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Abstract

This PhD project focuses on an important aspect of China’s embrace of globalization —
the fast-growing area of Chinese outward foreign direct investment (OFDI) — and examines its
effects on labor protections in China over the last two decades. Much Chinese OFDI during this
period has been concentrated in advanced economies where labor protection regulations and
practices are stronger, and this novel economic phenomenon of Chinese OFDI may diffuse
Western labor protection regulations and working conditions from Chinese OFDI destinations
back to China.

This thesis comprises four main chapters. Chapter I provides background and introduces
the general research questions at the heart of the PhD thesis. It reviews the historical path taken
by the Chinese economy since Reform and Opening Up in the 1980s and discusses the existing

literature on labor protections on China. It also defines key terms used throughout the dissertation.

Chapter II focuses on China’s development over the past 20 years, particularly the rapid
growth of OFDI and the effects of this new economic phenomenon on labor protections. It
presents four hypotheses about the effects of OFDI on labor conditions in China, and then tests
them with data from 31 provinces of China. The empirical analysis demonstrates that the
association between Chinese OFDI and labor protections is not straightforward, though
workplace occupational safety and health conditions have improved. Other types of labor
diffusions may encounter political resistance from the Communist Party of China and the All-
China Federation of Trade Unions (ACFTU).

Chapter III explores the effects of Chinese OFDI on labor protections by analyzing one
form of China’s OFDI investing in Western Europe: Mergers and Acquisitions (M&As). It tests
the hypothesis that as the amount of Chinese M&A-type OFDI enters European economies that
have higher labor protection standards and practices than China, labor protections in China may
increase and start to close the gap between China and Western European countries. Based on
regressions with bilateral data generated from Thomson Reuters’ SDC Platinum Dataset on
M&As and labor protection outcome variables, there is some support for the hypothesis that labor
regulations are improving in China. But there are no clear evidence to indicate changes in
practical working conditions like wages and working hours.

10
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Chapter IV presents more detailed, firm-level case evidence on the linkage between
Chinese OFDI and diffusions of labor protections. Five Chinese firms with different conditions of
OFDI (the type of ownership, investment destinations, M&As) were investigated. Results show
that labor diffusions are more likely for private firms that pursue M&A-type investment in
advanced economies. Mandatory compliance pressure, economic incentives for improving
competitiveness, and learning effects are the main diffusion mechanisms. Labor diffusions are
particularly visible in areas such as occupational safety and health conditions. Evidence on the
impact on industrial relations, e.g., Western-type trade unions emerging in China, is limited. The
case studies also suggest that the Chinese authorities and state-owned enterprises are actively

pushing back to reduce potential labor diffusions through the OFDI channel.

11
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Preface

Purpose of the thesis

Since the 1980s, China’s economic growth has been swift. When China joined the World
Trade Organization (WTO) in 2001, the pace of its involvement and integration into the global
economy accelerated (Chang, Fleisher, & Parker, 2001). While China had been self-sufficient
and had a Soviet Union-style central planned economy before it established its Reform and
Opening Up policy since the late 1970s, today it is moving towards a market-based open
economy. One feature of China’s fast-growing economy in the last two decades is its increasing
global outward foreign direct investment (OFDI). The Global North has been the main source of
foreign direct investment (FDI) for decades, but since the 21* Century, China has supplied an
increasing amount of global capital. Yet, research on this novel trend has been sparse until

recently.

This dissertation examines the effects of China’s increasing role as a global capital
supplier on labor protections within its borders. Labor protections include laws, regulations,
standards, and practices to protect the benefits and rights of Chinese workers. Its rapid economic
growth has turned China into “the world’s factory.” “Made in China” is a phrase known to all,
thanks to hundreds of millions of Chinese factory workers. The treatment, benefits, and rights of
these workers have attracted significant attention from economists, politicians, media, NGOs, and
scholars around the world. Their interest is not surprising, because the conditions of Chinese
workers affect the global economy through supply chain networks. Even more important, if
Chinese workers exert political pressure on the Communist Party of China (CPC), they might
significantly challenge the authoritarian Party-State regime in China. The Party thus makes
enormous efforts to repress labor unrest in China and to retain its legitimacy and control. They
fear “the Sword of Damocles” that brought down the communist regime in Eastern Europe—the
scenario that China’s labor movement might follow Poland’s path in the late 1980s, so China is

vigilant against political threats from independent labor movements.

Recently, scholars have paid increasing attention to the upward pressures on labor
protections via trade and investment in developing countries. David Vogel (1995) suggested a

“California Effect” as international trade passed on the best practices, norms, and standards of
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developed economies to developing economies through exports from the Global South to the
Global North. FDI is another diffusion channel: multi-national corporations in the Global North
(MNCs) channel inward FDI to developing countries, which may improve standards and

practices as developing countries learn, comply with, and adapt these improvements.

Could this pattern also apply to OFDI? What effects could this new economic trend of
OFDI have on China? Will OFDI become a new diffusion channel, introducing international
labor norms, concepts, standards, and practices to China through capital flows and people-to-
people-level interactions? How might increasing exposure to foreign labor protection norms,
values, standards, and practices change the views and behaviors of Chinese investors and
employees? Could OFDI spurs China to adopt foreign labor protection standards and practices at
home, if China learned about them through their efforts to comply and compete? This thesis
answers these questions by systematically analyzing the relationship between Chinese OFDI and
labor protections in China. Specifically, I investigate the potential diffusion of labor protections
from the destinations of Chinese OFDI (especially the Global North) to China and ask if OFDI,

along with other recognized domestic factors, might improve domestic labor protections in China.

This PhD thesis contributes to the existing literatures on international political economy
(IPE) and labor studies in China by focusing on the effects of OFDI on labor protections. Earlier
IPE literature mainly focused on describing the effects of inward FDI from the Global North on
labor protections in developing countries. Here, I extend the scope of my inquiry to OFDI from
China, an emerging economy in the Global South. Unlike most labor studies on China, which
tend to focus on domestic conditions (e.g., migration from the countryside to the urban area,
reform, and transformation from a socialist welfare system to a market-based economy, the
changing status of state-owned enterprises [SOEs]), I analyze labor protections in China through
the lens of the new trend of OFDI. To the best knowledge of the author, no one has studied the
effect of Chinese OFDI on labor in China, and this thesis attempts to address this gap.

Research design

In order to investigate the relationship between OFDI and labor protections in China, I
chose to design my study as a comprehensive and complementary review that includes macro-,
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meso-, and micro-level data collection and analysis. The study includes both large-N quantitative
analysis and small-N qualitative analysis based on data collected from original and secondary
sources. All data for the large-N analysis come from secondary sources, including official
statistics on OFDI and other economic variables released by ministries and provincial
governments in China, the ACFTU’s annual statistic yearbook on trade union labor outcome
variables, statistics on working hours and wages from the ILOSTAT dataset, the CBR Leximetric
dataset on labor regulation index thanks to the support from my supervisor Prof. Damian Raess,

and Thomas Reuter’s SDC Platinum financial dataset on M&A transactions of Chinese firms.

For the small-N qualitative analysis, | organized many site visits and conducted
interviews in the field between 2018-2019, both in China and investment destinations in Western
Europe. My fieldwork focused on collecting firm-level and industry-level data to better
understand the obstacles and possibilities for diffusion of labor practices and protections. Since a
discussion of labor matters may include sensitive information and reveal business secrets, and
could even be politically dangerous, field research turned out to be challenging. In particular,
interviews in China had to be conducted knowing the reluctance of many interviewees to be
answering my research questions. I had to make sure not to reveal information about the persons

interviewed. This limited the collection and use of data.

The local research partner of Zhejiang University in Hangzhou, China, significantly
supported my fieldwork interviews in China, most of which were in Beijing, Shanghai, Zhejiang,
and Guangdong. Trade unions in Sweden helped me conduct my fieldwork in Europe. I
interviewed managers and senior directors of Chinese firms participating in OFDI activities,
regular Chinese employees with ex-pat experience, local ACFTU officials and representatives at
the firm-level, scholars of labor studies in China, human resource specialists on labor laws and
regulations in China, trade union representatives in Europe who engaged with Chinese investors

and ex-pats, and experts from international organizations.

Chapter I begins with a review of relevant discussion about labor relations in China and
the potential effects of FDI on labor. Then I describe the relevance, significance, and contribution

that this thesis makes to the literature. It also defines key terms that I use throughout the thesis.
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Chapters Il to IV are empirical. Chapter Il presents a meso-level analysis of the
relationship between provincial-level Chinese OFDI and labor protection outcome variables,

taking a large-N quantitative analysis approach.

Chapter III uses OFDI data on mergers and acquisitions (M&As) to test for potential
diffusion of labor protections to China when the investment destination located in an advanced

economy. This chapter runs a more restricted macro-level large-N quantitative analysis.

Chapter IV takes a micro-level view, using firm-level observations to investigate the
effects of OFDI on labor protections. It takes a small-N qualitative analysis approach by focusing
on five Chinese firms that invest abroad. The case study highlights the effects that different
conditions of OFDI can have on the potential diffusion of labor protections, including the type of
ownership for investing firms (private vs. SOE), M&As versus Greenfields, and investment

destination (advanced economies vs. developing countries).

Summary of key findings

Both the large-N quantitative and small-N qualitative analysis suggest that diffusions
from investment destinations back to China have begun to affect labor practices in China via the
OFDI channel. Diffusion proceeds through several mechanisms, including mandatory compliance
with labor regulations, voluntarily adaption due to competitiveness concerns, and learning effects.
As OFDI increased, occupational safety and health conditions improved and Chinese workers
seem increasingly aware that they can defend their rights, evidenced by a growing number of
labor disputes in China. Chinese firms and employees that involved in OFDI activities have also
accumulated knowledge about labor protections in Western economies. But OFDI has had little
effect on practical working conditions in China, like working hours and wages. OFDI also
triggers the Party and the All-China Federation of Trade Unions (ACFTU) to increase their
presence in China’s workforce, legitimacy and control over Chinese workers, though these efforts

may not be as effective as authorities expect.

Several background conditions of OFDI may change the magnitude of labor diffusions.

The likelihood of diffusion is stronger for Chinese OFDI investing in the Global North than in the
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Global South. Private firms from China are more likely to accept and adapt foreign labor
protection measures and practices than SOEs. The M&A type of OFDI is more effective than
Greenfield investment because M&A expose Chinese owners to foreign labor protections through

acquiring the established production sites abroad.

In conclusion, increasing OFDI from China to the rest of the world, especially to
advanced economies, may diffuse labor protections back to China. But it is still too early for
Chinese OFDI to have lead to significant effects, and China may be too complex for the effects of
labor diffusion through OFDI to exert changes on labor protections in China. The Party and
ACFTU are aware of that the labor movement might be empowered through this channel and are
taking preventative efforts, like establishing the “Great Firewall.” Indeed, China could be a hard
case of foreign influence through the OFDI channel given the strong Party-State authoritarian
regime and labor diffusions from the channel of OFDI may not take place in the short run.
Researchers will need to observe the effects of OFDI over a longer period to fully evaluate its

effects on Chinese labor conditions. My study is a first step in that direction.
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Chapter I: The Review of the Chinese economy and labor protections

Fundamental economic reforms have changed China dramatically over the last four
decades, developing a backward, poor, self-isolated, agricultural economy into a prosperous and
industrialized manufacturing nation that has embraced the world through globalization. One
important feature of China’s fast-growing economy is its increasing global outward foreign direct
investment (OFDI). But before describing the effects of OFDI on labor protections in China, it is
necessary to review the history of China’s economic development path since the 1980s. Rapid
economic development has been accompanied by dramatic changes in labor protections in China,
so I review the evolution of labor protections in China, including changes in the employment
system, the gradual dissolution of the old “Danwei” system and the “iron rice bowl” employment

relationship,' and improvements in legal frameworks for labor protections.

After reviewing China’s economic development path and changes of labor protections
since the 1980s, I discuss the existing literature on labor studies in China or on China, identify
research gaps, and highlight the contributions made by this thesis, including its contribution to
political science studies. In the last part of this chapter, I define key terms on labor protections

used throughout the thesis.

1.1 Development of the Chinese economy since the 1980s

1.1.1 The beginning of reform in the 1980s

Almost all of China’s recent economic achievements began in the late 1970s>. The death
of Chairman Mao Zedong on September 9", 1976 marked the end of a chaotic and ideology-
driven era. The decade-long Cultural Revolution (1966—1976) severely damaged China’s political
and economic system. By the late 1970s, China’s economy was impoverished, and millions
suffered from famine. China had just begun to industrialize, and most people still worked in rural

agricultural sectors. Internationally, China isolated itself from the global market, particularly

1 The “Danwei” system and the “iron rice bowl” employment relationship were the main forms of employment in
China before the market reforms of the 1980s. Section 1.2 of this chapter gives more detailed information on them.
2 The main source for this section comes from Coase & Wang’s (2012) book How China Became Capitalist.
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alienating itself from the West. There was almost no foreign trade (import or export),’ or any

foreign capital investment in China.

Deng Xiaoping, the leader of the “second-generation of leadership in China,”* took
charge of the Communist Party of China (CPC) in 1978. One of China’s most significant
achievements under Deng’s leadership was the famous “Reform and Opening Up” policy, which
fundamentally changed China’s economy — and indeed the entire society — over the next four
decades. The Third Plenum of the Eleventh Central Committee of the CPC (December 18-22,
1978) was a watershed in China’s history. The outcome document of this meeting, the 1978
Communique, shifted China’s development path from Mao’s revolutionary ideology to market-
based reform and economic liberalization. The Communique shifted the basis of the CPC’s
legitimacy from the revolution against capitalism and imperialism (the West) to developing the
country economically and raising living standards for all Chinese people. From 1979 onward, the
Party admitted China’s economic conditions were poorer than those of advanced Western
countries. China’s leadership was determined to develop its economy and achieve “four
modernizations” over the long term; it committed to modernizing (1) agriculture, (2) industry, (3)
defense, and (4) science and technology sectors. The Party often repeated the “four
modernizations” phrase to the public during the early stage of reform, setting the tone of the
development process. “Reform” described the gradual establishment of a market-based liberal
economic system to replace the central planned state economy. “Opening Up” meant economic
integration with the global market, and especially with advanced economies through trade (export)

and attracting inward FDI investment in China.

In the 1980s, changes and reforms in the state sector (SOEs, Danwei) were minor, but the
private sector boomed. Usually, economic reforms took a “trial” or “preparation” approach,
which means that the CPC allowed certain parties to experiment with reforms in selected
regions/sectors. If the outcome was positive, then it would allow or encourage similar reforms
nationwide. The Party adopted this approach to retain full control and ensure the stability of the

overall situation.

3 1n 1977, China’s total foreign trade was only USD 14 billion.

4 The CPC established the People’s Republic of China in 1949. Mao was the “first generation of leadership” until he
died in 1976. Deng succeed Mao in 1978 (“second generation of leadership”). After Deng retired in 1992, Jiang
Zemin took power (“third generation of leadership”). In 2002, Hu Jintao came to power (“fourth generation of
leadership”). In 2012, Xi Jinping took power, so China is now in its “fifth generation of leadership”.
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One of the first major steps of the “trial” approach was creating “special economic zones”
in several cities of China’s eastern coastal provinces. By the beginning of the 1980s, the CPC had
designated four southeastern coastal cities as Special Economic Zones: Shenzhen, Zhuhai,
Shantou, and Xiamen. Each would serve as a laboratory for experiments, testing market economy
principles like the support of private sectors and entrepreneurs, the abolition of existing state
sectors, development of foreign trade and export-oriented industries, and introduction of foreign
investment (inward FDI). Shenzhen, a small village near Hong Kong, became one of the most
successful special economic zones, with the highest concentration of FDI from developed
countries and regions (mainly Europe, the USA, Japan, Taiwan, and Hong Kong) (Coase &
Wang, 2012). Based on the initial success of the four Special Economic Zones, in 1984, the CPC
designated 14 more cities along China’s Eastern coastline as “coastal open cities” where firms
and foreign investors enjoyed preferential policies on land acquisition, taxation, and
administrative support. In 1988, this list expanded to encompass the whole of Hainan province,
the Yangzi River Delta, and the Pearl River Delta. By the end of the 1980s, China had opened its
doors to the global market and the average gross domestic product (GDP) was growing at a rate

of more than 10% per year.

1.1.2 Deepening reforms in the 1990s

During the early stage of economic reforms in the 1980s, there were ongoing political
debates in China. Should China reclaim its identity as a communist state like the Soviet Union, or
gradually shift towards a Western-style liberal market economy? Ongoing economic reforms
were temporarily suspended after the June 4™ 1989 Tiananmen Square incident in Beijing. The
collapse of the communist bloc in Eastern Europe and the Soviet Union shocked CPC leadership
and the Chinese public. The sudden end of the Cold War opened serious questions about the path
China’s development should take and its future direction was uncertain. Fast-paced changes in
international circumstances halted economic reforms in China between 1989 and 1992, and the
nation also suffered from economic sanctions imposed by Western countries after the Tiananmen

Square incident.

Deng again stepped forward in 1992, before he finally retired from leading the CPC, and
he reaffirmed the necessity and importance of economic liberalization. During his historical tour
to the Southern part of China (including a visit to Shenzhen, the most successful example of the

“Reform and Opening Up policy), he insisted that China should continue its economic reform and
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liberalization program and keep moving towards a market-based economy. Deng’s strong

determination and political support ensured that economic reform would accelerate.

First, China opened more cities and areas to foreign capital, led by the Pudong New Area
in Shanghai — now one of China’s most modern financial centers. The Shanghai Stock Exchange,
within the Pudong New Area, opened for public trading in the early 1990s, making a significant
reform of China’s financial market. Controls and limitations on inward FDI were further reduced
in 1992, when foreign enterprises were granted more rights to autonomy and allowed to
participate in SOE reforms through mergers, leases, or acquisitions. In 1992, inward FDI to
China was up 384% from the previous year, rising another 92% in 1993, to USD 11.4 billion
(Gallagher, 2005).

Second, state sectors were thoroughly restructured. In the 1990s, reforms primarily
targeted SOEs, with the goal of eliminating the “dual system™ in China. Massive reforms were
implemented in 1997, after the Fifteenth Congress of the Party in 1997. Gallagher (2005)
summarized this wave of SOE reform with the slogan, “Hold the Big, Release the Small”: many
small and medium-sized SOEs would be privatized and their workers laid off to reduce
redundancy and make the remaining SOEs more efficient. China’s northeastern provinces
(Liangning, Jilin, Heilongjiang) suffered most in this wave of reform; layoffs were massive

because manufacturing SOEs (like steel and machinery) were their main industries.

Third, Party leadership expanded economic reforms and set out to establish “a socialist
market economy” after the Fifteenth Party Congress in Fall 1992. The CPC carried out systematic
structural reforms to reduce market distortion and inefficiency across the country, mainly focused
on market price, taxation, and social welfare. Price reform was instituted in 1994 with the intent
to abolish price control and distortion. Before 1994, China had a dual-track pricing system: the
prices for raw materials and goods like rice and oil were often fixed, while the price of other
products floated, based on the market. From 1992 on, China significantly reduced the list of
price-controlled goods and abolished all price control in 1996, achieving price liberalization. Tax
reform also began in 1994, with the goal of setting up a simplified value-added tax-based system

to replace a complicated multi-tiered system based on turnover (Coase & Wang, 2012). A new

5 “Dual system” here refers to the parallel existence of two separate ecanomic systems: one by state sectors of
SOEs, the other by non-state sectors of private firms, joint ventures, and foreign investing firms.
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tax regime between provincial and central governments improved tax collection and revenue
distribution. The social welfare system also changed significantly: a medical care insurance
system was established, education was marketized, and a new social security system replaced the
existing pension system. In short, China further reformed and liberalized its markets in the 1990s
and survived the 1997 Asian Financial Crisis with far less damage than other Asian economies in
Southeast Asia and South Korea. All these reforms contributed to China’s accession to the WTO

in the new millennium.

1.1.3 Development in the 2000s, after the 2001 WTO accession

China’s accession to the WTO in 2001 spurred its engagement with the global market.
China’s total trade-to-GDP share surged from less than 40% in 2001 to more than 60% in 2007.
Net inflow FDI also continued to grow, from USD 47 billion in 2001 to USD 171 billion in 2008,
just before the global financial crisis. In addition to increasing foreign trade and inward FDI, at
the beginning of the 2000s, China launched its “Going Out” strategy, which encourages Chinese
SOEs and private firms to actively seek business opportunities abroad through outward FDI. The
strategy’s objective is to increase China’s competitiveness and productivity by obtaining

advanced technologies, business know-how, and resources on the global market.

While the Chinese economy has increasingly engaged in the global economy, domestic
reforms also entered a new phase since the 2000s, including major reforms in SOEs. The CPC
made strove to build a “harmonious society” that would address social unrest caused by reforms
and economic liberalization. In the 1990s, the CPC had massively privatized and reduced SOEs,
but in the 2000s it shifted its strategy for the remaining SOEs. It created the State-owned Assets
Supervision and Administration Commission (SASAC) to consolidate and strengthen the
competitiveness of 120 large-scale SOEs, especially in strategic sectors like infrastructure and
finance. While it shed less productive and smaller-scale SOEs in the 1990s, the CPC did not want
to eliminate all state sectors completely, and it insisted that retaining competitive SOEs was an
important feature of a “socialist market economy with Chinese characteristics.” The remaining
SOEs were reformed through an initial public offering (IPO) of large SOEs on stock markets in
Shanghai, Shenzhen, and Hong Kong to increase the financial capacity of these firms. This
approach strengthened the competitiveness and even monopoly positions of Chinese SOEs. The
IPO process created several giant SOEs in the global market, based on market values, like the

Sinopec (petroleum) and the Bank of China (finance).
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Hu Jintao, the leader of the “fourth generation of the leadership” of the Party, invented the
concept of a harmonious society in the early 2000s to address the social challenges presented by
China’s rapid and massive economic reforms. As the country became more industrialized and
layoffs left SOE employees unemployed, social unrest among the public increased. Massive
numbers of workers in China migrated from rural areas to urban regions, in search of job
opportunities. In the 2000s, the most pressing issues included unemployment and poverty among
laid off SOE employees, unequal treatment of migrant workers and their families in urban regions,
and environmental pollution caused by industrialization. The Party tried to address these concerns
by highlighting its leadership role to build a harmonious society in solving these issues. China
spent more on social welfare in this period and began to build up its “stability maintenance”
force® and technologies (like the “Great Firewall” internet blockade) to maintain control over

Chinese society.

In late 2012, President X1 Jinping became Party leader, which marked the slowdown or
reversal of economic reform and the liberalization process of the Deng era. Xi launched
campaigns to increase Party control over every aspect of Chinese society. Power was
concentrated in the hands of a tight group of leaders or balanced “on the shoulders of Xi himself”
(Brodsgaard, 2018; Lutgard, 2018). Kevin Rudd, former Australian Prime Minister and
experienced China expert, argued in a public speech that “Keeping the party in the power and
never yield to any argument that it should transition to more democratic forms of governance” is
Xi Jinping’s national priority.” Since Xi took control, there has been a growing discussion in
China about Guo jin min tui (|53t [iB) — advancing and strengthening SOEs while retreating
from private firms and reducing their numbers®. The Party often emphasizes the importance of a
powerful state sector and thriving SOEs because it believes they will safeguard the security and

sustainable development of China’s “socialist market economy.”

Another feature of the Chinese economy since the 2010s has been the speedy expansion

of service sectors. While China’s early reform saw an increase in manufacturing, the tertiary

8 This effort included expanding the police and armed police force at the grassroots level and increasing the
number of community-based security personnel who can immediately report social unrest.

? The full text of Rudd’s speech on China ai November 26, 2019 is here: http://kevinrudd.com/2019/11/26/future-
directions-for-australia-china-directions/

8 See https://www.wallstreetcn.com/articles/3420236 See also https://www.bbc.com/zhongwen/simp/chinese-
news-45522113
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industry in China grew rapidly in the mid-2000s and provided far more jobs than manufacturing.”

By 2019, almost half of Chinese workers (47.4%) were employed in tertiary industries.'’

Table 1.1 shows the 40-year path of China’s transformation from a poor, agriculture-
dominated, inefficient, and isolated economy to a prosperous, industrialized, and open market
economy. Though there were debates and doubts about the future direction of the Chinese
economy, this ancient country has now established the foundation and principles of the market

economy — a great achievement for any country over such a short period of time.

Table 1.1 China’s economic development 1978-2018

Year GDP GDP per capita Total Trade FDI Net Inflow
(Billions, current (current USS) (Billions, current (Billions, current
USS$) USS) USS$)
1978 149.5 156.4 20.5 0.00008
1992 4269 366.4 165.5 11.4
2001 1339 1053.1 509.7 47.1
2008 4594 3468.3 25633 171.5
2018 13895 9976.7 4622.4 155.8

Source: World Development Indicators, the World Bank Group; National Statistics Yearbooks, China.

1.2 Development of labor protections in China

Labor protections in China changed significantly during its rapid economic liberalization
and growth, especially the employment relationship. The All-China Federation of Trade Unions
(ACFTU), the only official trade union in China and the Party’s arm on labor protections, also
shifted its functions and priorities after the economic transformation. Here, I briefly review the
history of the employment relationship and adjustments made by labor authorities in China

between the beginning of the 1980s through the 2000s.

® See http://paper.people.com.cn/rmrb/htm|/2017-03/29/nw.D110000renmrb 20170329 1-11.htm
10 Data source: Ministry of Human Resources and Social Security’s (MOHRSS) statistics from 2019.
http://www.mohrss.gov.cn/SYrlzyhshbzb/dongtaixinwen/buneiyaowen/202006/P020200605320753518399.pdf
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1.2.1 The development of the employment relationship

Before Reform and Opening Up, China had no private sector and there was no contract-
based employment relationship in China. In urban areas and in SOEs and other public entities
(like schools and hospitals), the Danwei system governed employees, who were covered by a
socialist employment relationship called the “iron rice bowl.” Danwei means “unit” and it has
referred to firms or other entities that employ workers since the People’s Republic of China was
established in 1949. After the private sector was eliminated, all Chinese workers worked for their
Danwei in SOEs, schools, hospitals, or government offices. Their Danwei(s) then supplied all
necessary compensation, social welfare, and benefits to workers, including salary, housing,
catering, medical service, and schools for children. The phrase “iron rice bowl” (an unbreakable
bowl containing China’s staple food) is a metaphor for a support system that will never break
down. Kuruvilla et al. (2011) defined this employment relationship as a socialist network that
“guaranteed workers permanent employment, cradle-to-grave benefits, and a high degree of

equality.”

The socialist production and employment relationship was similar in rural areas, where
they belonged to the “People’s Commune” in their villages or towns. The local residence permit
system (“Hukou” in Chinese) prevented workers from moving between rural and urban areas and
confined them to their local area for work and life. Though the “iron rice bowl” and the “People’s
commune” were supposed to provide decent working conditions and rewards for Chinese people,
they were the main barrier to economic reforms. These systems offered workers low fixed wages,
reducing their productivity and efficiency because they had no incentive to pursue innovation or

increase productivity.

The reforms that began in the 1980s changed the “iron rice bowl” employment
relationship, transforming it into a market-based economy where employers contracted with labor
as private firms proliferated in non-state sectors. In contrast to the slow reform of the state sector,
the private sectors pushed economic reforms, led by township/village enterprises and private
entrepreneurs. Gallagher (2004) highlighted the quick expansion of private sectors and the
transformation of China into a market-based economy, citing a famous slogan that appeared in
Shenzhen in the 1980s: “Time is money, efficiency is life.” This slogan exemplified the contrast
with the iron rice bowl system: growing private sectors strove to increase income, productivity,

and efficiency.
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To transform China’s employment relationship, the Party had to create a new legal
framework to replace the iron rice bowl. In the early 1980s, it established new labor laws to
regulate employment in the non-state sector and in foreign investing firms. But these new labor
laws only applied to non-state sectors, whereas the state sector still followed the previous iron
rice bowl system. The National Labor Law of 1995 came later; it was a milestone in the
legalization process because it formally introduced and implemented a labor contract system
throughout China, replacing the iron rice bowl system through legislation (Gallagher, 2004). This
1995 reform broke the “dual system” structure of employment relationships in China. The state
sector and employment in SOEs now had to follow the new law and establish a labor
employment relationship based on contracts. The 1995 Law also facilitated labor mobility,
especially for migrant workers moving from rural to urban areas in search of better job
opportunities. In 1996, for the first time in China’s economic development process, more than

half of the urban workforce was working under contract (Gallagher, 2004).

After the contract-based legal framework was implemented and the massive reforms and
privatization dramatically reduced SOEs in the 1990s, China’s iron rice bowl system rapidly
dissolved. Even the remaining SOEs and public imstitutions (like schools and hospitals)
abandoned the iron rice bowl system. They started introducing labor contracts, rewards, bonuses,
and competition schemes into their employment relationships. The National Labor Law of 2008
further strengthened regulations of employment relationships and worker protection. Professor
Kai Chang, a leading labor scholar with expertise in China, noted that the 2008 Law was the
Party’s and the ACFTU’s attempt to set up a “pro-labor” legal system (Chang & Brown, 2013).
Chang believed that labor’s disadvantage would remain when it bargained with capitals in China,
because workforce supply was still huge, so China needed a pro-labor legal system like the 2008

National Labor Contract Law to improve labor protections in China over the longer term.

This 2008 law focused on implementing mandatory labor contracts for all employment
relationships, since many employers had not provided their workers with formal employment
contracts. This new law also emphasized job security, asking employers to give workers open-
ended contracts after their first two successive fixed-term contracts expired. It also improved
protection for workers if they were fired, requiring employers to pay sufficient severance if they

terminated formal labor contracts (Gallagher et al., 2014).
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