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Since the reform, the employment system charaeirizy iron rice bowl in
urban China has been shattered gradually throusgrias of reforms. However, the
reforms have not been just to liberalize rigid egstbut also under a legal framework
so that workers can be protected during the tiansit994 Labor Law is a milestone
of such regulations in China’s labor market develept. Since the late 1990s, more
regulations and laws have been formulated to proteclawful rights and interests of
urban local and migrant laborers. The accelerabibthe process of legislation and
regulation is because of two changes in labor maFkest, the Chinese labor market
reforms have taken the form of informalization tobegates more and more informal
employment opportunities for migrants and the lolzadoff. While such a job
creation helps workers go through labor market khioc the restructuring, the
informality provides little protection to workera securities of job, pay, and social
welfare. Secondly, as a result of employment expans both rural and urban areas,
there has been a sign of transition from the erantimited labor supply to that of
finite surplus. The changed labor market charagties require more pro-worker
regulations.

In this paper we will review the formation of legahmework in the Chinese
labor market with emphasis on urban labor market.sdmmarize the main contents
of laws and regulations relating to labor markat axplain their implementation and
effectiveness in the context of labor market demelent stages.

1. 1994 Labor Law: A Milestone of China’s Labor Market Regulations

There were no labor markets in the urban areasglutie pre-reform period.
Through planning, the government evenly distribujigos and posts among urban
laborers. The firms did not have autonomy of hiramgl firing workers and deciding
wages. Once a worker was assigned to a post, Hd oetther have the chance to
turnover nor fear of dismissal and unemployment,(Da and Wang, 2003). In this
sense, job seekers under the system did not faengetition in labor market, but
needed only a localukou identity in a certain city. In short, the full efopment
guarantee under the Chinese planned economy waseecin the sense that anyone
without an urbarhukou identity could never get hired outside the plagardless of
his or her education, skill and other human cagitelowments.



Lacking operative autonomy and responsibility, #émterprises had no rights to
decide on wage rates, and they did not have in@ntio do so (Lin, Cai and Li,
2001). As a consequence, the average wage leugban China did not change much
before the reform, neither did it reflect differescin individual characteristics and
efforts of employees. In a word, the target of #maployment policies under the
planned system was to guarantee full employmerit loiv and relatively equal wage
rates. Every urbanite shares iron rice bowl unllisrgystem.

Since the reform, the system of iron rice bowl baen relaxed gradually. For
example, several reforms on wage system have kmeed out since 1982 and labor
contract system has begun to be implemented in wWlSOEs since 1986. Such
reforms have made the rigid employment system raacemore flexible. China has
been transitioning from an administered labor syste a labor market. And the labor
market has gradually developed. In order to regula¢ labor market which is still in
the process of formation, protect lawful rights anterests of employees, adjust
employment relationships, build and maintain thepleyment system under
marketized economy and promote economic developraedtsocial progresshe
Labor Law was issued by the Standing Committee of tfeN&tional People’s
Congress on July 5, 1994.

This law includes the following contents: emploympromotion, labor contract
and collective contract, working hours and restmgl leaving, labor compensation,
working safety and hygiene, special protectionféanale employees and employees
under working age, occupational training, socialiiance and benefits, labor disputes,
monitoring inspection and legal liability, etc. Theost important regulation ih994
Labor Law is expressed by “Building employment relationshgi®uld conclude
labor contract”. This provides a legal basis foplementing labor contract system all
over China thoroughly. Labor contract system, whsghchronously serves to break
the iron-rice-bowl and to regulate the liberalizzdployment relations, has become
the basic employment system of China’s enterpssese then.

The 1994 Labor Law defines the equal status between employees ankhgeng
According to this law, the conclusion of employmeontracts shall comply with the
principles of lawfulness, equality, free will, negded consensus and good faith.
Labor contract system is the basis of developibgrianarket under market economy.
The 1994 Labor Law becomes the basis of the legal framework of Chidabor
market with its comprehensiveness. After that, rideo to complement994 Labor
Law, the Chinese government serially issued severaden regulations by the end of
1994. Together with the 1994 Labor Law, they previdgulations on almost all the
fields related to employment. The presence andamphtation of those regulations
imply that a relatively complete legal framework Ghina’s labor market were
established by the mid of 1990s.

2. The Improvement of Legal Framework since the endf 1990s

Since the radical employment system reform ofestatned enterprises in 1998,
massive urban workers have been laid off or uneyepl(Meng, 2004; Cai and Wang,



2004)}. Most of these workers, at their @r 50", are unskilled, low-skilled, or
poorly educated. It is very hard for them to getmeloyed in formal sectors. Even if
they become reemployed, most of them were emplagethformal sectors with
unstable work and low wages (Knight and Song, 2086jne of them even can't find
jobs due to their low human capital, low skillsad age. As we all know, migrant
workers who are from rural areas and working ifesithave been increasing very
rapidly. Most of them are also employed in inforreattors.

Many laborers can't get good wages and social ggcespecially for workers
who are in informal sectors. Compared with fornedters, the unregulated labor use
and the disputes between employers and employeesnach more in informal
sectors. For example, the proportion of workers whoclude labor contracts with
their employers is very low in informal sectorspesially for unskilled workers.

Furthermore, the labor demand and supply situaticBhina has changed much
during recent years. With the sustainable and ragmdnomic development and
population age structure changes, China has efmgedra of unlimited labor supply
and has been on the way to the era of fisitgplus. Structural labor shortage have
emerged in costal areas first and then spreaddn &land provinces. All of these
create good opportunities to protect lawful rigitsl interests of laborers.

Under this circumstance, in order to protect lawfghts and interests of laborers
better, a series of regulations and laws on Chiafsr market have been issued since
the end of 1990s, especially since the new centuhych include Wage Guideline
System, Minimum Wage Regulationgmployment Contract Law, Employment
Promotion Law and Labor Disputes Mediation and Arbitration Law, etc. These
regulations and laws can basically be seen as ¢ne detailed and revised version of
1994 Labor Law. The contents 0994 Labor Law is very comprehensive. However,
the regulations of the law on many aspects arethatdt detailed. The newly issued
regulations and laws since the end of 1990s haga beich more detailed thd894
Labor Law. Furthermore, there have emerged many new sihgtighenomena and
problems with the development of China’s labor nreard hese new regulations and
laws are mainly used for resolving these new issues

Wage guideline system

With the development of China’s labor market, waages of workers are more
and more determined by labor demand and labor gulgiristry of Labor and Social
Security builds Wage Guideline System on Chind®tamarket, which is taken as an
important content of labor market development amerprises’ wage system reform.
In 1999, An Notice on Building Wage Guideline System on Labor Market was issued
by Ministry of Labor and Social Security, which iodted the introduction of Wage
Guideline System on China’s labor market.

According to this notice, the labor administratemthorities are responsible for

! Laid-off workers are those who lost their jobsnfr&SOE, but are entitled to receive basic living
subsidies and pay the premiums of unemploymentamse, basic pension insurance and medical care
insurance for them for at most 3 years from thenfgeyment service centers of their enterprises.
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surveying, collecting, processing and analyzing eviyels of different occupations
(types of work) in different kinds of enterprisesripdically, formulating wage levels
of different occupations (types of work) and isguthem to the society according to
the national unified criteria and requirements. @&iideline System is helpful for
formulating justified wage levels on the labor nerkproviding external reference
standard for the employers and employees to datermiage levels, reducing the
blindness of the employers and employees and inmpydiie success rate of applying
for jobs for laborers and promoting overall effioogy of labor market operation.

According toAn Notice on Building Wage Guideline System on Labor Market,
wage guideline should be formulated based on dolig@nd analyzing the relevant
wage data. Wage guideline usually includes a base & top line and a bottom line
and the formulation method of wage guideline maktesm comparable between
different regions. Wage guideline should be issoefdre the end of June annually. It
should be posted at the public occupation interargdhstitutions.

After almost one decade’s development, Wage Guidedystem has made good
progress in China. The system started from somechigs such as Beijing and
Shanghai and then spread to medium-sized and simed-cities. Up to now, more
than 100 cities in China have established thisesysind the numbers of occupations
and types of work which have wage guidelines haeeeased year by year. All this
would be helpful for modeling other regions to domst this system. The
establishment of this system has promoted labokebadevelopment and pushed
enterprises’ wage system reform. It is welcomed bmoth the employers and
employees.

Minimum wage regulations

Regulation on Minimum Wages in Enterprises was issued in 1993, which was the
earliest regulation on minimum wage in China. Theapter 5 0f1994 Labor Law
includes some regulations on minimum wage. Howewerregulations on minimum
wage in this chapter are very simple and not thetaitkd. In January of 2004,
Minimum Wage Regulations have been issued by Ministry of Labor and Social
Security, which was seen to indicate the overgtlé@mentation of the minimum wage
system in China’s labor market.

Minimum Wage Regulations of 2004 includes detailed, concrete and operable
provisions on definition, categories, applicatiolormation and adjustment of
minimum wage standards. According to this reguigtiminimum wage standards
refer to the lowest remuneration paid to employ®esmployers on the premise that
employees provide regular working in the officiabnking hours or in the working
hours agreed by their labor contract with employ@filsere are two categories of
minimum wage standards: monthly minimum wage steh@ded hourly minimum
wage standard. The former applies to full-time eypés and the latter applies to
part-time employees.

Many developed countries use national minimum wstgedard and the local
governments can improve their own standards basedhe national standard



according to the local economic situation. Howetkere is no national minimum

wage standard in Chindinimum Wage Regulations of 2004 prescribes that each

administration region within a province, autonomaegion or municipality can set

their own minimum wage standards. The minimum wetgadards should be adjusted
according to the changes of local social and ecanaituations at least once every
two years.

People have different views on the effects of mummwage standard on the
number of employment and the real wage level. Alstué is not reasonable to
evaluate the effects of minimum wage standardsrgéneThe analysis on the effects
of minimum wage standards must take the situatfdalmr market and the real level
of minimum wage into account.

In the past years, the minimum wage policy has Isdrstantially improved in
terms of both coverage and the level. All citiesGhina have introduced minimum
wage standard system in this century. The levetiofmum wage has been increasing
steadily both at nominal price and in real term.f&sas time is concerned, most of
cities in China have strengthened the implementatiaecent years, which could be
evidenced by more absolute increase of minimum wates, high growth rate, and
high adjustment frequency, etc. Not only did thésets imply that China began to
emphasize a more regulated labor market but wamdication of changing labor
market situations characterized by a conliegisian turning point.

When discussing the level of minimum wage, théraf minimum wage with
respect to average wage is always an issue tormeeed. Our research shows that,
the average wage increases quickly in the pastdéeda 1995, the average wage of
workers in 286 cities were 514 yuan per month winle2006 the average wage
increased up to 1750 yuan per month in nominal t@neh 1472 yuan per month in
real term. The average annul growth rate of aveveage is 11.8 percent in nominal
term and 10 percent in real term. The ratio of mimn wage to average wage has
been declining with a few years exception. In 1885ratio was 0.44 while dropped
to 0.28 in 2006.

When the average wage grows so fast, it is notrisimg that the ratio of
minimum wage to average wage keeps declining becthes increase of minimum
wage can not, and is not necessarily to, catchhaipdf average wage. To understand
the ratio correctly, one has to bear in mind thagration workers are not sufficiently
included into the statistical system when estingatine average wage. To some large
extent, the information on average wage is basedreporting system of unit
employment instead of labor market survey. Howevtee reporting system was
formed in the era of planning economy and is née &b reflect the dynamic changes
of labor market. Therefore, it is good to belietiattthe average wage on the urban
labor market was overestimated by excluding migratiworkers and informal
employment. So, although the ratio of minimum wageaverage wage has been
declining, it is not good to say China has an igad¢e level of minimum wage
because the average wage does not include enoiaghmation on migration workers
who are taken as disadvantageous group in urban maarket.



Employment Contract Law

Employment Contract Law was adopted by the Standing Committee of the 10th
National People's Congress on June 29, 2007 arditto effect from January 1,
2008. This Law has been formulated to improve thmpleyment contract system,
specify the rights and obligations of the partie®mployment contracts, protect the
lawful rights and interests of employees, build aleelop harmonious and stable
employment relationshipsEmployment Contract Law was built on the basic
framework of labor contract system establishedl®§4 Labor Law, however, it has
made a lot of revisions.

Chapter 3 0f1994 Labor Law includes some regulations on labor contract and
collective contract. Compared with regulations dheo aspects such as promoting
employment and wage, regulations on labor contirad994 Labor Law are more
detailed. For example, this law prescribes whatenma& labor contract should specify,
categories of labor contract term, when labor @mttican be terminated and also
some issues on collective contracts, etc. Howdsraployment Contract Law of 2008
gives more detailed provisions on the conclusioerfggmance, amendment,
termination and ending of employment contract, exgiVe contract, placement of
employees, part-time labor, monitoring inspectiod gegal liability, etc.

The improvement oEmployment Contract Law of 2008 is mainly reflected by the
following aspects: Firstly, for contents prescrided1994 Labor Law, Employment
Contract Law of 2008 gives more detailed and operable stipulationsesmlve the
main problems existing in the current employmenttact system. The employers
are prone to conclude short-term employment contmdit their employees, which
affects the harmony and stability of employmenatiehship. In order to maintain the
stability of employmentEmployment Contract Law gives more stipulations on the
conclusion of open-ended employment contract beatveeeployers and employees.

By 1994 Labor Law, the employer shall conclude an open-ended emmaym
contract with the employee when the employee hasa berking for the employer for
not less than 10 years and the employee and emphaye reached a consensus to
renew employment contract and the employee propmsesnclude an open-ended
employment contract. However, accordinggoployment Contract Law of 2008, an
employer and an employee can conclude a fixed-tammployment contract if they
reach a negotiated consensus. An open-ended emghbyrontract shall be concluded
if an employee proposes or agrees to renew or edadhis employment contract in
the following circumstances, unless the employegiests concluding a fixed-term
employment contract: (1)The employee has been workor the employer for not
less than 10 years; (2)When the employer just lsefinmplement the employment
contract system or state-owned enterprises re-gdaslthe employment contract with
the employee due to restructuring, the employeebeas working for the employer
for not less than 10 years and is less than 1Gymaay from legal retirement age, etc.
If an employer fails to conclude a written employrmeontract with an employee
within one year from the date when the employedssta@orking for the employer, the
employer will be deemed to have concluded an opele@ employment contract with



the employee.

Secondly, stipulations on placement of employeekpart-time labor are the new
contents ofEmployment Contract Law and are not mentioned it994 Labor Law.
Thirdly, Employment Contract Law prescribes some contents on protect lawful rights
and interests of employers. For example, it inclugeovisions on confidentiality
matters in order to maintain the confidentialitytbé trade secrets of the employer
and intellectual property. If an employee has afidentiality obligation, the
employer can agree with the employee on competitgstriction provisions in the
employment contract or confidentiality agreemerite Employer has to pay financial
compensation to the employee on a monthly basisgltine term of the competition
restriction after termination or ending of the eaywhent contract. If the employee
breaches the competition restriction provisions, dneshe has to pay liquidated
damages to the employer.

Employment Promotion Law

1994 Labor Law includes the following regulations on promotingEayment:
(1) The nation creates employment and increasesogmpnt opportunity; (2) The
local governments at each level develop occupatiwermediary institutions to
provide employment service; (3) The laborers canb@odiscriminated due to their
ethnicity, race, gender and religion; (4) Femalek&os have equal employment rights
as male workers; (5) The employers are prohibitetite employees under working
age, etc. Apparently, these regulations are vengigé and not that detailed. Since the
end of 1990s, with the mass laid-off and unemployedkers and rapid increase of
urban unemployment rate, the governments have edopt series of active
employment policies, which include implementingiaetfinancial policies to adjust
economic structure and improve the capacity of enoa development to increase
employment; building public and social employmertvice system; establishing
three security linds enhancing employment and re-employment trainprgyiding
re-employment support and assistance, etc. These ammployment policies have
played important roles on promoting employment.

Employment Promotion Law was adopted by the Standing Committee of the 10th
National People’s Congress on August 30, 2007 auhib to take into effect from
January 1, 2008. It is a legal tool for implemegtactive employment policies. The
law is formulated to promote employment, promote fttoordination between
economic development and employment increase aothgie the harmony and
stability of the societyEmployment Promotion Law includes regulations on fair
employment, employment service and supervision,upagonal education and
training, employment assistance, monitoring inspacand legal liability, etc. All
active employment policies taken by governmentadireeflected in this law.

For example, the law prescribes active financidicps as follows: the nation
shall implement active financial policies to prom@mployment, input more fund,

! Three security lines refers to “system of basiinfjvsubsidy for laid-off workers from state-owned
enterprises”, “unemployment insurance system” anghimum living standard guarantee program”.
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improve employment environment and increase empémymThe law also has
provisions on building public and social employmsatvice system policy. For the
policy of three security lines, the law stipulatesike this: the nation should build
unemployment insurance system, secure the basng lof unemployed workers and
help them get re-employéd The law also includes detailed provisions on
occupational education and training which is rela® enhancing employment and
re-employment training policy and provisions on é@yment assistance which is
related to re-employment support and assistangeypol

Besides the provisions on government’s active eympént policiesEmployment
Contract Law also includes provisions on fair employment. ip@ates this as the
following: the governments at each level shall meafair employment environment,
eliminate employment discrimination and take measto support and assist people
who have difficulties to find jobs to get employe&iccording to this law, female
workers, minority workers, disable workers, workewgth infectious disease
pathogeny and migrant workers in cities from ruaatas can’t be treated with
discrimination. From all these provisions Bfnployment Contract Law, we can
expect that the law will play important roles ommioting employment. However, we
should also recognize that, the intervention of gmernment may also cause
negative effects on labor market.

Labor Disputes Mediation and Arbitration Law

Labor disputes settlement system is an importanfulasystem to accept and
settle labor disputes and is also an importantuaegsistance way for labor disputes
parties, especially for laborers, to protect fagitHawful rights and interests. Since
the renewal of labor disputes arbitration systerh987, with the issue d&egulations
on Settlement of Labor Disputes in Enterprises, China has formulated labor disputes
settlement system which is centered by negotiatidiation, arbitration and lawsuit.
This system has played very important roles onegtotg the lawful rights and
interests of employers and employees, promotingmbaious employment
relationships and maintaining social stability.

With the complicated changes of employment relatigps, the contradiction
between employers and employees and the numbabof Hisputes cases have been
increasing. And the cases have been more complithéen before. There exist many
problems with the current labor disputes settlensgatem. For example, it takes too
long time to settle labor disputes and the timatliior application for arbitration is
too short, etc. In order to improve the currenblatiisputes settlement systebapor
Disputes Settlement Law was adopted by the Standing Committee of Nihonal
People’s Congress on Dec.29, 2007 and began tartkeffect on May 1, 2008.

This law is formulated to resolve labor disputasly, protect lawful rights and

! Due to the transition from the system of basic living subsidy for laid-off workers from
state-owned enterprises to unemployment insurance system has already been finished, the
system of basic living subsidy for laid-off workers is not mentioned in this law. China has
formulated regulations on minimum living standard guarantee program, so the minimum living
standard guarantee program is not mentioned in this law, either.



interests of parties and promote harmonious ardestmployment relationships. It
stipulates on labor disputes mediation, arbitratagplication and acceptance, hearing
and award, etc. The law enhances the protectiolafaiul rights and interests of two
parties of employment relationships from lawful ggdure and guarantees the
effective implementation dEmployment Contract Law.

3. How Might the Laws Affect Labor Market Functioning?

Although the legal framework of China’s labor mdrkas been set up for a short
time, there exist a lot of debates on how they afiiéct the labor market functioning.
Up to now, Employment Contract Law is seen to be the law which affects China’s
labor market most. There are many concerns andtetelosEmployment Contract
Law after its issue, especially on its provisions @ermended employment contract.
For exampleCheung(2007) believes that an open-ended employmentacnivould
make laborers become lazier and bring iron rice |noack. However, Cai (2007)
pointed out that, the issue Bmployment Contract Law is suitable and timely when
China is on the transition from the era of unliditebor supply to that of finite
surplus.

The debates oBmployment Contract Law mainly include the following aspects.
Firstly, many people think thaEmployment Contract Law is formulated to change
the disadvantageous status of employees by impyolaborers’ wage. Then the
inevitable effect of the law’s implementation i$da cost increase. In order to judge
whether the implementation of the law would cawseot cost increase or not, we
must distinguish two kinds of labor cost increaseiSich are caused by the
implementation of the law. The first kind is caussdpunishing illegal labor use and
the second kind is purely caused by some provisibtise law.

The provisions on basic rights and interests ofodats which should be
protected under any situation and at any econoeweldpment stage iBmployment
Contract Law include probation period, liquidated damages, mimh wage rates and
working conditions, etc. These are formulated nyatol punish illegal labor use of
some employers. The labor cost increase causdtkehy is needed and necessary.

Some other provisions iEmployment Contract Law including termination of
employment contract, social insurance, severangeapd placement are formulated
to resolve the problems in informal sectors. Durentpng period, employees are on
disadvantageous status in employment relationshipese provisions may cause
labor cost increase to enterprises.

There exist differences on degree of labor intgresitd degree of formalization
of employment relationships between enterpriseenTthe provisions included in
Employment Contract Law mentioned above may cause different level of |atmst
increase to different enterprises. According to observation, we can reasonably
presume that, labor cost of enterprises would asmeby 5-15 percent in the legal
employment relationships due to the implementatiolBmployment Contract Law.

We can evaluate level of labor cost increase bypawmng it with the level of
wage increase. Due to the segmentation of Chiad&erlmarket, we divide workers



into two categories when investigating wage lev@ise category is workers who are
employed in urban formal sectors. Since 1999, wafgthis group of workers has
been increasing by more than 10 percent annuatlytarached 12.7 percent in 2006.
The other category is workers who are employed nforimal sectors and
non-agricultural industries, represented by migraotkers in cities. A survey shows
that, during about 10 years before 2003, there weag little wage increase for this
group of workers. From then, the rate of wage iaseehas been increasing. It was 0.7
percent in 2003, 2.8 percent in 2004, 6.5 percer005, 11.5 percent in 2006 and
reached even 20 percent in 2007.

We can easily find that, rate of labor cost inceeeaused by implementation of
Employment Contract Law would not exceed that of average wage increastlafly,
wage increase caused by implementation of the lay substitute for the regular
wage increase. The accelerating rates of wageaserduring the recent years reflect
the changes of relationship between labor demamt lamor supply.Employment
Contract Law stipulates on range, items and size of inevitéddb®r cost increase of
enterprises. From this point, the labor cost ineeeeaused by the law will not be
added to regular wage increase entirely.

Some people may worry about the loss of comparatheantage of China’s
labor-intensive industries due to the labor costdase caused by implementation of
Employment Contract Law. By using data on hourly wage of manufacturingame
countries and regions before 2002 released by LBkpartment of the United States
and data on wage increase rate in China mentiobedeawe compared hourly wage
of manufacturing of formal and informal sectorgdhina with that in other countries
and regions, taking RMB’s exchange rate changesaiotount. It shows that, in 2007,
hourly wage of manufacturing in formal sectors imr@a is 4.4 percent of that in USA,
10.9 percent of that in South Korea, 16.7 percétitat in Singapore, 17.1 percent of
that in SAR of Hong Kong, 21.6 percent of that @wan region, 32.6 percent of that
in Mexico. If we take migrant workers in cities dbe representatives of
manufacturing workers in informal sectors, hourlgige of this group of workers in
China is 2.3 percent of that in USA, 5.7 percenthat in South Korea, 8.8 percent of
that in Singapore, 9.0 percent of that in Hong Katily4 percent of that in Taiwan,
17.2 percent of that in Mexico. From this, we camdaude that, wage level of
manufacturing in China will keep at a relativelyitevel in long time.

The more important point is, the accelerating @ft€hina’s wage increase in
recent years has been accompanied with the ragcbirement of labor productivity.
According to the estimation by International Lal@nganization (ILO), from 1980 to
2005, the annual increase rate of China’s labodysrtivity was 5.7 percent, and that
of labor productivity of manufacturing was 7.9 gt ILO admits that this rate is the
fastest all over the world. However, due to thegldime span of this research, it
couldn’t reflect the more rapid increasing rate lalbor productivity of China’s
manufacturing in most recent years. By our ownuatwon, from 2000 to 2004, the
annual increase rate of labor productivity of Climaanufacturing was 24.1 percent
and that of wage was only 7.8 percent.

According to economic theory, trend of wage inceesisould be consistent with
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that of labor productivity increase. If the increasrate of labor productivity is higher
than that of wage increase, the comparative adgantaill not lose. If the

comparative advantage of China’'s manufacturing doed lose, wage of
manufacturing will have big space to increase.

Secondly, lack of explicit judicial interpretatioon articles of Employment
Contract Law may cause people’s misunderstanding on it. Fomei@ provisions on
open-ended employment contract are concerned rsosth provisions would be
helpful for employment stability of laborers. Hovegysome people worry that, these
provisions may cause iron rice bowl back and makerers lazier. Actually worries
about this are not necessary because open-endeldyememt contract is not the
contract that can’'t be terminated. Problems likis ttan be resolved by issuing
relevant laws and documentBraft Implementation Regulations for Employment
Contract Law which was just issued on May 8, 2008 is formulatedresolve
guestions like this.

Thirdly, the long-term effects oEmployment Contract Law on China’s labor
market and economy mainly include the following:etiter the provisions in the law
would restrict labor use of enterprises, reduceflgability of China’s labor market,
decrease enterprises’ competitiveness and impedsagenent of enterprises or not.
From labor market reforms of other countries, ségcand flexibility are deemed to
be policy choices in a dilemma. Different countneay have different preferences on
security and flexibility. For example, labor mark#tUSA is characterized by more
employment opportunities, less stability and rekdii low wage (more flexibility)
and that of Europe is characterized by stable eynpdmt, less employment
opportunities and relatively high wage (more seglri

However, labor market is always being in the psscef adjustment. Labor
market with more flexibility will seek for more sexty and labor market with more
security will seek for more flexibility. In westegountries, people create a new word
which is called “flexisecurity” and try to seek bate between flexibility and security
on the labor market. That is, when increasing $qariatection for laborers, flexible
employment should also be encouraged at the samee Tihe debates dEmployment
Contract Law also reflect the choice between security and tié.

4. How Are the Laws Implemented?

Debates orEmployment Contract Law are the most, comparing with other laws
and regulations issued since the end of 1990&idrpart, we will mainly discuss how
Employment Contract Law can be implemented better. Firstly, Debates andies
about Employment Contract Law are in some degree correlated with lack of
interpretation on articles of the law. Some debaes caused by the incorrect
cognition on the relationships between labor markegulations and market
mechanism. When interpretirigmployment Contract Law, the labor administration
authorities should emphasize that, this law is rapartant supplementary of labor
market mechanism. With employment and wage detemnby market mechanism,
the law gives stipulations on market behavior aod ko balance rights and interests

11



between employers and employees.

Some people from enterprises think thabployment Contract Law gives more
preferences to employees rather than to emplopetsally, the law is formulated to
build long-term, stable and regulated relationshigsveen employers and employees.
And the lawful rights and interests of employers atso reflected in the law. The
governments have responsibilities to interpret fhrevisions people are most
concerned such as open-ended employment contracedgure of hiring, liquidated
damages and provisions on placement, etc. Faced suth hot debates on
Employment Contract Law, Draft Implementation Regulations for Employment
Contract Law was issued on May 8, 2008, which is expected tchéigful for
implementing the law better and eliminating unneaegworries.

Secondly, the implementation d&mployment Contract Law has made some
existed problems and contradictions for some timerge and brought debates on
labor cost increase. We should look at this questimough analyzing the essential
factors which cause labor cost increase. The expess of developed countries show
that, the government protecting for the lawful tigghnd interests of laborers and trade
union playing more roles in collective negotiatguch as wage determination usually
happen at the transition from the era of unlimitdzbr supply to that of finite surplus.
With the increase of informal employment in Chinaidg recent years, the protection
for laborers and the coverage of social security leen decreasing when
employment in urban and rural areas has increased Burthermore, the increasing
rate of wage is still much lower than that of laposductivity and laborers only share
a small part of labor productivity increase.

Then we can conclude that, the issue and implerientaf Employment
Contract Law is very timely and suitable for China’s labor mettkThe provisions of
the law regulate the function of labor market affedy and would be helpful for
protecting the lawful rights and interests thatdwdvbeen shared by laborers for long
time. The rapid and healthy economic developmenthEsustained only if laborers
share the fruits of economic development fully.sTisi also the target of constructing
socialistic harmonious society.

Thirdly, before the implementation dEmployment Contract Law, most of
enterprises which do not conclude employment cotsravith their employees or
perform employment contracts badly are medium-samdi small-sized. It is obvious
that the implementation of the law will cause largéfects on such enterprises than
on others. When these enterprises play outstandileg on creating employment,
stabilize economy, promote innovation and maingaicial harmony, most of them are
labor-intensive with low profit and short lifecycld-or these enterprises, when
implementingEmployment Contract Law, some measures should be taken to assist
them, for example, giving them subsidy for thelvda cost increase and reducing or
exempting their revenues. Then the implementatioth@ law would not put many
medium-sized and small-sized enterprises in acdifficondition and bring shock to
the economy.

Fourthly, the implementation dEmployment Contract Law should be linked
with that of other laws and institutions. For exdengnterprises have heavy financial
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burdens including revenue and social insuranceresgdf enterprises follow polices
and regulations strictly, social insurance expengebe about 30 percent of total
labor cost. The way that enterprises evade satsalrance expense is to make some
new employees become temporary, short-term ornmdbworkers. So it is necessary
to link the implementation dEmployment Contract Law with that of other laws and
institutions.

Fifthly, implementation oEmployment Contract Law should be coordinated with
active employment policies and avoid possible oegulation. For example,
placement system is formed during the process @ia&hgovernment implementing
active employment policies. It has played very im@ot roles on resolving serious
laid-off and unemployment and promoting flexible pfayment since the end of
1990s.

There are many provisions on placement of employe&snployment Contract
Law. For example, Article 58 of the law stipulatesttaring periods when there is
no work for laborers to be placed, the staffingifshould pay them compensation on
a monthly basis at the local minimum wage rateichkat63 stipulates that placed
laborers should have rights to get the same pathasgot by employees of the
accepting unit. These provisions are helpful footgeting the lawful rights and
interests of laborers. However, they may also bstaifing firms too heavy burden.
Currently, frictional unemployment and structurademployment are still the main
components of China’s unemployment and China mdifersiabor market shock
again in the future. It might be better not to iméme placement of employees too
much when implementingmployment Contract Law.

In a word,Employment Contract Law should be implemented firmly to protect
for lawful rights and interests of both employensl @mployees. At the same time, the
government should interpret articles of the law enexplicitly, revise some of the
revisions when necessary and make it better ané wperable to make the law play
more important roles in constructing harmonious leyrpent relationships.
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