4 0.922
Expected annual income in ¥1,000 T 31.309 30.0%7 6291. 0.104
Actual annual income in ¥1,000 ¥ 21.954 24981l 20 | 0.039
The most important information channel used lead to an offer (all variables are binary):
From university 0.553 0.477 1.565 0.118
From websites 0.290 0.293 -0.068 0.946
From traditional media 0.023 0.034 -0.728 0.470
From other social contacts 0.130 0.190 -1.700* 0.09
From others 0.004 0.006 -0.291 0.771
Job search methods used (all variables are binary):
Attending job fairs in Wuhan 0.679 0.649 0.649 (.51
Attending job fairs organized by university 0.882 .810 2.066** 0.039
Attending job fairs in expectant work places 0.290 0.287 0.061 0.951
Releasing CV on career centre website 0.286 0.328 0.919 0.359
Releasing CV on commercial websites 0.366 0.299 5a1.4f 0.145
Recommendation by lecturers 0.282 0.178 2.589*** 010.
Rely on Relationship built while study 0.122 0.080[ 1.387 0.166
Rely on other relationships 0.168 0.253 -2.10%** 03B
Other methods 0.000 0.029 -2.262f* 0.025
The most important methods used at least generate an offer (all variablesarebinary): ¢
Going to regional job fai 0.24¢ 0.30¢ -1.30( 0.19¢
Institutional embeddedne#s 0.599 0.511 1.804* 0.072
Social contacts 0.080 0.126 -1.588 0.113
Via websites 0.050 0.040 0.458 0.64Y
Other methods 0.023 0.017 0.40¢ 0.685
Sample siz 262 174

Note: * p<0.1; ** p<0.05; *** p<0.01

Table 3.2: Comparison of Job Search Behaviour betvea Graduates with Non-
urban and Urban Hukou (independent samples t-testdr each variable individually)
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4+ In most Chinese universities, to attain a degseelents have to meet two criteria. One is no
failure in course work; the other is to pass Cal&gglish Test Band 4 (CET4), the latter is a
national exam and taking twice a year.

T “Expected annual income ¥il,000” is obtained from this survey question: “whatual
income do you expect to receive in your first jotR&spondents are invited to select an income
range as their reply.

1 “The actual annual income ¥i,000" is collected by asking respondents who dedléo
accept an offer to choose an income range, ther8Q% observations.

¢ These variables are generated from responsewitmating one of the above listed search
methods is the most important one defined as at fgaducing a job offer

# The variable used to represent “institutional eddziness” is one that indicates that the most
important search method is one of the followingdy fair organised by university;

recommendation by faculty members; use of CV tetapda career centre website; networking
while studying.

The difference in academic performance betweentwee groups, as measured by
English proficiency, success in degree, averageegrand major, is not statistically
significant. It appears, therefore, that the défee in search success between these two
groups cannot be explained by any differences adamic performance. This is in
contrast with Yueet al. (2004) and Yaret al. (2005), who both provide evidence that

graduates’ academic performance greatly improved@ment prospects.

When looking for differences in choice of job sémmethod between the two groups,
we focus on the method reported by the respondebéiag the most important, in terms
of potential to result in an offer. Here, the aignificant difference is in institutional

embeddedne8s non-urban respondents appear to attach significamore importance

to this type of search method (particularly recomdation by lecturers, and attendance
at job fairs organised by the university) than Heirt urban counterparts (p=0.07). In
contrast, urban respondents appear to attach mguertance to other social contacts
(p=0.11). These patterns are consistent withdka that social capitals are a privilege
that only urban hukou holders are in a positioen@y, and non-urban hukou holders

therefore need to rely on any such assistancemsveded by their institutions.

®7 |nstitutional Embeddedness was defined in Se@itn In the survey, respondents were not
asked directly about the importance of instituti@abededness. The variable used here is a
combination of variables obtained from the surnesponses. For details, see the notes below
Table 3.2.
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Meanwhile, there is a telling difference in therstey salary between the two groups.
Graduates with urbahukoy on average, take higher-paid positions; thisossistent

with the findings of Yaret al. (2005). However, we also notice that there arelmaous

differences in the expected annual income betwieesettwo groups. This suggests that
graduates with non-urbahukoy despite being equally optimistic as their urban
counterparts about their future, are willing to egquica lower starting salary when the
offer actually comes (they have a lower reservatvage); we conjecture that this is due

to the pressure resulting from thieirkoustatus.
More details of this dataset see Appendix Al (1).

3.6.2 Econometric analysis

In Section 3.4, we described a theoretical modgblofsearch in which greater intensity
of job search results in more offers being receivéa obvious way to measure search
intensity is using the number of employers conthetéhin a certain period (Blau and
Robins, 1990). Analysis of such a variable is madsy in the case of Chinese
graduates due to the fact that they are engagirsganch subject to the unofficial but
generally accepted deadline of 30time each year, so the period of search is efédgtiv
the same for all individuals in the population mieirest. Since the number of companies
contacted within this period is a count variabékjrig only non-negative integer values,

we estimate a Poisson regression model.

The results are shown in Table 3.3. The secondifgiaion in Table 3.3 includes
interactive variables. The coefficients of the iatded variables are not statistically
significant apart from the interaction between gdine internet to search for a job and
with having a rurahukoustatus. This shows that rural students are ikslylto use the
web; computers were not widely accessible in 2006hina and this result may reflect
family background which would explain why this gpowere even less likely to have
access to computers. However, there are onlydfests in this group. Despite of this
difference, there is no noticeable difference m¢befficients of these two specifications.

Our interpretations therefore are based on reBuolts the first specification.
The central result is that individuals with non-amthhukouconduct a significantly more
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intensive job-searclteteris paribusthan their urban counterparts, reflecting theatge
pressure that they are under to secure a posifibis provides evidence in favour of our

Hypothesis 1

Dependent variable: number of employers contacte | Coef. (Std. Err.)

Coef. (Std. Err.)

Constar 1.216***(0.222 1.156"**(0.228)
Hukou status (1=ncurban; O=urbai 0.075**(0.036 0.139 (0.12¢
Gender (1=female;0=ma 0.040 (0.04C 0.040 (0.04C
Passed College English Test Band 4( 0 -0.079 (0.047 -0.079 (0.047
Passed College English Test Band 6( 0 0.060(0.052 0.063 (0.05z
Any labour market experiences (0 0 -0.013 (0.051 -0.002 (0.051

Succeed in degree (0 ot

0.429** (0.059

0.436** (0.059

Average grade achievem

-0.003 (0.00z

-0.003 (0.00z

Expected annual income in ¥1 (

0.010* (0.002,

0.010"* (0.002

Family annual income in ¥1,0(

0.000 (0.001

0.000 (0.001

Communist Party Member (0 or

-0.050 (0.03¢4

-0.041 (0.03¢

The most important job search method used (excluded category: family ties and other methods):

Attending legional job fair

0.490**(0.068,

0.521%*(0.101

Institutional embeddedne

0.295**(0.066)

0.294**(0.099)

Releasing CVs on commercial webs

-0.111(0.09¢

0.3627*(0.140)

Major (excluded category: agricultur

Social science

0.292%*(0.082)

0.284**(0.082)

Natural science

0.109 (0.081

0.110 (0.08Z

Preferred employment location(excluded category: no i

mitation for employment place):

Work in Beijing, Shanghai and Shenz

0.121 (0.07¢

0.112 (0.07¢

Work in capital city of a province oarge city in
coastal area

0.077 (0.07C

0.071 (0.071

Work in medium or small city in coastal a

0.018 (0.08:

0.029 (0.08:

Work in medium or small city in the middle and w
areas

-0.523"*(0.111

)

-0.523"*(0.111

Hukou statusinteract with the most important job search method

Hukou*attending regional labour marlk

-0.058 (0.137

Hukou*institutional embeddedness for job se

-0.012 (0.13¢

Hukou* releasing CV on commercial web:

-0.830"*(0.197

Log-likelihood

-2564.60

-2551.44.

Sample siz

43€

43€

Note: * p<0.1;**p<0.05; ** p<0.01.

Table 3.3: A Poisson Regression Model of Number &mployers Contacted
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The significant coefficient of the variable “sucde&n degree®® indicates that the

prospect of academic success is associated witle mnéensive job search. This is
expected; students who fail their degree are reduio retake the failed components in
the following year, clearly a hindrance to the emyphent process. Expected annual
income has the expected positive effect: the higherstatus to which the individual

aspires, the more effort they are prepared to irteesttain it.

Social science students appear to search hardesthdents in other disciplines. This is
consistent with recent repoffsthat social science graduates face more diffiesilti
finding employment. In particular, those majoring law °, economics and

administration face the problem that they are p&m significant excess supply, since
almost every university sets up these degreesra®ipthe higher education expansion

initiated in 1999.

Moving to the final sectioff of Table 3.3, we see that individuals who wistwiark in

smaller cities in the middle or the west regionag®in less intensive job search than
those who wish to work in large cities, or in tleastal area. This is consistent with the
idea that it is harder to get a job in the coaatah, or in large cities, because of higher
demand of positions in these locations. The higlenand is partly becauseikou

status in large cities in the coastal area is reateable, in terms of the various benefits
for the holder and for the holder’s offspring. lerthose who are prepared to work in

the middle or west region do not need to seardhtsasively.

Table 3.4 shows gender differences in terms ofgedérch behaviour. Generally male

graduates tend to be more active than female graslirmterms of contacting employers.

% See Table 3.2 for the definition of this variable

% See Guomin, Bai, and Yuejin, Ma, 2006 , “The Emgpient Difficulty Faced by Social
Science Students”, on Dean’s Forum, [Online; cifemhe 2007,] Available from
http://www.chinalawinfo.com/Fxyluntan/gql.html

0 Law is still the lowest employment rate in a ®yramong 2008 graduates. See section 3.2 for
detail.

" This categorisation is based on patterns obsénvearveys (such as “Graduates’ ideal
employer survey” in 2001 and 2004) conducted bynthgazineChinese Student Careevhich
is published by China Education Ministry.
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This reflects the fact that women from wealthiemilg backgrounds contact fewer
employers, while the reverse is true for young rfrem similar backgrounds. Male
students from rural areas are likely to contacteremployers. Male students who wish

to work in the middle or west areas contact fewapleyers. Male CCP members are

quite passive in terms of contacting employers.

Number of employers contacted

Coef. (Std. Err.)

Cde(Std. Err.)

Femali Male
Constar 0.661 (0.591 1.520***(0.259
Hukou status (1=non-urban; O=urban) 0.001 (0.07¢ 0.101*%(0.042
Passed College English Test Band 4( 0 0.153 (0.14: -0.111**(0.052

Passed College English Test Band 6( 0 or 1)

-0.025 (0.14z

0.111%(0.059

Any labour market experiences (0 0 -0.276**(0.136 0.038 (0.05¢
Succeed in degree (0 or 1) 0.299**(0.137 0.374***(0.072
Average grade achieveen -0.004 (0.00% -0.004 (0.00z

Family annual income in ¥1,000

-0.004**(0.002

0.002**(0.001

Expected annual income in ¥1,(

0.034**(0.005,

0.004*(0.002

Communist Party Member

-0.041 (0.074

-0.096**(0.040

The most important job search method used (excluded category: family ties and other

methods):

Attending regional job fai

0.598**(0.143,

0.446"*(0.078,

Institutional embeddedne

0.293**(0.146

0.270"*(0.075,

Releasing CVs on commercial webs

0.496"*(0.177

-0.423%(0.127

Major (excluded category: agriculture):

Social science

0.464(0.43C

0.319%*(0.084

Natural science

0.514 (0.42¢

0.079 (0.08Z

Preferred employment location(excluded category:

no limitation for employment place):

Beijing, Shanghai and Shenz| -0.2110.179 0.126 (0.08¢
Capital city of a province or large city in coas -0.044 (0.16% 0.073 (0.07¢
area

Medium or small city in coastal area 0.057 (0.18¢ -0.080 (0.09¢
Medium or small city in the middle and west a -0.085(0.207 -0.725***(0.142
Number of observatiol 104 332

Log likelihooc -579.24° -1922.2°

Note: * p<0.1;**p<0.05; *** p<0.01.

Table 3.4: A Poisson Regression Model of Number &mployers Contacted

between Male and Female graduates

Also in Table 3.4, both female and male graduasesi wegional labour market contacts

quite extensively and benefited from institutioreshbeddedness when approaching
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employers, the former tends to depend more omrtieeniet for job search than the latter.

However, as we explained before, this is a smaligr

Next we turn to an analysis of the number of offeseived. This also is a count
variable, with an added complication. The variabléthe response to the question “how
many offers have you received until now?” and tbssible responses are: none; 1 offer;
2 offers; 3 or more offers. This means that thentwariable is upper-censored at 3, and
in order to identify its determinants, we requine upper censored Poisson regression

model, which is described in the Appendix 1(3).

The results are presented in Table 3.5. Firstlohate that we are including the number
of employers contacted as an explanatory variabiece this is obviously a key
determinant of the number of offers received. Ageeted, it has a significantly positive
effect, confirming that job search is richly rewedtf. We further see that, controlling
for the number of employers contacted, a non-uth&ouholder is expected to receive
more offers than an urbdrukouholder with otherwise the same characteristickis T
provides evidence in favour of ottypothesis 2 employers favour non-urbamkou
holders because of their dedication and their mghiess to work for lower remuneration.
Another interpretation of this effect is that urbawkou holders have less success
because they tend to rely more heavily on sociatasis which are a less effective job
search method (see t-test for “rely on other refethips” in Table 3.2). Zeng and Cui
(2008) present evidence that formal job search ousthlargely contribute to
employment success among skilled workers in urbaimaC One interpretation in our
data is that the majority of urb&mkouholders in the sample are from medium or small
cities (see Figure 3.3), but they inevitably prefer work in large cities. Social

networking is more likely to be more effective retjob-searcher’s home-city.

Employers’ apparent favouring of non-urbiamkouholders could also be interpreted in
terms of sample selection. A well-known inequity the Chinese higher education
system is that entrance requirements are highendorurbanhukou holders (Wang,

2004). It follows that it is reasonable to expegh-urban graduates to be academically

2 Although Yueet al.(2004) and Yaret al.(2005) disagree with us on this point.
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stronger, on average, than urban graduates.

“statistical discrimination” (Elliot, 1991) in fawsing the former.

Chapter 3

Eemslapay thus be using a form of

Dependent variable: number of offers received (uppecensored at 3)

Coef. (Std. Err.)

Constar

-0.585**(0.179

Hukou status (1=rural; O=urbs

0.199**(0.087

Gender (1=male; 0O=fema

0.106 (0.10C

Passed Collegenglish Test Band 6 (0 or

-0.123 (0.12z

Passed College English Test Band 4(0

-0.106 (0.13:

Any labour market experience (0 o

-0.089 (0.12z

Average grade achievem

0.017**(0.004

Number of employers contac

0.003*(0.002

Family annial income in ¥1,0C

0.004**(0.002

Communist Party member (0 o1

0.120 (0.08Z

Average Academic Grade<70

Average Academic Grade >

0.049 (0.132

Average Academic Grade >

0.263%(0.140

Average Academic Grade >

0.517"*(0.179)

Number of degrees¢ (excluded category: no degree):

One degre

0.304%(0.179

Two degree

0.595**(0.179)

The most important job search method used (excludecategory: family ties and others):

Attending regional job fai 0.094 (0.17¢
Institutional embeddedne 0.050 (179
Releasing CV on commercial webs 0.215 (0.17¢
Major (excluded category: agriculture):

Social scienc -0.007 (0.17¢
Natural scienc 0.126 (0.17¢
Log-likelihood -566.38:
Sample siz 43¢

Note: * p<0.1;**p<0.05; *** p<0.01.

Table 3.5: An Upper-Censored Poisson Regression Meldof Number of Offers

Received

The method used to estimate this model is destiibAppendix Al (2)

+After the second year at university, students ggolyefor a second degree course. Whether the
application is approved is based on their gradéeegement during the two years of their first
major. Once approved, students are required to@akextra courses for the second degree, in
addition to those for the first degree. Theseaegtiurses for the second degree are mainly
attended at weekends, in order to avoid timetdhihes. The most capable students tend to
have two degrees after four years of study, anglike this as a positive signalling device in the
labour market. For some students it takes aniaddityear (i.e. a fifth year) to complete the
second degree.
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The effect of institutional embeddedness (defined Section 3.1) is statistically
significant. The positive coefficient shows thiaisia more effective job search method
than any of the others. On this point, we agred @hou (2003), Yuet al. (2004), and
Yanet al. (2005).

Next, we turn to the decision by the job-searchembether or not to accept an offer.
Since this is a dichotomous choice, a probit masielsed. For this purpose, we only
use data on the 305 respondents who received sit de@ offer. The model can be

represented as follows:
Px = Pa(SMi,w, Hukou, X;,Y)) (1)

where R represents the probability of offer acceptancedit@mmal upon receiving one,
by individuali. SM denotes the search method they consider to be usefil; w; is
the individual’s reservation wage. Hukas, as in previous models, a dummy variable
taking the value 1 if individualis non-urban, zero if urban.; ¥ a vector of individual
characteristics, such as gender, grade achieveraadt,household income, English
proficiency. Y is a vector of variables representing factorscéfig the probability of

gaining an offer, such as search intensity anduabwarket experience.

The results are presented in Table 3.6. As weseanclose to the bottom of the table,
once graduates received an offer, they are vegylito accept across different search
methods and subject background. This reflectsptiessure of employment faced by
these job seekers. However, compared with théngiless of accepting an offer gained
via using other methods (i.e. attending job fangaoized by other than universities and
online application), graduates are significantkely to accept an offer obtained via
formal job search channels, such as job fairs oreusity support activities. An offer
received via informal job search channels, nam#igrosocial contacts in the regression,
is also more likely to be taken compared with thetml category; this partly supports
the argument that using social contacts may produgetter paid position (see Chapter
2). Most importantly, empirical evidence showsttgeaduates with non-urbdmkou
have a higher probability to accept an offer, astearibus; this provides support for our
Hypothesis 3
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Dependent variable: 1=accept; 0=not accept

Coef..€&)

Constant

-1.011 (1.416)

Hukoustatus (1=non-urban; O=urban)

0.379* (0.229)

Gender (1=male; O=female) -0.03 (0.256)
Communist party membership (1=member; 0=non member) 0.191 (0.229)
Passed College English Test Band 6 (0 or 1) 0.0839)
Passed College English Test Band 4( 0 or 1) 0.%3309)

Any labour market experience (0 or 1)

0.038 (0.367)

Family annual income i 1,000

0.001 (0.002)

Average grade achievement

-0.009 (0.017)

Number of employers contacted

0.024 (0.015)

Number of different job search methods used

-001076)

Number of different information channels used

-6.09.092)

Number of degrees (excluded category: no degree):

One degree

0.490 (0.403)

Two degrees

0.338 (0.504)

Major (excluded category: Social science):

Agriculture

0.770* (0.355)

Natural science

0.467** (0.230)

The most important job search method used (excluded category: other method):

Attending regional job fairs

1.833"* (0.623)

Institutional embeddedness

2.030%* (0.621)

Via social contacts

1.863* (0.745)

Log-likelihood
Sample size

-89.896¢
305

Note: * p<0.1;**p<0.05; ** p<0.01.

Table 3.6: A Probit Model of Offer Acceptance (Condional on Receiving at Least

One Offer)
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In addition to the number of offers received, aeotshort-term outcome of job search is
the level of starting salary. Here, we only coesithe 305 respondents who accepted
offers. The starting salary was recorded as iatetata, that is, all that is known about a
respondent’s starting salary is that it is in aipalar range of values. Accordingly, we
use the interval regression model, and the resaiés given in Table 3.7. Two
specifications are adopted: the second specifitaticludes additional variables
representing the type of employer. Surprisinglpet of employer is found to be
insignificant, although the significance of compasize does indicate that large

companies tend to pay higher starting salaries.

Turning to the focus of the analysis, both speatians indicate that non-urbdmukou
status significantly and negatively relates to tstgr salary. In particular, from
specification 1, we see that the starting salaryafoon-urbarukouholder is¥3, 355 a
year lower than that for an urbamkouholder with otherwise the same characteristics.
This result is consistent with owdypothesis 3 Non-urbanhukou holders appear
willing to accept lower offers, and this is in turansistent with the notion that they have

a lower reservation wage

Students who have passed College English Test Baml with one or two degrees are
usually offered higher starting salary, confirmitigat academic achievement is highly

pecuniary rewarded in the graduate labour market.

Graduates with higher expected annual income, pnisurgly, receive higher starting
salaries, suggesting that individuals are a goddguwof their own potential or that they

prioritize this expectation in the job search.

We conducted Chi-squared tests to investigatediné impact of job search method and
type of employer on starting salary, the result tfee former is,\/2(3) =0.9% with p-
value 0.82; for the latter i§/2(4) =6.96 with p-value 0.14, these confirm that there is

no significant influence of these two groups of aaynvariables on the starting salary.

» Note that reservation wage is not the same angtaalary; the former is a lower bound to
the latter.
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Dependent variable: starting salary in ¥1,008 Model 1 Model 2

Coef. (s.e.) Coef. (s.e.)
Constant 8.316 (7.207) 7.956 (7.328)
Hukou status (1=non-urban; O=urban) -3.355*** (1.245) | -3.49*** (1.259)
Gender (1=male; O=female) -0.98 (1.420) -1.18 (1.430)
Communist Party membership (0 or 1) 0.391 (1.160) 0.464 (1.166)
Passed College English Test Band 6 (0 or 1) 5.511** (1.933) | 5.665*** (1.937)
Passed College English Test Band 4 (0 or 1) 2.885* (1.746) 2.971* (1.764)
Any labour market experience (0 or 1) 0.329 (2.010) -0.073 (2.041)
Family annual income in ¥1,000 0.005 (0.011) 0.006 (0.012)
Average grade achievement -0.016 (0.088) -0.01 (0.089)
Company size in number of staff 0.005*** (0.001) | 0.005*** (0.001)
Number of employers contacted -0.138** (0.059) | -0.137** (0.060)
Expected annual income ¥i,000 0.095*** (0.029)| 0.091*** (0.030)
Major (excluded category: agriculture):
Social science -0.241(1.740) -0.532 (1.793)
Natural science 1.540 (1.593) 1.345 (1.610
Number of degrees (excluded category: no degree).
One 5.934*** (2,150) | 6.134*** (2.219)
Two degrees 6.903*** (2.705) 7.129*** (2.803)
The most important job search method used (excluded category: social contacts):
Attending regional job fairs 0.512 (2.579) 0.3546(2)
Institutional embeddedness 1.585 (2.457 1.6338.5
Releasing CVs on commercial websites 3.047 (3.86P) 3.644 (3.922)
Other methods used 3.451 (6.216 2.618 (6.247)
Type of employer (excluded type: others, such asjoining the army):
State-owned company 1.567 (2.558
Institutions 0.362 (2.587)
Private company -0.140 (2.428)
Foreign and Join Venture company 2.039 (2.48%)
Government such as civil servant 0.499 (3.816)
/Insigma 2.204 (0.048) 2.201 (0.048)
Sigma 9.058 (0.437) 9.034 (0.437)
Log-likelihood -456.0703 -453.6222.
Sample size 305 305

Note: * p<0.1;**p<0.05; ** p<0.01.
Table 3.7: Interval Regression of Starting Salary

# Starting salary is recorded in the following ives: less tha®15,000 per annun¥15,001-
¥20,000;¥20,001¥30,000;¥30,001¥50,000; more thai¥50,000.
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In our data set, 40% of the students report bei@d @embers. | have consulted (in
February 2010) party secretaries who are in chafrgelection of CCP members at three
universities where our data collected in Chinavak informed that approximately 50%
of graduates are CCP members. Among studentsistudgrtain subjects, such as
engineering, geology and management engineeriregptbportion is closer to 100%.

This is because since 2000 the Chinese Communigy Ras targeted university

students in recruitment. This is also reportedSayion et al. (2009) who note an
increase of CCP membership from 3.8 per cent oh&hipopulation in 1978 to 5.2 per

cent (66 million members) in 2002.

A number of empirical studies report a wage premassociated with CCP membership,
using data on the urban workforce ( for a revieae Simon et al. (2009) ). In particular,
Li et al. (2007) used a survey of urban Chinesatidal twins observed in 2003. They
found a wage premium of around 11 per cent usin® @halysis, but this effect falls

almost to zero when a within-twin-pair fixed-effeechodel is used. They also report no

CCP wage premium for younger workers even using.OLS

This partially explains the insignificant effect GCP membership in our data; graduates
are fresh arrivals in the labour market. In additimost of them are from rural areas.
They have not established their networks which migiate to their unobservable

characteristics which lead them to become CCP menbieerefore they have not been

able to reap this type of benefit if there is any.

3.7 Conclusions

In Section 3.4, we advanced three Hypotheses, eauterning the difference between
graduates of non-urban and urtbarkoustatus. In Section 3.6, we reported econometric
evidence in favour of all three Hypotheses, usiatpdrom graduate job-seekers in
Wuhan. The first was that non-urbaokou holders engage more intensively in job
search, and this was confirmed using a count dadehof the number of employers
contacted. The result was interpreted in termghefhigher pressure placed on non-
urbanhukouholders to secure employment; this pressure ca®esdirect consequence

of certain features of the institutional framewodiscussed in Section 3.2. The second
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Hypothesis was that non-urbaokouholders have a higher probability of receiving an
offer, and we found evidence for this using a calate model of the number of offers
received. This was interpreted in terms of varicessons why we believe that non-
urbanhukouholders are more desirable to employers than uho&ou holders. The
third and final hypothesis was that non-urlbakouholders are more likely to accept an
offer, and we found evidence of this using a birdata model of offer acceptance. The
interpretation of this result is in terms of thevér reservation wage of non-urbaunkou
holders, which is a consequence of a number oftutishal factors connected with
hukoustatus; these were explained in Section 3.4.hEudonfirmation of the difference
in reservation wage was found in a model of stgrsalary, in which we found that non-

urbanhukouholders accept significantly lower starting saayion average.

This chapter has established evidence that eftdninpo job search is rewarded in China.
This is important because job search is a relatex@ phenomenon among graduates in
China, a small amount of previous researches sdatea has, for a variety of reasons,
not provided a definitive answer on the effectivenef search. This chapter is, by our
knowledge, the first showing the empirical evidemdepositive relationship between
search effort and search outcome, though the Ghitesour market is still under

developing.

The chapter has also demonstrated that universttyitees play an important role in
assisting graduates in the transition from univgnsito the labour market, suggesting
that universities themselves have the potentiaidcease the graduate employment rate.
Although other social contacts have been revealdxktan important job search method
to access urban jobs (see Section 2.2), our erapnmesult shows that it does not seem
efficient among graduates. We suggest that graduand to work at large cities which
are far away from the origin of most of them, i sample 90% job seekers being from
small cities or rural areas, therefore it is urjjkinat they have quality social contacts
which partially attribute to its subtle influenc&Ve will investigate the deep impact of
social contacts on compensation and job separasont presents in the following

chapters.
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CHAPTER 4
Compensation in a Privately-Owned Firm in China

4.1 Introduction

The determination of compensation within an orgatio® has been a growing
research area within labour and personnel economiddowever, empirical
investigations are still rare due to the confidaity of personnel records. For
example, Baker and Holmstrom (1995) have obserbed the study of Internal
Labour Markets has “too many theories, and too feets”. Lin (2005) reviewed
empirical studies in this field, by which time teewere only 28, 19 of which had
been undertaken since 1999. No wonder Hegieal. (2006) stated that empirical
research in personnel economics “has just lefbfency”. Furthermore, most of the
documented empirical work is from western counfriredominantly the USA, and
there is a distinct lack of empirical work on thiébgect from eastern countries. So far,
the literature includes one study based on a Japdiren (Ariga et al., 1999), and a
second using data from a Taiwanese firm, on wh@padese culture has great
influence (Lin, 2005). To the best of our knowledthere have been no such studies

of firms in mainland China.

As discussed in Section 1.3, Domestic Privately-@dvinterprises (DPOES) have
been regarded as an important driving force in &kirapid economic growth. This
is particularly true in the case of the textileustty which is one of the traditional
pillars of the Chinese national economy, and makésna the world’s most
prominent garment producer. Domestic privately-esventerprises account for 63%
of the total number of textile firms. The remaindee collectively owned, foreign-
owned, and State-own®d This is attributed partly to the textile indysbreing one
of the first industries to be granted permissiondovate ownership; this was in the
1980s (Zhang, 2005).

In view of the importance of DPOEs in the textitglustry and also throughout the

wider economy, it is essential to understand thmpEmsation mechanisms that arise

" China Statistical Yearbook 200Rational Bureau of Statistics of China, ChinatiStizal
Press, 2009, Beijing.
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within this type of enterprise. Of course, we cbabte that DPOEs can be compared
with firms in western economies in the sense ohdpgirofit-driveri>. However, it
must be remembered that DPOEs are operating wathnansitional economy, and
face a hostile institutional environment. They Haaen suppressed for nearly 30
years since 1949. Although they were legalisetl9n8, it took more than a quarter
of a century, until 2005, for them to be officialiyanted the same treatment as State-
owned enterprises, and currently still being imdisantaged as a market player (see
Section 1.3).

A deep influence on Chinese culture is Confucianieme key concept iSuanxi
which still permeates Chinese society (Buckleyle?806). As already explained in
Section 1.4, Guanxi is used by individuals to trewvantage in job search; being
related to someone senior in the same organizatiproves one’s career prospects.
Also, Guanxi is widely used by employers as a mednsducing uncertainty in job
matching and discouraging opportunistic behaviashsas shirking. Hence we are
motivated to examine the quantitative impact of Bai@n salary in a typical private

firm.

With 1,100 personnel records from one represematomestic privately-owned firm
covering a 12-year period, we assess which of hucagital, tenure an@Guanxi
weighs most heavily in the determination of salakyistorically, the stereotypical
view of DPOEs was one of a “sweat-shop” environmentvhich the labour of
poorly-skilled migrant workers is exploited. Howvegysince the 1990s, the face of
the private workforce has been changing; this isabse that a large number of
workers whom made redundant from State-owned emgegphave moved over to the
private sector. In particular, since the new mitlieim, private employers have taken
on the largest numbers of graduates among all tgpesterprises (see Section 1.5).
For these reasons, it will be interesting to inigage the importance of human capital
in the determination of remuneration. Ordinary dte&quares (OLS) and an

Instrument Variable (IV) models are used for thisgose.

> State-owned enterprises and township villagerpriges are still heavily regulated by
government, and operate according to social obgtisuch as employment instead of profit
maximum.
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We also consider which of the above factors has dgieatest influence on the
likelihood of receiving a Deferred Compensation kdge (DCP, consisting of old-
age insurance, medical insurance and unemploymsatance in this study). Binary
Probit models are used to identify the determinahtgshether a DCP is received, and

of whether such a package is being received fofirtstetime.

The rest of this Chapter is arranged as followsctiSn 4.2 is the literature review;
Section 4.3 investigates the actual deferred cosaigm packages in the context of
the Chinese private sector; Section 4.4 introddlcedirm studied and data, Section
4.5 describes our empirical strategies; Sectionodtnes the empirical results, and

our conclusions are presented in Section 4.7.

4.2 Literature review

Discussions on Internal Labour Markets date badRderinger and Piore (1971). An
individual's compensation is affected not only it human capital, promotion,
position, and other hidden information, such asad@apital within an organization,
but also by organizational rules and culture. Rayms, to a large extent, free from
the pressures of external labour markets, but @sdateract with external labour

markets through certain ports of entry and exit.

As discussed in Section 2.3, a wide range of ecandneories have attempted to
explain the complex compensation arrangements mwitie Internal Labour Market,

and hence to uncover what happens within this ¥olaax”. The specific human

capital model (Schultz, 1961; Becker, 1962; Mind&74), argues that the specific
human capital accumulated by senior workers makestmore valuable to the
current firm, resulting in seniority being rewardetath higher remuneration. The
learning and matching approach highlights the beneh terms of increases in
productivity, of suitable matching between pariukemployers and employees
(Jovanovic, 1979). The job-assignment model (Sget, 1993) focuses on the
presence of comparative advantage of individualkess; and on the "scale-of-
operations” effect (workers with higher ability bgi assigned to jobs in which
decisions have an impact over a larger scale ofatipes) in determining the job
assignment and the associated remuneration. Gblamd Waldman (1999)

integrated these three models and found their fnariecould explain a wide range
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of stylised facts relating to wage and promotionaityics within firms.

Another class of model is the incentive models.esehare related to the idea that
compensation is structured to induce effort. Hatore (1979) and Shavell (1979)
used payoffs to resolve the principal-agent problémzear and Rosen (1981)
constructed the tournament model to explain the afseomparative incentives
(promotions) to motivate employees; Shapiro andli&ti (1984) proposed the
efficiency wage model in order to induce workerfoe. Lazear (1995), who,
incidentally, coined the phrasBersonnel Economigcsexplicitly focused on the
incentive effect of wage design, and argued thaibsevorkers receive higher wages

as compensation for their hard work in the eadgess of their career within a firm.

However, these areas of research still suffer feostarcity of empirical work due
partly to personnel data often being considerecarasmportant business secret,
consequently very difficult to access. The smalioant of empirical study on
personnel economics that has been done, has beeyed recently by Lin (2005),
who summarizes the type of firms being studied, ¢hantry of origin, the time
period, the worker types, the dependent variablagéy bonus, pension), and the
main conclusions drawn. There were 28 studies redvén this survey, most of
which had been undertaken since 1999 - a confiomatf the infancy of this area of
research. There have since been at least two athgr studies using personnel
records to examine the internal labour market.if&f€2008) uses personnel records
from one German firm to obtain the results thatgegare positively correlated to
human capital and are largely, but not exclusivayplained by job levels;
promotions are associated with wage increases.tzesehnd Sammartino (2009)
provide evidence that salaries were determined diy tenure and position by

examining personnel records of two large firms eemv1890s to 1900s in Australia.

In China’s transitional economy, uncertainty andostement difficulties increase
transaction costs. For example, private properdg wot legally recognised until
2007° the legal system is constantly under major revaent development, resulting

in uncertainties. In particular, it took decadessthe private economy to be legalised

® China’s Real Right Law was passed in the TentiioNal People’s Congress in March
2007, and took effect in October 2007.
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and to be officially given the same recognitiorSteste-owned enterprises in 2005. In
2009, it is still the case that domestic privatelyaed firms face institutional
discrimination ranging from difficulties in obtamg finance, to restricted access to
factor and product markets (as discussed in Sedti®n This partly explains why
private firms have behaved in the manner of “svakaips” in which the labour of

low-skilled migrant workers is exploited (Lin, 2008ung, 2007).

However, the nature of the private workforce hasnbehanging along with its rapid
growth. In the 1990s, the private sector took olions of skilled workers laid off

by State-owned enterprises. Moreover, in the pesiace 2000, private employers
have offered more positions for graduates thanatingr employer types (details see
Section 1.5). A large number of empirical studiesng aggregate data have
uncovered a low private return rate to education,af review see Heckman (2005).
Against this background, it will be interestingewamine the contribution of human

capital to earnings in private firms.

It is expected thaguanxi exerts an impact on workers’ effort through cudtur
practices (see Section 1.4). The vital importasfceaintaining a googuanxiis to
protect a person®ianzi(dignity and prestige) which is defined as theoggition by
others of an individual's social standing or pasiti(Lockett, 1988). This will
enormously enhance the social standing of the @efewho is viewed as a capable
and respectable person. On the one hand, theadfgejob to an applicant who has
been recommended (by phone or face to face) byfereee within the same
organisation is perceived to gim@anzito the referee (in the sense that the employer
Is giving approval to the judgement of the refere@n the other hand, the appointee
in this situation is then indebted to the refeses] is culturally obliged to protect and
enhance the referee’s miar{he termaihumianzirefers to the actions taken by the
appointee in this endeavour). The obvious waytherappointee to do so is to be a
good employee over a long tenure, as this will matk the referee’s wisdom in
selecting suitable candidates.

In addition, the referee may apply pressure ondppointee to produce a good
performance or a longer tenure in order to mainta@&r ownmianzi If the outcome

of the appointment is disappointing, for exampiehe appointee shirks or resigns
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shortly after employment, there would be a recofdature associated with the
recommendations of this referee. It would not jdety further recommendation
(diumianziis the term for loss ofmianz), but would also diminish this referee’s
credibility in other aspects of the organisationl #me referee might be perceived as
being dishonest or (if the appointee is a relateeyaging in nepotism. We find
evidence of this within the studied firm: a refevess fined¥200 because the worker
left shortly after being hired. This suggests tthat firm implements strict rules in

order to improve the reliability of references.

Guanxi might improve one’s career prospects insdrae way that social capital does
in other countries. Granovetter (1995) providéitieaature review of the influence of
social capital from the employee’s point of vielampirical work done in the USA by
Simon and Warner (1992) and Seidl al. (2000) presents evidence that social
contacts increase an individual’s earnings. Usogvey data in urban Shanghai,
Cheung and Gui (2006) found a positive relation&@pveen strong ties and earnings.
Fernandezt al. (2000) considered similar issues, but from the enw®i's point of
view. They use data on the dollar costs of scregriring and training, from a call
centre in the USA, and find that employers gainnecaic return from hiring
applicants who have been recommended by currenibgegs because the screening
cost is reduced. Kugler (2003) uses data fromegudata in the USA to estimate a
matching model, in which it is found that highergea are earned by referred
workers because a referral acts as a passporgdodjob. However, there has been
no empirical work using personnel data to inveséighe impact of social capital on
workers’ compensation in China. With detailed mfiation on personal connections

within the firm, we will be able to discover thepact, if any, olGuanxion earnings.

There is a paucity of empirical studies investiggitthe determinants of pension
rights. Seltzer and Merrett (2000) used personemdrds of entry cohorts between
1888 - 1900 at the Union Bank of Australia, theyrfd that at that time, pension size
was in direct proportion to employees’ ultimateuenwithin this bank. Using survey
data of firms and workers in Norway, Herretsal. (2006) constructed a framework
considering the tax benefits to both employers emgloyees from offering pension

contributions instead of cash payments. They fahad occupational pensions tend
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to be associated with larger firms which requireittemployees to undergo long
periods of training, and for which average tenwdonger. However, there are no
studies of the determinants of pension rights withfirm. Our study will contribute

empirical results on this issue.

As discussed in Section 2.3, the few existing elcgdiemployment studies related to
DPOEs in China (Meng and Miller, 1995; Smith, 198mng, 2005) have bundled
domestic privately-owned enterprises and Townshtprerises into a single category,
labelled Township, Village, and Private enterpri¢€¥Ps). However, due to the
fundamental difference in ownership between the nBihp/village enterprises
(collective ownership), and the private enterprismpirical outcomes from this
bundled category are unlikely to shed light on pcas that are particular to

privately-owned enterprises.

Using personnel records from a typical domestivgtely-owned enterprise, this
chapter will contribute to the literature by uncomg the determinants of
compensation in modern Chinese private enterpasd, by revealing some of the
operation strategies within these organisatiortsis Will not only be useful to policy-
makers in forming an understanding of DPOEs, ad &r multi-national companies

which operate, or are considering doing so, in €hin

4.3 Deferred compensation packages in the privatestor

There are two types of insurance in China, comrakiosurance and State social
insurance. The former is a business activity ami$ a contract between an
insurance company and an individual. The lattes waroduced in 1991, finally
taking effect in 1997, as an important step in we#fare provision transition from
central planned to market econofhy The ultimate aim was to ensure that all
workers could have a basic standard of living wbiéng unemployed due to aging,

disease, work-related injury, or otherwise losing tapacity to work. For workers in

" Before the reform of State-owned enterprise9i®0%, the vast majority of urban workers
were well looked after by enjoying benefits fromubimg, education, health care to a pension
scheme. Alarge number of State-owned enterprises shut down in the early 1990s; it left
a huge gap in urban workers’ social security piiowis This policy initialled to put a new
welfare system in place. This has been the firg that workers in the private sector in
China would be included by the social securityeyssince 1949.
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urban area?, it includes old-age insurance (pension), medicale insurance,
unemployment insurance, industrial injury insurgreed maternity insurance. For
those in rural areas, a “rural insurance”, in therf of a piece of land, is provided by

the local authority (for more detail see Sectid?)?.

State social insurance is compulsory for those wgrkn the public sector. This
insurance was extended to the private sector i® 1@%rovide social insurance for
workers. It was not compulsory for private sectmrkers, and taken up only in
situations in which it was affordable to both tivenfand the individudP. Taking the
old-age insurance as an example, it includes aapayou-go pension, whereby
today's workers pay for current pensioners, on tinelerstanding that the next
generation will do the same for them when theireticomes and a funded individual
account to which both employers and employees mak@latory contributions. The
share required from firms is very high; the natlostandard, on average, is 20% of
the agreed base payment; 8% from an individualwe¥er, 21% is required from
private firms by local government in the regionwiich our subject company is
located, making this a significant cost for firmBrivate firms, of course, were very

reluctant to commit to making this contribution.

As a result of the increasing friction between aygpts and workers in the private
sector, arising for reasons such as the “sweatstwgpking conditions, from 1999
private enterprise has been obliged to providesaldle type of social insurance for
their workforce$’. Instead of having to offer all five types of imance, private

firms are allowed to offer combinations of the #rmost basic types (old-age

8 Self-employed workers are not counted by theeSiahsion policy; their pensions are
contingent upon local policy.

" Workers in rural areas still make up nearly lodithe total labour force, but never had
national social security coverage. Due to hugermedisparity and the increasing awareness
of equality, medical insurance has been promotdddnl governments in rural areas since
2004, however the scheme usually covers in-patieatment and the reimbursement rate
remains very low. “Improving New Type of Medicaklrance in Rural Areas”; 2007,

[Online; cited May 2009,] Available from http://wwenss.cn

8 “The Enterprise Old Age Insurance Policy”, [Onlinéed May 2008,] Available from:
http://202.99.171.21/baoxian/qiyeylbx.htm

81 “Regulation of the State Social Insurance PayméatJanuary 1999, The People’s
Republic of China, Document [259].
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insurance, medical care insurance, and unemploymmsotance). They are not
required to offer all three insurance-types at $shene time and can provide these
sequentially. For example, old-age insurance mayplovided as part of the
appointment compensation package for newly hirepl@yees who have skills which
are desirable for firms. For less desirable eng#gy this type of insurance might be
provided only after a certain number of years olute (typically 3). Provisions of
the other types of insurance are delayed even m®ra consequence of the extra
costs incurred by the firm (even though these castdower than those for old-age
insurance). For medical care insurance, the reduiontribution of the firm is 10%
of the base payment, with 2% from the individudhemployment insurance requires
2% from the firm and 1% from the individual. Thboae requirements are for

private enterprise in Jiangsu province, these shgitly across regions.

In particular, at the conception of the scheme 1999, private employers were
required to provide insurance cover for only aaarproportion (perhaps 10%) of
their workforce, with a required percentage incrgagach year (by perhaps 5% per
year subject to its industry, firm size and prdfilidy). Therefore, whether a

particular employee receives these deferred benifientirely the decision of the
individual private firm, and, accordingly, offerirthese types of insurance can be
very selective. Hence, we regard these benefitbeasg firm-specific benefits,

offered as part of the deferred compensation packag

As three quarters of workers did not provide a memsw~vho live on their savings or
are forced to work for survival (Ling and Chi, 2Q008hese packages could act as a
strong incentive to current employees. Howevermive take a closer look at the
State social insurance mechanism, we see thapitrisipally designed to maintain a
basic living standard in retirement for lower inadmroups. Especially the private
sector is allowed to pay the minimum pension cbuotion, regardless of the worker’s
actual wages. This therefore makes it less of avatmnal stimulus for workers in

the higher income bracket.

4.3.1 Individual pension contribution
Each province sets its own local standard pensaympnt as the average monthly

salary of urban workers in the previous year. &itie company being studied is
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located in Jiangsu province and was observed fro@4 1we shall use this province
as an example. In Jiangsu province in £§a6e average monthly salary wés50*,
and this became the standard base of workers’ pranpayment in urban areas in
1997. In the public sector, the base of individuptemium payment in the current
year is categorized into low, middle or high incogneups, depending on the average
monthly salary of each group in the previous yesae(Table 4.1). Details of this
categorisation are as follows. The low income greovers those whose monthly
earnings, in the previous year, were less than 60%e local standard base. The
threshold, 60% of the standard base, then becoheesbase of their premium
payment in the current year. The middle incomeugroovers individuals whose
monthly earnings, in the previous year, were betw@&@% and 300% of the local
standard base. For them, actual salary in theiquewear determines the base of
their premium payment in the current year. Thehhigcome group covers those
whose monthly earnings, in the previous year, weoee than three times the local
standard base and their base of premium paymeapised at three times the local
standard base. Therefore, to continue with thenple in the public sector in urban
areas in Jiangsu Province, the base of premium gatyof the three groups in 1997

would be, respectivel¥330, actual income, aril,656".

Income group Salary per month in the Base for calculating
1996 &) Pension and Personal
Account (¥)
Low 0-33C 33C
Middle 33(C-1,65( actual salar
High >1,65( 1,65(

Table 4.1: Pension Contribution by Salary CategoryJiangsu Province; 1997)

Individual pension contributions, in Jiangsu Pra@nn 1997, were calculated using

the base amounts derived from Table 4.1, as follows

82 Qur calculation starts from 1996 because thatowed records that workers offered old-
age insurance in the private company studied sif8é.

8 China Statistical Yearbook 199National Bureau of Statistics of China, ChinatiStizs
Press, 1997, Beijing.

8 «Jiangsu Province Urban Workers Old-Age InsuraRegulation”, 1 April 1998, Jiangsu
Provincial government document [139].
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« Employers’ contribution: 21% of base amdtint
« Employee’s contribution: 7% of base amdint

Provided that both firms and individuals have pdi€ir share of the premiums, the
local social insurance agency allocates 11% ofbdee amount to the individuals’
personal pension account; the remaining part ofdte¢ contribution (i.e. 17% of the
base amount) enters the pay-as-you-go State pesistem.

In contrast, in the private sector, employers dmvad to set the base of their share
of premiums anywhere within the range of the I®tahdard base (60% to 300% of
the local standard base) regardless of a worketisahwage. Clearly, in order to
minimize costs, an employer would choose to coutelbaccording to the lowest

possible base of their premium payment, namely 60#be local standard base.

4.3.2 The value of individual pensions

After 15 years of payment of premiums, at the nesglirate, and on reaching the legal
retirement age (currently 60 years old for men, &hdyears old for women), an
individual is eligible to claim a pension every nton An individual’s pension is
composed of:

e The base pension: around 20% of the average mowte in the local area
in the year previous to retirement, fixed from ttay of the first payment, and
payable as long as the individual is afiveThis is the return from the pay-as-

go pension system.

* Pension from a personal account: the monthly pension from the personal

% The premiums paid by public sector will ultimgtebt exceed 20% of the total wage bill
of the enterprise. This figure varies slightlyaas the country; it is required to be 21% from
private firms in Jiangsu province.

8 |t was started from a lower rate, 4%, and waebanl to be increased as 2% annually,
then reach 8% of the base among urban worker®ipuhlic sector. In the private sector in
Jiangsu Province, this figure has been 7% sinc8.200e joint premium payment is tax
exempt. Workers are allowed to pay more premilmasthe amount over 8% is subject to
income tax.

87 This has been reinforced by two documents isbyatie Central Government in 1997 and
2001. “Increasing Payment of Old-age InsurancerfatéAllowed in Any Region”, Central
government document [26] in 1997and [50] in 2001.
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account is 1/120 of the total accumulated sum in the personal autcolihis

total includes the value of the personal pensionnga, which have been
deposited at 11% of the individual base amountyeweonth (see Section
4.3.1), and the accrued interest revenue (basdtleoannual interest rate of
the central bank, and tax-exempt). The diviso, 12 interpreted as an
estimated life expectancy (in 1996), in months,dmelythe legal retirement

age. Individuals stop receiving this at the enthif 10-year period.

Ten years after retirement (the actual averageeipectancy is 75.5 years in the
region in 2008°); individuals will only receive the base pensiemiaherefore need to

rely on their own savings. This is one of mainsme (others include children’s
education and medical treatment), that the savaitg in China is very high (He and
Cao, 2007).

To illustrate the effect of policy on different mme groups, we structure a typical
case to represent each group; further details ranaded in Appendix A2. Consider
workers in Jiangsu province who started paying jwera in 1997, so that their base
of premium payment is determined by their earnings996. Let us consider a “high
income” worker whose monthly salary in 1996 was0®Q; a “middle income”
worker whose salary was ¥600; and a “low incometk&o whose salary was ¥300.
Let us further assume that these workers reachetied retirement age in 2012, so
that they have, by this time, paid the required/&ars of premiums. These workers
will receive monthly incomes (adjusted for inflatjoof ¥1,776, ¥1,051 and ¥865 for
the first 10 years of retirement, respectively. cimparison with a prediction of the
average local salary in 2012, ¥3,390the pension received by the high-income
group is slightly above half of the predicted loeaderage salary, making it very

difficult for these people to maintain their lifglis’>. Even worse, if in the private

8 Chen Jia and Xiao Wei, 2008. “The Average Life@&otancy is Estimated to be 75.5 Years
in Changzhou in 2008Yangzi Economic Newspap&tanjing, 13 Nov 2008.

8 This calculation takes into account both locafjevgrowth rate and inflation rate, see
Appendix A2.

% Due to fixed pension and with local annual wagewgh rate being more than 10%, it is

difficult for all pensioners. These pressuresrafected by a further reform, 2007 scheme,

which took inflation and real wage growth into ciolesation. In addition, to help pensioners
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sector, all three pensioner types in the exampleldveeceive the amount of the low-
income group, ¥865, due to the fact (noted in $acti.3.1) that domestic privately-
owned firms tend to pay the minimum premium regzssllof workers’ actual income.
The amounts received by the middle and lower incgnoeips are quite agreeable
considering their former incomes and contributioBsit for the high income workers
(usually the highly skilled), this deferred compatnen package is unlikely to serve

as an employment incentive.
4.4 Data collection

4.4.1 The company under study

The company studied is a textile comp#ngcated in Hutang town, Changzhou city,
Jiangsu province (see Section 1.2). Jiangsu previmias hosted the largest number of
private enterprise, of all provinces in China, si200%% As a consequence, Jiangsu
province has provided most of the survey data donmensation studies of non State-
owned enterprises in China (Meng and Miller, 198%®ng, 2005; Nielsen et al.,
2005). In addition, Jiangsu province is one of tiyeg six Chinese textile industry
clusters (Figure 4.1). These six clusters, nartedyprovinces of Jiangsu, Shandong,
Guangdong, Fujian, Zhejiang and municipality of &ffaai, together contributed
84% of the total national textile sales income @42, and their textile exports made

up 77% of the total national textile exports (X003).

The Changzhou area not only has a long historymfvate economy, but also has a
flourishing private sector. It is one of the pienag areas in terms of establishing
both township and private enterprise in the 198ds;partially contributes to the fact
that it has now become the economic hub of Jiapgsuince, for the famous “Su
(Suzhou) Xi (Wuxi) Chan (Chanzhou)” economic goldeiangle in China as

outlined in Section 1.2.

who are still within the 1996 scheme, the Jiangstegnment announced a 10% pension rise
in January in 2009.

%1 A confidentiality agreement with the company pnets the identity of the company being
disclosed in this thesis.

92 “Non-government Sector Keeping a Rapid Econontim@h”, 2008, States
Administration for Industry and Commence, [Onlioged May 2008] Available from URL:
http://www.saic.gov.cn/zwxxqg/zwdt/gsyw/zjyw/t2008IR _31696.htm
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Hutang has been a weaving town for centuries. 0082 it accommodated 2,806
companies engaged in textile and apparel, 95% athmivere in private ownership;

total employment in these firms was more than 30900

LiacHing

Figure 4.1: Textile Industry Bases in China (The diéneated area is Jiangsu
Province)

Source: China National Textile and Apparel Coun2007, Beijing [Online; cited
June 2007,] Available from: http:// www.ctei.gov.cn

The particular company under study has been inenges since 1994 with only 8
employees, it has grown to a large size with 1/@@ilar employees by 2007. It had
compiled 12 years of personnel records, and thexrafowell-established. It has a
registered capital 0¥300 million with annual sales revenue of ow&00 million.
Because annual sales revenue greatly exceeds tbehold of ¥5 million, this
company is classified as a Chinese statistical, wiid is termed an “above-
designated-size” private firm. The average busird#s for above-designated-size

private firms is 2.9 years in 2006 (Liu, 2007), Hevafirms tend to have a shorter

% “An Introduction of Hutang Town”, 200&inhua News[Online; cited Nov 2008, ]
Available from : http://www.js.xinhuanet.com/subjeghmz/hutang.htm
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business life. On average, 2,000 new private pns&s were registered each day,
meanwhile 700-800 closed down (Liu, 2007). WitHifatime of 15 years, this

company is amongst the very successful private gmnes.

Of the 675,500 domestic privately owned enterprisediangsu province in 2007,
only 1,600 (less than 1%) had more than 500 empB{,eHence the company under
study (with 1,600 regular employees) is well abthe99" percentile of the firm-size

distribution.

Moreover, the company set up as a Private Limitetp@ration after merging with a
township enterprise in 2001 (it had originally bdeanded as a partnership in 1994).
Private Limited Corporation is the main form of awship in the private sector in

China, accounting for 79% of all total domestio/ptely-owned enterprises in 2088

With such a large number of employees, a compaigtleng history, and in addition
a representative type of ownership, conclusionsvdrrom the analysis of data
provided by this firm are expected to shed lightto® success of domestic privately-

owned enterprises more generally.

The company’s production includes weaving, fabriyeidg and producing denim.
The company serves both domestic and internatimagkets. The personnel records
were computerised in 2001; this gave us 4,034 werke However we are

unfortunately unable to trace workers who resignefdre 200%°.

We were not provided with salary information onethrquarters of workers; but we
were offered compensation information for 681 staffrking in the company

headquarters; in addition, in response to our speeguest, similar information was

% “Report on the Development of Private Enterprise®007”, Jiangsu Province Statistic
Bureau, 2008, Nanjing [Online; cited May 2009,] Aable from:
http://www.tjcn.org/jiangsu/jjfx/8462.html.

% “Report: Non-Government Sector Keeps a Rapid gveent”, 2008, The States
Administration for Industry and Commence, Beijit@n]ine; cited March 2009,] Available
form: http://www.saic.gov.cn/zwxxqg/zwdt/gsyw/zjyRA080225_31696.htm.

% We have full information on workers who were Hitgefore 2001, provided that they were
still with the firm in 2001. We also have full orination on all workers hired after 200I.
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provided on 547 skilled workefs(most of who left during our study period). The
two samples were merged, and after deleting regeatords, formed a dataset with

1,100 independent observations with salary infoionat

The personnel records are not panel data; theptatades detailed information for
each employee and uses an additional column tadeoty dynamic change, such as
wage change; promotion; the date at which DCP fered; personal connections

within the firm, any penalties imposed and disciaty action taken.
These recodes could be grouped as following:

» Personal characteristics, such as date of birthdeyehukou status, marital

status, schooling, birth place, eyesight and height

* The worker’s internal job history including methodl recruitment, date of
starting employment, initial position and departteany promotion or
advancement, vocational qualifications achievede dahen a DCP was
offered, leaving date (and department and posiabrthat time), current

position (if still works for the firm), method ofagment.

» Salary information including starting salary of kagorker, leaving wage of
salaried workers and the average payment overatethree months for a
piece-rate or commission paid worker. There isaary data for each single

month, but if there is a change in salary, it Wwélrecorded.

* Personal connections within the firm. The humasouece division of the
firm recorded workers'guan-xi-wang (network of connections), such as
immediate family members, relatives, and other sypkconnection (school
friends and workers of the same geographical loogtithere appears to be a
rule that the owners’ connections are not revealéé then coded workers

with such recorded connections as hagnognxiin the organization.

Chinese Communist Party membership is a formaltipali connection, members

" These workers are categorised as “skilled” bez#usy have either a tertiary education or
a vocational certificate.
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meet regularly and formally. In our work we ainmedcapture the more nuanced and
informal dimension ofuanxiwhich might be seen as the same as networkinigein t
West which developed via personal connections {[detae Section 1.4). Therefore,

we did not include CCP membership as part of sechgmal connections

4.4.2 The hierarchy and remuneration policy in thdirm

The firm has its own hierarchy and organizationalicdure. More than half of

employees are production workers. This is refdte our sample, in which 573
(52%) are production workers. Only 90 (8%) of Haenple are managerial workers.
When we group positions, based on hierarchicallléke firm fits into the familiar

pyramid structure shown in Figure 4.2.

Level €7 (7
Senior manager

Levels -5 (83
Operational managers

Level 2 (365
Office staff (administration and production offiges

Level 1 (645
Production line workers; logistics division workéchefs, security guards, cleaneys,
and drivers)

Figure 4.2: Hierarchical Structure of the Firm
(actual numbers of employees are given in pareaf)es

Level 1 contains 645 workers; the majority of thase production line workers, with

a small number of logistic staff, such as cleai{@yscooks (6), security guards (10),
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and drivers (15). Immediate supervisors of levehiployees, and team leaders, are
grouped in the higher level 2 (365 workers), whatko includes staff working in
production or functional offices. Level 3 (46 werk) is composed of assistant
production line managers and support managersraftiitnal offices. Level 4 (26
workers) contains line managers, senior technicanse production division, and
managers or head officers of functional departmémtvel 5 includes 11 directors of
the production division and the functional depariteg(the Information Computing
and Technical Centre, the General Office, the Cappanage Office, and the Human
Resource Management Division). Level 6 contairs@lvice-CEOs, each of whom
is in charge of one of the following divisions: &inte; Research and Development;
Purchases and Sales (including domestic and intena& sales); the weaving factory;
the fabric-dyeing factory; and the denim factoryhe Chief Executive Officer is
alone at level 7. As explained above, workers flewel 3 upwards are in managerial

positions. Levels 6 and 7 make up the senior namagt team.

The firm implements three payment structures: prate, salary and salary plus
bonus. Workers on the production line are normpHyd entirely at a piece rate.
However, a worker whose productivity is difficuld tquantify, for example an
electrician, might be paid a salary, in accordamdth the qualifications and

experience of the individual in question

Office workers (level 2) are on a contract, reaggva monthly salary. A salary is also
paid to some of those in the logistics sectiondlel, chefs, security guards and
cleaners). The payment structure is mixed forsspémple (43) and drivers (15), who
receive a basic salary plus commission. Due tasthall numbers of these, we treat

them as salaried workers.

Managerial positions (levels 3 to 7, 90 workersy] ape Figure 4.2) receive salary
plus bonus. The proportion of bonus in one’s paynecreases with the hierarchical
level. As we were not given bonus information hnassistance from managers at the
Human Resource Division, we adjusted manageriakerst salaries. However, as

bonuses are likely to be a significant contributiorthe salaries of senior managers
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(level 6-7)%; these seven employees were excluded from the lsadgaving a

sample size of 1,093.

Turning to the senior management team, we findttieae are three owners: Owner A
is the CEO; Owner B is the vice-CEO in charge o fimance division and raw
material provision (owner B is the wife of Owner; Qwner C is the vice-CEO in
charge of the research and development divisiomndd C is also responsible for
product design and quality checks, these being @dtared independently of each of

the three factories.

While the distribution of raw materials is also ttesponsibility of Owner B, the
purchasing of raw materials is the duty of the ¥@€O in charge of the purchase and
sales division (who is the cousin of owner B). Tehghority of this vice-CEO is

limited since he has to report to a manager whilrestly supervised by Owner B.

We can clearly see that the most important postieithin the company are occupied
by owners and their relatives, leaving outsiderth Wimited promotion opportunities.
This is a very common managerial arrangement anpoivgte companies in their
early stages of development. For this reason, evaal expect to observe a large

number of promotions in the data.

4.4.3 Data description

Variable definitions and summary statistics arenshn Tables 4.2 and 4.3. It is seen
that nearly half of the employees are male; arcualfiare married; around half are
piece-rate paid workers. 48% of workers have lodfemed a DCP, and nearly half of
these workers are first-time recipients of suchaekpge. In the data, a worker is
recorded as receiving a DCP once the old-age inearhas been offered (see Section
4.3). Just under two thirds of the workers are legygd by the company at the time
of data collection; the remainder are ex-employaes have left the company. Only
6% are recorded as acquiring a professional qoafiin during our study period.
More than half of the workforce was recruited \néormal channels, that is, through

introductions by employees or business partners Setion 2.2). The remainder,

% The size of a bonus is strictly private inforroatknown only by the recipient of the bonus
and the owners of the company.

84



Compensation in a Privately-owned Firm in China Chapter 4

43%, were hired through formal channels, such asdcrecruitment fairs, labour

market agencies, or an online applicant pool.

The starting age for employment in the companyearigpm 15 (3 individuals) to 65
years. There has been a series of labour legislasisued since 1994 in which
employers are forbidden to recruit workers age ui6€. Our date offers a glimpse

of child labour in the private sector in China.

Variables Number of | mean | Std. (Dev.) Min. | Max.
observations

Male workers 109: 0.4¢ 0.5C 0 1
Married worker 109: 0.4¢ 0.5C 0 1
Paid by piece ra 109z 0.4¢ 0.5(C 0 1
Managerial positio 109z 0.0¢ 0.2 0 1
Deferred compesation packac 109z 0.4¢ 0.5(C 0 1
Firsi- time recipient of a DC 109z 0.2¢ 0.4z 0 1
Local hukou statt 109: 0.3C 0.4¢ 0 1
Quit 109z 0.34 0.47 0 1
Having a vocational qualificati 109z 0.0¢ 0.2f 0 1
Informal recruiting chann 109z 0.57 0.4¢ 0 1
Tenure (months 109z 27.5¢ 25.0¢ 1 15€
Age when start employme 109z 25.5( 7.4C 15 65
Labour market experience (yeal 109z 8.8 7.71 0.5 | 47%
Monthly start salary (: 109z 1255.6° 723.0° 12C | 800C
Monthly Current salary (: 109z 1570.6'| 1102.7( Oa | 800C

Table 4.2: Data Description

T We used age minus years of schooling less 6 fwisithe legal age to start schooling in
China) as a proxy for labour market experience.

1 A worker with this much labour market experiengdikely to have acquired most of it
outside the textile industry, for example in agitiete (since rapid industrialization did not
occur until the 1990s in China.)

& These 7 cases of zero payment are possibly dwerters breaching their contract, such as
resigning before the expiry of their contracts.

The retirement age, in the State-owned, collegtivievned enterprises and other
public sector, have been 60 for men, 55 for wonmemanagerial positions; and 50
for female workers since 1955. On reaching thevakage and other requirement,

such as a certain working years, a person couloncfgension from the State.

% The People's Republic of China Labour Law, 5 1994, passed by the Eighth National
People's Congress Standing Committee on the emgbéting.

85



Compensation in a Privately-owned Firm in China Chapter 4
Workers in the private sector initially had beenver@d by the social security system
in 1996 (see Section 4.3); the requirement of theiirement age is thus much
flexible. In the workforce there are two men agedr 60, and one female over 55,
each has a degr@
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Figure 4.3: Localhukou Definition in This Study
(People originating from the darker area are carmsid as locahukouresidents)

Nearly one third of the sample lived locally, ldbdlas locahukou Our definition
for local hukouis quite wide, including not only Hutang town lal$o the rest of the
Sunan area (south of Jiangsu province), both uabdrruralhukoustatus (see Figure
4.3). As we discussed in Section 1.2, Sunan isel developed area in China.
Residents in this area enjoy a better local pubgtfare compared with most of
residents in the rest of China. In addition, thesekers are able to have it since they
live nearby. In contrast, a worker, for examplekbl registered in Lianyungang city
(in the North corner of Figure 4.3), is entitled aban welfare, since welfare is not

portable, this worker can not actually have it @lowelfare see Section 1.2).

Using 2001 as the base year, the nominal wage éas adjusted using the local

1% pye to the shortage of qualified workers in Chaildlled workers (a degree or vocational
certificate) can work over legal retirement age.
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Consumption Price Index (CPI). The distributiortteé real wage is shown in Figure
4.4, with an interval width 0¥100. The distribution is multi-modal, with the hapt
mode at¥1,200 per month, and the second highes¥HB500 per month. The
distribution is also skewed to the right, with ordysmall proportion of workers

earning more tha®&¥4,000 per month.

g_

Density
(0018 .0015
| |

50e-04
1

T T T T
(0] 2000 4000 6000 8000
Real monthly salary

Figure 4.4: Real Monthly Payment Distributions in he Firm

Table 4.3 shows that around 46% of the workforoeeha@ceived a higher education
(including a diploma, a vocational certificate odegree); about one tenth have had
secondary schooling (senior high school); the rade (41%) have only attended
primary or middle schools, and spent less than&syan education. The table also
shows that more than 50% of workers are on theymtaxzh lines, and less than 10%
of the workforce work at the logistic section (imting, as mentioned in Section 4.4.2,
security guards, cooks, cleaners and drivers). y @8l people (3.5%) have other
family members working within the same company;thap 139 (12.7%) were
recorded as having been connected to someone whoressenior in the firm (being
alumni of the same school or college, being from same origin, or having some
other social link to that person). These two catieg are grouped as haviGganxi

in the firm.

As can be seen from Table 4.3, majority of the viande remain their initial
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employment, 57 workers experienced job changesatsame hierarchical level.
Only 28 workers had promotions due to limited mamed positions in this

manufacture (see Figure 4.2).

Variables | Freq. %
Schooling
Primary schooling (<9 yeal 464 42 4"
Senior high school -12 years 11¢ 10.8¢
Diploma and certificate 43t 39.8(
Degree and abo 75 6.8€
Working department
Production lin 57¢ 52.4:
Production offic 300 27.4t
Functional offic 13€ 12.67
Logistic sectiol 82 7.5
Guanxi
No bonc 91€ 83.81
Family ties 38 3.47
Friends tie 13¢ 12.7-
Promotional records
No change of positic 100¢ 92.2:
Position change 57 5.2%
Promotion 28 2.5¢€
Communist party member status
No political affiliatior 45(C 41.17
Young pioneel 36¢€ 33.4¢
China Communist Party mem| 46 4.21
Unknown political affiliatior 231 21.1:
Total 1,09¢ 10C

Table 4.3: Categorical Variable Definition

Table 4.3 also shows that the confirmed CCP merierss 46 employees,
accounting for 4% of the workforce; although mohart 33% of the sample are
Young Pioneers, which is the communist organizafmmthe youth, an individual

will be very likely to become a Young Pioneer ieyhever attended a junior high
school or above. These results are unsurprisingngthe relative youth of our
sample, the average age being 25. The largestpgrb®, have no political
affiliation. The rest, 21% (231) of the sample,vénawith unknown political

affiliations.

This unknown political affiliation group stands ery small chance to be one of other

eight political party members due that these pantepresent people from middle

level and senior intellectuals in the fields oftau, education, economic, publishing,
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science and technolod¥. In addition, there are reports of activitiestioése CCP
members on the company’s website, this indicate® @@mbers are well recognized
in the firm. Therefore, the unknown political &#tion group in our data are more

likely to be Young Pioneers or to have no politiaHiliation.

4.5 Empirical strategies

There are no records of firm-specific training Ire tfirm studied, apart from a few
hours of induction and one or two days of businesgrses for managers (these
having become available on an irregular basis oent years). Therefore, most
workers are without firm-specific human capitah dddition, there is a shortage of
skilled workers in the private sector. For exammesurvey of 3,309 private
enterprises in the Changzhou area in 2006 shovadskiilled workers only account
for 13% of the workforce of these firff& Hence, we would expect that general

human capital, such as schooling, may play a higipaetermining salary.

Referring back to the histogram of monthly salaryFigure 4.4, we see that a small
number of workers appear to earn unusually lowresain fact, 7 workers earn

salaries of zero! They are excluded from salaglyais.
In(E)=p40PG+yOPF+d000TH+g (1)

Wherei indexes the individual workeRG; is a vector of productivity characteristics
of individual i, such as schooling, labour market experience,tandre. PF is a
vector of performance indicators pertaining to wdiial i, such as a managerial
position and receiving a DEB. OTH are all other relevant variables, such as gender,

hukou status,Guanxi status, and whether receiving a piece-rate paynsems the

error term.

101 National Committee of Chinese People's Polit@ahsultative Conference, 2010, [Online:
15 March 2010] Available from http://www.china.acg/english/chuangye/55437.htm

102 “Analysis of Payment in Private Enterprise in 84zhou, Jiangsu Province Statistical
Bureau”, 2006, [Online: 26 March 2007,] Availabterh:
http://www.jssb.gov.cn/jssb/tjfx/sxfxzl/12007032ZBhtm.

103 A deferred compensation package (pension) igrathiat the recipient is highly valued by
the firm.
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Apart from the analysis of the level of remunenatethscussed above, we would also
like to investigate thestructure of remuneration. As already seen in Section 4.4.3
nearly half of the sample are paid according taeagprate, with the other half being
paid a contracted salary (and bonus). So, weifindtural to ask what characteristics
of workers make them more likely to be paid by pieate. Here, we hypothesize
that unskilled workers are more likely to be paydpiece-rate, because such workers
are more likely engaged in jobs where productitétyds to be easier to measure than

that for more skilled workers.

A DCP is a useful means for a firm to encouragesirdble worker to remain with
the firm, and hence to reduce the significant expland implicit costs of staff

turnover®. Therefore, a desirable worker will be more hkel receive a DCP.

To deal with the potential endogeneity associatéd veceiving piece-rate payment
and a DCP, we used probit models to estimate piliyadsft being paid by a piece-

rate and receiving a DCP.

~—r

P(pieceratq =1)= f(tenur(—;-,department Xi,Zi) (2
P(DCPi =1) = f(tenure, promotion, X; ,Zi)
P( firstDCP, = 1) =f (tenur(—;-, promotion, departmentX;, Z; ) (4)

_
@

Equation (2) represents the probability of workdreing paid by a piece rate; (3)
represents the probability of having a DCP; equai represents the probability of
being a first-time recipient of the DCP. Tenurenales firm specific tenure
(measured in months). Department is a categon@alable which includes
production line, production offices, functional iofs and logistic sections. ; ¥ a
vector of productive characteristics, such as skgolabour market experience and
vocational qualification. 4s a vector of variables representing other fa;teuch as
hukouand Guanxi status.

Promotion is a categorical variable which considta/orkers who remained on their
initial employment positions; experienced positahranges within the same hierarchy

or promoted. We use the promotion dummy as anaegpbry variable in the

194 “Growing Textile Firms are suffering from a HighaStTurnover”, 2005, [Online; cited
May 2007,] Available from: http://www.yfu.cn.
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likelihood of having a DCP or being a first timeciggent of a DCP. The reason for
this is that managerial workers receive bonusepaas of their remuneration (see
Section 4.4.2); promotions carry a probability efeiving an increased proportion of
bonus as their payment; this is unobservable. &fber, we are unable to observe the
full effect of promotion via earnings. Howeverpprotion will be reflected in other
components of the compensation package, such asdteased probability of being
offered a DCP.

From these probit equations, we obtain predictethgdilities of being paid by piece-
rate and receiving a DCP for the entire sample.es€hpredicted probabilities are
included in an OLS regression in place of the prte and DCP dummy variables.

This is an Instrumental Variable (IV) regression.

We have records of whether a worker is offered #D@is may be a continuation of
the package provided by the worker’s previous eywtoalternatively, it may be that

this firm is offering the worker their first DCPrhis distinction is important because
it reveals not only the signal function for a warke have a DCP but also the firm’s
motives for offering a DCP to an employee. If anptoyee had a DCP with a

previous employer, this is a signal of the valuehid employee, and may well have
been a contributory factor in the firm’s decisianhire the employee and to pay a
higher salary. Naturally, once the employee haslhered, the firm will be willing to

continue the offer of the DCP.

If an employee arrives without a DCP, the firm fatiee decision of whether to offer
this employee their first DCP. However, the firs likely to use this to their
advantage by making the offer of a DCP conditiooal a number of years of
satisfactory service. Hence the prospect of a DEEbmes an incentive for the
employee to remain with the employer for at least tequired duration, and also to
work hard over this period. As discussed in Secti8, DCPs are usually offered to
such employees after three years of service. Weetttbre hypothesize that all
employees have the possibility of being offered @PDonce they have completed a

sufficient period of loyal service. This will bested by equation (4).

An extensive literature places an emphasis on dheur market segmentation that
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arises from thehukou system, with regular urban residents facing aebdtbour
market outlook, and receiving higher remuneratitian their migrant counterparts
(Knight and Song, 1999; Cao, 2001; Meng and ZhafA@,; Zhang and Song, 2003;
Knight and Yueh, 2004; Knight and Li, 2005; Liu,) Lu and Song, 2006). During
our study period, Jiangsu province has been expeting withhukoureform. Three
significant changes have been made. Firstly, &ag 2003, migrant workers were
officially granted a locahukoucontingent on a legal residence and a regulamieco
(see Section 1.#". Secondly, in 2004, migrant workers were takeo ife State
social insurance system, which provides for old-agedical care and unemployment,
provided that the necessary contributions are beaig by the employer (see Section
4.3)°°. Thirdly, on 1 January 2005, the children of rais were given equal rights
to compulsory education to their non-migrant corpaes®’. Unfortunately for
migrant workers, these improvements do not extendheir entittement to local

benefits.

Local workers are typically, through local knowledand connections, able to access
better-paid occupations and jobs than migrant wsrke For this reason, we
hypothesize that local workers receive higher resnation (this is the first part of
Hypothesis §. In addition, being local may be perceived byptyers as a signal
that a worker will stay longer with the firm; thiscreases their prospects of receiving
a DCP (this is the second partHdfpothesis §.

In the framework of the econometric models (1)-(&, aim to test the following six

hypotheses:
Hypothesis T Human capital has a positive impact on remunamnati

Hypothesis 2 Guanxi has a positive impact on remuneration.

195 «“Eyrther Deepening Hukou Registration ManagenSsistem Approved by Jiangsu
Provincial Government”, Jiangsu Province Governnitument [142] in 2002, Nanjing,
2002.

196 “Rural Migrant Workers Benefit from the New Sddiasurance Policy by Receiving
Unemployment SubsidyChangzhou Dailyl1l Sept 2006, Changzhou.

107 «“Notice of Compulsory Education towards Migrarttildren”, 2005, Changzhou
Municipal People’s Government, document [3] in 200Bangzhou.
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Hypothesis 3 Unskilled workers are the most likely to be phydpiece rate.
Hypothesis 4 Workers with high human capital are more likayhiave a DCP.

Hypothesis 5 Workers with longer tenure are more likely toflvst-time recipients
of a DCP.

Hypothesis 6 Localhukoustatus has a positive influence on both remureratnd
the likelihood of receiving a DCP.

4.6 Empirical findings

Table 4.4 shows the results from an OLS regresai@han IV regression, with log
current payment (or log of leaving salary if a warkesigned) as the dependent
variable. As can be seen from Table 4.4, havilyC& appears to be an important
determinant for earnings in the OLS, but it is stdtistically significant in the IV
regression. Meanwhile, a worker who is paid byceigate has significantly lower
earnings when the possible endogeneity is conttdibe in the IV regression. To
select the appropriate specification from these mvealels, we conducted a Hausman
test.

Table 4.5 presents the result of a Hausman tespaong IV and OLS regressions,
with y* =10.39, p-value = 0.79. We accept that DCP and receidngiece rate

payment are exogenous variables. Since the OL®g®ign is preferred to the IV
regression if we have no endogeneity proBfénour interpretations are, therefore,
based on results of the OLS, in which it confirthe tontributable signal effect of

DCP for earnings.

1% One of the principal weaknesses of the IV estimiatthat it tends to display high
standard errors relative to OLS.
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Ln (earning)

OLS

IV regression

Coef. (Std. Err

Coef. (Std. Err

Constar

6.59***(0.05)

6.68"* (0.10)

Ln (tenure in month)

0.07+*(0.01)

0.07*%(0.02)

Labour market experience(ye 0.00 (0.00 0.00 (0.00)
Male worke 0.07***(0.02) 0.08***(0.02)
Deferred Compensation Packa 0.15***(0.03) 0.21 (0.16)
Local hukot statu: 0.09***(0.03) 0.07*(0.04)

Guanxi

0.15***(0.03)

0.15**(0.04)

Managerial positio

0.68***(0.05)

0.63***(0.05)

Having a vocational qualificatic 0.06 (0.05 0.06 (0.05)
Paid by piece ratt -0.04(0.03 -0.14*(0.08)
Only having primary schooling

Senior high scho 0.09**(0.04 0.06(0.04)

Diploma and certifica

0.26*(0.03)

0.22%+(0.04)

Degree and abo

0.36**(0.06

0.28*%(0.08)

Non-political members

Young Pioneel

0.07*%(0.03

0.06**(0.03)

CCP membe

-0.04 (0.06

-0.05 (0.07)

Unknown political membersh

0.09%*(0.03)

0.09%**(0.04)

Number of observatiol

108¢

108¢

Adj R-squarec

0.4¢

0.4

Note: * p<0.1, ** p<0.05, *** p<0.01

Table 4.4: OLS and IV Regressions of Earnings

T In the IV regression, this is predicted prob&pitiased on results from a Probit model (see

Table 4.8 on page 100).

T In the IV regression, this is predicted prob&pitiased on results from a Probit model (see

Table 4.7 on page 99)
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Coefficients
v oLS Difference Sqrt
regression | regression (b-B) (diag(V_b-
(b) (B) V_B))
S.E.
Ln (tenure in month) 0.07 0.07 0.00 0.01
Labour market experience(ye 0.0C 0.0C 0.0C 0.0C
Male worke 0.08 0.06 0.01 0.00
Deferred Compensation Packe 0.21 0.1f 0.0¢ 0.1¢€
Local hukot statu: 0.07 0.09 -0.02 0.02
Guanxi 0.1f 0.1f 0.0C 0.01
Managerial positio 0.63 0.68 -0.05 0.03
Having a vocational qualificatic 0.0¢€ 0.0¢ -0.0z 0.01
Paid by piece rae -0.14 -0.04 -0.09 0.07
Only having primary schooling
Senior high scho 0.06 0.09 -0.03 0.01
Diploma and certificatic 0.22 0.2¢ -0.0¢ 0.0t
Degree and abo 0.28 0.36 -0.08 0.05
Non-political affiliation
Young pioneel 0.06 0.07 -0.01 0.01
CCP membe -0.0¢ -0.0: -0.0z 0.0z
Unknown political membersh 0.09 0.10 0.00 0.01
Chi2(12 10.3¢
Prob >chi. 0.7¢

Table 4.5: Hausman Test Comparing IV and OLS Regresons

¢ In the IV regression, this is predicted probapitinsed on results from a Probit model.

4 In the IV regression, this is predicted probapitinsed on results from a Probit model.

Table 4.4 shows that Young Pioneers received a \wegmium when compared with

workers with no political affiliation; CCP membeappear to have lower earnings
though the relationship is not statistically sigraht; the group with unknown

political membership also have higher earnings.mL@003) used a survey of
workers in Shanghai in 1996. She found a premiomCICP membership exists in
State Owned Enterprises and collectives but nptiate enterprise. Li et al. (2007)
reported no wage premium among young CCP meml&rson et al. (2009) used 11
years of survey data to analyze the apparent waggeipm of CCP membership; they
argue that CCP membership is endogenous to edongaée the high proportion of

CCP membership among graduates in Chapter 3), ierper and occupation; they
find little evidence of a wage premium for CCP mensh Our results are based on

personnel records. In the same industry, aftertrolimg for education and
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experience, it shows that Young Pioneers receivagage premium. This may
supplement results for the above literature; howewveorder to be able to draw a
solid conclusion, we need further investigation athis not possible within the
existing data set given the large proportion ofwloekforce for whom information on

party membership is missing.

From Table 4.4, as expected, human capital (reptedeby more schooling and
having a vocational qualification) has a positife@ on remuneration. For example,
workers with a degree or above are paid 43% mame ttorkers with only primary
level schooling, ceteris paribus. Though, thia small group (with 75 observations).
Workers (40% of the sample) with collegiate-lev&@oling are paid 30% more than
the control group. This provides evidence to suplgpothesis 1 and also provides

empirical evidence that this private firm valuegle workers.

Taking into account the transaction costs of himgl turnover, and the agency cost
of shirking, employers might prefer staff wijuanxito those without (see Section
1.4 for a detailed discussion of the concepgwénx). The coefficient in Table 4.4
shows thaguanxiis definitely an advantage: those with such cdstaarn 16% more
than those without, ceteris paribus. This reaybpsrtsHypothesis 2

Managers appear to earn a significant premiumjuece97% more than an ordinary
worker. This indicates that payment in the firnclissely related to position. This is
in line with findings by Pfeifer (2008) and Seltzsrd Sammartino (2009).

Despite the clear improvements to the labour madkgtook of migrant workers
discussed in the Section 4.5, our empirical resnltcate that those with lochukou
status still earn more than migrant workers. Gndhe hand, we suggest that being
non-local, migrant workers might be perceived bypkyers as having a higher
likelihood of leaving, and are therefore discrinteth against in terms of
compensation. On the other hand, being non-lotsd @ndicates less strong
connections duanx) with workers at senior positions within the firmOf course,
guanxiis also present in the model, and therefore ctetrdor. However, if some
connections benefiting local workers are unobserted would provide a partial

explanation of the positive effect of lochUkou status seen in Table 4.4. This
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provides evidence to support the first part of ldypothesis 6

An OLS regression has been estimated separateijnéor and women. The results
are presented in Table 4.6. The results showpidnanent by piece-rate is negatively
related to earnings for men only, and that womemiexe a greater benefit from
schooling than men. Male Young Pioneers receivedge premium.

Ln (earning) Coef. (Std. Err.)

Male Femal
Constar 6.75***(0.08) 6.46*** (0.07)
Ln (tenure in month) 0.06***(0.02) 0.09***(0.02)
Labour market experience(ye 0.00 (0.00) 0.00 (0.00)
Deferred Compensation Pack 0.17*+*(0.04) 0.13***(0.03)
Local hukot statu: 0.05 (0.04) 0.11**%(0.04)

Guanxi

0.16**(0.05)

0.14***(0.05)

Managerial positio

0.64***(0.06)

0.74**%(0.08)

Having a vocational qualificatic

0.09 (0.06)

0.01(0.09)

Paid by piece ra

-0.15"**(0.04)

0.08**(0.04)

Only having primary schooling

Senior high scho

0.04 (0.05)

0.20**%(0.08)

Diploma and certificatio

0.21%**(0.05)

0.34%*(0.05)

Degree and abo

0.27**(0.08)

0.45*(0.09)

Non-political affiliation

Young pioneer 0.11***(0.04) 0.03 (0.04)
CCP membe -0.02 (0.08) 0.00 (0.15)
Unknown political membersh 0.15***(0.05) 0.08*(0.04)
Number of observatio 531 55k
Adj R-squarec 0.4¢€ 0.4¢

Note: * p<0.1, ** p<0.05, *** p<0.01.
Table 4.6: OLS Regression of Earning between Malend Female workers

Chi and Li (2008) argue that women are paid lesth@non-State sector in China
partly due to their own productivity characteristigess schooling and shorter tenure)
and through occupational segmentation (i.e. womeimgo destined for jobs as

production workers or other low-paid job). The #enworkers in our data appear
similarly disadvantaged: they are under-represeatdugher levels of the hierarchy
(see Figure 4.2) — while 51% of employees are fenmalthe firm, only 33% of

workers in levels 3-5 are female. Also, the avertanure for females is 4 months
shorter than that of males. In addition, they @ver-represented among less well-

educated workers: 52% of females have only prinsahpoling, compared with 33%
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for males.

Table 4.4 shows that male workers are paid befféis could be due to men being
more concentrated in a specific occupation in thdustry. Occupations with high
risk, such as dyeing, are paid well, and are mi&edyl undertaken by male workers.
However, since gender discrimination is not of canhterest in this dissertation, we

do not test any particular hypothesis relatinggodgr in this Chapter.

Our empirical results also show that the returtetwre is small, although significant.
The “tenure elasticity of earnings” is only 0.0This could be due to the fact that the
firm is involved in mass production, with no sigo#nt training offered to workers,

and therefore little potential for workers to acadate specific human capital. Of
course, the company wants to encourage long tefuserkers, but it appears not to
be doing this by rewarding long tenure with highexges; instead, it may be using
the offer of a DCP to encourage long tenure, atagegx in Section 4.5.

The results from a probit model of whether workare paid by a piece rate are
shown in Table 4.7. We see that migrant workerertstenured workers, and those
with less labour market experience, are more likedy be paid piece rate.
Unsurprisingly, managers are least likely to bedppiece rate. Workers with
vocational qualification or more years of schooliag@ more likely to be paid by
salary. Office workers and workers in the logist&ction are exclusively paid by

salary. All of these results contribute to evidenctfavour ofHypothesis 3above.

Towards the bottom of Table 4.7, we see when coimgpawith workers with no
political affiliation, Young Pioneers and CCP memsbare less likely to receive a
piece rate payment, and unknown political membegsrere likely to receive a piece

rate payment. However, none of these coefficiengsatistically significant.
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Paid by piece rate=1

Coef. (Std. Err.)

Constar 2.32*%** (0.22)
Ln (tenure in month -0.06 (0.05)
Labour market experience(ye -0.02***(0.01)
Local hukot statu: -0.19* (0.11)
Guanxi 0.15 (0.14)

Managerial positio

-1.44** (0.23)

Having a vocational qualificati

-0.60"* (0.20)

Only having primary schooling

Senior high scho

-0.66** (0.17)

Diploma and certificatic

-0.95" (0.15)

Degree and abo

-1.35" (0.24)

Working at Production line

Production offic

-0.97* (0.12)

Functional office

-2.19% (0.19)

Logistic sectio

-1.38" (0.17)

Non-political affiliation

Young pioneel -0.04 (0.12)
CCP membe -0.02 (0.27)
Unknown political membersh 0.15 (0.14)
Number of observatiol 108¢
Log likelihooc -397. 2«

Note: * p<0.1, ** p<0.05, *** p<0.01

Table 4.7: a Probit Regression of Receiving Piecate Payment

Turning now to the determinations of receiving aM@he results from two probit
specifications are reported in Table 4.8. Thé fies receipt of DCP as the dependent
variable; the second has first-time receipt of €& Section 4.5 for the importance
of this distinction). Specification 1 provides @&nce that workers with locaukou
status, in a managerial position, with a tertiaduaation, and those working in
offices, are all significantly more likely to hawwe DCP. This supports a similar
conclusion made by Nielsen et al. (2005), basedwney data, also from Jiangsu
province, who find that firms are more likely tontonbute to social insurance for

skilled migrants. These results also provide awigean favour oHypothesis 4

Tenure has a significant positive impact on botlifga and being a first-time
recipient of, a DCP, with a much stronger effecthia second case. As explained in
Section 4.3, a worker being offered a DCP is mi&sty to be offered it after 3 years’
service, although in the case of a highly desiralmeker, a DCP may be used as part

of the compensation package from the first dayrmpleyment. Therefore, we see
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confirmation that the DCP is being used to screed seward workers likely to
remain for a longer period at the company. Thgdand significant coefficient of

log(tenure) in the second specification providesorsj evidence in favour of

Hypothesis 5
Variables Having DCP First-time recipient
Coef. (Std. Err Coef. (Std. Err
Constar -1.25***(0.16) -2.13***(0.32)
Ln(tenure 0.17***(0.04) 0.88***(0.09)
Labor market experience(ye 0.00(0.01 0.02**(0.01
Local hukou statt 0.34**(0.10) 0.22 (0.17
Guanx 0.17 (0.12 -0.02 (0.18
Managerial positio 0.45**(0.21) -1.11***(0.29)
Having a vocational qualificatic 0.18 (0.18 0.52**(0.26]
No pasition change
Experienced position char 0.58***(0.20) 0.46 (0.30

Experience promotic 0.71*(0.39 1.27**(0.43)
Only having primary schooling

Senior high shool 0.02(0.14 -0.13 (0.27
Diploma and certificatic 0.40***(0.12) -0.41*%(0.21;

Degree and abo

0.97*%(0.23)

-1.10*(0.32)

Working at production line

Production office 0.39***(0.10) -0.40**(0.17,
Functional office 0.58***(0.15) -0.91***(0.23)
Logistic sectiol -0.08 (0.16 -0.51 (0.32
Non-political affiliation

Young Pioneel 0.18*(0.10 -0.06 (0.17
CCP membe 0.29 (0.24 0.11 (0.37
Unknown political affiliatior 0.21*(0.12 -0.63***(0.21)
Number of observatic 108¢ 522
Log-likelihood -621.7¢ -204.9¢

Note: * p<0.1, ** p<0.05, ** p<0.01
Table 4.8: Probit Models of having, and being a fst-time recipient of a DCP

As shown in Table 4.8, being local has a signifigaositive impact on having a DCP.
This result is in line with the second part of élypothesis 6 We also see that with
labour market experience and a vocational quatiboapositively relate to the
probability of being a first time recipient of DCRhis provides evidence that

employers use DCPs to reward desirable workers.

From the first column of results in Table 4.8, wee ghat higher education has a

significant positive impact on the probability ohing a DCP. However, in the
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second set of results, we see that higher educhtisra significant negative impact
on being a first-time recipient. We suggest that ts because those workers with a
higher educational background are more likely teehbeen offered such a package
when starting employment for the first time. Ifckua worker had a DCP with a

previous employer, the current employer is likeycontinue paying the firm’s share

of contributions; such a worker is clearly clagsifias having a DCP, but is not a first-
time recipient. This applies to situations as ein managerial position or working

at offices. This strong discrepancy in the coedfits of these variables confirms the
importance of the distinction between *having a DGIdd “being a first-time

recipient”.

Table 4.8 shows that, in both equations, the prdibabf a DCP depends positively
and significantly on the worker having experienagabsitional change or promotion.
Again, the effect appears much stronger in thergetation of “first-time recipient”.
Hence, it seems that first-time offers of DCPslag used as a form of reward for

good performance, as well as being an automatianégvor long service.

Finally, note that when compared with workers with political affiliation, those
with a stated political affiliation are more likelyp receive a DCP, though the
coefficient is not statistically significant for GCmembers. In terms of the
probability to be a first time recipient of a DQRe group with unknown political
affiliation is significantly less likely to be arfit-time recipient, a result which is not

surprising given that this group is more likelyo® paid by piece rate.

4.7 Conclusions

With personnel records from a fairly typical domesprivately-owned textile
company in China, we have examined the compensatrangements within the firm.
Our econometric results show that salary is largelgrmined by position and human
capital. Guanxi has a significant positive impact on earnings, #md has been
attributed to the use gfuanxiby the firm as a means of reducing shirking aradf st
turnover. Tenure also increases earnings, busthainess of this effect has been
noted.

A stable workforce is desired by the employers, wdmo the evidence of this study,
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appear to utilize Deferred Compensation Packag€®d)to encourage longer tenure.

The shortage of skilled workers in the private geds$ reflected in the significant
positive effect of being highly educated not only ®muneration, but also on the
probability of receiving a DCP. On the basis afthvidence, we may infer that

human capital is highly valued in the private secto

However, we have also presented evidence that bkicgl generates a wage
premium and gives one a better chance of rece&iBDg P, even after controlling for
social capital, human capital, and position. Tiefects the absolute advantage of
being local, which is consistent with results oféa in other Chapters of this thesis.
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CHAPTER 5
Job Tenure in One Chinese Private Company

5.1 Introduction

Domestic privately-owned textile enterprises hauétlup their market position primarily
by supplying low-value and low-priced products e domestic and international markets.
Recent cuts in tax rebates together with appreciaif the Chinese currency have, however,
left many of these companies on the edge of batdytiS The need to develop value-
added products has been identified as the key wibalising this sector, but firms are
struggling to develop their ability to innovate; eoiimportant reason for this has been
identified as high workforce turnover (Liu, 2007)his issue has been well recognized by
private firms. In 2005, domestic privately-ownexkttle enterprises called for industrial
action to boycott and to blacklist workers with istbry of short tenure, and they even

petitioned the legislating agency to amend busitessn order to enforce longer tenti®e

Job tenure is directly determined by a specific leympent relationship between an
employer and an employee and empirical studiesirequfirm-based data set. To the best
of our knowledge, there has been no other empistadly using personnel records to
investigate labour turnover in the private sectorChina. With 12 years of personnel
records from the same firm as studied in Chaptanunting to 4,034 workers with 4,356
observations, we apply duration models to examiree length of single and multiple
employment spells and to explore the determinahtgotuntary job separations in this

organization.

The remainder of this Chapter will be organizeda@®ws: Section 2 uncovers existing
studies on the determinants of job tenure; Se@iadescribes the data; Section 4 presents

our empirical strategy; Section 5 presents the Bogpiresults; Section 6 concludes.

199 The Speech by Huai-Bin SUN (spokesman for thex&Mational Textile Industry Council) at
the Textile Industry Annual Conference, March 20Béijing.

10 “Growing Textile Firms are suffering from a Higtaff Turnover”, 2005, [Online; cited May
2007,] Available fromhttp://www.yfu.cn

11 \We excluded records of firing (4) and retirem@t
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5.2 Literature on determinants of job tenure

Broadly speaking, there are two categories of gtasation model (see Section 2.4). One
is the “inspection-good model of turnover” (Burddi®78; Mortensen, 1978); and the other
is the “experience-good model of turnover’(Jovaop\i979; Viscusi, 1980). The former
accepts on-the-job searches and regards jobs pasesearching goods. It assumes that
current employer-employee relationships could dv&smn receipt of information of a
potentially superior match. The experience-gooddehasserts that the quality of the
match between an individual worker and an emplagerevealedex-postand that job

separation is the result of a bad match.

Pissarides (2000) proposed tstechastic job matchingiodel where the quality of a job

match is influenced by unobserved characteristigstis and workers. That is to say, until
an actual appointment is established, two diffevemtkers appear identical to the firm, and
two vacant jobs from two different firms appearritieal to the worker. Pissarides refers to
these situations as “tlex antehomogeneity of firms and workers and thepostresolution

of all uncertainty”. This model helps to explaimetbusiness practice of using social
contacts to reduce uncertainty. Fernandez andli@g&001) summarized three types of
benefits of using social contacts for recruitmefirstly, referred applicants require less
screening, because more information is availabléehem. Secondly, referred applicants
tend to be well-informed about the pecuniary aspettthe employment and are better
matched to the work. Finally, connections of netilgd workers with referees (especially
referees who are current employees) can easegabitions and create additional loyalty
and attachment to the company. Empirical eviddrm® the USA seems to support the
above arguments. Simon and Warner (1992) use@gulata to show that workers hired
via the “old-boy network” are more durable in comgan to those hired via advertisement,
private agency or other means. Using data fromallecentre of a large bank, Fernandsz

al. (2000) present evidence of reduced costs of hthngugh the use of referrals.

Meyer and Allen (1991) defined “normative commitrtieof a worker as their sense of
obligation to continue in the employ of the orgatian. Normative commitment seems
very natural in situations in which workers areelivia social contacts, especially if these

contacts are employees of the hiring organizatidongler (2003) argues that referees exert
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peer pressure on referred workers, which lowersitmamg costs and allows firms to pay a
lower efficiency wage. The generation of normateenmitment or peer pressure from the
referee is in the same spirit @ganxiandmianzias discussed in Section 1.5 and 4.2. Yao
and Wang (2006) used survey data on 242 employees 14 high-technology companies
in Beijing, China, and argue that normative commeititp measured using the
Organizational Commitment Scale (Allen and Mey&9Q), has strong negative effect on
employees’ (self-reported) job-hopping behavioBased on a survey of 1,160 workers in
foreign-invested enterprises in China, Wang (2q08yides evidence that emotional bonds
with both supervisors and co-workers are relate@ tower propensity to “jump ship”.
However, the organizational outcomes of normatiemmitment within these studies are
measured by a self-reported turnover history arduer intention. In our data, we have the
advantage of actual turnover records. With thegseare able to examine the true influence
of guanxi on tenure. Since it is an established featur€loihese culture (detailed in
Section 1.4) thatguanxi generates an obligation to stay with an orgamsatiwe

hypothesize thajuanxihas a positive impact on employment duration.

Deferred Compensation Packages (DCPs) have bestusgd to encourage long tenure
(Salop and Salop, 1976; Jacoby, 1990). Existingiecal work with aggregate data from
developed countries shows that the offer of pensights accomplishes the desired
outcome of longer tenure (lppolito, 1991; Gustnetnal, 1994; Hernaset al2006).
Workers in the private sector in China were firfex@d DCPs in 1996 (see Section 4.3).
As of 2009, around one third of the Chinese pojmtats covered by a pension pltah
However, to the best of our knowledge, no studydwtar been undertaken to explore the
influence of DCPs (e.g. pension rights) on job tena China. Detailed records of DCP
offers will allow us to conduct such an investigatiat the level of individual workers.
Given the challenge faced by private textile firragssed at the start of this Chapter, we
hypothesize that such firms are using DCPs explitit bring about longer tenure in the

firm, and that such a strategy is successful.

Migrant workers constitute the majority of the wianice in the private sector in China. For

example, a survey of 3,309 private enterprisefién@hangzhou area in 2006 showed that

112 «China’s PredicamentThe Economis27 June 2009.

10t



Job Tenure in One Chinese Private Company Chapter 5

migrant workers make up 61% of the workforce okthenterprises, and that these workers
are mainly concentrated in the manufacturing angszaction industri€d®. As detailed in
Section 1.2, migrant workers have been restriatethieir access to employment and in the
degree to which they are able to settle in thestidation, and have also been excluded
from local welfare systems. Undoubtedly, this sdrtliscrimination is likely to contribute
to shorter tenure. Knight and Yueh (2004) used dattracted from a national urban

household survey in 1999, and found that urbarleess have a longer tenure.

With the rapid development of the eastern and ebamtas, and the resulting heavy
demand for migrant workers, Jiangsu province picgte@ series of experiments hakou
policy (already outlined in Sections 1.2 and 4.8he uniqueness of our data, in terms of
not only being collected from this experimentalioeg but also covering this period of
significant hukou reform, enables us to investigate the effect hokou reform on
employment duration. However, disappointingly, fired that migrant workers remain
excluded from the local welfare system despis&oureform. Furthermore, as we saw in
Section 4.6, employers continue to discriminateiregamigrant workers in terms of
offering less attractive remuneration and defercethpensation packages. For these
reasons, we hypothesize that migrant workers aree rtikely to undertake on-the-job
search, and that they exhibit a higher turnovetepat than their local counterparts.

As discussed in Section 1.5, the private sectoibleasme the major employer of graduates
since 2000. Since the reform in 2003, graduatels deégreeS*have been granted local
hukouif they have been offered a position with a lofah, while those with certificates
can apply for locahukouafter two years of working in the area. Hends fair to say that,

in the time since reform, graduates have not beststtained by theihukou status in
Jiangsu province. Consequently, the job separapattern of these skilled workers
(defined by having a certificate or degree) is ljkeo be a reflection on labour market

conditions, rather than on their reaction to ingiitnal features.

113 “Analysis of Payment in Private Enterprises ira@jzhou”, Jiangsu Province Statistical Bureau,
2006, [Online; 26 March 2007,] Available from:
http://www.jssb.gov.cn/jssb/tjfx/sxfxzl/12007032 ZHhtm

114 A degree is awarded by a University, while aifieate is awarded by a vocational college.
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In 2006, a survey in the Changzhou area showedthigativerage payment in privately-
owned firms (data on its payment was excluded frioennational statistic¥) is only 55%

of that of urban worket&®. This provides a glimpse of the low average paynie the
private sector. In order to maintain a reasonhbileg standard in this flourishing area, we
would expect that skilled workers will continuegearch for better paid positions. For this
reason, we hypothesize that skilled workers inpitieate sector have a higher propensity to

leave the firm than unskilled workers.
We therefore propose the following hypotheses:

Hypothesis 1 There will be a lower rate of turnover amongststh withGuanxicompared
to those without.

Hypothesis 2 There will be a lower rate of turnover amongsthkeos receiving a Deferred

Compensation Package (DCP) compared to those withou

Hypothesis 3 There will be a higher rate of turnover amongggrant workers than local

workers.

Hypothesis 4 There will be a higher rate of turnover amongsilest workers than

unskilled workers.

5.3 Data collection

The data is personnel records from the same comparthat described and analysed in
Chapter 4. However, while in Chapter 4 the focws wn salary, in this Chapter salary
information is not required. This enables us te tne full data set of personnel records on
4,034 employees, amounting to 4,356 observati&@@@mputerisation of personnel records
from 2001 means that it has been possible to olm@amplete records of the workforce

between February 1994 and January 2007, with tbepgion of those leaving before 2001.

15 1n October 2009, it was reported that nationatistics bureau will start to include workers’
wage in the private sector in the national statistiAfter 50 Years, Wage in the Private Sectof wil
be Compiled in the National Statistics”, 28 Octobed9,East Morning

116 “Analysis of Payment in Private Enterprise in 8gzhou”, Jiangsu Province Statistical Bureau,
2006, [Online; 26 March 2007,] Available from:
http://www.jssb.gov.cn/jssb/tjfx/sxfxzl/12007032 ZHhtm
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There are 14 years in our data; we attempted tov shifierence of survival rate among
workers recruited in different years; there wou&tbo many groups on the diagram. As
some years are of more interest than others, inr&i§.1, we grouped workers into 5
categories based on the year they started empldymethe firm. The categories are

workers who started

between 1994 and 2000

2001 (merging occur, see section 4.4)

2002-2003 (beforbukoupolicy, see section 5.5)

2004-2005 (aftenukoupolicy)

* 2006.
o Kaplan-Meier survival estimates, by start_year
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Figure 5.1: Kaplan-Meier Estimates by Year of Staring Employment

The Kaplan-Meier estimates show that the more sehm worker is (in terms of tenure

within the firm), the more likely they are to stayhe workers who started between 1994-
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2000 present the highest survival rate. Workers sthrted in 2001 have maximum 5 years
tenure when the data was collected in 2007. Whaenkevs started employment later, such
as in 2004, their tenures in the diagram appe&etprolonged than they should be, this is
because we have time varying variables (see TaB)eMhich recorded the event change as

time elapse.

To make it clear, a typical worker with time-vargimariable is showed in Table 5.1. This
typical worker started employment on 18 Februa§12@vas offered a DCP on 1 February
2004 and resigned on 2 March 2006. In the dagawibrker is recorded with identification
number 4051; the dynamic change is recorded asrshowable 5.1: the worker has no
DCP (coded as 0) between February 2001 and Feb20&4; and had a DCP (coded as 1)
between February 2004 and March 2006. The workeddvbe included both in 2001 and
2004 year groups; however, this worker’s tenuré lvglonly 35.9 months in the year group
of 2001, the rest of tenure will be recorded in 2004 year group. Therefore, in Figure 5.1,
it appears that this worker started in th& &6onth and stayed until 61 months. This would
not affect our duration regression since we usaifitation to indicate the total duration,
61 months, is one employment spell (see Tableds.8dtail)

ID Start date | Quit date DCP status| tO (enter time) | t (analysis time)
4051 | 18-Feb-01| 01-Feb-2004 0 0 35.9
4051 | 01-Feb-04| 02-Mar-2006 1 35.9 61.3

Table 5.1: A typical worker with a time varying variable

The studied firm implements the policy that eaclrkeo has a probationary period of 3
months. After this trial period, with mutual consea three-year contract is arranged which

effectively indicates the commencement of a permbemployment relationship.

5.3.1 Data description

Table 5.2 presents summary statistics on duratidinis. seen that there are 4,034 workers,
with 4,356 observations in total. Tenure rangesfiess than one month to 156 mofths
(13 years), with an average tenure of 21 monthke Mmaximum number of employment

spells is 3, indicating that these particular woskesigned from the company twice before

7 The maximum tenure (156 months) is due to 30 deisgused as the scale of one month. The
actual tenure of this record is 13 years less 12 da
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re-starting employment. There are 56 workers \g#bps in their employment spells, the
period of the gap ranging from 1 month to 38 montisnong these 56 workers: nearly
90% are migrant workers; more than 85% were resgluithrough acquaintance’s
introduction; 7 of them have received a higher etioo; 10 of them work in the

production offices.

Category Total Per subjec

mean minimum  median maximum
Number of workers 4034
Number of records 4356 1.08 1 1 3
(first) entry time 0.00 0 0 0
(final) exit time 20.8¢ 5 11 156.6°
workers with ga 56
time on gap if gap 658.90 11.77 1 10 38.3
time at risk 83485.6 20.70 0.5 11 156.6°
failures 2371.0( 0.5¢ 0 1 2

Table 5.2: Description of the Dataset

Variable constant varying Never missing
Deferredcompensation packac 378: 357 404(
Marital statu 4007 33 404(
Working departmen 399« 46 404(
Position 401z 28 404(

Table 5.3: Time-varying Variables

Table 5.3 summarises changes over time in the gtedpd. 357 workers were offered a
DCP for the first-time by the firm, the definitiasf a first-time recipient is discussed in
Section 4.3. There are 46 records of change iartiggnts and 27 changes in the position
categories (from a worker to a manager) respegtivEhere are also 33 records of changes

in marital status (from single to married).

The variable definitions and data descriptionsgven in Tables 5.4 and 5.5. As can be
seen from Table 5.4, this is a female dominatedkfeoce (unsurprising given the nature of
the textile industry), with 56% female workers. Wdgeind evidence that the majority of
female workers are among the less well-educatedpgrthe proportion among female
workers in the middle school or lower educationegaty is 77%. This is nearly 30
percentage points higher than that of male work®tsreover, female workers, on average,
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are 3 years younger than male workers, they alsousmt for more than 60% of unmarried
workers in the factory. Married workers account46% of the 4,356 observations.

Only 13% of the workforce, 577 records, is offeeedeferred compensation package. The
turnover rate is as high as 54% in the sample.relTtsea young workforce in the company
being discussed, with an average starting age ;ahbincludes 26 workers who started at
the age of less than 16 years old (the youngesghkl years old, 6 cases). This offers a
glimpse of child labour in the Chinese private sectThe oldest age in the sample is 65;
there are 4 male workers aged over 60, and 1 fewdker aged over 55 (the relaxation of

legal working age in the private sector in Chinawecussed in Section 4.4).

Variable Obs | Mean | Std. (Dev.) Min Max
Male worker: 435¢ | 0.4¢ 0.5C 0 1
Married worker 435¢ | 0.4¢€ 0.5C 0 1
With deferred compensati 435¢ | 0.1: 0.3¢ 0 1
Informally recruite 435¢ | 0.8¢ 0.3¢ 0 1
Managerial positio 435¢ | 0.0¢ 0.2C 0 1
Proportion of leavin 435¢ | 0.5¢ 0.5(C 0 1
With guanxi in the compan 435¢ | 0.0¢ 0.2C 0 1
With localhukou statu: 435¢ | 0.17 0.37 0 1
Age when started employment (ye: 435¢ | 25.0C 7.4% 14 65

Table 5.4: Dichotomy variables Definition and DateDescription

More than 80% of the sample was recruited via mfdr channels (introduced by an
acquaintance). However, only 4% is recorded byhinman resource division as having
Guanxiwithin or with the firm. The same small proportibas ever been employed in a

managerial position.

The hukou definition in this dataset is as the same as ith&hapter 4. About 17% are
workers with a locahukou status. This is unsurprising since empirical Esidshow

migrant workers are likely to take up jobs that liheal populace do not want. Nationally,
male migrants dominate mining and construction $hdes, female in textiles and
sanitation (Meng and Zhang, 2001; Feng et al., 20Q&cals tend to work in other sectors

where better payment and working conditions aradou
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Variables | Freg. | %
Education background

Primary schooling (less than 9 years educe 2,79¢ 64.1¢
Secondgy Schooling ( between 9 to 12 years educa 75€ 17.3:
Vocational education -13 years 467 10.7:2
Tertiary education (Diploma and degr 33¢ 7.7¢
Working sectors

Production lin 3,19¢ 73.4¢
Production offices 613 14.07
Administration and saleworker: 314 7.21
Logistics (cook, cleaner, security staff, driy 23C 5.2¢
Total observations | 4,35¢ | 10C

Table 5.5: Categorical Variables Definition

¢ These offices are research and development, degigplanning, laboratory, quality
control and machine maintaining office.

Table 5.5 shows that more than 60% of the sampdehlad less than 9 years schooling.
This reveals one feature of human capital in pelyabwned manufacturers where the
workforce is typically composed of unskilled workerWorkers with a degree only made
up 8% of the workforce in this company; this idiire with a survey result that technicians,
on average, accounted for less than 13% of the faadx among 3,309 private enterprises
in Changzhou in 2008% In addition, more than 70% of these observatanesproduction
line workers, only 14% of the sample work in thedarction offices. Administrative staff

and support workers make up the rest of its woddor

5.3.2 Graphical exploration

Figure 5.2, uses the Kernel smoother to show tletumulative job separation probability
changes with length of tenure, the probability tstao rise in the first year, and then
gradually decreases with the accumulation of tenufée general pattern of workforce
mobility in this firm seems to be consistent witte tpredictions of the job match model of
Jovanovic (1979).

118 “Analysis of Payment in Private Enterprise in 8gzhou”, Jiangsu Province Statistical Bureau,
2006, [Online: 26 March 2007,] Available from:
http://www.jssb.gov.cn/jssb/tjfx/sxfxzl/12007032 ZHhtm
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Smoothed hazard estimate
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Figure 5.2: Monthly Smoothed Hazard Rate

Smoothed hazard estimates, by hukou
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Figure 5.3: Hazard Rates of Different Hukou Status

In Figure 5.3, the smoothed hazard is presentediffigrent hukoustatus. It shows that
migrant workers (non-locals) have a higher sepamdtazard regardless of length of tenure.
The job separation pattern of this group mirroes gleneral trend of the whole sample. On
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the other hand, the job separation rate of lduedou steadily decreases after the initial

increase.

Smoothed hazard estimates, by hukou
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non-local ————- local ‘

Figure 5.4: Hazard Rates One-year aftehukou Reform in 2003 (by differenthukou

status)

The essentiahukou reform in Jiangsu province, took effect on 1 Ma302, allowed
migrant workers to settle in provided that theydavegal residence and a regular income.
Allowing for one-year delay of implementation, weséstigate the effect dfukoureform

on job tenure. Figure 5.4 shows a sub-sample wexdiudes workers who left before 1
May 2004. It shows the degree of volatility hasidished for short tenured workers;

however, it seems that the policy has less effedbnger tenured migrant workers.

We notice some volatility in tenure between 60 8dnonths across all the figures, which
is inconsistent with generally predicted job sepamapattern. We examined the external
labour markets and found that since 2004 there werificant shortages of migrant
workers in the manufacturing industry, especiatiyhie eastern and coastal areas of China,
such as Jiangsu, Zhejiang, Fujian, and Guangdamgrmes. A survey estimates that firms
were short of 384,000 workers across 12 citieb@sé four provinces in the second quarter
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in 2004° This provides one explanation for the job sepamapattern in Figure 5.4.

Migrant workers who face discrimination have a tgeapportunity cost when there is a
shortage of labour in the external labour markis, stimulates an exodus among migrant
workers. Therefore, in our sample the effect eftthkoureform, if there is any, has been

offset by labour shortage in the external labourkeizs.

As can be seen in Figure 5.5, reported by XinhuavdNegency, as an example, no
applicants are at a job fair site in 2005. Caudethe shortage of migrant workers have
been widely examined. The following explanatiome @enerally accepted. Firstly,
domestic privately-owned enterprises usually operais a sweatshop environment and
offered very low payment in order to exploit lowilldd migrant workers, forcing them to
live in extreme poverty (see Figure 5.6 showingdbplorable living conditions of migrant
workers). A survey in 2005 showed that the averagathly payment of migrant workers
in the Zhujiang economic delta was almost the saméen years ad@. Secondly, the
central government has started to reduce and,nresegions, to exempt rural agricultural
taxes since 2004, as an attempt to maintain atabts and to reduce the income disparity
between urban and rural residents. Thereforege laumber of low skilled workers have
returned to the agricultural sector (Yang, 2005rbBaa, 2006). Thirdly, the supply of
young labour in China has started to level off tuéhe one child policy (started in 1978)
while manufacturing is still expanding (Barboza,08p) Fourthly, inland economic
development is taking place in areas of former atign. Some migrants have returned to
these areas and started their own business aft&ingan areas that were developed earlier.
As a consequence, jobs become available locallyclwhéduces the supply of migrant
workers. The shortage of migrant labour has beesed temporarily due to the fall in

overseas demand of the global recession since(&xe.

119« abour Shortage Alarms Manufacturing in Chin28 March 2005Xinhua News
120« abour Shortage Threatens Manufacturing in ChiB& March 2005Xinhua News.
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Figure 5.5: Employers Anticipating Recruiting Workers, but Facing Limited
Choiceg®

Figure 5.6: Low Salary, Migrant Workers Live in Crowded Condition
Source: Beijingnews.com

121« _abour Shortage Alarms Manufacturing in Chin28 March 2005Xinhua News
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These fluctuations among Figures 5.2-5.4 presuntalgct the reactions of the workforce
of the company being studied to the shortage ire#ternal labour markets. In Figure 5.7,
among the less well-educated group, migrant worgezsent a higher rate of turnover than
that of local workers despite controlling for teaur There is again a distinctive rise in
months 84-96 which indicate a much stronger readiolabour shortage in the external
labour market among low skilled migrant workerssukvey showed that in the capital city
of adjacent to Jiangsu province, Hangzhou, on gegra male worker can choose from 8
job vacancies, and a female worker can choose t®mwacancies in 208%. Such a high

number of vacancies are likely to encourage jolaisgpns amongst migrant workers who

are most likely to be engaged in low paid employmen

Smoothed hazard estimates, by hukou

T T T T T T T T T T T
(0} 12 24 36 48 60 72 84 96 108 120 132 144
Months

’— non-local ————- local ‘

Figure 5.7: Hazard Rates of Less Well-educated Grqu(by different hukou Status)

5.4 Empirical strategies

In our model, voluntary leaving is treated as altfe” (other types of leaving, for example,
firing or retirement, are disregarded as therecanry 10 cases). If there is a permanent
separation, a worker will only have a single recarth the same employer, this is called a

single-spell data. In this case, the traditio(g&kndard), survival analysis will be adequate

122 «| abour Shortage Alarms Manufacturing in Chin28 March 2005Xinhua News



Job Tenure in One Chinese Private Company Chapter 5

to investigate determinants of job tenure. Howevwerour dataset, a small number of
workers, 56, have repeated records of resignati@current data), where workers have
returned to the same employer after a period ohrsgjon. This forms a dataset including
multiple employment spells in which correlationresigning behaviour of each individual

may arise. This would violate the assumption adependence of leaving behaviour
required in the traditional duration analysis. Quussible approach of analysing multiple
quit data is to examine the first spell of employptealisregarding any subsequent spells.
This may not be considered sufficiently accuratethese is a risk of missing possibly

relevant information. Therefore, we will conduatgie-spell data and multiple-spell data

analysis.

5.4.1 Single failure data analysis

To begin with, a gamma frailty model is employedt anly to examine tenure determinates,
but also to explore the possible heterogeneity a@miowlividuals which could not be
controlled for using independent variables. Basedutierrez (2002), for each individual
i=1,..,n , the triple records are organized as ( d) for the ith observation, its
corresponding time spary(tt], with either failure occurring at time(d; = 1) or the failure
time being right-censored at time(¢i = 0). For this random spell, T, if the possipilit
density function for T isf (t) and the cumulative distribution function Fa) = p(T <t),
then the survival function is given t§(t)= P(T >t)=1-F(t) and the hazard function by
h(t)= f(t)/ S(t). The frailty is usually assumed to follow a gamaigtributiort*® with unit

mean and variandg The log likelihood is a combination of the fa#s and the censored

observations is given by:
LnL = iz;[m{sgi () -n{ss (ta B +diha ()] (@)

where we use the subscriftto allow for the possibility of heterogeneity, fexample
hei(t)=hs(t/xi). When# does not equal 0, there are possibly unexplairadons exerting
impact upon workers’ tenure, which are not captimgthe covariates in the model.

123 1t could also follow an inverse Gaussian distribativhich will make duration analysis more

complicated, and not attempted here
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Since we are more interested in parameter estiniaesthe shape of hazard, the standard
Cox Proportional Hazard (PH) model is employedxangne the hazard ratio. Its hazard

function and corresponding partial likelihood fuoatare given by

A= ex(px ) )
()= [ X))

Yi uncensored Z eXi ['B'xj ]

Yi>Yi

Where A,(t) is an unspecified baseline hazard functigh,are coefficients and; is a

covariate vector.

5.4.2 Multiple failure data analysis

We plan to examine the influence of the initialtexa the second exit or simply allow for
the possibility that they are related. In additime are interested in why these workers, 56,
have returned to the same employer, which mighicatd particular job match elements
among migrant workers. To capture the possibledegnce of correlated recurrent events
on the same individual, the gamma shared frailtgehcs utilised (Lim et al., 2007).

For data consisting af individual with thei-th individual comprisingn; observed spells,
the unobservable effect (frailty) on the hazard is introduced which is assumed tovich

gamma distribution. Conditional on frailty, thezhad function is:
htle)=ah(t) (4)
Where i=1,..., n, j=1,..., awith h, (t) = ht|x, ).

That is, for any spell of theth group, the standard hazard function is now ipligd by
the shared frailty,. Since it is reasonable to expect some correldbetween the two

failures, (events), for a given individual, thisusually modelled as a shared frailty model

where the sharing takes place at the individuadllev

The likelihood of job separation of the observedads obtained by calculating the

individual level to the conditional likelihoods amategrating of the frailty. Suppose we
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have data consisting of the tri-variate respongettd;), which indicate the start time, end

time and failure/censoring for tlhi& spell of one individual. If we defirfe = Z ,d; , the

probability density function of the frailty followa gamma distribution, the likelihood of

theith group, (which in our case is the individual wojkean be obtained by

o r(1/6)+D, s @)
= M1in & B =041 8 In 2L } 5
I R TG
When 6 does not equal zero, there are possible unexplaea&sons for each individual
affecting one’s job separation, but these reasoasnat explained by covariates in the
model.

The P-W-P (Prentice et al., 198hpdel$®* are employed to examine multiple-spell data
when we are more interested in the hazard ratiwdest different groups. The P-W-P
models share the same spirit as the Poisson regrassing the counting process style of
data input. Each subject is recorded as a sefri@sservations. With the same assumptions
as the Cox proportional hazard model, the P-W-Pahstiatifies each employment spell
by the use of time-dependent strata, so that tzartiabaseline is allowed to vary from
event to recurrent event. Therefore, it captunespossibility that the current event may be
affected by the previous event (Therneau and Gremi2001).

We outline the model as follows. Assuming theindividual {=1.., n) with a maximum
number of failurel (j=1,.., J), (the failure type in our data being the same}. Tyée the
time when thgth failure occurs an®j be the corresponding censoring times onithe
worker. Assumepj is the start time, then t&;- to; or t=C; - toj is the respective survival
time. Assume thal; andC; are independent, conditional on the covariateore@q;) of
size p. DefingZ; = min (Tj, Cj), that is to say, Zequals F if a worker leaves, o€; if a
worker remains. LeY; (t)= I{Zij zt} is the risk set indicator. Defingg =I(Ti,- <Ci,-)
wherel (.) is the indicator function and takes the valueshenT; <C;and O otherwise.

Let gB; be of unknown regression coefficients gf X

124 prentice, L, B. Williams, A. Peterson, On theresgion analysis of multivariate failure time
data,Biometrikg1981,vol.68, p373-379.
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Total time scale Gap-time scale
ID Timeg Time Timeg Time Status Stratification
1 0 12 0 12 1 1
1 14 2C 0 6 1 2
1 21 42 0 21 0 3

Table 5.6: Data Arrangement under Different Time-sales of the PWP Model

There are two time scales for the P-W-P modelstdted time (the time since entry) and

the gap-time. The former records each event &dagsed time, the latter counts each spell
from the time of the previous event, that is to, $hg clock is set to zero after each failure.
Assume one subject has three employment spells @alle 5.6. ID gives the person a
unique identification number in the dataset. Stasikes value 1 if a resignation is observed
by the end of this period, 0 if an employment rielahip still exists. The value of

stratification is used to record the order of ergpient spells. Under the total time scale, it
records the recurrence as time passes, withindpeime scale, the order of each spell is

recorded.

Firstly, under the total time scale, the risk seficatory; (t)=1{z,,.,<t<Z ,}, the hazard

function and its corresponding partial likelihoaohttion are:

2 ()= o (t)exel3; X (t)) (6)

i

exr(,B' X”( ij )) (7)
D I_l anym Z; )JexrdB; X (Z;))

m=1

Where Ay (t) is an unspecified baseline hazard function, whiaties from one event to

another.

Secondly, under the gap-time scatg(t) = 1{G; >t} by definition, the hazard function and

its corresponding partial likelihood function are:
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A ()= Ao; (t =t ) explB; X (t)) 8)
Yij

) J eXdﬂ}Xij(Zi,j—l"'Gii))
L(ﬁ) DD Zn:ij(Gij)exd,B}ij(Zi,j_l+Gij)) X

m=1

Where Y; (t) is a risk set indicator anditis the time of the (j-1)th failure, and

Gi; =Z; —Z is the inter event or gap time (Lin and Wei, 1988, 1994).

5.5 Empirical findings

For the single-spell data analysis, the lognornmstkidution with the gamma frailty model

is used to investigate both the determinants otgoloire, and the existence of heterogeneity
among individuals in the dataset. The reasondorgithe lognormal distribution is that the
assumption of a non-monotonic hazard shape fitp#ttern of the job matching process
(Jovanovic, 1979). Also the standard Cox PH is leygal to examine the hazard ratio

among different groups.

In Table 5.7, all specifications demonstrate thatstrvariables impact significantly on

workers’ tenure. In addition, the gamma frailty debwith &=1.53 shows the degree of
skewness of probability density function of therdogmal distribution and captures the
general trend of job matching process; this is aspported in Weibull model, where

1/p=1.09, which shows that the Weibull probabitignsity function at first increases then

decreases. Howeved=0 and §=0.09 in these lognormal and Weibull regressions
respectively and significant likelihood ratio testsject the assumption of possible

unexplained reasons beyond independent variablesriregressions.
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Tenure Lognormal Weibull Cox
distribution distribution Proportional
(Gamma frailty) (Gamma frailty) Hazard
model
Coef. (Std. Err™™ | Coef. (Std. Err™** | Coef. (Std

Err.)

Constar

3.35%(0.22)

-3.53%*(0.19)

Guanxi

0.92%%(0.15)

-0.75"*(0.13)

-0.74*+(0.13)

Deferred Compensation Pack

0.25"+(0.11)

-0.24**(0.08)

-0.23**(0.08)

Male worker:

0.25***(0.06)

-0.22***(0.05)

-0.22%*(0.05)

Age when start employme

-0.03%*(0.00)

0.02***(0.00)

0.02***(0.00)

Married worker

0.47%(0.07)

-0.43**(0.06)

-0.42***(0.05)

Managerial positio

1.15%%(0.16)

-0.99%*(0.14)

-0.97%*(0.13)

Recruited via informal chann

0.41%*(0.15)

-0.29"%(0.12)

-0.27%(0.12)

Local hukot statu:

0.16%(0.08

-0.18"*(0.07)

-0.18"(0.07)

Working department (excluded category: administration

and sales staff):

Prodtction line

-0.45"*(0.12)

0.47%*(0.10)

0.47* (0.11)

Production offic

-0.577*(0.13)

0.56*(0.11)

0.55**(0.12)

Logistics sectio

-0.60"*(0.16)

0.62***(0.14)

0.60%* (0.14)

Educational background (excluded category: primary schooling):

Secondanschooling -0.11(0.08 0.09(0.06) 0.10 (0.06
Vocational schoolin 0.04 (0.15 -0.02(0.12) -0.01 (0.12
Higher educatiol -0.48**(0.19 0.54***(0.15) 0.52***(0.15)
o 1.53(0.23

1] 0.00 (0.00 0.0¢

1lp 1.0¢

Number of subjec 4,03 4,03 4,03
Number of observatiol 4,29¢ 4,29¢ 4,29¢
Log likelihooc -5369.3t -5369.8: -17348.11

Note:*p<0.1, *p<0.05, **p<0.01

Table 5.7: Duration Regression of Single Spell Data

To assess the suitability of the lognormal or Wkibegression, we run a Gamma

distribution regression see Appendix A4 and condouetWald tests. The Wald test for the

suitability of the Weibull model is to tegt=1;

se

k-1 .
—— |, se is the standard error.

125 The coefficient is accelerated failure-time form.

126 The coefficient is log relative-hazard form.
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The Gamma model estimated = 048 (standard error is 0.08) in Appendix A3,

2
thereforz{k—lj = 4225, this result provides strong evidence againstiehypothesis
se

that k=1 which suggest that the Weibull model it swgtable for the data. The Lognormal

model requires a Wald test fok=0 . The results from Gamma model
estimateyz(l):3320 and p=0.001, this present strong evidence to treéfec hypothesis

k=0

The scaled Schoehfeld and the nonscaled Schoemefglilials were saved, in order to test
the proportional hazard assumption of the standzo® hazard model; both individual

coefficients and a global test reject the propaodlohazard assumption, which is
unsurprising since our data contain time-varyingaldes. In addition, these tests only
apply to data with one employment spell. Our datdudes multiple employment spells.

Therefore, the tests were conducted on the regressiusing single spell data. Our
interpretations are based on the extended Cox Hamadel, the P-W-P model; this model

allows the baseline to vary (details see Sectidr2}.

Table 5.8 presents results of regression of mekgpell data. These models utilised 4,356
observations. The Lognormal distribution with Gamshared frailty model is used not
only to investigate the determinants of job sepanatout also to measure the dependence

of recurrences within each returner. It shows thathazard shape of multiple spells data

fits the predicted job match pattern wifhe1.52. Howeverd =0 and a likelihood ratio test
reject the presence of random effects among thetseners. Since there is no record of
changes in position category after their return,swggest that these returners confirm the
view that migrant workers access jobs via inforefa@nnels, and connections with the firm
via referees, play a certain role in the decisiofisworkers’ resignations, and even
contribute to the return of skilled workers.

12735 Long, PhD thesis, 2004, p131-132
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Tenure Lognormal P-W-P time P-W-P time from
regression from entry previous event
Gamma
shared frailty
Coef. (Std. Coef. (Std. Err Coef. (Std. Err
Err.)
Constar 3.33***%(0.22)
Guanxi 0.91***(0.15) | -0.72***(0.13) -0.72***(0.13)

Deferred compensation packi

0.26(0.11 | -0.25"*(0.08)

-0.25"**(0.08)

Male worker:

0.25*(0.06) | -0.22**(0.05)

-0.22%*(0.05)

Age when start employme

-0.03*(0.00) | 0.02**(0.00)

0.02**%(0.00)

Married worker

0.46"*(0.07) | -0.42"*(0.05)

-0.42*(0.05)

Managerial positio

1.14%(0.16) | -0.97**(0.13)

-0.96***(0.13)

Recruited via informal chann

0.41%(0.15) | -0.26"%(0.12

-0.27"%(0.12

Local hukot statu:

0.17%(0.08 | -0.18"*(0.07)

-0.18%*(0.07)

Working department (excluded cat

ory: administration and sales staff):

Production lin:

-0.44%(0.12) | 0.47%*(0.11)

0.46*(0.11)

Production offic:

-0.577*%(0.13) | 0.54**(0.12)

0.54**%(0.12)

Logistics sectio

-0.597*%(0.16) | 0.60**(0.14)

0.59%*%(0.14)

Educational background (excluded category: primary schooling ):

Secondary schoolil

-0.11(0.08 0.11(0.06

0.10 (0.06

Vocational schoolin

0.04 (0.15 -0.00 (0.12

10.00 (0.12

Higher educatio

-0.48%*(0.19) | 0.53"*(0.15)

0.53**%(0.15)

) 1.52 (0.02

g 0.00(0.00

Number of subjec 4,03¢ 4,03¢ 4,03¢
Number of observatiol 4,35¢ 4,35¢ 4,35¢
Log likelihooc -5393.3! -17385.2; -17412.2;

Note:*p<0.1, ** p<0.05, **p<0.01

Table 5.8: Duration Regression of Multiple-spell D&

As can be seen in Table 5.9, individuals with Guamg significantly less likely to leave;

the separation ratio is only half of that of the@&hout, ceteris paribus. On average, their

tenure is twice as long as those who have no GuaBxen for those who were hired via

informal recruitment channels; their probabilityleéving is nearly a quarter lower than the

comparable group, who were recruited via formalncleds. We argue this average

prolonged tenure among workers with Guanxi is noly cevidence in support of its

function in reducing uncertainty of job match amastduring career prospects, but also the

commitment to Guanxi in Chinese culture.

Hypothesis 1

This jmles evidence to support our
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Variables Hazard ratio
Guanxi 0.49
Deferred compensati packag 0.78
Male worker: 0.80
Age when start employme 1.02
Married worker 0.66
Managerial positio 0.38
Recruited via informal chann 0.77
Local hukot statu: 0.83
Working department (excluded category: administrative and sales people):
Production line 1.60
Production offic 1.72
Logistics sectio 1.81
Education background (excluded category: primary schooling):

Secondary schoolil 1.11
Vocational schoolin 1.00
Higher educatio 1.69
Number of subje: 4,03¢
Number of observatic 4 35¢
Log likelihooc -17385.2

Table 5.9: Hazard Ratio between Different Groups (Bsed on multiple-spell data
regression, P-W-P model, time from entry)

Workers who start employment in the firm at an eldge show a higher probability of
leaving. Offering a deferred compensation packageices the probability of resignation
by almost a quarter, ceteris paribus. This emgliewidence is in favour of oltftypothesis

2. Married workers seem to make much more stablpl®mes than single workers.
Workers in managerial positions are significantgsd likely to leave, although they

represent a very small proportion, 4%, of the warddo

It can also be seen from Table 5.9, that womemeane likely to pose a higher hazard, with
a 20% greater risk than men of leaving, ceteridopar An argument based on a survey of
rural migrant workers in Jiangsu province in 20Qdtes that girls in rural areas are
discriminated against by their parents and recleise education than boys. Therefore, girls
join the workforce at a younger age than men. rAftarriage, these less well-educated

women will usually return and remain in their ongi residential areas and engage in
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childrearing and homemakirtg®. Migrant female workers in our dataset share some
features with this survey data. However, we algggsst that they might be more likely to
engage in on-the-job searching. Given the regishaktage of female labour faced by
manufacturers since 2004, see Section 5.3.2, fawaleers therefore demonstrate a higher

job separation pattern.

Having a locahukoustatus presents a significantly lower leaving héizate compared to
those with non-locahukoustatus (see Table 5.9). We argue that these Vomdders have
already occupied better paid jobs - as seen ineowirical results in Section 4.6. This

supports ouHypothesis 3

In terms of the leaving hazard ratio across departe) we use the non-production sector as
the base group. This group includes workers iniadtnation, marketing and information
technology support, with a higher level of gendrainan capital than those who work in
the production sector. Our results show that warkeleaners, chef, drivers, and security
guards) in the logistics section have an 81% highance of leaving than workers in the
base group. We suggest these workers, usuallylaitbr general skills might be ready to
switch jobs at any time. Surprisingly, productiofficers present a significantly higher
hazard (72% greater probability of leaving than thiathe base group), ceteris paribus.
These technicians are often key innovators; thigin kurnover is a serious problem for a
manufacturer. In addition, workers with tertiarglueation show a significantly higher
separation rate, that is to say, 69% greater thamase group (workers only with primary
schooling). This provides evidence to supportldypothesis 4 Production line workers

present a significantly higher probability of leagj 60% higher than its control group.

In Table 5.10, we attempt to investigate the impdttukoureform in 2003 on employment
duration, this dataset excludes workers who |éff, Workers with 720 records, before the 1
May 2004. The most noticeable difference is thatleaving hazard ratio between a local
worker and a migrant worker has reduced dramajidedim 83% (in Table 5.9) to 68%.

Since our definition of local is Sunan area, thesrg@ased ratio of leaving suggests that the

128 There are more female workers of the age rang@iy@ars old, but more male workers in the
range 25-34 based on survey of rural migrant warkdiangsu in 2007, Jiangsu Statistics Bureau.
Available from http://www.jssb.gov.cn/jstj/fxxx/§f200808/t20080804_105700.htm
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hukoureform has exerted greater impact on workers feoljacent areas, where residents
already have a similar level of welfare (Sectio®)l1.In addition, they have been in favour
of receiving a more beneficial compensation packema the firm studied compared with
migrant workers (see Section 4.6). As far as am-local employees are concerned, they
are excluded from the local welfare system whiclsubject to one’s precioulsukou
category, and have been discriminated against &y #mployers. The regional labour
shortage since 2004 (See Section 5.3.2) has pesbsaritigher opportunity costs for them to
stay, therefore, the effect blukoureform on migrant workers, if any, has been offsgt

changes of external labour market, as illustrateéigure 5.4.

Tenure Hazard ratio
Guanx 0.4(
Deferred Compensation Pack 0.91
Local hukot statu: 0.6¢
Male worke 0.8z
Age (when start employme 1.0Z
Marriec 0.6
Managerial positio 0.37
Recruited via informal chann: 0.7¢
Working department (excluded category: non-production section):
Production lin 1.5t
Production offie 1.62
Logistics sectio 1.97
Education background (excluded category: primary schooling):
Secondary schooling (-12) 1.0¢
Vocational schooling (1-13) 0.9
Higher education (more than 13 ye 1.7
Number of subjec 3,341
Number of observatics 3,64:
Log likelihooc -11812.3!

Table 5.10: Duration Regression after Hukou PolicfChange (P-W-P Model (time
from entry))

The other remarkable change, in Table 5.10, is ithpact of offering a deferred
compensation package on tenure. This reducesrtimlpility of leaving only by 9% in
Table 5.10, when compared to the result of 22% bieT&.9. We suggest the firm’s tactics
to make minimum pension contribution, as analyse8ection 4.3, limits its incentive for
high-income workers who usually are skilled worker€onsidering the lower average

payment and the shortage of skilled labour in theape sector in this area, we argue that
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capable workers will keep searching for a betted pab. Therefore the effectiveness of
the deferred compensation packages is reducedisnstib-dataset. Apart from these

differences, the empirical results in Table 5.10 |tpport our four hypotheses.

5.6 Conclusions

This chapter uses firm level data to investigate geparation patterns in a domestic
privately-owned enterprise in China. The empiriedults show that workers wiuanxi
within the firm have half the probability of leagrof those without. This confirms the
benefits of social contacts in terms of producingcouraging longer tenure. Offering a
deferred compensation package could reduce thebpildi of leaving by a quarter. These
results provide evidence that offering deferredamels in this firm serve its purposes well

in terms of reducing turnover.

We also present evidence that migrant workers haavegher turnover at any time in
comparison with its local counterparts. We suggiesy are more likely to be engaged in
lower-paid jobs due to the potentially high turnoperceived by employers and shortage

of good connections to acquire well-paid positions.

In addition, we examine the impact lmikoureform in 2003 on tenure, empirical evidence
shows that the amended policy reduced turnover grsbort-tenured workers. However,
it does not have an impact on longer tenured migvaorkers. On the one hand, we
suggest that since theukou reform does not change one’s welfare entitlemerich
therefore limits its impact. On the other hane, shortage of migrant labour since 2004 in
this region have stimulated job change activitiesnce, the effect ofiukoureform on

tenure, if there is any, has been offset by therdat

We also find that skilled workers who no longer eaihe hukou barriers in Juangsu
province always pose a significantly higher turrrofgee Tables 5.6 and 5.7). We argue
that this is partially due to a lower average payma the private sector in this area.
Skilled workers have been underpaid in this firmthwabout 7% private return rate to an
additional schooling compared with those with sel@wy schooling (in Chapter 4). This is
much lower than a 12% return rate reported by QmhSmyth (2008).
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The widely shortages of skilled workers in the ptes sector is still a focus in China in
2010. Thirteen Chinese newspapers historicallpdaad a joint appeal for social reforms
on hukoupolicy on 1 March 2010, in which they demand tightrto migrate freel{?°. As
our research shows that eliminatiomkoutitle is far from enough, it is essential to separ
welfare provision andhukou status. In addition, we suggest that having fawd a
insubstantial internal promotion opportunities e tprivate sector also contribute to the
instability among skilled workers in this organipat (detail see Section 4.4.2).

129 Tania Branigan, Chinese Newspaper in Joint Cafirtd Curb on Migrant Workers, 2 March
2010, The Guardian
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CHAPTER 6
Conclusions and Suggestions for Future Research

6.1 Conclusions

The unifying thread that runs through this thesisan examination of the impact of
institutions, such akukou policy and guanxi, on labour markets and laboubifitg in
contemporary China. This has two strands, thé dirsvhich is to investigate determinants
of job offers in the graduate labour market. Wespnt evidence that graduates with non-
urbanhukou status conducted a higher intensive job searcamdyreceived more offers,
most importantly; they are more likely to acceptodfier. The key job acquisition channel
for graduate job seekers is via institutional endsebhess, that is to say, supportive

activities from higher education institutions.

As we show in Section 1.1, in later 2008, the Cégneentral government assured graduates
that it would give top priority to graduate emplogmt in 2009. Following this statement,
in January 2009, local government (apart from @diytradministrated citieS°) was
required to abolish thdwukou constraint on non-State sector and small or medium
enterprises when recruiting graduatés Given the review ofiukoureform and this recent
progression, the policy conclusion from our reskeaisto develop a flexible labour market
by separating welfare froimukoustatus. We argue this will reduce tangible andngible
benefits associated with laukou of developed areas, thus reduce opportunity closts
graduates of accepting offers from less-developedsa Therefore, it will resolve the
problem of graduate surplus in developed areasshadage in less-developed areas. This

will essentially increase net graduate employment.

In addition, for decades, universities had workéabsaly with enterprises in facilitating
recruitment before the large scale job search angsaduates occurred in 1997. These

organizational contacts make universities importanterms of helping graduate attain

130 This includes Beijing, Shanghai, Tianjin, and 6hging cities; presumably also includes two
special administrative regions, namely Hong Kong Eiacao.

131 «“Apolishing Hukou Constraint on Graduate Employingxcept centrally administrated
Cities)”, People’s Daily 23 January 2009.
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employment. This could be due to personal so@atacts,guanxi which are more likely
to be strong in the place of graduates’ origin. sMstudents in our sample are from rural
areas but who, evidently, seek jobs in urban aseasss the country; thereforguanxi
seems less effective in terms of employment obtaimtmHowever, once a job obtained via

guanxi graduates seems more likely to accept it.

The second strand examines the compensation armdrlabobility within settings of
privately-owned organizations, using a case studg typical domestic privately-owned
textile company. Empirical results show that wleempared to migrant workers, those
with local hukou status are better paid and are more likely to iveca deferred
compensation package. Workers wignanxi also receive a wage premium. As a
consequence, local workers and those wgtlanxi in the firm present a much lower

propensity to leave.

The resistance to allowing free labour mobilityGhina is based on such arguments that
hukou and its interlocked welfare provision system hadvpnted poverty and crime in
urban areas during industrializatidh which had been observed in this process in other
countries, such as India and Mexico. However, lgeg00 million transient populations in
China indicate the failure of usifgikoupolicy to block migrating. This is mainly because
that more employment opportunities are in urbamsr@iu et al., 2008). With the
increasing awareness of equality, it would be edifficult to maintain the system. The
fact that a magazine named Huji Guancha (ObservafibukouRegistration System) was
published in May 2009 by a group of lawyers andotais who provided evidence of
growing uneasg’. It is specialized in trackingukoureform and its relevant unfairness.
The announcement in January in 2009 to remove hilleou constraint on graduate
employment in large cities triggered national cona® bringhukousystem to an end.
Empirical evidence from our research shows thahiaktion of thehukousystem is not

enough, the essential reform is to equalize thdaneslentittement. This will increase

132 “The Household Registration System will not belihed, though Hukou on Migration will
continue to be Relaxed”, The Ministry of Public 8ety, 25 February 200inhua News

133 1j Jiang, “The Publishing of a Magazine Concegniitukou Reform”, 2009, [Online; cited 20
Sept 2009] Available from: http://crd-net.org/At&fClass71/200905/20090505220647_15265.html

134 Hong Hao, “How Far the Hukou System Could GB@bple’s Daily 17 February 2009.
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career prospects of migrant workers and encouaggel employment tenure in this textile
company. This is in line with some implicationsfioidings from the construction industry
(Jiang et al., 2008).

Guanxi, personal connections, is one of the kegtes in Confucian society. However, it
had been misconnected with unethical and illegaidactions in China. We took a broad
review ofguanxj and revealed its revival as social capitals mae open and rule-based
China. Our empirical results from the second péathe thesis show thguanxinetworks
encourage longer tenure as well as reducing uncrtan the process of a job match.
Meanwhile, peer pressure from this network redusig@sking, and it could potentially

increase productivity of both an individual andranf

The thesis commences with a review of institutigoralgress in the labour market against
the background of economic transition in China.e Tiiodern graduate employment system
was initiated in 1997. However, graduates arédgihied access to certain regional labour
markets due to theinukoustatus because the labour market remains segmbategen
local residents and migrant workers. Since thallegtion of the private economy in 1978,
there have been fundamental changes in policy tisvarivate enterprise. Nevertheless,
even in 2009, private enterprise, though being riast important job creators in the
country, still faces institutional constraints amaincing and accessing to factor and product

markets. This would potentially have an influenoetheir business operation strategies.

In Chapter 2, a review on existing literature ob gearch highlights that an individual’s
financial situation not only affects the intensitytheir job search, but it also influences on
the formation of reservation wage, which thereftv@s a potential impact on their
willingness of accepting an offer. The examinatdtfiterature on internal labour market is
summed up by Baker and Holmstrom (1995) having ft@my theories, and too few facts”.

This is particularly true in the Chinese labour kedr

In Chapter 3, our investigation of the existing @mpl work on graduate job search in
China reveals that job search effort has no effectmployment success, this in contrast to
the well established evidence from developed ceanfin Chapter 2). Meanwhile, we

expect that the welfare attachedhokou status would shape graduate search behaviour,
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particularly, their willingness to accept an offeBased on a survey data, a count data
model on the number of employers contacted preseittence that non-urbahukou
holders carried a more intensive job search. Apewgensored Poisson regression
confirms that the more intensive search effort aba-urbarhukouholder is rewarded by a
higher probability of receiving an offer. This prdes evidence that job search effort is
rewarded in terms of receiving an offer in the gitéd job market in China. This is very
important since it indicates that graduates couldaace their employability by searching
harder. A small amount of previous researchehigarea has, for a variety of reasons, not

provided a definitive answer on the effectivenessearch.

The willingness of accepting an offer between défe hukou statuses has been
investigated by using a binary data model. Emairgwvidence shows that non-urldaukou
holders are more likely to accept an offer. Therpretation of this result is that the lower
reservation wage of non-urbankouholders, which is partly a consequence of thakou
status. Further confirmation of the difference@servation wage was supported by results
from an interval regression of starting salarywhich we found that non-urbamukou
holders, on average, accept significantly lowerrtisig salaries, though there is no
difference of expected earnings between these tagpg. This indicates that the increase
of unemployment benefits in urban areas might haweinverse effect in terms of

increasing employment among graduates.

The determination of compensation within a privatgerprise is the focus of Chapter 4.
Based on salary information of 1,086 personnel nds;owe used both an OLS and an
Instrument Variable model, results show that huroapital, guanxi and position impact
significantly on an individual’s remuneration. $hsuggests that private owners, on
average, appreciate skilled workers though theageiveturn to higher education is lower.
Guanxi can increase an individual’s earnings bysipgson information about well-paid

vacancy or by matching a job with recommendation.

The probability of having or being a first-time m@ent of a deferred compensation
package has been examined by two binary data mouWddspresent empirical evidence that
firm specific tenure is the decisive factor in terrof entittement to the deferred

compensation package. This confirms that a stabl&force is desired by employers who
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utilised a compensation strategy to accomplishthe strategy of offering deferred
compensation package seems working well.

However, workers with locdlukoustatus receive a wage premium and have the meile
of having the deferred firm benefits. We suggkat tocal workers are more likely to have
a good quality ofguanxi which gives them access to better paid jobs, bey are more

likely to be perceived as stable in terms of lovege of turnover.

In Chapter 5, attention was turned to the job ssar patterns of workers with different
hukou status. In general, migrant workers demonstratddgh turnover rate based on
duration models estimated using both single andiphelemployment-spell data. This
supports the findings in other empirical work (Kimigand Yueh, 2004; Lu and Song, 2006).

We are particularly interested in the employmentieation patterns after one essential
hukoureform in Jiangsu province in 2003, after whiclgrant workers would be granted a
local hukoucontingent on a legal residence and a regulamiecoHowever, when taking a
closer examination, we find that migrant workemhaé excluded from the local welfare
system, meanwhile, there has been a colossal ladlmrtage in this region; which has
generated by reduction of labour supply alongsa#inuous manufacturing expansion (for
more details see Section 5.3.2). Our empirical@we based on a sub-sample, only
including observations one year after thakou reform, shows that the job separation
patterns between local and non-local workers hagtmemged much when compared it with
the result estimated using the whole sample. Wggest that migrant workers are
discriminated against in terms of receiving rematien and the deferred compensation
package in the firm. The positive effectrnfkoureform on migrant job turnover within the
firm, if there is any, has been offset by the Hegour demand in this region. Based on this,
we suggest the fundament bikou reform is needed in order to equalize welfare

entitlement.

6.2 Further research

The shortage of migrant workers since 2004 in tleeetbped areas of China was
temporarily alleviated due to a fall in exports saai by the world recession which started

in 2008. With the economic recovery, a shortagenigfrant workers recurred in Zhujiang
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economic delta in September 2689 As we analysed in Chapter 4, this shortage yartl
attributes to the government policy aimed at reggiche income disparity between urban
and rural areas. More actions have gradually lba&lezn to improve welfare in rural areas
since the end of our study period, 2007. Mostmtgein August 2009, the Chinese Human
Resources and Social Security Ministry disclosqdaa that in the future peasants would
be able to claim a pension after reaching the dg80b®. It is likely that this labour
shortage will become a long-term probiEfand consequently threaten the workforce
stability of each firm. Our research has revedhes effect ofhukoureform on internal
labour mobility in developed areas. Asikoureform has been experimented with in
several other less-developed provinces and ciiest{on 1.2), further research is needed to
take a broad view in order to fully understand labmobility following reforms of welfare
and hukoy which then will be able to provide informationrfmaking further policy

related tchukoureform and welfare provision.

Social capitalguanxi is proved to have subtle influence on gradugtés’obtainment in
Chapter 3. This is in line with other empirical lw@Zang, 2003; Zeng and Cui, 2008).
However, in Chapter 4, we presented evidence tj@nxi significantly increases an
individual’'s earnings. This is in line with the Mvestablished evidence that social contacts
assist better employment in terms of tangible piég/-such as higher earnings as discussed
in Chapter 2. This indicates the importance ofidazapitals in facilitating to gain well-
paid jobs. To be able to reveal a comprehensiigence ofguanxion employment among
skilled workers in China, further research is neette understand the way in which how
employers distribute different types of vacancy #m&l role of social contacts in terms of

passing on vacancy information in the internet age.

Meanwhile, in Chapter 4, we present evidence th&trgary education increases one’s

earning by 30% compared with workers only havingimary schooling, ceteris paribus.

135W, Yue-Xing, “Migrant Workers Shortage RecurredhwiEconomic Recovery in Zhujiang
Economic Delta”China Youth Newspape® September 2009.

136 “The Chinese Human Resources and Social Sedviitigtry: Peasants would Receive Pension
When over 60"China News[Online; cited: August 2009,] Available from
http://www.chinanews.com.cn/cj/cj-gncj/news/2009M81803882.shtml.

137 «| abour Shortage Threatens Manufacturing in ChifidNovember 2008Xinhua News
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It is very likely that this return to educationpartially fromguanxisince mosguanxiin

our sample is formed via schooling. Franzen andgdener (2006) show that jobs
received by graduates through informal job-seal@nnels in Sweden tend to be linked to
their education degree and is linked to better esaprospects. However, the size of
observations witlgyuanxiin our sample is small, 177. Further work is regktb investigate
the influence of social contacts on earnings digpasing a large sample across a range of

enterprises.

Receiving education has been verified as importargducing socioeconomic inequality in

the long-run. However, there is a growing condéat income disparity in the transitional
economy in China is due to the high return to sHilvorkers (Wan, 2004; Wan and Zhang,
2006; Goh et al., 2009). Qian and Smyth (2008nheeported a 12% return rate to an
additional year of schooling, using survey dataeotéd in 2005. Meanwhile a large
number of researches have frequently reportedttigaprivate return to one extra years
schooling is low, around 4%, see a review by Heck(2805). Some empirical work even
shows the return rate is highest to primary edonabr un-skilled in China (Huang et al.,
2002). All of the above empirical results are dnanom using aggregate or survey data.
Evidence from our research supports a lower retoreducation: return rate to one extra
year of schooling is 7% in comparison with secopdanhooling. This conflict requires

further research with comprehensive investigatianshe micro level, such as different

types of industry and ownership of firms.



Epilogue

EPILOGUE

On completion of this research, | am pleased tontefhat the problems resulting from
hukoupolicy in China are now being taken seriously loliqy-makers, as evidenced by a
news editorial provided by tHeconomic Observeian influential financial newspaper, and
in 12 regional publications, on 1 March 2010 jusfdoe the Third Session of the 11th
National People's Congress and the Chinese Pe®uétgal Consultative Conference in
Beijing. The editorial urged the abolition of thekousystem. In an online “chat” on 27
February, 2010, Wen Jiabao, the Chinese premiedgpld reform of the policy. According
to political analysts, the proposals for reform kably have the blessing of Communist
party officials.
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Appendix
Variables | Obs.] Mean | Std.Dev. | Min| Max
General information
Hukou statu 43¢ 0.601 0.49( 0 1
Gende 43€ 0.761 0.42; 0 1
Communist party membersl| 43¢ 0.39( 0.48¢ 0 1
Household income in 1000 per anr 43¢ 24.00: 20.76¢ 15 13C
Employability( at least receiving ot
offer) 436 0.787 0.410 0 1
Rate of offer acceptance 436 0.713 0.453 0 1
Academic profile
Succeeded in Degree 436 0.881] 0.324 0 1
Number of employers contacted 436 9.144 9.816 0 60
Passed College English Test Band 4 436 0.511 0.500 0 1
Passed College English Test Band 6 436 0.328 0.470 0 1
Average grade achievement 436 77.587 7.711 50 93
Major in
Social sciences 436 0.422 0.494 D 1
Nature sciences 436 0.528 0.500 D N
Agriculture 436 0.050 0.219 0 1
Job search behaviour
Number of different search methodsused 436  3.023 5731 | 1 | 9
Different Vacancy information channd used
From University 436 0.523 0.500 0 1
From websites 436 0.291 0.455 ( 1
From traditional media 436 0.028 0.164 D 1
From social contacts 436 0.154 0.361 0] i
From others 436 0.005 0.068 0 1
Different Job search methods used
Attending regional job fairs 43¢ 0.271 0.445 D 1
Institutional embeddedness 436 0.564 0.494 0 1
Social contacts 436 0.099 0.298 0 ]
Via websites 436 0.046 0.209 0 1
Other methods 436 0.021 0.142 ( ]
Any labour market experience 436 0.884 0.319 0 1
Expected annual income in ¥1,000 486 30.810 78783 7 |155
Actual company size in number
employee 298] 735.000 610.169 5 1500
Actual annual income in ¥1,000 299 23.00f7 11.565 1270

Table Al (1): Summary of Statistics of the Datasdilsed in Chapter 3
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Variables Number| percent Accumulated Va_lue
percent  taking

Preparation for interview
without preparation 21 4.82 4.82 1
pay a little attention to dress 37 8.49 13.3 2
learn something about the aim company 130 29.82 1243. 3
pay attention to the aim company 218 50 93.12| 4
learn a lot the aim company, its industry 3( 6.88 001 5
Expected work place
Beijing, or Shanghai, or Shenzhen 111 25.46 25.46 1
;:r%[gtsal city of each province cbig city in coas 294 5138 76.83 2
Medium/small city in coast/east area 50 11.47 88.3| 3
Medium/small city in middle area 13 2.98 91.28 | 4
Medium/small city in west area 12 2.75 94.04 | 5
Other 26 5.96 100 6
Value of the importance of CV
not at all 62 14.22 14.22 1
a little influence 187 42.89 57.11 2
obvious influence 106 24.31 81.42 3
important influence 65 14.91 96.33 4
crucial influence 16 3.67 100 5

Table Al (2): Some of 5-point Likert Scale Variabls used in Chapter 3

14C



Appendix

Appendix 1 (3): Upper-censored Poisson distributin used in Chapter 3

Let Yi* be the true count for respondent i, and Yetbe the censored counterpart. The
censoring of the variable is such that:

1 DA y
3 if Y*=3
The probability of each possible occurrence is gibg:
_A y
Py, = y] = ey/‘ it y=0,1,2 (2
' —/l /]2
Py =gd=1-¢* - &'} -2 (3)

wherel =exp(x3)is the Poisson mean, xi is a vector of explanatarjables relevant to

the number of offers received, afidis a corresponding vector of parameters to be

estimated.

Let v be the sample realisation of the random varialbleFdrther, we let dbe a censoring
indicator, defined such that:

0 if y <3
1 ify =3
The sample log-likelihood can then be written:

LogL(B) = Z{(l d )In(e_;)l j+ q In(l— & - gh) - A H (4)

The log-likelihood function presented in (4) hagt@rogrammed using the ML routine in

STATA in order to estimate the model. The programsmnow written.
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Programme for Upper-censored Poisson distribution sed in Chapter 3

Program define cpoisson

Version 6

args Inf xb

tempvar pl p2 lam

quietly gen double “lam’ = exp('xb")

quietly gen double "pl'=exp(- lam’)*("lam'y)/expigct(y))

quietly gen double "p2'=1-exp(- lam’)-exp(- lam¥m’'-exp(- lam’)* lam'*2/2
quietly replace “Inf=In("pl) if y <3

quietly replace “Inf=In("p2) if y= =

end

ml model If cpoisson (offer=independent variables)
ml maximize

Wherelam means lambdg;, is the number of offers received

Appendix
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Survey Questionnaire

GRADUATES’ JOB SEARCH AND OUTCOMES
VA SKERIT A R G R AR
This survey is about graduate job hunting from _ (University)
The aim is to find out:

1. Factors influencing students’ job hunting behaviaond outcomes.
2. Job search methods used and their outcome.
Why is this survey being carried out?

The aim of the survey is to provide information ahhcan be used to improve the teaching
and student service throughout this university amgharticular, to make sure that training
and services are relevant to students’ employmahtareer development.

Who will take part in the Survey?

Students who will graduate from this universitydime 2005 and go to search a position (so
those who will further their study, going abroadvetuntarily unemployed for some time
don’t need to fill in)

Who is running the Survey?

The survey is being carried out by the Career @auitr (University)

We assure you that your replies will be used oahytlhis research project. The results will
be published in such a way that identificationrafividual persons is impossible.

If you wish, we will send you a summary of the miogportant results

Thank you very much for your kind support.

14:
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How to fill in this questionnaire?

The questionnaire will take 20 minutes.

If you have definite job, you will fill in Sectioh, 2, 3 and 6; if you are still seeking
for job, you will fill in Section 1, 2, 3, 4 and & you will be self-employed, you
will fill in Section 1, 2, 5 and 6.

Please circle a proper one from choices (Unlessratibe requested).

Use a pen.

Please follow instructions to skip questions thatraot relevant to you.

Where exact information is not known, please prewidur best estimate.

In some questions we have employed answer scales1fito 5.
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Section One about Yourself
1 What is your gender? A. Female B. Male
2. Are you a member of the Communist Party? A. Y& No
3. In which province were you born?

4. Where are you from? A. rural area B. smalhedium city
C. capital or centrally administrated city

5. Could you estimate your family annual income?

A Less tharn¥20,000.
B. ¥20,000¥%40,000.

C. ¥40,000¥70,000.

D ¥70,000¥100,000.

E More thar¥100,000.

6. What do you think about your appearance? sBleacle onefrom 1 2 3 4 5
(1. Not handsome\not pretty; 3. Very plain;Very handsome\pretty)
7. What is your current employment status?

you have signed a contract.

you have a definite work situation whilst wagifor a signed contract.
you have decided on self employment.

you have had an offer which you are unwillingatzept.

you have not had any offer yet.

you are waiting for the final decision.

mmo o>

8. Your email address (if you wish to see some important results of the
survey)

Section Two Your Education

9. What is your major? (Please, provide informatabout all higher education courses you
have ever taken (If you changed the school, tHd 6éstudy or if you took more than one
degree, please fill in more than one row)

First major in Name of institution and school
Degree earned: BA BS No degree

Second major in Name of institution and school

14t
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Degree earnedBA BS No degree
10. What is your class of grade?

Average result is more than 91.
Average result is among 86-90.
Average result is among 81-85.
Average result is among 71-80.
Average result is among 61-70.
Average result is less than 60.

nmoow»

11. How well do you use English? (Including readwgting, speaking, and listening)

A. Pass CET-6 and get A.
B. Pass CET-6.

C. Pass CET-4 and get A.
D. Pass CET-4.

E. Other.

12. How do you rate your expertise in selectedisaok areas at the time of graduation?

No expertise at all.

Know a little.

Could use most basic function.

Familiar with.

Very familiar and could use advanced skKill.

A S

Word Processing 1 2 4 5
Office Automation including (Excel, PowerPoirt e 1 2 3 4 5
Programming language

Dataset management

Subject-related software

(E.g. CAD for engineering, SPSS for social sci¢nce

5
5

moow»
P R P

2 3
2 3
2 3

g_h-b

13. Did you have any kind of part-time job durirmuy study?

Note: A job means any type of work including casualtemporary or part-time work, if
it was more than two weeks

Yes, | worked for profit using my field knowledg

Yes, | worked for profit using knowledge unrelato my field.
Yes, unpaid work in a family business.

Yes, other unpaid work as a volunteer.

No, | haven’t had any job.

moow>
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14. How do you rate your personality in these ag?ec

Rare below average aboveong

A. Ambition 1 2 3 4 5
B. Responsibility 1 2 3 4 5
C. Honesty 1 2 3 4 5
D. Dedication 1 2 3 4 5
E. Persistence 1 2 3 4 5
F. Flexibility 1 2 3 4 5

Section Three Your Job Hunting

15. How much do you expect to earn per annual?

A. ¥15,000—¥20,000
B. ¥20,001—¥30,000

C. ¥30,001—¥%50,000
D. More thar¥s0,001

16. Where is your preferred work place?

Beijing, Shanghai, Shenzhen.

Capital city and medium city in coastal area.
Big city in middle and west.

Medium or small city.

Other e.g.

moow>

17. What is your preferred company type?

Foreign company or Joint venture.
Sate-owned Company.

Institution.

Private companies.

Government or public sectors.

Other e.q.

mTmoow»
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18. How do you obtain information of vacancies? e choices

From the career centre and its website of migtirts.

From website of the provincial and other pulelioployment agency.

From other commercial employment websites (&website, Zhilian website, etc.).
From other people (e.g. parentelative, friend).

From other media.
Other (please specify)

TMO 0w

19. Which information collecting channel is the mimsportant one for you (at least lead to
an offer)? Please fill in the item number (A-F)rfroquestion 4. The most important
information channel is

20. How did you try to hunt for a job? Multiple abes

Go to local job fairs.

Go to job fairs in universities.

Go to local job fairs in expected work places.

Release a CV on website of university careetreen
Release a CV on commercial websites.

Introduction by teachers.

Rely on relationship built while studying.

Rely on social capital such as parents, frieardbrelatives.
Other methods (please specified)

~IOTMUO®P

21. Which channel was the most important one far (generate an offer)? Please fill in the
item number (A-l) from question 6, Most importangtimod is

22. How many employers have you contacted (e.@\by?
Approximate number__

23. To what extent, did you experience the follaywtifficulties in your job search?

1. Not at all

2. A little

3. Obvious influence
4. Important influence
5. Decisive influence

A. Few suitable jobs

B. Work experience

C. Job-seeking skill

D. Graduate qualification
E. Degree too general

F. Degree too specialized

|_\|_\HI—‘HH
NNNNNN
wwwoooooo
_b_b.h-b-b-h
mmmmmm
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G. Imperfect information 1 2 3 4 5
H. Others (please specify)
24. How many interviews have you attended?

25. How ready you are before you are going to terview? A B C D E

A. Go without preparation.
B. Pay a little attention to your dress.
C. Learn something about this company.
D. Pay much attention to the company and yoessir
E. Learn alot about the company before goeariterview.
26. How important, do you think the following ardluencing on success in getting a job?
1. Not at all
2. A little
3. Obvious influence
4, Important influence
5. Decisive
A. Field of study 1 2 3 4 5
B. Main subjects\ specialisation 1 2 3 4 5
C. Academic record 1 2 3 4 5
D. Acquired work experience during study 1 2 3 45
E. Reputation of institution 1 2 3 4 5
F. Foreign language proficiency 1 2 3 4 5
G. Computer skills 1 2 3 4 5
H. Recommend from other people 1 2 3 4 5
I. Communist membership 1 2 3 4 5
J. Recommendation/reference 1 2 3 4 5
K. Personality 1 2 3 4 5
L. Gender, appearance etc. 1 2 3 4 5

M. Other (please specify:

27. How important, do you think the following ardluencing on the decision to accept an
offer?

A. Salary 1 2 3 4 5
B. Welfare 1 2 3 4 5
C. Work place 1 2 3 4 5
D. With ahukouquota 1 2 3 4 5
E. Field relate with your study 1 2 3 4 5
F. Situation of enterprise 1 2 3 4 5
(its type, fame, industry)
G. Promotion opportunities 1 2 3 4 5
H. Parents’ attitude 1 2 3 4 5
I. Marital consideration 1 2 3 4 5

(where your partner will go)
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J. Other (please specify)

28. When you hunt for a job, how you rate the numifecompanies asked for work
experience account for the total company numbercgogacted with?

moow2»

More than 91%
71%—90%
51%—70%
31%—50%
Less than 30%

29. When you were hunting for a job, have you exgyerienced gender discrimination?
Yes, how do you rate the number of company accéamthe total company’s number
which you are expected to apply for?

moowz

More than 91%
71%—90%
51%—70%
31%—50%
Less than 30%

30. How do you rate the importance of the followfagtors in the probability of a female
obtaining an expected job?

oOwp

m

1. Not at all

2 Alittle

3. Obvious influence

4. Important influence

5 Decisive influence

Appearance and body figure 1 2 3 4 5
Family background 1 2 3 4 5

Wide field related horizon 1 2 3 4 5

Fort (foreign language proficiency, other av&rd

1 2 3 4 5
Excellent communication skill and organizateapability

1 2 3 4 5
Other (please specify

15C
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31. How do you rate these factors for hunting fayke®

1. Not at all

2. A little

3. Obvious influence

4. Important influence

5. Decisive influence
A. Innovative 1 2 3 4 5
B. Managerial capabilities 1 2 3 4 5
C. Team-working 1 2 3 4 5
D. Problem solving 1 2 3 4 5
E. Self study 1 2 3 4 5
F. Communication 1 2 3 4 5
G Other (please specify)

32. How successful do you think that your degrags®has been in developing each of the
following attributes?

1. Very unsuccessful

2. Unsuccessful

3. OK

4. Successful

5. Very successful
A. Innovative 1 2 3 4 5
B. Managerial capabilities 1 2 3 4 5
C. Team-working 1 2 3 4 5
D. Problem solving 1 2 3 4 5
E. Self study 1 2 3 4 5
F. Communication 1 2 3 4 5
G Other (please specify)
33. How many offers have you received?
A. None
B. 1
C. 2
D. 3 or more

34. Which type of company will you work for?

State-owned enterprises.
Collectively-owner enterprise.
Domestic privately-owned enterprsies.
Foreign and join venture.

oOwp
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Government or public sector.
Other such as

35. What is your position? What is your job title?

36. How many people work for your employer/ busingstotal (including those reported
in D10)? Include: All staff in all locations e.govkers in offices and factories, drivers, etc.

moow>

Less than 10 people
10-99 people
101-500people
501-1000

1001 or more people

37. How much will you earn per anndm

moow>»

Less thar¥15,000
¥15,001—¥20,000
¥20,001—¥30,000
¥30,001—¥50,000
More tharn¥50,001

Section Four for Those Who Are Still Searching foA Job
38. If you have not got definite your work unitcaese of

IOTMMUOw>

You have an offer, but the salary is less th&wawyou expected.

You have got an offer, but you are not satisfigith the work place.

You got offer, but the company couldn’t help ysmlve your registry.
You got an offer, but your partner couldn’t ggbb at the same area.
You got an offer, but your work will be unreldterith what you learned.
You have not got an offer because of your ovabl@ms.

You have not got an offer because bad perfoceaninterviews.

You have not got an offer because of some otasons.

39. Will you consider accepting the following typeEfgob?

A.

B.

Comparative high salary, but not stable e.g. sitebmaintainer, short message
writer etc in a big city.

Comparative high salary, unstable job in medamd small city in east or costal
areas.

Medium salary, stable job in medium and sm&jl iti central or west areas.
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Going to the West, good potential opportunityileshhard working environment.
Part time job related with the field you studyai big city.

Any kind of Part time job in a big city.

Others please specify

40. For those engaged in part time job, what ig ytitude?

1.Strongly disagree.

2.Disagree.
3.Neutrally.
4.Agree.
5.Strongly agree.
A. Embarrassment but still willing to accept 1 2 3 4 5
B. Worry about conflicts of labour relationshigugl 2 3 4 5
C. It will influence on accessing to a better jater1 2 3 4 5
D. It couldn’t be taken by a graduate 1 2 3 4 5
E. It will be helpful to gain work experience. 1 2 3 4 5
F. Other (please specify)
Section Five for Those Are Going to Be Self-empley
41. The reason for decision to be self-employed is
A. Personal interest.
B. Severe competition in job hunting
C. Continue your business which was built duringrycourse study.
D. Family influence.
E. Others (please specify)
42. When being self-employed, the degree ofdifty in terms of?
A. Inaccessible to enough capital 1 2 3 4 5
B. Little preferential policy (less to be carriedt) 1 2 3 4 5
C. Limitation from non-local population registry 1 2 3 4 5
D. Support from family (finance or emotion) 1 2 3 4 5
E. Short of skills. 1 2 3 4
F. Others

43. Which of the following characteristics are apgble to you? (Multiple reply possible)

OMmMoUOw»

| am serving a single contractor.

| took over an existing firm/office etc.

| established a new firm/office etc.

| am working at home.

| have a partnership with friends/relatives.
| have no employees.

other (please specify

15¢



Appendix

Section Six University Career Centre

44. To what extent, do you satisfy the work done#neer centre?

1.Strongly disagree

2.Disagree

3.Neutrally

4.Agree

5.Strongly agree
A. Organizing high institution talent market 1 2 3 4 5
B. Release position information timely 1 2 3 4
C. Guide work (CV writing etc.) 1 2 3 4 5
D. Enough staff to assistant graduates 12 3 4 5
E. Staff provide professional service 1 2 3 4 5
F. Staff are patient and dedicated 1 23 4 5
G Enough career service (professional consulting)l 2 3 4 5

Do you have any suggestion to improve service piexviby the Career Centre?

End of questionnaire

Thank You
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High income Middle Low
(¥) income income
() (¥)

Individual monthly salary in 19¢ 200( 60C 300
Base of Personal premium (the local stan 165( 60C 33C
is ¥550 per month) in 1997
Firm contribution (21% 346.5 12¢ 69.2
Personal contribution (7% 11F 42 23
Annual interest rate % (5 years fixe™ 3.87 3.87 3.87
Amount in personal pensioncount (11 % o 181.t 66 33
base personal premiufii)(Pa)
Previous year average monthly payment w 320( 320( 320(
retirein 2012 (Sa)
Real Monthly revenue from the perso 1138.7 414 227.7
pension account after 15 years premidn
Monthly Pensio™* (Pm) 177¢ 1051.¢ 865.¢

Table A2: Pension Comparison among High, Middle and.ow Income Groups

(Results used in Section 4.3.2)

The above calculation are based on the 1996 pessl@me, Sa is defined to be the average
monthly salary in the region of the year beforeaaikar retires; k is the proportion of earning
allocated to the personal pension account, EQdigiolual pension base payment, T is the total
deposit period (180 months, in our case), g istirual real wage growth raté r the bank’s

annual interest rate, if following that, the mogtpension of three groups in the first 10 yearsraft
retirement can be calculated by equation 1 usimgrmeous compound interest, or equation 2 using
discrete compound interest. Equation 1 is a thimadetalculation; its value is greater than that of
equation 2.

138 This is referred to 5-year fixed interest rat¢hef central bank from 1997 to 2005.

139 On the condition that the firm and the individpaid required premiums. Many firms do not
fulfil their duties

140 Using 2005 as base year, this amount is predimtedal wage growth rate, 14% (deducted from
the local standard waacreased from ¥550 in 1997 t¢¥1,800 in 2006). The high wage growth
rate is criticized by overestimating; it is expette be much lower while including the private
sector, where average wage was reported just $3Batoof urban workers, published by Jiangsu
Province Statistical Bureau based on a surveya#3private firms in Changzhou area in 2007,
[Online; cited March 2009;] Available from URL: ptt/www.cztjj.gov.cn/node/TongjiFenxi/2007-
5/24/17_39_06_450.html

1 This has been adjusted by 2% local inflation.rate
142 Calculation is based on equation 2.

143 Based on Jiangsu Province Statistic Year Bool02ZD7, the average annual wage growth rate
is 14%, the inflation is 2%, and therefore the reafie growth rate is 12%.
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P, =S, x02+KxE,Y expat)(exp¢ A2x(T-)/120 ()

P, =S x02+K%E,Y (1+ g tx (L1 ADNT-1)/120  (2)

*The above table is based on 1996 pension schem¢odour study period is from February 1994
to Jan 2007. Following further reform, the 200higien scheme took effect in October 2007. The
most important change of the new scheme is thait ¢ontribution only goes to the basic account;
individual contribution which was mandatorily inesed to 8% goes to the individual account.
This new scheme takes real wage growth rate irdouat.
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Tenure Coef. (Std. Err.)
Constar 3.64***(0.22)
Guanxi 0.88***(0.15)
Deferred Compensation Pack 0.25*%(0.10)
Male worker: 0.25***(0.06)

Age when start employme

-0.02"*(0.00)

Married worker

0.48"*(0.06)

Managerial posion

1.13%(0.16)

Recruited via informal chann

0.36***(0.14)

Local hukol statu:

0.18**(0.08)

Working department (excluded category: administration and sales staff):

Production lin:

-0.49"%(0.12)

Production offic

-0.61%*%(0.13)

Logistics sectio

-0.65"*(0.16)

Educational background (excluded category: primary scl

Secondary schoolin

-0.11(0.07)

Vocational schoolin

0.03(0.14)

Higher educatiol

-0.55"*(0.18)

k 0.48 (0.08)
o 1.35 (0.04)
Number of subjeis 4,03:
Number of observatiol 4,29¢
Log likelihooc -5353.4°

Note:*p<0.1, *p<0.05, **p<0.01

Table A3: Gamma Distribution of Single Employment $ell Data



List of Acronyms Used in the Thesis

List of Acronyms Used in the Thesis

CTR, Certificate of Temporary Residenearfzhuzheng
CCP, China Communist Party

DPOE, Domestic Privately-Owned Enterprise

TVP, Township, Village and Private Enterprise
SARS, Severe Acute Respiratory Syndrome

CUG, China University of Geosciences

DCP, Deferred Compensation Package

PWP, Prentice et al., 1981
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