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Introduction
The global ﬁnancial crisis spanned from 2008 to 2009 had serious impacts not only on economic
development but also on labour markets of the Asia-Pacific region. Unemployment became one major
economic issue during the ﬁnancial crisis and its impacts remain in the post-crisis era. The global GDP
growth dropped tremendously in 2008, went down further in the first quarter of 2009, and started to
recover since the second half of 2009. However, some global forecasts warn that unemployment rates in
most economies will remain high and have great inﬂuence on economic security even after the economy
started recovering. Therefore, to accelerate the sluggish recovery of job markets is essential for making
healthy economic revival as well as maintaining social stability today.
Unemployment as a lagging economic indicator is outperformed by leading indicators in most AsiaPaciﬁc economies, and has become a problem facing many decision makers in the region. In economic
theory, unemployment can be classiﬁed into frictional, cyclical, structural, and classical types. The natural
rate of unemployment is considered as sum of rates of frictional, structural, and classical unemployment.
The cyclical unemployment rate is supposed to be zero when the economy is in full recovery or in a boom.
However, in many Asia-Pacific economies, current unemployment rates are still much higher than the
pre-crisis level despite a strong GDP upturn, which implies that the unemployment problem is no longer
cyclical but structure-related.
Unemployment is not only a critical economic phenomenon but also an extremely urgent issue in
social safety nets policy making. Firstly, increasing unemployment, according to Okun’s Law, may result
in declining production. Secondly, high unemployment means fewer job opportunities, less income, lower
consumption, and worse living conditions. Thirdly, structural unemployed labourers are more difficult
to be absorbed in existing labour markets, and this long-term unemployment trend may form a vicious
circle where social problems further undermine economic dynamics. That is, poverty, uneven income
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distribution, family dissolution, high suicide and crime rate could add to ﬁscal burden of social welfare
expenditure and meanwhile hamper economic development.
Furthermore, in the Asia Pacific region, structural unemployment is an evident phenomenon
undermining socioeconomic inclusiveness considering that structural unemployment has greater impacts
on vulnerable groups, such as women and unskilled workers. High structural unemployment implies that
economic growth in the post-crisis era is constrained in promoting quality of living, and implementing
effective policies taking both economic and social perspectives into account has already become
governments’ challenge and responsibility. Failing to do so would the profound socioeconomic impacts of
structural unemployment issue worsen social divergence and eventually lead to political instability.
To address and study causes and impacts of structural unemployment on the Asia Paciﬁc region in
the post-crisis era, Chinese Taipei Pacific Economic Cooperation Committee (CTPECC) proposes this
international project: “Examining the Mid- and Long-Term Structural Unemployment in Asia-Paciﬁc”. The
26th Paciﬁc Economic Community seminar is held to a) thoroughly examine the structural unemployment
issues, phenomena and relevant impacts, b) analyze and explore factors that have caused structural
unemployment, and c) identify potential solutions to the problem of structural unemployment in particular
economy or the region.
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Behind Australia’s Unemployment1
Sherry Tao Kong2

1. Introduction
The recent Global Financial Crisis (GFC) has not only revealed fundamental governance issues of
the fast-expanding ﬁnancial sector, its impact has also been felt deeply in the real sectors and posed serious
challenges to both analysts and policymakers. One of the most economically far-reaching and politically
damaging consequences of the GFC has been unemployment. Most notably, as a barometer of the vibrancy
of the economy, staggering unemployment figure in the US labour market has been interpreted as an
indicator of sluggish recovery.
Recent labour statistics reports that no new jobs were created in the US in August 2011 and
unemployment rates persisted at 9.1 per cent since April. Based on household survey data, the US
Bureau of Labour reported that the number of unemployed persons was about 14.0 million, including 6.0
million long-term unemployed (those jobless for at least 27 weeks) accounting for about 43 per cent of
all unemployed (Bureau of Labour Statistics, 2011). In addition to the fact that average unemployment
duration reached a record high, all measures of underutilisation (such as discouraged workers, marginally
attached workers and part-time workers for economic reasons) also peaked in 2009 and persisted at high
level. For example, the August figures showed that 2.6 million were marginally attached to the labour
force.3
The weak reading of labour market is associated with a slowdown of overall economic growth, which
provided further ammunition for those advocating for policy easing. However, whether unemployment
can be ameliorated through conventional monetary and ﬁscal policy is largely depending on the nature
of the unemployment problem. The distinction between structural and cyclical unemployment has
crucial implications for economic policy. If unemployment is mostly cyclical, monetary policy such as
low interest rates and expansionary fiscal policy can boost demand and address the issue reasonably
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------1 This is a paper prepared for the 26th Paciﬁc Economic Community Seminar, Taipei, 13-14 October 2011.
2 Research School of Economics, Australian National University, Canberra, ACT 2601, Australia. Email: tao.kong@anu.
edu.au. The author gratefully acknowledges the invitation of PECC.
3 Among them, there were nearly 1 million discouraged workers who were, by deﬁnition, not part of the unemployment
ﬁgure. They are the individuals who believe no jobs are available for them and therefore are not currently looking for
work. Another 1.6 million people were also marginally attached to the labour force and had not searched for work in
the four weeks preceding the survey (Bureau of Labour Statistics, 2011)
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effectively without incurring upward pressure on inﬂation. However, if one observes a rightward shift in
the Beveridge curve, meaning a higher unemployment rate for a given level of job vacancies, it is likely to
suggest a decline in job matching efﬁciency. For example, jobless workers may not have the suitable skills
required by the labour demand, or due to various reasons, jobseekers may not be able to move to where
job vacancies are. As a result, the observed unemployment is probably more of a structural phenomenon
and policies such as stimulus package aimed at cyclical factors would not be able to adequately address
the structural unemployment. Given the importance of the unemployment issue and its implications for
labour supply as well as potential output and growth, considerable discussion has focused on the nature of
the current unemployment in the US and how to reduce the aggregate level of unemployment rate.
For OECD economies as a whole, the aggregate unemployment rate also has been a main source of
worry. Since the onset of GFC, it has increased from a pre-crisis 18-year low to a post-war high of over
9 per cent. As far as the nature of the unemployment is concerned, Gianella et al. (2008) suggest that the
structural unemployment rate for most OECD economies over the decade to 2007 has fallen substantially,
while it has increased in the wake of the Great Recession. Moreover, the effects of hysteresis that are
expected to be long lasting through long-term unemployment. As such, the shock of the GFC on aggregate
labour demand can be transmitted to higher structural unemployment (Guichard and Rusticelli, 2010). To
gauge the impact of GFC on unemployment, studies have also highlighted the cross-country differences
in industrial structures and institutional settings. For example, for countries that have construction sector
account for a high share of GDP, such as in Spain and Ireland, the collapse of this sector has resulted in a
large number of job losses.
In stark contrast to US and most other OECD countries, the Australian economy has weathered
the GFC, largely thank to the continuing growth and strong demand of China. As a large resources
exporter, Australia has beneﬁted from the robust growth and strong energy demand from China. Against
the background of high global unemployment and weaker global demand during the GFC, Australian
economy has successfully stayed afloat without going through contraction, achieving positive growth
throughout 2009. In terms of labour market performance, Australian unemployment rates are among the
lowest of OECD economies. In addition, inﬂation levels stayed under control remaining at the lower end
of the target band and showed no signs of upward pressure. Given the distinctively different labour market
dynamics in Australia, a specific discussion is warranted on both the overall situation and the factors
underlying labour market in Australia.
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The rest of the paper is organised as follows: the next section brieﬂy summaries the various concepts
that characterise unemployment and their relevance for the Australian labour market. Section 3 describes
the trends and characteristics of unemployment in Australia, and section 4 looks into the Australian labour
market and discusses the issues beneath the low unemployment rates at national level. The last section
provides concluding remarks and summary discussion on policy implications.

Figure 1 Quarterly Unemployment Rates (%), Selected
Economies 2000-2011

Source: OCED, Main Economic Indicators.

2. Measures for full employment
•NAIRU

Full employment, equilibrium unemployment or the natural rate of unemployment can be
characterized in various ways. Analysts often provide deﬁnitions to serve speciﬁc research purpose. For
example, Groenewold and Hagger (2003) deﬁne the natural rate of unemployment as that unemployment
rate that would be observed if aggregate-demand shocks were absent, and the only shocks were from
the supply side. A most commonly used measure is the non-accelerating inﬂation rate of unemployment,
or NAIRU. It refers to the lowest unemployment rate increases with stable inﬂation, or in other words,
the unemployment rate below which, inflation rate would be rising permanently. However, as NAIRU
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is not directly observable, it needs to be estimated based on the relationship between inflation and
unemployment, which is traditionally associated with the Phillips Curve. A number of methodological
issues can emerge when estimating NAIRU and these issues have caused debate over the presence,
accuracy and variability of NAIRU.
For NAIRU to exist, it implies that changes in the level of a stationary unemployment rates series
are associated with that in the acceleration of price. In other words, price has to be an I(2) series and
unemployment rates have to be I(0). However, existing estimations of NAIRU often do not test the
order of integration of these variables. A related point is that Crosby and Olekalns (1998) suggest that
uncovering a stable relationship between inflation and unemployment in Australia requires removal of
trends in the series and a focus on the higher frequency movements in the data. NAIRU is found to be
extremely difﬁcult to measure with much precision (Motley 1990). It is likely to change over time through
its interaction with both the government policies and economic conditions. Richardson et al. (2000)
offers a general background and the details of estimating time-varying NAIRU within the Phillips curve
framework. The time-varying NAIRU can be obtained via the estimation of a reduced form Phillips curve
equation using a Kalman ﬁlter procedure. However, estimating and interpreting NAIRU remain to require
considerable qualiﬁcation.
In terms of estimates of NAIRU in relation to Australia, Kennedy et al (2008) estimate it was around
4.7 per cent in mid-2007; Lim et al (2009) estimate it was 5 per cent in 2008. In contrast, McDonald (2007)
estimates a model with minimum and maximum unemployment rates and reports 2.5 per cent as the
minimum equilibrium unemployment rate. He also shows that a range of equilibria between the minimum
and maximum unemployment rates. Connolly (2008) fails to ﬁnd consistent evidence of the presence of a
NAIRU. He points out that many models that estimate NAIRU depend on the assumption or the empirical
ﬁnding that the inﬂationary expectations coefﬁcient is at least one. However, using methods that allow for
accounting the serial correlation in the error terms and trending of unemployment rates, the inﬂationary
expectation coefficient is most likely to be less than one. Connolly (2011) argues that many previous
Australian estimates of this coefficient were based on misspecifications or estimated with econometric
methods that led to upward bias.
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•Structural and frictional unemployment
A closely related concept to NAIRU is structural unemployment. It refers to unemployment that
reﬂects supply constraints in the economy. After adjusting for seasonal component and removing shortterm trending, the overall unemployment can be mathematically decomposed into structural, frictional and
cyclical components. Each of the components has different implications and hence requires speciﬁc policy
responses.
One of the common methods to estimate the structural and frictional components is to equate them
with the long-term trend plus a constant term (Connolly 2011). If the frictional unemployment equals
the constant term, or long-term average unemployment rate, the difference between the structural and
frictional rate and the long-term average would be the structural unemployment component. Meanwhile,
the cyclical component is associated with fluctuations in aggregate demand related to swings in the
business cycle, which can be calculated as the difference between the six-year trend and the one-year
trend. However, this method has a number of obvious drawbacks. Firstly, it will generally leads to too
high an estimate of the frictional unemployment rate. Secondly, it depends on the period over which the
unemployment rate is being taken average. And thirdly, the estimates of both the structural unemployment
and cyclical components are constrained to zero mean and therefore highly inﬂexible.
Alternatively, frictional unemployment can also be estimated by examining those who have been
unemployment only for a short period of time, for example, up to four weeks. It is worth noting that
this method would potentially include all unemployed workers such as those whose skills or geographic
location do not match with employers’ desires and hence should fall into the category of structural
unemployment. In fact, due the information limitation that restricts the labour market data of the Australian
Bureau of Statistics, it is difficult to avoid double-counting those who are structurally and frictionally
unemployed.

•OSFUR
As a new measure, the observable structural and frictional unemployment rate, or OSFUR, has
recently been proposed by Connolly (2011). The structurally unemployed component of this measure
includes the so-called labour market outsiders, namely, those who were former workers but have not
worked for two weeks or more in the last two years as well as those who have never worked before. For
Behind Australia’s Unemployment
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frictional component, it includes the so-called labour market insiders, which excludes those who are
structurally unemployed.
Compared with existing measures of equilibrium unemployment, such as NAIRU, OSFUR has two
main desirable features. First, it can be calculated directly from detailed ABS Labour Force Survey data,
in contrast to most existing measures that are unobservable as they are generated indirectly using the
coefﬁcients of econometric equations or similar methods. Second, the four components of OSFUR all
have policy relevance. For example, the very long-term unemployed are likely to require retraining and
wage subsidies to address. The rest labour market outsiders tend to need policies that remove barriers
to labour force participation. For those who have never worked before, services that help to provide
information and build experience would likely be needed. Lastly, services for facilitating job-search and
information sharing can probably assist those who are in the frictional unemployment component.
As a caveat, because the time frame of structural unemployment is deﬁned as a speciﬁc duration,
in this case two years, and business cycle can span longer than this, the number of people included in the
structural unemployment would inevitably account for some of the cyclically unemployed. However, as
an alternative, OSFUR can serve as a very useful measure of the structural and frictional unemployment to
characterise the capacity constraint in the labour market.

3. Employment in Australia: General patterns and
characteristics
While the Australian economy faired well through the economic downturn, its labour market
did experience a negative shock, particularly during 2009. About 200,000 jobs were lost in 2009 and
unemployment rate increase signiﬁcantly. In addition, there was a marked shift from full-time to part-time
employment. Fortunately, labour demand was reasonably strong during the ﬁnancial year of 2009, which
eventually witnessed a net gain in employment. A general improvement in labour market is subsequently
achieved. Unemployment rate started to recover since the turn of 2010. By late 2010, the unemployment
rate come down to 5.0 per cent from 5.8 per cent in late 2009, and stayed below 5.4 per cent since
February 2010. Figure 2 demonstrates that the annual overall unemployment rates of Australia have been
generally low over the past decade. In particular, the annual unemployment rate has been kept below 6 per
cent since 2003.
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Figure 2a Unemployment Rates in Australia (%), male,
female and persons, 1978-2011

Source: Australian Bureau of Statistics (ABS) Labour Force Survey seasonally adjusted data.

Figure 2b Unemployment Rates in Australia (%), male,
female and persons, 2008-2011

Source: Australian Bureau of Statistics (ABS) Labour Force Survey seasonally adjusted data.
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In 2010, unemployment rate declined steadily resulting an overall unemployment just over 5 per
cent. Looking into the unemployed, the absolute majority (82 per cent) of them had been unemployed for
less than one year. The median duration of unemployment decreased from 16 weeks in July 2009 to 14
weeks in July 2010.
However, recovery of employment growth has been uneven across different sectors. To start with,
there is a great variation in term of the shares of full-time and part-time employment across different
industries. As Figure 3 shows that retailed trade typically has the highest share of part-time workers
and mining has the smallest. Sectors that were hit hardest during the GFC, such as construction, have
rebounded and became the main source of employment growth. Moreover, the change in the share of fulltime and part-time workers also varies across industries. Notably, two large industries, manufacturing and
construction saw the largest increase in the share of part-time workers in 2010 (Lim et al 2011).

Figure 3 Full-time and Part-time Employment by Sector,
Australia 2011.

Source: Department of Education, Employment and Workplace Relations, DEEWR 2011.
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In line with the relatively low overall unemployment figure and the favourable prospect of the
economy, since late 2010, Australia has witnessed a renewed debate on the issue of full employment
against the background that 5 per cent of unemployment rate can be considered full employment, or
NAIRU, in Australia. If this is the case, the capacity of the government to further reduce unemployment
is very limited. Or, it would run the risk of imposing upward pressure onto inflation and have a
detrimental effect on the sustainability of economic growth. However, if the equilibrium unemployment
rate for Australia is lower than 5 per cent and/or the aggregate unemployment ﬁgure does not provide a
comprehensive basis for policy commitments, keeping unemployment at the current level would be very
costly in both economic and social senses. The next section intends to throw some light on the complex
labour market issues and discusses the factors that underpin the aggregate unemployment.

The case of Australia: The underlying picture
Depending on the measures used, the Australian labour market situation at the national level
may present a full-employment picture or at least low unemployment rates. However, this aggregate
unemployment figure may obscure a number of aspects that are of great importance. This section will
focus on the following issues: (1) the variation of unemployment rates across regions and territories; (2)
underemployment and hidden unemployment; and (3) the relevant policy implications.

•Regional variation
Underneath the ‘full employment’ picture at the national level, there exist regional variations that are
sufﬁciently distinctive to warrant a discussion on the differences in terms of both unemployment behaviour
and local government responses. Dixon et al. (2010) identify considerable differences in the time series
properties of the unemployment rates across Australian states and territories. Dixon et al. (2001) conclude
that regions have faced different long-run shocks and /or that the degree of economic integration between the
states through wage and price ﬂexibility, labour migration, capital ﬂows, and so on has not been sufﬁcient
to generate convergence in the long-run paths of unemployment.

Behind Australia’s Unemployment
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Plotting the standardised employment of individual states and territories 1978-2010,4 Dixon and
Shepherd (2011) ﬁnd that the picture of individual state or territory seems visually similar. However, when
they apply Johansen co-integration process to test for co-integration, the results rejected a single common
employment trend. Figure 4 is reproduced with Figure 2 in Dixon and Shepherd (2011). To investigate
further as to whether the regions follow similar short-run cyclical paths, Dixon and Shepherd (2011) ﬁnd
that larger states (including New South Wales (NSW), Victoria (VIC), Queensland (QLD), South Australia
(SA) and Western Australia (WA)) tend to share similar cyclical features while smaller state and territories,
(i.e. Tasmania (TAS), Northern Territory (NT) and the Australian Capital Territory (ACT)) exhibit no
significant correlation within the group. There is also no significant correlation between those smaller
states and the larger ones.
A related question is whether movements in states and territories experience region-speciﬁc shocks or
common shocks that affect the entire economy. And whether there are common trends or common cycles
in the state and territory unemployment rates. Dixon et al. (2010) analyse the Beveridge Curves of states
and territories and identify a common ‘national’ factors and regional-speciﬁc factors in the determination
of labour market activities. They show that equilibrium unemployment rates vary by region and over time
and that there are marked differences in the size and behaviour of the gap between the equilibrium and
actual rates of unemployment across states and territories.
The contribution of common shocks varies between 18 to 68 per cent. In other words, region-speciﬁc
shocks account for between 32 and 82 per cent of fluctuations in regional unemployment rates. More
speciﬁcally, looking at the period 1978-2000, Shepherd and Dixon (2002) estimate that about half of the
variation in unemployment changes in NSW and VIC were associated with national forces, to a smaller
extent for QLD, SA and WA, and essentially independent behaviour of TAS.
The regional variation in the trends and levels of unemployment rates, to some extent, reﬂects the
different sectoral composition of the regional economies and local policies. Highlighting these differences
calls for more detailed analysis to address region-speciﬁc issues and device policies that are suitable for
each locality.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------4

Standardization involves indexing each time series so that it has a mean of zero and a standard deviation of unity. This
is achieved by subtracting the value of the mean of the original series from each observation and dividing the result
by the standard deviation (of the original series)
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•Underemployment and hidden unemployment
It is generally agreed that the commonly applied deﬁnition of unemployment is relatively stringent
and narrow. The criteria for deﬁning an unemployed person include the following three: (1) the person
must be without work; (2) the person must be looking for work; and (3) the person must be available
to start work.5 While unemployment as a notion has been used as a critical indicator that characterizes
overall labour market and macroeconomic situation, it is inadequate in capturing the complexities of labour
market dynamics. Increase in casualization, rise in part-time employment, and the existence of marginal
labour market attachment all require a more nuanced discussion that goes beyond the dichotomy of
employment and unemployment. This sub-section discusses underemployment and hidden unemployment
as two main areas of underutilization of labour.
The Australian Bureau of Statistics (ABS) defines underemployed workers as part-time workers
who want, and are available for more hours of work than they currently have, and full-time workers who
worked part-time hours, during the reference week for economic reasons (such as being stood down or
insufﬁcient work being available). These workers while excluded from unemployment constitute a large
and very important contributor to the underutilization of labour force. In addition there are those who are
marginally attached to the labour force, sometimes called hidden unemployment. These include persons
who either want to work but are not actively looking for work, and are available to start work within 4
weeks or want to work, are actively looking for work but are not available to start work in the reference
week. It is worth noting these two broader measures of underutilization of labour involve a degree of
subjective assessment and different degrees of likelihood of joining the labour force. Nevertheless, the
following statistics demonstrates clearly that focusing on the official rate of unemployment alone will
neglect a large battery of underutilised labour and obscure a number of important labour market issues.
The most recent information release of the ABS in August 2011 reports that there was a modest shift
from full-time employment to part-time employment. The number of underemployed persons increased
by 18,400 (3.0%) to 636,800. The number of persons looking for full-time work increased 24,500 to
458,900 and the number of persons looking for part-time work decreased 6,100 to 177,900. The total
number of underutilized labour force was 843,500 persons. Using seasonally adjusted estimates, labour
underutilisation rate increased slightly to 12.3 per cent. The male labour force underutilisation rate
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------5

See ABS (2001) for detailed description of measures of underutilised labour.
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increased 0.3 percentage point to 10.5 per cent and the female labour underutilisation rate decreased 0.1
percentage point to 14.5 per cent. Figure 5 demonstrates that while the aggregate ofﬁcial unemployment
rates have been kept low in Australia, the underutilisation rate of labour force is more or less persistent
(except the sudden surge during the late months of 2008).

Figure 4 Unemployment rates and trends of states and
territories in Australia, 1978-2010.

Source: Figure 2 of Dixon and Shepherd (2011)
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Figure 5 Labour Force underutilisation rate by gender,
Australia 2000-2011

Figure 5 Labour Force underutilisation rate by gender, Australia 2000-2011

Examining underemployment and labour force underutilisation with respect to age cohorts, reveals
that the youth group (aged between 15-24) has the highest underemployment share and labour force
underemployment rate among all age cohorts. For example, the August 2011 data show that the youth
group has the share of underemployment of 13.3 per cent and labour force underutilisation rate of 23.4 per
cent. As shown in Figure 6, in terms of both indicators, the reading of the youth group is more than twice
as high as other groups. To effectively address the underemployment and underutilisation of youth labour
force need well targeted policies such as those aim at improving youth employment through increasing
job-search efﬁciency, providing training to jobseekers and offering incentives for potential employers.

Behind Australia’s Unemployment
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Figure 6 Underemployment and Underutilisation rates by
age groups, Australia 2011, %

Figure 5 Labour Force underutilisation rate by gender, Australia 2000-2011

Hidden unemployment in general refers to those who are marginally attached to the labour
force including discouraged jobseekers. Because this group of people do not actively search for
jobs, by definition, they are not reported as part of the official unemployment. Similar to the case of
underemployment, discouraged workers and other forms of marginal attachment to the labour force are
often related to loss of productive capacity in the labour market, the loss of national income and raises
issues of social exclusion for the individuals (Mitchell and Muysken 2008).
The development of hidden unemployment often originates from unemployment over an extended
period of time. Therefore, a particularly relevant question is to what extent there is the issue of
disengagement and how it is relevant to hidden unemployment in Australia. More specifically, some
sections of population may become unemployed and remain unemployed for an extended period of time
and/or eventually give up intentions of employment.
Existing studies have used longitudinal data to investigate the dynamics of different labour force
status and how various individual and household characteristics as well as external conditions, such as
policies, shape such dynamics. For example, employing the Household Income and Labour Dynamics
Australia (HILDA) survey, Carroll (2006) studies the factors that may affect duration of unemployment.
The results of this study suggest that variables that increase wage offers and lower reservations wages are
associated with shorter unemployment duration, and that exit rates from unemployment appear to remain
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steady initially with duration before declining relatively sharply. Elliott and Dockery (2006) investigate
the gender difference of the transition from hidden unemployment to employment. They find that this
transition is significantly for men than for women. Somewhat consistently, Wooden (1996) and Gray
(2004) ﬁnd that compared to men, women face generally higher labour force discouragement. This is true
especially for women with children under 15 years of age, and for unmarried people than for married.
Long-term unemployment is associated with important economic and social costs. According to
Connolly (2011), the share of very long-term unemployed in the OSFUR has fallen from 24 per cent
in May to around 12 percent from mid-2007 to mid-2009, but since then has risen to 16 per cent in
May 2011.6 In terms of policies, in addition to uncovering the determination and characteristics of
individuals who fall into the hidden unemployment category, the close association between long-term
unemployment and hidden unemployment has attracted increasing interest. From a macroeconomics
perspective, long-term unemployment plays a key role in hysteresis effects, as suggested notably by Ball
(2009). Workers who have been unemployed for some time tend to become less attractive to employers.
Not only human capital of the unemployed diminishes over time, but also as a result of recruitment costs,
potential employees are frequently evaluated on the basis of frequency and duration of their periods of
unemployment (Lockwood, 1991). Job search may also diminish as the unemployed lose contact with the
labour market and awareness of job offers.
Using a simple dynamic regression model, Guichard and Rusticelli (2010) estimate the sensitivity of
long-term unemployment to aggregate unemployment. Their aim is to explain long-term unemployment
(defined as the number of workers who have been unemployed for more than 12 months) in terms of
aggregate unemployment. Their results for Australia show that 1 percentage increase of the aggregate
unemployment is estimated to result in a 0.51 percentage point increase in the long-term unemployment
rate. As this long-term effect is much higher than the actual share of long-term unemployment (of around
16 per cent), and incidence of long-term unemployment is expected to rise with unemployment. The share
of very long-term unemployed in the OSFUR has fallen from 24 per cent to around 12 percent from mid2007 to mid-2009, but since then has risen to 16 per cent in May 2011. Based on the OECD study, most
of the long-term impact of a sustained unit increase in unemployment on long-term unemployment takes
place over a three-to-four-year period.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------6 The notion of very-long term unemployment is deﬁned as those who have been unemployed for two years or longer.
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•Policy implications
Based on the preceding discussion on the regional variation of unemployment rates, it would be
useful to further investigate the suitable policy responses to Australia’s labour market issues. Groenewold
and Hagger (2003) find the relationship between the ‘natural’ and actual rates of unemployment varies
widely across Australian states over the period 1979-2000. They therefore caution on the effectiveness
of nation-wide policies and stress the importance of state-specific anti-unemployment policy measures
that are better positioned to address regional idiosyncrasies. In addition, some studies find a negative
correlation between the average unemployment rate and the variance in state and territory unemployment
rates (for example, Stubbin and Hart 1991, Dixon et al. 2001). This seems to imply that national countercyclical economic policy should be developed and implemented with its effect on the dispersion of state
unemployment rates taken into account.
To address the regional difference in unemployment, some localities may be identified to require
‘special treatment’. For example, across Australia’s states and territories, Tasmania seems to have had
relatively high unemployment rates persistently. Consequently, some would go so far to argue that
Tasmania is in this position primarily because it has a much higher natural rate than the rest. Dealing with
Australia’s unemployment rate disparity is, therefore, primarily a matter of tackling Tasmania’s natural rate
(Groenewold and Hagger, 2003).
Another question that is related to addressing the regional differences would be to what extent
regional differences in unemployment rates are due to variation in industrial structures. For example,
the larger states such as QLD, NSW and VIC have greater share of manufacturing and service compared
to the smaller states. Decomposing the differences in regional employment growth into an industry
growth difference and a difference in the structure of industry. Evidence emerged from recent studies (for
example, Belke and Heine 2006, Dixon et al. 2010) suggests a rather limited role for a region’s industry
structure in explaining its employment growth. For instance, estimating the Beveridge Curves for the states
and territories over the period 1983-2008, Dixon et al ﬁnd that industry structure alone accounted for only
a little over one-third of the differences in cross-correlations of the cycles.
While Australia’s overall unemployment rate is only around 5 per cent, the possibility of rising
structural unemployment still deserves policy response. In particular, the issues of skill mismatch have led
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to speciﬁc policy debate on skill migration. While the advocates argue that giving the tightening labour
market conditions, the most effective policy option would be to address the observed skill shortage through
skill migration programs. This is intended to address the skill shortage that does not seem to be able to be
resolved within the domestic labour market. In contrast, some have argued boosting skilled migration as a
simplistic solution and advocate a focus on well targeted policies aiming at developing skills of those who
are unemployed/ discouraged due to skill mismatch. A comprehensive evaluation of the skilled migration
debate and, to some extent, the controversial population policy debate is beyond the scope of this paper.
However, it is clear that unemployment issues in Australia involve a whole range of policy responses,
which requires labour market policies to be put in the context of the development of Australia’s economy
and society as a whole.

Conclusion and Summary
This paper has ﬁrst contrasted the major unemployment problem in the US and some other OECD
countries with the tightening labour market conditions in Australia. It then identified that the focus of
the unemployment problem or labour market issues in Australia is on the seemingly “full employment”
situation and its policy implications. A number of relevant measures of the equilibrium unemployment are
reviewed and their respective estimating issues are discussed. As part of the discussion, it highlighted a
newly introduced alternative measure of structural and frictional unemployment.
To understand the nature and implication of unemployment in Australia, this paper first briefly
summarizes the pattern of unemployment in Australia since the GFC before goes on to investigate a
number of important factors underlying the aggregate unemployment figure. The investigation stresses
the regional variation and its policy implication as well as to the extent people who experienced long-term
unemployment may become disengaged or marginally attached to labour market which in turn ultimately
exit out of labour force.
As the Australian economy is expected to prosper and continue to benefit from favourable terms
of trade and resources export, Australia’s labour market conditions will likely be further tightening and
unemployment rate may continue to decline. Increasingly, understanding unemployment in Australia
would require discussions that put unemployment into a more nuanced perspective and link employment
issues with a range of major policy debate pertaining to productivity, growth, inﬂation and immigration.
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1. Introduction: China’s labor market after 1984
Although China's economic reform started to experiment in some villages in 1978, it is usually
deemed to be ofﬁcially carried out in 1984 when the reform extended to cities and China's "open-door"
policy was announced. The 1984 economic reform has profound impacts on China's development. Since
then, China has been in the transition channel to "market economy" from "central planned economy".
As the most populated country, the change in China's labor market is certainly one of the most
important issues in the great transition. Before 1984, unemployment was not even an issue in China for
the following two reasons: ﬁrst, state owned enterprises (SOEs) and collective owned enterprises (COEs),
which were dominant in China's economy, were obligated to absorb most of the urban labors;1 second,
due to the rigid household registration system (Hukou), rural labors were constrained to the land where
they were born and thus can not join the urban labor force for higher returns. The Hukou system results in
dual labor market in China: though rural workers were underemployed and earned lower labor returns due
to lower agricultural productivity, they can not access the urban labor market.
It is widely believed that a very important (arguably the most important) source of China's
magniﬁcent economic growth is the institutional reform in the labor market. The relaxation of rural-urban
migration and the rights of ﬂexible employment in proﬁt-maximizing public ﬁrms (i.e. SOEs and COEs)
greatly mitigate the resource misallocation problem and make China enjoy the so called "demographic
dividend" since 1984. The most recent wave of globalization since mid-1980s which was coincided with
China's economic reform has enlarged such demographic dividend: on the one hand, cheap labor with
modern urban infrastructure helps Chinese goods easily gain and maintain competitive advantages in most
of the labor intensive products in the world market; on the other hand, more offshoring activities (including
FDI and outsourcing) have been attracted to China for much cheaper costs in labor intensive production
procedures.
However, the transition of China's labor market is never a smooth process. China is headache for
two problems: unemployment and income inequality. The unemployment problem mainly stems from
three sources: ﬁrst, the shift of labor demand from traditional industries to modern ones caused structural
unemployment; second, to make public firms survive, China's government allows them to lay off
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------1 Those with criminal records were, however, hard to ﬁnd a job in those ﬁrms. Some of them were thus forced (but also
allowed) to start their personal business and eventually became the earliest private economy in China.
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employees which results in millions of formerly underemployed labors becoming explicitly unemployed;2
third, millions of rural workers to urban areas are quite vulnerable in facing labor demand shocks and
thus easily become unemployed though the majority of them are still not shown in China's unemployment
statistics.3 Income inequality is a global phenomenon but it is particularly severe in China because China
has not yet established a sound social security programs and other related systems to help the poor. Except
for the commonly observed inequality due to gender and difference in skill, the inequality is also found
between urban workers and rural migration ones since the latter usually do not have Hukou and thus are
seriously discriminated in urban markets. Furthermore, regional segmentation exaggerates the regional
income inequality as well. Both unemployment and income inequality emerge to be one of China's biggest
concerns since both of them may cause social instability which is certainly the last thing that the China's
government would like to see.
Before 1984, health care and retirement pension fully covered most of the urban employees.
Unemployment beneﬁt and housing accumulation funds were not introduced until late 1990s. However,
unlike the social security program (SSP), at the early reform stage these beneﬁts were not provided by
government. They were instead provided mostly by SOEs and COEs themselves. To shake off the social
burdens on public ﬁrms, China's government has opted to take over the SSP itself since mid-1990s. But
the problem is, due to lack of sufficient funds, the social security program were still city-based which
can not be extended to rural areas with only few exceptions. Furthermore, Hukou once again was used
as the identiﬁer for claiming SSP. That is, rural migration workers, who usually do not possess Hukou,
were mostly excluded from the SSP until most recently. In the transition to modern labor market, China's
government also established many labor institutions. For example, China passed the ﬁrst labor law in 1994
and the Minimum Wage Regulation ten years later.
To have an insight into China's labor market, the rest of the paper investigates the ﬁve major issues
in labor market and discuss the policy implications as follows. Section 2.1 addresses the well-known
rural-urban migration since 1984. Section 2.2 links employment to international trade. In particular,
it discusses the role of processing trade. Section 2.3 analyzes employment situations under difference
ownership structure (i.e. SOE vs. private and foreign owned ﬁrms). Section 2.4 discusses the problem of
income inequality. Section 2.5 reviews and comments on the evolution of China's labor institutions such as
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2 China launched its “re-employment project” in 1996 in Shanghai, which is soon applied throughout the nation.
3 Since rural workers in cities in general do not possess Hukou, they are therefore not counted as registered labor and
not included in unemployment statistics.
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minimum wage requirement and social security program. Section 3 concludes with policy discussions for
the future of China's labor market.

2. The Five Issues in China’s Labor Market

2.1 Rural Migration Workers and the Lewis Turning Point
It is almost a routine to first address the rural migration workers’ problem when studying China’s
labor market. In the last two decades, thanks to the continuous and almost unlimited labor supply from the
rural area, China became a most competitive world manufacturer, especially in labor intensive products
(also including labor intensive intermediate inputs). According to Cai (2010b), the number of rural
workers4 were about 225 million in 2009. And about 63% of the workers chose to work in other places
than their hometown. The fraction of rural migration workers is still increasing. Enjoying the huge beneﬁt,
which is often referred to as “demographic dividend”, China’s economy has experienced steadily fast
growth and emerged to be the second largest economy in the world in 2010.
However, how long can China still count on the "demographic dividend"? In other words, will China
reach the well-known "Lewis Turning Point" (Lewis, 1958) soon? The answer is a matter of debate. Some
economists argue that China has already passed the Lewis Turing Point. The evidences are, for example,
that many cities have reported labor shortage recently and the fast increase in wages for rural workers.
According to First Financial Daily, Zhejiang Province and Guangdong Province, as two largest rural
worker recipient regions, started to report their labor shortage of 50 and 100 million respectively in 2004.
Cai (2010a, b) asserts that China have already passed the Lewis Turning Point since 2003-2004. Except
for the labor shortage evidence, Cai (2010b) further provides the evidence of increasing wage for rural
migration workers. According to the China Rural Household Annual Survey, nominal wages for rural
workers increased by almost 50% during 2003 to 2008, or almost 30% in real terms. However, others
argue that China has not approached to the turning point yet. (See, for example, Minami and Ma, 2009)
Hai (2010) points out the fact that there are still 50% of the Chinese population living in rural area whose
total income (measured by value-added in agriculture sector) only accounts for 10% of the China's GDP.
In other words, there is still a big pool of rural labor who could be potential migration workers to urban
area due to big income gap.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------4 Rural workers are deﬁned as the former farmers who work more than 6 months in nonagricultural sector.
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The debate has very important policy implications to China's government: if China has already
approached or passed the Lewis Turning Point, then it must be aware that the demographic dividend has
vanished and it must opt to upgrade its industrial structure from (unskilled) labor intensive industries
to capital (including human capital) intensive industries; Otherwise, if China still has a big pool of
underemployed rural labor, then the policies should be aimed at removing or mitigating various barriers
that hinder the mobility of rural-urban migration.
Given the data and evidences of both sides of the debate are valid, we may find the coexistence
of both labor shortage in town and labor surplus in rural area! The coexistence could be explained by
institutional barriers which prevent further labor mobility due to large income difference. However,
this explanation may be weak since the institutional barriers, though still exist, have been substantially
undermined overtime. For example, many cities passed minimum wage laws/regulations and allow rural
workers to join their local social security program. From my point of view, the puzzle of coexistence
mainly results from the following two reasons. First, the gap between rural income and the income of
rural worker in town may not be that large since a signiﬁcant part of the rural income is not monetized (for
example, farmers in general do not need to pay rent for housing and most of the costs for food). Therefore,
the rural income, in many events, is more like a net saving than gross income. On the contrary, though
rural workers in town are paid much more, most of the income eventually has to be used to cover the
necessary living costs such as housing rent, medical care etc. which are fast rising. Second, with the rapid
infrastructure development, provinces in inner land China are also gradually attractive to ﬁrms in (unskilled)
labor intensive production. To achieve economic growth target, those inner land regional governments
have quite strong incentive to retain the rural workers nearby to attract more investment. For example,
Foxconn, one of the largest processing partners with Apple, moved its factories from the Shenzheng (a
coastal city near Hong Kong) to Zhengzhou (the capital city of Henan province in central China) in 2010.
Foxconn's reallocation in Zhengzhou increased more than 100 thousand employment locally. Therefore,
labor shortage may only be a regional phenomenon, rather than a national one.
Of course, China should not count on the beneﬁt of "demographic dividend" for sustainable growth
in the future. With the one-baby policy, China's total population is predicted to peak at 1.4 billion around
2020. The working age population will be decreasing even earlier. Thus, the Lewis Turning Point, at least
from demographic point of view, is coming, if has not passed yet. So policies aiming at upgrading industry
structure towards capital (including human capital) intensive production are certainly desired. The coastal
regions, which have already experienced labor shortage, may be prepared for the industry upgrade ﬁrst.
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2.2 International Trade and Labor Market
It is widely believed that China's fast growth is mainly attributed to two engines: international
trade and investment. Broadly speaking, international trade includes not only the mobility of final and
intermediate goods as well as resources but also foreign direct investment (FDI).

Figure 1. Export Value and Share: 1991-2009
Value (100M RMB)
120000

40.00

100000

30.00 Share (%)

80000
60000
40000

20.00
10.00

20000
0

0.00

1991 1993 1995 1997 1999 2001 2003 2005 2007 2009
Year
Source: National Statistical Yearbook (China): 1996~2010.

Figure 1 shows that not until the most recent global crisis, China's exports have increased rapidly.
The (nominal) value increased by almost 30 times in 2008 compared to its 1991 level; the share of exports
to GDP also nearly doubled during the same period. The fast growing export sector helps China absorb
tens of million of workers. Since China's exports mainly have comparative advantage in labor-intensive
products, their labor demand elasticity is in general greater than other sectors. Furthermore, development
in communication and transportation technology with largely reduced trade barriers also helps China
attract FDI and Outsourcing business. Once again the foreign business in China, such as processing trade
(which accounts for almost two thirds of China's total international trade in 2008), is mainly in labor
intensive industries. Based on the China Industry Survey Database,5 Figure 2 shows that the exporting
ﬁrms' employment increased to 35.7 million in 2007 from 22.1 million in 1998, or to 45% of the total
manufacturing employment in 2007 from 39% in 1998. Similarly, multinational enterprises' (MNEs)
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------5

The database covers all the SOEs and other types of manufacturing ﬁrms that have capital stock above 5 million RMB.
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employment increased from 13.2 million (16.7% of total manufacturing employment) in 2007 from 5.2
million (or 9.2%) in 1998. Literatures that use other data sources also support the positive relation between
exports/FDI and employment in China. For instance, Karlsson et al. (2009) and Gong et al. (2006) ﬁnd that
foreign acquisition increases employment in China.

Figure 2. Employment Shares (%) in Manufacturing Production
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Source: China Industry Survey 1998-2007.

However, it receives less attention from scholars that the impact of FDI on labor market volatility
(i.e. the second moment effect of FDI on labor market) is also one of the major concerns to policy
makers. While a number of studies have underlined the effects of FDI activities on employment, no
consensus has yet been reached in this regard (Baldwin, 1995). Some literature argue that FDI may
reduce the employment volatility since MNEs typically have broader market (i.e. global market) to
hedge idiosyncratic shocks and they have stable institutions that prevent them from imprudently laying
off employees. However, others argue that MNEs may have several branches in different countries so
that they can easily shift the labor demand to other countries' branches once they receive a labor supply
shock (for example, an imposition of minimum wage law). In other words, FDI may increase employment
volatility. Both arguments ﬁnd empirical supports. However, from my point of view, both arguments are
valid since they are based on different scenarios and MNEs are rather different due to the industry-speciﬁc
heterogeneity. MNEs in some industries that are mainly specialized in processing due to cheap labor in
China are more likely to ﬁt the latter scenario and thus to increase employment volatility. MNEs in other
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industries which mainly outsource their production procedures only to China or wish to access China's
market would be more likely to reduce the employment volatility. Chen and Li (2011) explore the detailed
firm level data in industry survey database (1998 to 2007) and confirm that FDI's role on employment
volatility varies in different industries (at the most disaggregated 4 digits level): among 800 manufacturing
industries, FDI in 204 of them are found increasing employment volatility and 65 of them are found
reducing volatility (and FDI in the remaining industries do not exhibit a signiﬁcant effect).

2.3. Employment in SOEs versus Private and Multinational Firms
Before the urban economic reform in 1984, most of the urban employment was in SOEs (including
COEs). Due to their public characteristics, SOEs’ objective function does not only aim at profitmaximizing like other market oriented ﬁrms but also undertake many social security tasks such as helping
government to meet the (urban) employment goal. Thus, employment in SOEs was quite rigid and could
not be flexibly adjusted when facing shocks. As a result, SOEs were on average more labor-intensive
compared to other ﬁrms in the same industries due to underemployment problem. Due to the increasingly
ﬁerce competition from non-SOEs, such as private ﬁrms and MNEs, the employment objective imposed
on SOEs was gradually weakened. China started to allow lay-off in SOEs since mid-1990s and further
to allow low efﬁcient SOEs to exit market (i.e. allow them to bankrupt). The reform in SOEs resulted in
a wave of failing low efﬁcient SOEs, especially those in the labor-intensive industries. Thus, SOEs have
become less important in China’s economy not only in terms of its value-added (as shown in Figure 3a) but
also its employment share (as shown in Figure 3b) since late 1990s.
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However, the reform also allowed China to focus its public investment on the SOEs of some "key"
sectors which are mainly capital-intensive and usually have monopolistic structure. For instance, to
maintain national security and sustainable development, China strategically invests on and upgrades the
relevant industry sectors in resource/energy (such as SGCC, SINOPEC, etc.), communication (such as
China Telecom, China Mobile, etc.), transportation/machinery (such as CSR, CNR, etc.), and the military
industry. Thus an interesting phenomenon has arisen recently: public ﬁrms in manufacturing have regained
its economic power yet they have become more capital intensive not only by comparing with their past but
with other types manufacturing ﬁrms (as shown in Figure 4).
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Private ﬁrms, on the other hand, mainly focus on labor-intensive production for two reasons. First,
unlike SOEs, private firms usually find it difficult to obtain loans from banks (most of which are also
SOEs). So it is a natural choice that private firms usually choose labor intensive production since it
requires less dependence on investment and capital stock. Besides the tighter ﬁnancial constraint, private
ﬁrms also differ from the SOEs for their ﬂexible employment. They are more easily to recruit or lay off
workers due to low adjustment cost (i.e. lay-off is relatively costless). Figure 3a and 3b show that private
firms, though still employ less than SOEs, have emerged to be an important source (if not the most
important) of absorbing residual labors released from SOEs and rural workers.
Similar to the private firms, MNEs are another important source for China's employment growth.
MNEs are typically the most productive firms in their corresponding industries. Though the MNEs'
branches in China also exhibit capital-intensive production pattern, however, is indeed labor intensive
relative to their parent ﬁrms. As mentioned in section 2.2, processing trade, which accounts for almost two
thirds of China's total international trade, is mainly labor intensive. From Nike, L.V. to Apple, Boeing, we
ﬁnd all kinds of MNEs, no matter which industries they belong to, tend to outsource their labor intensive
production procedures to China for cheaper labor cost. It is clearer if we just look at the MNEs from
Hongkong, Macau, and Taiwan (HMT ﬁrms) in Figure 3. Since the majority of those HMT ﬁrms engages
in processing trade, they are even more labor intensive than the public ﬁrms. It is also worth noting that a
considerable fraction of MNEs' employment is rural workers. It is reported that the total employment of
Foxconn in mainland China has exceeded 1 million, and the majority of them are from rural areas. (Sun,
2010)

2.4 Enlarging Income/Wage Inequality
Income/Wage inequality
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is indeed a global problem in labor market and a core topic in labor

economics. After the great economic reform in 1984, the marketization of labor market leads to not
only higher (real) income/wage thanks to more efﬁcient labor allocation but wider inequality. The GINI
coefﬁcient reported by the China's National Bureau of Statistics (NBS) was 0.34 in 1990 but exceeded
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------6

Wage and Income inequality is conceptually different since besides wage, capital gain and other beneﬁts also
contribute to income. Considering that China is has limited investment choices (international investment is not feasible
due to control on capital ﬂow), wage can, to a large extent, represent income. Thus I wage and income inequality is
exchangeable in this paper.
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0.47 in 2008 according to the World Bank. The wage disparity trend was modest until mid-1990s when
China started to allow lay-off in SOEs. After 1996, the disparity trend, though zigzag, was signiﬁcantly
accelerated. (See, Lu and Jiang, 2008) To further investigate the sources of the inequality, I study the
income inequality from the following three dimensions: gender, education, and market segmentation.
Gender discrimination is a global phenomenon but it has been exaggerated in China especially since
China's reform in SOEs in mid-1990s. On the one hand, SOEs were more likely to lay off senior female
workers since they are in general the cohort with lowest productivity; on the other hand, ﬁrms (especially
the private ones) are reluctant to employ young women who have not had a baby yet since it is otherwise
a big burden for ﬁrms to pay the costs for possible maternity leave. The discrimination on female labor
forces them to accept a relatively lower wage compared to males. Zhang et al. (2008), by analyzing the
China Urban Labor Survey/China Adult Literacy Survey, show that that little of the observed gender gaps
in employment status and earnings can be explained by woman disadvantages in human and political
capital. Instead, gender gap is strongly related to family status. Developed countries try to mitigate the
discrimination by means of imposition of labor institutions such as laws and regulations. For example,
ﬁrms may face a big penalty when discriminating women and the cost of maternity leave can be largely
covered by SSP rather than ﬁrms themselves. China wants to mimic such measures but the results seem
not satisfactory mainly because the law enforcement in China, as many other developing countries, is
fairly weak. Figure 5 shows that in 2004 most industries hire signiﬁcantly more males than females as the
female employee shares in most of the industries are well below 50%.

Figure 5. Female Employee Share
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Difference in education and training is usually deemed as the main reason for wage inequality. Figure
6a shows two interesting characters. First, Firms under different ownership structure have similar skilledlabor intensity patterns across industries. Second, the average wages are positively related to skilledlabor intensity7 in a signiﬁcant wage. Based on my calculation, the correlation suggests that skilled labor
intensity could help to explain as much as 35% of the inter-industry wage difference. And an inequality
can be justiﬁed since skilled workers possess higher productivity than the unskilled and therefore should
be paid more in a competitive labor market. Furthermore, since most technology innovations took place
in skilled labor intensive industries, the wage disparity should be further enlarged. However, even if
(enlarging) wage disparity is the outcome of market competition, it nevertheless can not shadow any
other possibility such as market distortions. For example, it is repeatedly reported that unskilled workers,
especially the rural ones, are suffering from various discriminations. Unskilled workers are in general not
well educated and thus less likely to understand and make use of labor laws and regulations to protect
their rights. In a predator-prey game, they are more likely to be paid lower wage and fewer beneﬁts by
employers. 8 In any event, China's government is aware that no sustainable economic development can be
guaranteed with an exaggerated inequality. To mitigate the disparity problem, policies such as minimum
wage are imposed. Regardless the implementation effect of the minimum wage policy, whether or not such
policies can effectively help the unskilled labor rather than complicate the problem is a matter of debate.
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Figure 6a. Skilled Labor Intensity
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--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------7
8

The skilled labor intensity is measured by comparing the number of employees possessing a high school degree or
higher to the total number of employees.
Another shady way that employers tend to use is to ask unskilled workers to work for longer time or to provide less protection.
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Market segmentation and the wage inequality between industries and regions is another outstanding
source of inequality which mainly exists in developing countries such as China. Figure 6b shows that in
2009 the average wages paid to urban workers ranges from the lowest of 24K RMB in Jiangxi province to
58K RMB in Shanghai. While wage disparity across industries may be interpreted as the different premium
paid to industry speciﬁc skills, the disparity across regions is more likely a result of political barriers. In
China regional restrictions on both factors (i.e. labor) and goods are severe. For example, Hukou system
is one of the most well-known restrictions on labor mobility. Local taxes, freight, etc. on logistics also
segment China's market into pieces. It is calculated that the normalized transportation cost (including fees
and taxes paid to the local governments) from Guangzhou (the capital city of Guangdong province which
is surrounding Hong Kong) to Beijing is even higher than that from Guangzhou to Los Angles! (Xu, 2011)
The regional barriers stem from the idea that regional protectionism may help local GDP growth (which is
the main evaluation criteria for government ofﬁcials) regardless the costs imposed on other regions. Some
scholars even believe that China's sustainable development goal can still be achieved without persistent
demographic dividend as long as the central government can effectively reduce regional protectionism.
Furthermore, together with globalization, the inequality due to regional segmentation is enlarged. Wan et
al. (2007) showed FDI and international trade contribute to nearly 20 percent of inequality across regions,
and the contribution has been steadily growing overtime.
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2.5 Labor Institutions and Wage Costs
Before mid-1990s, labor laws or other labor institutions aiming at protecting and enhancing rights of
labors were new to China. As a communism country workers should be, by law, the masters of the country
and therefore their rights and benefits should be legally guaranteed. Though labor unions are available
in most of the SOEs (including COEs), they (still) are rather auxiliary administration branches than
independent units for the beneﬁts of its members (incumbent workers). The marketization in labor market
brought China not only great gains from more efficient labor allocation but unemployment and wage/
income inequality.
In response to the side effects of labor marketization, China's government carried out the following
three measures: re-employment plan, social security program, and a series of labor laws.
The re-employment plan was initiated simultaneously with the permission of lay-off in SOEs. The
plan tried to help those lay-offs to be reemployed in other ﬁrms after subsidized (mostly free) trainings
and education on popular skills. However, the re-employment plan has two limits: the first is that it is
only limited to urban residents (i.e. those with Hukou). Rural workers are not included and thus this
plan was treated as an evidence of discrimination against rural workers. Second, the plan may work well
for young workers who still have enough capability of learning new skills. 9 The middle age workers,
however, became the so called "miserable generation" since they in general do not have enough education
background to learn new skills and have to spend a great fraction of their time on family.10 To help those
who need longer time to be reemployed and reduce the social burden imposed on SOEs, the SSR was then
carried out.
The SSR in China basically includes three parts: unemployment insurance, retirement beneﬁts, and
medical cares. Other fringe beneﬁts may also be included in the extended SSR. Just like the reemployment
plan, SSR initially covered only urban workers with Hukou. Due to the fast urbanization and larger scale
of labor mobility, the SSR is required to have a broader coverage since the migrant workers, from rural
areas or other cities, also contribute to the local SSRs via tax payments. In order to retain and attract the
needed labor (including those skilled ones), some cities have already started to relax the requirement on
joining SSR. For example, Shanghai government now allows SSR participation as long as the applicants

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------9
Most of them spent their like in rural areas rather in school when young due to the Great Culture Revolution.
10 The senior workers, on the other hand, can choose the “early retirement”
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have legal I.D.s and are employed by a Shanghai-based ﬁrm. In other words, Hukou is not necessary for
SSR anymore. The SSR helps to alleviate income inequality problem, but it essentially can neither solve
the discrimination problem nor the labor abuse problem.
China's government started to regulate labor market during its marketization process by passing
the ﬁrst labor law in China in 1994 after liberalization (in 1949). However, the impact of this law was
negligible: on the one hand the workers, whom the law was designed to protect, did not have incentive to
defend its rights since a huge pool of rural migrants and the urban lay-offs were waiting for job vacancies;
on the other hand, local governments were reluctant to implement the law too because they were afraid
that the law may, if strictly implemented, undermine the local competitive advantage on labor intensive
industries and in turn slow down the economic growth.
Thanks to the fast economic growth, unemployed labors have been rapidly absorbed. At the same time,
new generation of workers have much better awareness of law and require improvement on legislation for
labor protection. To effectively protect the legal rights of labor, China's government exerted several labor
regulations and laws after 2000. For example, China's national government passed the ﬁrst "Provisions on
Minimum Wages" in Dec.30, 2003. Regional governments have had to increase the minimum wage standards
accordingly. Regions, such as Shanghai and Guangdong province, adjusted their minimum wage standards
almost every two years and the increment exceeds 10% each time. In 2008 China's national government
passes three laws on labor market: Law of the People's Republic of China on Employment Contracts, Law of
the People's Republic of China on Promotion of Employment Order of the President of the People's Republic
of China, and Law of the People's Republic of China on Mediation and Arbitration of Labor Disputes. The
three laws have been by far the most comprehensive laws which aim at guaranteeing and protecting the
enforcement of labor contract, the fairness of joining local SSR, and anti-discrimination on labor. (Cai,
2010a) The labor laws, particularly the Law of the People's Republic of China on Employment Contracts, are
deemed to strengthen the implementation of minimum wages. (Ding, 2008)
However, soon after passing these laws, the global economic crisis broke out. The criticism voices
arose: on the one hand, the laws would strikingly increase the wage costs to producers and undermine
their competitiveness from factor supply side; on the other hand, global crisis would certainly generate an
enormous demand shock to producers too. The double shocks may result in a wave of bankruptcy which
would eventually hurt labor employment. According to the data released by China's National Development
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and Reform Commission, more than 67 thousand medium or small scale ﬁrms

11

were bankrupted in the

ﬁrst half year of 2008.
It is worth noting that such evidences are rather a regional phenomenon than a national one, the
negative shocks of labor laws and minimum wage regulations seem not so serious as scholars predicted.
Figure 7 shows that though the employment growth slowed down in 2008 during crisis, they were quickly
recovered in 2009 in public, private, and HMT sectors. And the overall national employment growth kept
its modest but positive pace during the crisis. It is puzzling to some scholars that the private sector, which
is supposed to be the most vulnerable sector in crisis, still kept its fast employment growth. From my point
of view, the puzzle results from two reasons: ﬁrst, during crisis workers are more cautious on their jobs
and become more tolerant to a lower hourly wage or longer working time (without additional payment);
second, the law enforcement level is various across regions. Some regions, especially those inland
provinces even compete for investment for its loose implementation of labor laws and regulations. In other
words, the incentives for regional government to supervise the exertion of labor laws are weak.
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--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------11 The medium and small scale ﬁrms are referring to those whose registered capital stocks are below 5 million RMB.
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3. Concluding Remarks and Policy Suggestions
In this paper I ﬁrst review the evolution of China's labor market after its urban economic reform since
1984. Due to the relaxation of Hukou requirement in labor market and the dual labor market structure, the
largest internal rural-urban migration in the world was witnessed in China. The so called rural workers
contributed to China's economic growth in a significant way in the past two decades. However, China
did not seriously establish its modern labor market institutions until mid-1990s. In mid-1990s, SOEs
were allowed to lay off redundant (urban) workers for the ﬁrst time and urban unemployment problem
has emerged since then. In response to the unemployment problem and other problems such as income
inequality, China's governments introduced various labor laws, regulations such as provisions of minimum
wage, re-employment plan, and social security program.
In section 2, I detail the ﬁve major issues in China's labor market: Rural Migration Workers and the
Lewis Turning Point, International Trade and Labor Market, Employment in SOEs versus Private and
Multinational Firms, Enlarging Income/Wage Inequality, and Labor Institutions and Wage Costs. These
ﬁve issues indeed are logically linked to each other. For example, whether or not we are approaching to
the Lewis Turning Point determines if we can still keep our competitive advantages in labor-intensive
industries in international market since the wage costs may quickly increase after the point. The reform
in SOEs and huge amount of rural migration workers incur the social attention on income inequality and
protection concerns on the social vulnerable groups. In turn, we urge instant and effective improvement in
labor institutions.
The complication of the twisted ﬁve issues results in my policy suggestions and critiques not directly
aiming at these issues themselves but the sources of them. In my point of view, these ﬁve issues stem from
the following three sources: regional discrimination, central-local government incentive incompatibility,
and lack of marketization and institutionalization.
First of all, China still has a large pool of rural labor and to further reduce the mobility barriers due to
policy discrimination may generate signiﬁcant gains from demographic dividend as it did before. The key
to remove the discrimination such as Hukou is to remove the privileges of urban residents, especially those
in metropolis such as Beijing and Shanghai. 12
Secondly, China's central government should be aware that the current problem in labor institutions
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------12

Urban residents, especially those in Shanghai and Beijing, typically have the privileges on high-quality education,
medical cares, and other social beneﬁts such as subsidized food.
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is not about the sophistication but the enforcement. In many cases, it is not incentive compatible to a local
GDP maximizing government to enforce the institutions as the central government desires. The central
government may change the objective/evaluation function of the local government from GDP maximizing
to institution supervision. The change can, if successful, also help to effectively remove the regional
protectionism which seriously hinders China's sustainable growth.
The last but not the least is that China's government should realize that market mechanism is the
ﬁrst best method to achieve labor market efﬁciency. Regulations and other institutions can be used only if
market fails (which is admittedly not rare in immature market such as the China's one). Using regulation
aggressively to replace the market mechanism has been repeatedly proved irrational. For example,
in economic analysis minimum wage policy is rational only if the labor demand is distorted (i.e. the
demander has monopoly power). However, in most cases, such demand distortion is not serious and thus
the minimum wage policy is found hurt the labor indeed since it may drive up unemployment by forcing
producers to use labor substitution technology.
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Summary
This paper investigated factors behind the transition from the low and stable unemployment rate in
and before the 1980’s to the persistently high unemployment rate in and after the 1990’s in Japan, mainly
by reviewing the literature. The role of speciﬁc mismatch or reallocation factor is limited, as shown by
various mismatch indicators. Instead, the response of unemployment rate to business cycles has become
larger and long-lasting. Possible factors behind this change include (1) deﬂation and rigidity of nominal
wages, (2) decline in discouraged-worker effect, (3) increase in non-regular employment, (4) long-term
scars of youth unemployment. More efforts are needed to strengthen the safety net, including social
insurance coverage, for non-regular workers and to promote the conversion of temporary jobs to more
stable ones.
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1. Introduction
This paper investigates structural factors behind the transition from low and stable unemployment
rate in and before the 1980’s to persistently high unemployment rate in the 1990’s and after 1.
For the good performance of the Japanese labor market in the 1980’s, several reasons were pointed
out. Nominal wages were flexible to economic shocks, partly due to harmonious industrial relation.
Employment adjustment speed was slow, because of high fixed costs due to long-term employment
and accumulated firm-specific skills though intensive OJT. Discouraged-worker effect among women
contributed to reduce labor supply during recessions. Smooth transition from school to work was ensured
through placement by school, which provided youth with stable jobs at the start of their careers.
Nonetheless, during the “Lost Decade”, the unemployment rate soared to 5 % and over and it sticks to
the high level and did not fall to the initial low level, even if the economy recovered. What are the factors
behind this change?
“Structural” unemployment is frequently measured using the Beverage Curve. But such method has
problems, especially for the extraction of the “structural factors” of the changes in unemployment rate
during the long recessions, because “structural factors” and “demand-deﬁcient factors” are considered to
affect unemployment interdependently.
On the other hand, the Japanese labor market has experienced structural changes such as aging of the
labor force, increase in non-regular workers, and increase in female employment, industrial/occupational
changes in employment, increase in long-term unemployment etc.
Thus, this paper investigates structural factors behind the changes in unemployment rate between
before the Bubble Burst and after, by surveying the literature using alternative methods such as analysis
of mismatch indicators, macro-economic time series analysis, gross ﬂow analysis, as well as analysis on
speciﬁc possible factors.
The structure of the paper is as follows. Section 2 examines long-term trends in unemployment rate
in Japan. Section 3 discusses the measurement issues about “structural” unemployment by the Beverage
Curve. Section 4 examines trends in several mismatch indicators to show whether mismatch unemployment
has increased. Section 5 refers to the results of a recent study on time series analysis of unemployment.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------1 There are excellent surveys on unemployment after the Bubble Burst in Japan, such as Ohta et al. (2008), Yamamoto
(2010) and Nishikawa (2010). This paper owes much to these papers.

Structural Unemployment in Japan 51

Section 6 examines gross ﬂows of labor market. Section 7 discusses possible factors behind the changes in
unemployment rate, namely (1) deﬂation and nominal wage rigidities, (2) employment adjustment speed,
(3) discouraged-worker effect, (4) non-regular workers and unemployment, (5) long-term negative effects
of youth unemployment.

2. Long-term trends in unemployment rate
Figure 1 shows the long-term trend in unemployment rate from the beginning of the 1950’s onwards
in Japan. Unemployment rate decreased from over 2% in early 1950’s to the level of 1% in the 1960’s and
rose again to over 2% in a gentle U-shape. The number of the unemployed remained below 1 million in the
1960’s and until the mid-1970. After the 1st Oil Price Shock in 1974, it began to increase gradually and in
the 1980’s it moved around 1.5 million. In this period, unemployment rate was not so sensitive to business
cycles and remained below 3% even in the recessions. Thus, the Japanese labor market in this period is
characterized by “low and stable unemployment rate”.

Nonetheless, after the Bubble Burst in the early 1990’s unemployment rate rose sharply from 2.1% in
1991 to 5.3% in 2002. The number of the unemployed increased from 1.36 million in 1991 to 3.59 million
in 2002. Unemployment rate began to fall in 2003 but only to 3.9% in 2007 and jumped up again to 5.1%
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in 2009 after the Lehman Shock in 2008. Thus, in this period, the Japanese labor market is characterized
by “persistently high unemployment rate”. Since unemployment rate has not declined so much during the
upturns of the business cycles, it is argued that the persistency of high unemployment rate may be due to
some structural factors in the labor market.

3. Measuring Structural Unemployment
The persistent rise of the unemployment rate during the 1990’s has provoked the concern about the
quantitative and qualitative evaluation of structural factors behind this trend.
Most of the researches on the quantitative aspect have attempted to measure structural unemployment
by the use of the UV analysis. This method is often used by MHLW (Ministry of Health, Labour and
Welfare), White Paper on the Labour Economy as well as the Cabinet Ofﬁce, Annual Report on Japanese
Economy and Public Finance.
Structural unemployment is estimated by the UV analysis as follows. As unemployment rate u ,
“employee unemployment rate” is usually used. Employee unemployment rate is deﬁned as U/(E+U) ,
where U is the number of the unemployed and E is the number of wage earners and salaried employees.
The vacancy v is defined as (V-E)/(V-H+E) where V is the number of effective job openings and

H

is the number of job openings filled by job applicants. The relationship between u and v is usually

negative. The curve of this relationship drawn in the u-v plane is called as Beverage Curve or UV Curve
(Figure 2). In this method, the quantity of the structural unemployment is measured by the unemployment
rate u which corresponds to the crossing point of the Beverage curve and 45o line, where u

=v

holds.

The difference between actual unemployment and structural unemployment is considered as “demanddeficit unemployment”. Structural unemployment thus defined is often called as “structural/frictional
unemployment”, since it includes also the part of unemployment due to the frictions such as imperfect
information in the labor market. There are many estimations of structural unemployment rate by this
method such as JILPT (2011), Ohtake and Ohta (2002), etc.
Nonetheless, the structural unemployment measured by UV analysis has several problems. First,
when “demand-deficient factors” disappear, unemployment rate will not necessarily converse to the
unemployment rate at which the relationship u
model) suggests that the relationship u

=v

=v

holds. Recent search theory (Mortensen-Pissarides

has no meaning as equilibrium. According to the model,

there is no distinction between structural/frictional unemployment and demand-deﬁcient unemployment.
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Second, it is difﬁcult to distinguish empirically between structural/frictional unemployment and demanddeficient unemployment. Not only structural factors but also cyclical factors may shift the Beverage
curve. For example, the increase in vacancies during the upturn of the economy may induce ﬁrms to hire
the workers who did not sufﬁcient qualities to meet the ﬁrms’ requirements during the downturn of the
economy. Then it can be said that the increase in labor demand has reduced structural unemployment. In
other words, “structural factors” and “demand-deﬁcient factors” dot not affect unemployment independently
but with mutual inference.

Employee unemployment rate

Figure 2 UV Curve (1967 I - 2010 IV, sesonally adjusted)

Source: JILPT, Useful Labour Statistics 2011

Vacancy rate %

4. Mismatch indicators
It is considered that “structural” unemployment occurs through various “mismatches” between demand
and supply in the labor market. The requirements of job openings may not match with the qualities of
job applicants. For example, the ﬁrms would like to hire an IT engineer with sufﬁcient knowledge about
modern IT technology. Nonetheless the job seekers may not be sufﬁciently qualiﬁed or skilled for such
jobs. There are several mismatch indicators which allow us to gage the extent to which the mismatch in
the labor market is widened. We would like to investigate whether unemployment has increased by the
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widening of mismatch in the labor market in the 1990’s.
The mismatch indicator developed by Jackman
V (1987) is widely used. The labor market is
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Ministry of Health, Labour and Welfare (MHLW). Figure 3 shows the mismatch indicator with eleven age



groups of the interval of ﬁve years old. It rose until 1997 but declined thereafter. As shown earlier, it was
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during the deep recession from 1997 to 2002 that unemployment rate accelerated to rise. Thus we cannot
contend that the mismatch across age group has contributed to the rise in the unemployment rate during
this period. Figure 4 shows the Jackman-Roper
indicator
lnN t  1mismatch
   lnN t 1
   with
 seven sectors of occupations
(classiﬁcation of the 1 digit level). This indicator shows a downward trend from early 1990’s until mid2000’s with a rise in the late 2000’s. Figure 5 shows the Jackman-Roper mismatch indicator with 47 sectors
of regions (prefectures). This indicator also tended to decline from 1990 to 2003 with some rebound from
2004 to 2008.
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of increase in mismatch. Rather they tended to decline, suggesting reduction in mismatch in the Japanese
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then unemployment will occur. Thus, the relationship between unemployment rate and Lilien indicator
may shed light to the role which labor reallocations across industries play with regard to the changes in
unemployment rate. Previous researches have tended to ﬁnd weak relationship between the unemployment
rate and the Lilien indicators.
Figure 6 shows Lilien indicator made from the number of employees by 1-digit industrial
classiﬁcation in the Labour Force Survey 2. There seems no sharp rise in this indicator during the period
between mid-1990’s to early 2000’s, when there was a rapid rise in the unemployment rate.

It is noteworthy that a recent literature has revealed that most of the labor movement occurs within
individual industries and that the labor market seems to be divided by industrial sector (Abe and Ohta
(2001)). This implies that the labor reallocation within individual industries is more important to the
variations of unemployment rate than the labor reallocation between industries.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2 There is a gap between 2002 and 2003 due to the change in the Japanese Standard Industrial Classiﬁcation.
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5. Macro-economic Analysis
Ohta et al. (2008) conducted a macro-economic time-series analysis by VAR model with two
variable vectors of unemployment rate and output and investigated the effects of “macro shock” (overall
shock on both aggregate demand and aggregate supply) and “reallocation shock” (structural shock). They
found that the persistent increase in unemployment rate in and after the 1990’s is due to the increase in the
degree of the response of unemployment rate to economic shocks rather than the increase in the size of
shocks. In particular, the effect of “macro shock” has increased so much that it dominates the variance in
unemployment rate for a long period, while the effect of “reallocation shock” on unemployment rate has
not increased. This is a reason why low and stable unemployment rate started to rise.
The result that there seems no increase in the effect of the “reallocation shock” on the variance of
unemployment rate during “the high unemployment period” is consistent with the fact that there is no
evidence that the contributions of mismatch factors have increased during the 1990’s.

6. Gross Flow Analysis
Gross ﬂow analysis would shed some light on how unemployment rate has become so persistently
high after the 1990’s. The gross ﬂow is deﬁned as the number of workers who changed their labor force
status from the previous month to the current month. The ﬁgure 7 shows annual cumulative gross ﬂows
from/to unemployment. EU , UE , NU and

UN

designate annual cumulative gross flow from

employment to unemployment, that from unemployment to employment, that from not in the labor force
to unemployment and that from unemployment to not in the labor force, respectively. Apparently, there is
a sharp difference between before the Bubble Burst in the early 1990’s and after that. Until 1980’s, the gross
ﬂow EU was less than 2 million and half and rather stable. The gross ﬂow UE was almost the same until
mid-1980’s but it was larger than the ﬂow EU , resulting net ﬂow from unemployment to employment was
around 500-900 thousands. This was balanced by the almost the same amount of the net ﬂow from not in the
labor force to unemployment. Thus, unemployment was rather low and stable. By contract, in the 1990’s and
early 2000’s., the gross ﬂow EU increased much more rapidly than the UE ﬂow, resulting in the steady net ﬂow
of about 450 thousands on average from employment to unemployment from 1993 to 2002, while the gross
ﬂows between unemployment and not in the labor force were almost the same. Thus this excess ﬂow from
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employment to unemployment (EU-UE) has mainly contributed to the steady increase in unemployment
during this period.

If we translate this gross flow data into transition probabilities, we can investigate transitions of
the individual workers more profoundly. Transition probability is calculated as the probability from one
labor status to another from the gross ﬂow data. For example, in general the transition probability from
employment to unemployment is deﬁned as eu=EU/E -1 , where

EU

is the number of monthly gross ﬂow

from employment to unemployment and E -1 the number of employment in the previous month3. Figure
8 shows the average transition probabilities from/to unemployment. Before the Bubble Burst, eu was
relatively stable, while ue tend to rise. Although nu rose during the recession after the second Oil Price
Shock in early 1980’s, nu and un were rather stable thereafter until late 1980’s. By contrast, after the Bubble
Burst in early 1990’s, ue declined sharply, while eu rose steadily until early 2000’s. Moreover,

nu

rose

steeply until 2002, while un declined slightly in the 1990’s and remained stable thereafter. By gender, we
observe that eu rose more steeply for women than men and that for men

nu

rose mainly in the 1990’s and

the early 2000’s, but for women it rose also in the 1980’s (Figures 9-10). We could summarize the ﬁndings as
follows.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3

The method used here is somewhat different, since we took into consideration the transitions whose duration of the
previous labor force status is less than one month.
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First, the unemployment rate rose in the 1990’s, mainly due to the rise in eu . As shown in Figures 8,

eu

rose sharply in the 1990’s. Previous literatures have found the contribution of the rise in the transition

probability eu to the increase in unemployment rate in the 1990’s was the highest (Kuroda (2002), Ohta
(2005) and Ohta et al. (2008)).
Second, we could observe “discouraged-worker effects” for women in the 1980’s or before, but after
the 1990’s and onwards they have almost disappeared. In the 1980’s, un rose during recessions, while nu
declined. In total, these contributed to lower the unemployment rate during recessions. However, in the
late 1990’s and after, un did not rise during recessions, while nu rose. These movements did not seem
to contribute to lower the unemployment rate. These changes in labor supply behavior of female workers
stem from deferred marriage and the stagnating income of husbands due to recessions (Higuchi (2001)).
Third, the rise in nu in the latter half of the 1990’s and after seems to correspond to the increase in
new school leavers who could not ﬁnd their ﬁrst jobs, reﬂecting the degradation of the youth labor market,
together with added-worker effect discussed below. In effect the rise in

nu

is observed for both genders.

In addition, the gross ﬂow nu contributed signiﬁcantly to the rise in youth unemployment rate, according
to the results of the decomposition of the rise in the unemployment rate by age (Ohta (2005)).
Ohta et al. (2008) analyzed the impact of “macro shock” and “matching shock” on the four gross
ﬂows from/to unemployment by VAR models. They have found that the role played by “matching shock”
or “structural factors” in the variation of unemployment rate in the 1990’s was limited. By contrast, “macro
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shock” lengthened the impulse responses of all gross flows examined. More precisely, “macro-shock”
increased the ﬂow eu and in turn it increased the other ﬂows from/to unemployment over a long period.

7. Factors behind persistently high unemployment
It has been revealed so far that the change from persistently low unemployment rate until the 1980’s
to persistently high unemployment rate in and after the 1990’s was not induced by specific “structural
factors” but rather by demand shock and its subsequent effects on unemployment. We would like to
investigate the factors behind these changes in unemployment more deeply by the micro-economic
analysis of ﬁrms and workers.
Yamamoto (2010) analyzed the factors behind the ﬂattening of the Phillips Curve from the 1980’s
to the 1990’s and after by the use of recent New Keynesian macro model. He pointed out as possible
factors behind this phenomenon (1) deflation and nominal wage rigidity, (2) the increase in the labor
supply elasticity (Frisch elasticity), (3) the increase in the employment adjustment costs, (4) the decline in
discouraged-worker effects, (5) union’s bargaining powers, (6) the extension of UI beneﬁts, etc. As pointed
out by Yamamoto (2010), (2), (5) and (6) are not plausible. According to the estimation of Kuroda and
Yamamoto (2006), the labor supply elasticity (Frisch elasticity) in Japan declined during the 1990’s. On
the other hand, the unionization rate shows a long term decline over decades. Moreover, the reform of the
Employment Insurance in 2001 has tightened the entitlement of UI beneﬁts, contrary to the assumption
(OECD (2010)). Kohara (2004) points out that the number of the long-term unemployed decreased because
of this reform of EI. We would like to exclude these factors and add some others such as the increase
in non-regular workers, the persistent scars of the recession on youth and long-term unemployment as
possible factors.

7-1. Deflation and Nominal Wage Rigidity
If the adjustment of wages during the downturn of the economy is large and quick enough, the
increase in unemployment will be mitigated. Literature has revealed that in Japan nominal wages are
ﬂexible partly due to cooperative industrial relations and the existence of relatively large bonus. This is
considered one of the reasons why the unemployment rate was so persistently low in and before the 1980’s.
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Nonetheless, it is also shown that the adjustment of real wages is rigid in Japan. Ohtake (1988) estimated
the speed of the convergence of both real wages and employment to the stable point in several OECD
counties and shown that the adjustment speeds for both real wages and employment are slower in Japan
than other countries. This finding is supported by Nakamura (1995) who estimated a macro economic
model for Japan and US.
Since mid-1990’s, Japan has been experiencing persistent deflation triggered by the Bubble Burst
and accumulated bad loan4 . This implies that if nominal wages are rigid toward downward, then the
adjustment to the macro shock will be done through the reduction of employment. In effect, the slope of
Phillips Curve has ﬂattened between in and before the 1980’s and thereafter (Figure 11). Apparently, the
nominal wages tend to be rigid toward downward. In and after the 1990’s, the growth rate of nominal
hourly wages stagnated around 0% and did not decline to less than -3.8%, except for 2009 when it declined
exceptionally to -8.1% because of the Lehman Shock5 . The rigidity of nominal wages was examined in
details and it is shown that there existed the rigidity in and after the 1990’s. After the Bubble Burst, the
downward rigidity of nominal wages appeared and it contributed to raise the unemployment rate in and
after the 1990’s (Kuroda and Yamamoto (2006)).

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------4 For example, the average annual growth rate of CPI was -0.1% for the period from 1995 to 2010.
5 The growth rate of nominal hourly wages rebounded to +3.1% in 2010. Thus, if we combine 2009 and 2010 together,
the average annual rate was -2.5%.
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The slow employment adjustment speed is often considered as one of the factors for persistently
low unemployment rate in and before the 1980’s. Employment adjustment speed is determined by the
adjustment costs such as hiring/firing costs, training costs etc., so-called quasi-fixed costs (Oi (1962)).
The larger the adjustment costs are, the slower the employment adjustment speed is. The Japanese large
ﬁrms tend to make relatively more ﬁrm speciﬁc investment on the human capital of their workforce. Thus,
employment adjustment speed is supposed to be slower. Researches in this period ﬁnd that employment
adjustment speed is slower than the USA and it is similar to Germany and the UK if employment is
measured as the number of employment, but if employment is measured as the man-hour (the number
multiplied by hours worked), then there is no difference among these countries (Shinotsuka (1989)) . Thus,
it implies that the adjustment by the number of workers is slower but that by the hours worked is rapid
in Japan. Nonetheless, it is also pointed out that the employment adjustment behaviors among small and
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medium ﬁrms are different, reﬂecting two-tier structure of the economy (Muramatsu (1995)). Moreover,
the employment adjustment is not necessarily continuous for individual firms. The labor shedding is
typically conducted when the business conditions are so bad that the proﬁt is negative for consecutive two
ﬁnancial years (Koike (1983), Suruga (1997)). It must be also noted that the slow speed of employment
adjustment do not necessarily induce low unemployment rate, because slow employment adjustment speed
implies low transition probability from unemployment to employment as well as low transition probability
from employment to unemployment.
The question is whether employment adjustment speed has become more rapid in and after 1990’s.
The results are somewhat dispersed. Higuchi (2001) contends that employment adjustment speed has
become more rapid over a long period, by estimating the employment adjustment speeds for three periods
of 1960-73, 1974-1984, 1985-2000. On the contrary, other researchers contends that there is no signiﬁcant
change in the employment adjustment speed of regular workers, because employers tend to use other form
of adjustment such as working hours and employment of non-regular workers (Nakata and Takehiro (2001),
Miyamoto and Nakata (2002)).
The changes in the governance structure of Japanese firms may have affected the employment
adjustment speed. Employment adjustment speed tends to be slower in the ﬁrms with higher proportion
of the main bank’s share or with managers being internally promoted (Urasaka and Noda (2001), Toyama
(2001)).
In sum, the effects of the changes in employment adjustment speed on unemployment rate are
not so clear-cut. First, it is not so clear that employment adjustment speed has changed or not. Second,
large dismissal around 2000 may have happened even if employment practice has not changed, because
employment adjustment behavior used to be discontinuous and large dismissal tended to take place even in
the 1980’s, if proﬁt was negative for two consecutive ﬁnancial years. Third, the effect of the employment
adjustment speed on unemployment rate is not clear. The slow speed of employment adjustment do not
necessarily induce low unemployment rate.

7-3. Discouraged-Worker Effect
During the persistently low unemployment rate period, discouraged-worker effect is considered
to have played an important role. During the downturn of the business cycle, wages go down and
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employment opportunities become scarcer. Then job-seekers tend to abandon their job search and those
who are not in the labor force and want to work may stop to enter into the labor force, since the costs of
job search may surpass the expected income from the future work. This effect is called as discouragedworker effect and it works in the direction to lower the labor force participation rate. On the other hand,
during the downturn of the business cycle, the earnings of bread-winners tend to decrease or the risk for
them to lose their jobs may increase. In consequence, the other members of the family who are not in the
labor force tend to enter into the labor force in order to supplement the family income loss. This effect
is called as added-worker effect and it works in the direction to raise the labor force participation rate.
During the upturn of the business cycle, vice versa. These two effects work in the opposite direction each
other, but we do not know a priori which effect dominates the other. The net effect of the business cycle
on the labor force participation rate is known only through empirical observation. In and before the 1980’s,
discouraged-worker effect dominated added-worker effect and this pro-cyclical effect on the labor force
participation rate contributed to stabilize the fluctuation of unemployment rate. Especially, during the
downturn of the business cycle, the labor force participation rate of married women fell, contributing to
mitigate the rise in unemployment rate.
How discouraged-worker effect has changed in and after the 1990’s? Figure 10 show that transition
probability from unemployment to not in the labor force rose un rose and that from not in the labor force
to unemployment nu fell during the downturn just after the Bubble Burst (1991-1993) and the recession
after the second Oil Price Shock (1980-1982). This conﬁrms well the dominance of discouraged-worker
effect over the added-worker effect. However, we cannot observe such dominance of discouraged-worker
effect during the recessions from the latter half of the 1990’s onwards. This observation is consistent with
previous researches.
Regarding the factors behind these changes in the labor supply behavior of women, it is pointed
out that (1) due to the reduction of husbands’ permanent income during the prolonged recessions, addedworker effect has become more dominant, (2) the deferred marriage of women contributed to reduce the
discouraged-worker effect, since discouraged-worker effect is found only for married women.
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7-4. Non-regular workers and unemployment
One of the salient features of the recent Japanese labor market is the increase in the proportion
of non-regular workers among employees. Non-regular workers consists of par-time workers (67.9%),
dispatched workers from temporary labor agency (5.5%), contract employees and entrusted employees
(18.8%), others (7.8%)6 . The proportion of non-regular workers among employees excluding executives
of company or corporation was 34.4% for all persons, 18.9% for men and 53.8% for women in 2010.
Behind the recent growth of non-regular employment, it is considered that there are structural changes
such as globalization of the economy and technological changes like ICT etc. as well as the tertiary
industrialization.
The job tenures of non-regular workers tend to be shorter than regular workers. For example,
according to MHLW Basic Survey on Wage Structure, the average tenure of full-time regular workers is
12.6 years for both sexes, whereas that of part-time workers only 5.1 years. This reﬂects the fact that nonregular employment is unstable employment. Most non-regular employment is temporary employment
usually with term of one year or less. When the term expires, non-regular workers must search next jobs.
They are unemployed until they ﬁnd jobs.
Figure 12 shows unemployment rate by employment status. The unemployment rate of non-regular
workers is much higher than that of regular workers. Thus, the increase in the proportion of non-regular
workers raises unemployment rate, unless the use of non-regular workers expands employment to offset7 .
In addition, according to a survey8 of MHLW, about 20% of non-regular workers want to be employed in
regular employment. Thus, this means non-negligible number of under-employment.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------6 The number in the parenthesis indicates the proportion of each category in percentage for all persons in 2010 based
on Statistics Bureau, Labor Force Survey.
7 Ohta et al.(2008) showed that the increase in non-regular workers do not contribute to lower unemployment rate, by
econometric analysis using regional data of Labor Force Survey.
8 MHLW General Survey on the Diversiﬁcation of Employment Status 2007.
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Moreover, the training opportunities for non-regular workers are much limited, compared with
regular workers. In the long run, it implies the accumulation of low skilled workers in the labor market and
the increase in structural unemployment.

7-5. Long-term scars of youth unemployment
The sharp deterioration of youth labor market is also one of the salient features of the Japanese labor
market after the Bubble Burst. In and before the 1980’s, most new school leavers could find full-time
jobs on their graduation, through placement by school or job search during at school. There used to be no
serious youth employment problem. However, after the Bubble Burst, especially after the latter half of the
1990’s, employers suspended largely new hiring as it is a cheaper way of employment adjustment than the
dismissal of incumbent employees. During the long period of recessions (the Lost Decade), the damage on
the youth labor market was so large and left a long-lasting scar.
Recent researches have revealed that young workers who graduated in recessions tend to suffer from
lower wages and fewer employment opportunities for a long time (Kondo (2007), Genda et al. (2008)
etc.). This state-dependency is often called as “generational effect” in Japan. According to the results of
econometric estimation of Genda et al. (2008), the unemployment rate at the time of graduation has a longStructural Unemployment in Japan 69

lasting negative effect on earnings and employment opportunities, especially for low educated workers. For
low educated workers (high school graduates or lower), the 1% higher unemployment rate at the time of
graduation reduces the real earnings of that generation by 5-7% over 12 years. Similarly, for low educated
workers, the 1% higher unemployment rate at the time of graduation reduces signiﬁcantly the employment
rate (3-4%) as well as the probability of getting full-time employment (about 2%) over 12 years. They
conducted the same estimation for the United States. But for high-school graduates, the effect of the higher
unemployment rate at the time of graduation on real annual earnings disappeared in three years. This
difference suggests that the Japanese youth labor market is quite different from that of the United States. In
Japan, the employment opportunities of good quality are concentrated at the labor market of new schoolleavers, leaving few good employment opportunities for mid-career external labor market. This particular
structure of the labor market is closely related to employment practices of the Japanese ﬁrms, which tend
to recruit new school leavers and to invest intensively on their human capital by OJT. In this sense, it may
be possible to interpret the current difﬁculties of youth as a consequence of the deterioration of long-term
perspectives of the Japanese ﬁrms, under the Japanese employment practices.

8. Concluding Remarks
This paper investigated the factors behind the transition from low and stable unemployment rate in
and before the 1980’s to persistently high unemployment rate in and after the 1990’s in Japan, mainly by
reviewing the literature. The role of speciﬁc mismatch or structural factor is limited, as shown by various
mismatch indicators. Rather, the response of unemployment rate to business cycles has become larger and
long-lasting. The possible factors behind this change include (1) deﬂation and rigidity of nominal wages, (2)
decline in discouraged-worker effect, (3) increase in non-regular employment, (4) long-term scars of youth
unemployment.
Policy Implications are as follows.
First, adequate macro-economic policies are needed to get rid of the deﬂation. Mild inﬂation would
allow more adjustment through changes in nominal wages to lower unemployment rate, since nominal
wages are ﬂexible in Japan.
Second, growth strategies are necessary to provide employers with future long-term perspectives,
which encourage them to hire more young workers to invest on their human capital.
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Third, it is needed to strengthen the safety net, including social insurance coverage, for non-regular
workers and to promote the conversion of temporary jobs to more stable ones, thereby reducing labor
market duality.
Fourth, it is also necessary to strengthen the measures to assist smooth transition from school to
work, including the measure to ease too much concentration of job offers at the time of graduation as well
as comprehensive assistance to disadvantaged young workers.
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1.Introduction.
The U.S. unemployment rate is currently stuck at 9.1 percent (as of August 2011), three years after
the onset of the recession in Fall 2008 and more than two years after the start of the recovery in the
summer of 2009. The U.S. unemployment situation has not been this poor since the early 1980s, when
then Chairman Paul Volker engineered a recession to combat the high inﬂation rate. Now in the U.S., what
to do about the high unemployment rate is the largest economic and public policy problem facing the
country.
Responding to the latest employment numbers and the weak economy in general, in early September
2011, President Obama unveiled a stimulative “jobs plan.” The plan calls for nearly $450 billion of
spending and tax cuts. Specifically, the plan calls for a cut in payroll taxes

—or taxes used to fund

retirement social security—from 12.4 percent to 6.2 percent (for employers and employees combined) in
2012, infrastructure investment, and an extension of unemployment insurance and new programs for the
jobless. While it is likely that the payroll cuts will be extended, other aspects of his plan are likely to face
stiff opposition from the Congressional Republicans. Economists expect that if the Obama “jobs plan” is
enacted in its entirety, GDP growth in the U.S. will increase by about another 1.4 percent in 2012.
A new feature of the latest “jobs plan” is that it includes provisions to cut payroll taxes for
employers. The previous jobs plan included only payroll tax cuts for employees. The new Obama plan
would halve the employer’s share of the payroll tax temporarily in 2012 to 3.1 percent from 6.2 percent on
the ﬁrst $5 million of a ﬁrm’s payroll. About 98 percent of ﬁrms have payrolls of $5 million or less. This
plan is expected to stimulate small business hiring.
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Small businesses are normally the drivers of U.S. employment growth. However, small businesses
have been slow to recover since the recession ofﬁcially ended in June 2009. Small businesses are suffering
from slow sales, while large corporations have been exporting more, earning more revenue from overseas,
and stockpiling cash.
Reflecting the weakening economy, economists are now predicting that the economy will grow
by only 1.7 percent in 2011, down from the May prediction of 2.8 percent. For 2012, economists are
forecasting growth of 2.3 percent, compared to an earlier May forecast of 3.2 percent growth. The
weakening outlook reﬂects an economy that has struggled this year with a rise in gasoline prices, supply
disruptions arising from Japan’s earthquake, a worsening of Europe’s debt problems, and the political
rancor over the U.S. debt problem. With this slackening growth, economists do not see much scope for a
decrease in the unemployment rate. Economists are forecasting that for all of 2011, the unemployment rate
will average 9.0 percent, and will average 8.7 percent in 2012.
The objective of this paper is to examine the U.S. employment situation at the macroeconomic
level in some detail. A key issue we will examine is to see if the current 9.1 percent (as of end-August
2011) unemployment is a cyclical or structural phenomenon. As we will see below, the long-run “natural”
rate of unemployment in the U.S. before the onset of the current recession—in mid-2008-- was 5.0 percent.
If that is the case, then the current unemployment rate should over time decline to the “natural” rate of
unemployment. However, it may be the case that the “natural” rate itself may have risen—if the natural
rate has risen close to the current rate of unemployment of 9.1 percent, then there is no way to reduce the
current rate of unemployment much lower unless it is accompanied by a huge burst of inﬂation.
The “natural” rate of unemployment rises when there is a fundamental change in the structure of
the economy. For example, suppose that previously many construction jobs were available because of the
housing boom of 2001-2007. A collapse in the housing sector would eliminate many of these construction
jobs. Suppose in turn that the U.S. demand for workers switched to Chinese speaking software engineers.
Unless many of these construction workers learn Chinese and computer programming, they would not be
able to switch to these newly available jobs. That is, there is “supply-demand” mismatch in jobs arising
from the change in the structure of the U.S. economy. An increase in demand stimulated by more active
government fiscal and monetary policy will not lower the unemployment rate in this case. Only by
retraining the construction workers, so that they can speak Chinese and know how to computer program
will the “supply-demand” mismatch problem be alleviated, and the unemployment rate will go down.
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Our conclusion is that while the current unemployment rate is indeed high, there is not much
evidence that the “mismatch” problem is any more severe in this recession than in previous recessions.
The “natural” rate of unemployment probably increased, but slightly, from 5 percent to around 6 percent at
most.

2.Key U.S. Labor Market Data.
The U.S. Unemployment Rate.

As mentioned, as of Fall 2011, the U.S. unemployment rate seems stuck at about 9.0 percent. The
unemployment rate is defined as total unemployment divided by the total labor force. This rate of 9.0
percent represents a decline from 10.1 percent at the worst of the recession, in the Spring of 2009. During
the latest recession, the unemployment rate started to worsen from the Fall of 2006, rapidly deteriorating
until the Spring of 2009, then recovering somewhat. The puzzle is why the unemployment rate has been
so slow to decline during this latest recession’s recovery phase. Since the recovery started, it has been two
years and the unemployment rate has hardly budged downwards.
From Chart 1, we can see how quickly the unemployment rate has adjusted downwards after
previous recessions. During the recession in the early 2000s, the unemployment rate declined from
around 6.5 percent to around 4.5 percent in about three years. During the recession in the early 1990s, the
unemployment rate declined from around 8 percent to 5.5 percent in about two years. During the recession
in the early 1980s, the unemployment rate declined from 10.5 percent to 7 percent in one year, and then
to 4.5 percent in another 3 years. During the mid-1970s recession, the unemployment rate declined
from 9 percent to 5.5 percent in four years. During the early 1970s recession, the unemployment rate
declined from 6 percent to 4 percent in 3 years. Thus, compared to earlier recessions, the decline in the
unemployment rate during this current recession is more gradual.

The U.S. Labor Force Participation Rate.
Another important labor force statistic examined by U.S. policy makers is the labor force
participation rate (Chart 2). The labor force participation rate is deﬁned as the total labor force divided
by the adult population. Policymakers are particularly concerned with the sharp decline in the labor force
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participation rate since 2007. The decline in the labor force participation rate is indicative of workers
leaving the labor force entirely, most likely because they are discouraged from ever ﬁnding a job. These
former workers leave the labor force, many never to return, many consigned to a life of poverty.
The historical patterns in the U.S. labor force participation rates are notable. The U.S. labor force
participation rate increased sharply from 1970 to 1995, as large numbers of women and baby boomers
born between 1957 and 1966 entered the labor force. The labor force participation rate stabilized between
1995 and 2007, declining sharply thereafter. What is peculiar about the latest recession is the sharp decline
in the labor force participation rate. During previous recessions, the labor force participation rate hardly
declined at all. It appears that the decline in the participation rate during the current recession is related to
an increase in workers becoming discouraged about their labor market prospects and exiting from the labor
force.

The U.S. Output Gap.
The U.S. output gap is depicted in Chart 3. The output gap measures how much the current level of
output departs from the potential level of output. When the output gap is positive, the economy is above
the full employment level of output; that is, the economy is booming. When the output gap is negative, the
economy is below its full employment level of output; that is, the economy is in a recession.
During the last recession, the output gap went all the way down to minus 8 percent, lower than the
minus 7.8 percent achieved in the last large recession of the early 1980s. While during the early 1980s,
the output gap recovered rapidly and turned positive in a few quarters, the output gap during the latest
recession is still hovering around minus 8 percent. This slow recovery in the output gap—like the slow
recovery in the unemployment rate—signals that recovery from the current recession is unusually slow and
far from complete.

The Natural Rate of Unemployment.
Finally, Chart 4 depicts the “natural” rate of unemployment, which essentially is the rate of
unemployment that corresponds to the level of unemployment when output is at its potential level,
when the output gap is zero. It is the average level of unemployment around which the average level
of unemployment ﬂuctuates.When unemployment is above its “natural” rate, then there is likely to be a
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recession. When unemployment is below its natural rate, then there is likely to be a boom.
The natural rate of unemployment should be relatively immune to business cycle fluctuations.
A change in the natural rate of unemployment reflects underlying structural changes in the economy.
For example, from the mid-1960s to the early 1980s, there was a sharp increase in the natural rate of
unemployment, driven by the influx of women and baby boomers into the U.S. labor force. As these
workers became assimilated into the labor force, the natural rate of unemployment started to decline. The
natural rate of unemployment stabilized in the 2000s, but then started to rise during the latest recession.
The important question is: Does the recent rise in natural rate of unemployment reﬂect a structural shift
in the economy? That is, has the structure of the U.S. economy changed so that even at full employment,
more people are unemployed?
The natural rate of unemployment is also sometimes called the “Non-accelerating Inﬂation Rate
of Unemployment.” This is because when the actual unemployment rate is equal to the natural rate, the
inﬂation rate will remain what it is currently. It can be shown that when, say, the Federal Reserve tries to
push the unemployment rate below the natural rate, the inﬂation rate will accelerate. Thus, it is said that
the Federal Reserve must not try to push the actual unemployment rate below the natural rate, since then
there will be a danger that the inﬂation rate will become uncontrollable.
The natural rate of unemployment depicted in Chart 4 was constructed by the U.S. Congressional
Budget Office (CBO). The CBO estimates the “natural” rate of unemployment from an econometric
estimate of a Phillips curve, which is an equation that relates the change in inﬂation to the unemployment
rate and other variables, including changes in productivity trends, oil price shocks, and wage and price
controls in effect in the early 1970s. Recall that when the actual unemployment rate is equal to the natural
rate of unemployment, the inﬂation rate is stable. Thus, by econometrically examining the relation between
the actual unemployment rate and the actual inflation rate, the “natural” rate of unemployment can be
teased out from the data.
Specifically, CBO estimates the natural rate of unemployment for married men--a group with
very high and stable labor force attachment during the normal working years and with a low average
unemployment rate. It then estimates the natural rate of unemployment for speciﬁc age/sex groups on the
basis of the observed relationship between each group's unemployment rate and that of married men. The
overall natural rate of unemployment is derived from the group-speciﬁc rates, so demographic shifts are
directly factored into the CBO's estimates.
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According to Chart 4, the natural rate of unemployment as estimated by the CBO rose from 5.5 in
1965 to 6.2 percent in 1979. This increase is often attributed to the difficulty of assimilating the large
numbers of women and young baby boomers into the labor force during the 1970s. Since the early 1980s,
the natural rate rapidly declined to 5.0 percent in 2000. Since the onset of the Great Recession in 2008, the
natural rate has ticked upwards to 5.2 percent.
The natural rate estimated by the CBO cannot take into account, large scale structural changes in the
economy. While it takes into account demographic shifts such as the entry of women or of young workers
into the labor force, the CBO measure cannot take into account shifts that are relatively independent of
demographics, but are strongly determined by changes in the economy’s industrial structure. For example,
it cannot take into account the structural shift in demand from construction workers to computer science
engineers, if that demand shift is independent of the workers’ age or gender. If because of structural
changes in the economy, the real “natural” rate today is now 8 percent instead of the CBO estimated 5.2
percent, then if the Federal Reserve is too aggressive in expanding the money supply to lower the current
unemployment rate from 9.0 percent to 8.0 percent, there is the risk that the inﬂation rate will accelerate.
To give further perspective into whether the current high unemployment rate is structural or cyclical, we
next turn to an examination of the “Beveridge Curve.”

3.The Beveridge Curve and the Mismatch of Workers
and Jobs.
Labor markets in the U.S. are characterized by huge flows of labor across different sectors and
countries. This is because U.S. workers are highly mobile. American capitalism also entails high
degrees of success and failures of ﬁrms and many jobs are created and destructed in the process. From a
macroeconomic viewpoint, the U.S. labor market is highly efﬁcient in matching workers with jobs, but
that matching process takes time, which means that at any point in time, there is a coexistence of vacancies
and workers looking for jobs. This relationship between job vacancies and the unemployment rate at a
point in time expressed graphically is called the Beveridge curve.
The Beveridge curve is a scatter plot of unemployment rates versus vacancy rates. Chart 5 displays
an empirical Beveridge curve, a plot of the civilian unemployment rate (total unemployment divided
by the total labor force) and the non-farm vacancy rate, monthly from 2000 to July 2011. The position
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on the curve is indicative of where the economy is in the business cycle: Recessions are a time of high
unemployment and low vacancies, and booms are a time of low unemployment and high vacancies.
Movements along this curve represent different points in the business cycle. When the economy
moves into a recession, vacancies go down and unemployment goes up, causing the equilibrium in the
labor market to move down along the curve. On the other hand, as the economy expands, ﬁrms hire more
workers to expand production, resulting in a decrease in the unemployed.
In addition, to telling us what the unemployment and vacancy rates are in times of recessions
and crisis, the location of the Beveridge curve in relation to the origin indicates the overall level of
economic efﬁciency. That is, the location of the Beveridge curve can be interpreted as the intensity of the
“reallocation”—the movement of workers from one job to the next, often from one sector to another in the
economy. When the Beveridge curve shifts out from the origin, that means that compared to before, a high
number of vacancies co-exist with a high number of unemployed. That is, somehow, there is a greater
mismatch between those that are unemployed and the jobs that are available.
In perfectly functioning markets, the fact that workers are looking for jobs at the same time as
ﬁrms are looking for jobs would seem to be an anomaly. Economists attribute this apparent anomaly to
frictions in the labor market that prevent the labor market from appropriately allocating workers to ﬁrms.
These frictions may be geographical mismatches, skill-job mismatches, and industrial mismatches. For
example, there may be lots of construction workers looking for jobs, but ﬁrms may be looking for nurses.
In addition, workers may be spending more time to search for a job, as they are being picky. Such frictions
are normal, and we can observe some level of vacancies and unemployment, even in well-functioning
labor markets.
Economists are also interested in shifts in the Beveridge curve as a measure of changes in the
efﬁciency of the labor market. Shifts in the Beveridge curve indicates shifts in the changes in the efﬁciency
in the labor market in matching workers to jobs. Changes in the structure of the economy in particular may
shift the Beveridge curve. An example may be technological change that creates a gap between the skills
needed for a particular job and the skill set of the unemployed. If there is greater mismatch between the
skills needed in the economy and the skills that the unemployed can offer, the Beveridge curve will shift
outwards.
Going back to Chart 5, there is a visible swing back in the Beveridge curve starting in the ﬁrst quarter
of 2010. That is, both vacancies and the unemployment rate are higher, suggesting that the Beveridge
curve may be starting to shift outwards, implying less efﬁcient matching between workers and jobs.
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To more formally test whether the Beveridge curve has shifted outwards, we regress the vacancy
rate on the unemployment rate, to see if the coefﬁcients have changed during the ﬁrst quarter of 2010.
A regression of the vacancy rate on the unemployment rate yields a statistically significant coefficient
of -0.23 on the unemployment rate. Thus, on average during the sample period from 2000 to 2011, the
vacancy rate and unemployment rate have a negative relationship.
We performed a Chow test to see if there has been a change in the relationship during the early part
of 2010. The Chow test decisively rejects the hypothesis that the coefﬁcients are the same before and after
March 2010 or April 2010. Statistically, there appears to have been a deﬁnite shift in the Beveridge curve
after early 2010.
Part of the shift in the Beveridge curve in early 2010 was due to the increase in vacancies caused by
the recruitment of Census workers by the Federal government. We can see that the level of government
employment spiked up in April and May of 2010 and pushed the rate of government job openings from
1.8 percent in March to 2.5 percent in May. The Census effect is larger when we take into account the
recent reduction in state and local government job openings, as state and local governments cut back their
hiring. In any event, a swing back in the Beveridge curve such as that after the ﬁrst quarter of 2010 is
common during the recovery phase of business cycles. As the economy starts recovering, there is a delay
in lowering unemployment, even when vacancies expand quickly.
That is, during and after typical U.S. business cycles in the post-war period, the Beveridge curve has
tended to shift outwards. One reason may be that although some workers may start ﬁlling the job openings,
workers that have left the labor force (the so-called ‘discouraged’ workers) might start looking for a job,
thereby belatedly keeping the unemployment rate high even after the recovery.

More on the Mismatch Hypothesis
As mentioned, a more structural reason that the Beveridge curve may have shifted out is the
increased mismatch between employers and workers. This hypothesis relies on imbalances in labor supply
and demand across industry sectors, geographic areas, or skill groups. Daly, Hobijin, and Valletta (2011)
evaluate whether the mismatch hypothesis can explain the shift outward in the Beveridge curve and the
high current level of unemployment. The examine labor supply and demand imbalances across industry
sectors, states and occupations.1
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------1 Daly, M., B. Hobijin, and R. Valletta (2011), “The Recent Evolution of the Natural Rate of Unemployment,” working
paper, Federal Reserve Bank of San Francisco.
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Employment mismatches will occur with uneven job growth, with some sectors growing and other
sectors shrinking. The actual amount of job reallocation can be calculated by the difference in job growth
across different sectors. Daly, Hobijn, and Valletta show that:

…the dispersion in employment gains and losses spiked in the most recent recession as a result of
severe and unevenly distributed job declines. For example, construction employment declined nearly 25
percent from the start of the recession through the end of 2009 , while health and education jobs grew by
4 percent. Similar to past recessions, job losses were concentrated in cyclically sensitive sectors such as
construction and manufacturing.

…As aggregate employment stabilized, the dispersion in employment

gains and losses across industries and states returned to pre-recession levels, suggesting very little
imbalance in the pace of employment growth in recent months (p. 14).

Thus, the authors argue that mismatch during this recession is no worse than in past recessions. As
the economy recovers, the mismatch should decrease as in past recessions.
One unusual factor in the current recession is the sharp reduction in construction employment and
the high and persistent level of unemployment, for the construction sector, resulting from the collapse of
the housing bubble. The unemployment rate for construction workers is about 20 percent in recent months,
compared to 7 to 8 percent between 2003 and 2007. This translates into about 1.25 million unemployed
U.S. construction workers. If the construction sector never returns, then perhaps 600,000 to 700,000
construction workers are permanently unemployable. This would mean that structural employment would
increase by about 0.4 to 0.5 percentage points, translating into an increase in the post-recession natural rate
of unemployment to perhaps between 5.5 and 6.0 percent.
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Introduction
Malaysia has transformed its economy from an agricultural be to one that is based on manufacturing
and the services sectors. Corresponding to the change in the structure of the economy, there have been
changes in the labour market (Inagami, 1998 and Kuruvilla, 1998). Quite naturally, the demand for labour
in Malaysia at a time when the agriculture sector was predominant is different from the nature of labour
that is demanded now. While labour-intensive production methods were appropriate in the years after
Malaysia’s independence, such methods of production are no longer desirable or optimal.
The changing nature of the economies in the region adds a further source of pressure on the supply
of labour. Malaysia used to be a favoured destination for foreign direct investment (FDI) because of its
labour endowments: labour was cheap, abundant and pliant. These characteristics encouraged foreign
investors to base their factories in Malaysia. In present times, labour of this nature is more cheaply
available in Vietnam, China and Indonesia. Malaysia cannot count on cheap labour costs as a source of its
comparative advantage.
Malaysia is caught in the middle-income trap and wants to come out of it, and to reach high-income
status. Towards this end, it has to change the character of its labour force. The labour force that can drive
Malaysia to a higher level of development will have to be knowledge-based, creative and skilled. It is
these features that the workforce has to develop, and thus reach developed country status. However, the
labour force has certain constraints. Most importantly, it does not have an adequate supply of skilled
labour.
The present paper will attempt to describe the challenges that Malaysia faces, with respect to its
labour market, in attempting to transform its economy. The next section will describe the development
path that the government has charted for the country. This will be followed by an analysis of the
macroeconomic indicators of the Malaysian economy. The third section will examine the patterns of
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employment. The fourth section discusses Malaysia’s responses to labour shortages, highlighting the
specific shortage in knowledge-based workers. The fifth section analyses how recent policy seeks to
address labour market reform. Finally, some concluding remarks are made.

Malaysia’s Development Strategy
The National Economic Action Council (NEAC), in formulating the New Economic Model (NEM)
(National Economic Advisory Council, 2010), has identified some of the issues that affect Malaysia’s
growth. The lack of private investment was seen as a constraint; and another impeding factor was
the inadequate focus on innovation and creativity in Malaysian industries.It is felt that, by and large,
production in Malaysia employs low-skilled labour, the value-added is low, and there is little productivity
growth. The NEM notes that the ratio of highly skilled to low-skilled labour is relatively low in Malaysia
(25% to 75%) as opposed to Singapore which has more or less an equal proportion of both categories of
workers (49% highly skilled labour: 51% low-skilled labour). It is also noted that while Malaysia has had
an annual labour productivity growth of 2.9 per cent in the post-crisis years (1998-2007), China has had a
much faster rate of productivity growth (9.2 per cent). India, too, has had a labour productivity rate (4.4
per cent) that exceeds Malaysia’s.
The NEM is meant to address the inadequacies in the economy. A set of strategic reform initiatives
(SRIs) has been proposed to overcome the constraints in the labour market. The eight SRIs that have been
suggested in the NEM are meant to:
• Encourage private sector-led growth
• Promote quality workforce and decrease the dependency on foreign labour
• Create a competitive domestic environment
• Strengthen the public sector
• Introduce a transparent and market-friendly afﬁrmative action
• Build a knowledge-based economy and infrastructure
• Enhance the sources of growth
• Ensure the sustainability of growth
Several of the above-mentioned initiatives are interlinked with the labour market. A quality
workforce is in many respects pivotal to this programme because it will enable Malaysia to make the
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transition to an economy that concentrates of the upper end of the value chain. This will be the base for
a knowledge-based economy and that will be the foundation for a competitive domestic environment,
technologically speaking.
Malaysia’s main objective is to achieve high income status, and the measure of this goal is for per
capital income to reach RM38,845 by 2015. In order that this target be achieved, it is necessary to have
an annual growth rate of six per cent. The movement out of the middle-income trap is possible with the
greater participation of the private sector. The Tenth Malaysia Plan (10MP) (Malaysia, 2010) recognises
that growth can only be achieved at a sustained pace by creating a private sector-led growth. It is also
accepted that the path ahead demands a knowledge-intensive approach that is powered by productivity and
innovation, rather than by labour-intensive methods of production.
The 10MP has identified ten ideas that it sees as holding the potential to push the country’s
development. These ideas are the following:
• Internally driven, externally aware
• Leveraging on diversity internationally
• Transforming to high-income through specialization
• Unleashing productivity-led growth and innovation
• Nurturing, attracting and retaining top talent
• Ensuring quality of opportunities and safeguarding the vulnerable
• Concentrated growth, inclusive development
• Supporting effective and smart partnerships
• Valuing environment endowments
• Government as a competitive corporation
From the perspective of the labour market, some of the above-mentioned issues are of consequence.
Most signiﬁcantly, it is clear that the 10MP seeks to drive the economy by developing greater productivity
and innovation. This puts pressure on the supply side of labour, which has to be skilled and technically
competent. The notion of attracting top talent and specializing in specific areas are elements that
characterise the nature of an economy that envisions itself as being knowledge-based and moving up the
value chain. Labour shortages can very well act as a constraint to realising the goals of the 10MP since the
areas that have been identiﬁed require skilled labour.
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The 10MP has identiﬁed areas for targeted action that are referred to as the 12 national key economic
areas (NKEAs). The NKEAs that have been identiﬁed are as follows:
1. Oil and gas
2. Palm oil and related-products
3.Financial services
4. Wholesale and retail
5.Tourism
6.Information and communications technology
7.Education
8.Electrical and electronic
9.Business services
10. Private healthcare
11.Agriculture
12.Greater Kuala Lumpur
Without any exception, all the areas that have been selected require skilled labour for their
development. Some areas such as ﬁnancial services, ICT and the electrical and electronics (E&E) industry
are inherently technology-based and require skilled labour. Other areas such as agriculture and distributive
trade have changed in nature. It cannot, for instance, be expected that Malaysia will have a comparative
advantage if it pursued traditional methods of agricultural cultivation. Both agriculture and distributive
trade as drivers of the economy have to be more knowledge-based, and, thus, would require skilled labour.
The intense global competition also requires that areas such as E&E shift from lower-end assembly
operations to more value-added research and design operations. The same can be said for the other
NKEAs that are poised to transform Malaysia into a more competitive economy that has a comparative
advantage over other economies in the region.
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Macroeconomic Background
Malaysia has managed to maintain high growth rates over the last two decades. In the decade after
1990, Malaysia’s annual growth rate was close to ten per cent; and it is only in 1998, following the Asian
ﬁnancial and economic crisis, that growth rates dropped. In fact, Malaysia recovered rapidly from the
effects of the crisis, and the economy rebounded. In 1999, the growth rate was six per cent, and it rose to
8.9 per cent the following year. It was in the years stretching 2002 to 2008, the Malaysian growth rate was
more sedate, averaging about six per cent.
The dips in growth rates that have been experienced in Malaysia mirror fluctuations in the global
economy. Nonetheless, it is evident that Malaysia has been resilient, and has adjusted well to economic
disruptions that have emerged from other regions. The high growth rates have generated high demand for
labour. However, the demand for labour has not been uniform, but has reflected the contribution of the
different sectors. Although Malaysia was a predominantly agricultural economy soon after its independence
in 1957, and remained so for the next 20 years, this changed with Malaysia’s judicious use of industrial
policy. From the late 1970s, and particularly from the 1980s, there was a shift to the industrial sector.

Source: World Bank Statistics
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Presently, the services sector contributes most to gross domestic product (GDP). The services sector
contributes close to 57 per cent ofGDP. This is followed in importance by the manufacturing sector,
which accounts for about 30 per cent of GDP. The agriculture sector, which used to drive the growth of
the economy, now accounts for about eight per cent of GDP. Agriculture is followed in importance by
mining and quarrying (six per cent). The construction sector is largely domestically driven, in terms of
the demand for its output, and has a sectoral share of about three per cent. The relative importance of
the different sectors in contributing to the total GDP has implications on the characteristics of the labour
market, as we shall see later. But the relative importance of the economic sectors has some relationship
with the export structure of the economy.

The manufacturing sector contributed as much as 82 per cent to total exports in the period spanning
2000 to 2003. However, since 2004, the manufacturing sector dropped in its contribution to exports from
Malaysia. In 2009, this sector contributed 70 per cent of total exports. Exports from the agriculture sector
have remained at about nine per cent in recent years. These exports are mostly due to palm oil. In relative
terms, from about 2004, the exports from the manufacturing sector have been declining. The decline of
manufacturing-oriented exports has been compensated for by increases in exports from the agriculture and
mining sectors.
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Source: International Trade and Industry Report, various years

A different perspective on the structure of the economy can be obtained by examining sectoral
contribution to growth. The input-output tables provide a decomposition of the sources of growth and
show how the various sectors rank in terms of importance. In 1991, it was found that services contributed
most to domestic demand, followed by heavy industry. The services sector also was most important for
the generation of intermediate demand, followed by heavy industry. Value-added was, again, generated to
a large extent by the services sector. However, the heavy industry mattered most for exports and imports,
pointing to the fact that while the services sector contributed much to domestic and intermediate demand,
it was the heavy industry sector which was signiﬁcant for exports and imports. The light industry followed
in importance for its input into exports and imports as sources of growth.
The structure of the economy has not changed very much in 2005 in so far as the services sector
enters signiﬁcantly into domestic and intermediate demand as sources of growth. As far as value-added
is concerned, the services sector is most signiﬁcant. But in terms of exports and imports, there is a shift
to the heavy industry sector. The services sector comes next in terms of its contribution to exports and
imports. The services sector is most important for its contribution to value-added, and this is followed by
the heavy industry sector.
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Sources of Growth
Sector

Domestic

Intermediate

Value-

Demand

Demand

Added

Exports

Imports

Export

Import

Ratio

Ratio

1991
Agriculture

5.3

11.63

12.1

5.62

1.64

1.17

0.94

Mining

1.09

5.48

9.52

9.33

1.17

1.95

0.67

Light Industry

7.76

15.47

8.02

20.51

12.82

4.28

7.33

Heavy Industry

15.86

28.01

15.85

52.65

59.56

10.99

34.06

Services

69.98

39.4

54.51

11.89

24.81

2.48

14.19

100

100

100

100

100

100

100

Total

2000
Agriculture

4.95

7.6

6.71

1.29

1.12

0.39

1.43

Mining

1.66

5.13

10.38

6.36

1.64

1.9

2.09

Light Industry

9.01

15.04

7.68

11.11

7.68

3.32

9.78

Heavy Industry

12.2

29.17

23.41

69.6

71.15

20.82

90.62

Services

72.19

43.05

51.83

11.64

18.41

3.48

23.45

100

100

100

100

100

100

100

Total

2005
Agriculture

1.86

5.55

6.52

1.57

1.18

1.02

1.33

Mining

1.54

4.9

13.17

8.07

1.19

5.23

1.35

Light Industry

7.32

7.69

5.61

10.1

6.2

6.54

7.01

Heavy Industry

16.1

32.28

20.63

63.38

65.98

41.05

74.61

Services

73.18

49.59

54.07

16.87

25.45

10.93

28.77

100

100

100

100

100

100

100

Total

Source: Input-Output Table, various years, DOS Malaysia

As the evidence indicates, the services sector is an important component of GDP, but it is not
a substantial contributor to exports from Malaysia. Clearly, services are largely meant for domestic
consumption rather than for exports. While the manufacturing sector has been declining in its
performance, it still remains a significant contributor to GDP and also to the export structure of the
economy. But there is evidence that the services sector is increasingly becoming a component that enters
into exports as a source of growth. As for agriculture, it has been declining over the long term, in terms of
its contribution to GDP, but its share as a component of total exports is not negligible since it amounts to
about nine per cent of exports.
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Having examined the structure of the economy, judged by the contribution of the various sectors to
GDP and as sources of growth, it is necessary to discuss the employment structure of the economy. This
will throw clearer light on the structure of employment and it will also help evaluate the incidence of
employment patterns on the different sectors. By examining the pattern of employment in the different
sectors, the issue that we turn to in the next section, it will be possible to discuss the relationship between
employment and its contribution to the economy.

PATTERNS OF EMPLOYMENT
In 1995, the services sector accounted for about 47.7 per cent of total employment and the
manufacturing sector contributed to 23.3 per cent. In the same year, employment in agriculture contributed
to 20 per cent of employment. As these ﬁgures indicate, the services sector was the most important source
of employment in the economy, followed by the manufacturing and agriculture sectors. It should be noted
that agriculture at that point was a source of employment that could not be ignored.

Source: DOS, Malaysia
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Employment in the Manufacturing Sector (1996-2005), Malaysia
1996
Industry

Total
Non-resource
Based
Electric and
electronics
products
Basic metals and
metals products
Textiles and
textile products
Machinery and
equipment
Transport
equipment
Resource-based
Wood products,
including
furniture
Chemicals,
fertilisers,
plastics and
petroleum
products
Food
processing,
beverages and
tobacco
Rubber
processing and
products
Paper and paper
prodcts, printing
and publishing
Non-metalic
mineral products
Others

2000

1996-2005
Average

('000

Share

('000

Share

('000

Share

persons)

(%)

persons)

(%)

persons)

(%)

2203.9

100

2565.8

100

3132.1

100

4.4

1227.6

55.7

1317.6

51.4

1628.3

52.0

3.7

626.6

28.4

645.3

25.2

840.8

26.8

3.8

177.3

8.0

193.8

7.6

282.8

9.0

5.8

208.7

9.5

215.8

8.4

214.8

6.9

0.8

130.5

5.9

161.4

6.3

162.6

5.2

2.9

84.5

3.8

101.3

3.9

127.4

4.1

5.2

922.8

41.9

1186.6

46.2

1423.7

45.4

5.4

236.3

10.7

352.7

13.7

373.8

11.9

5.7

184.6

8.4

238.1

9.3

327

10.4

7

196.7

8.9

237.7

9.3

298.9

9.5

5.2

124

5.6

132

5.1

171.5

5.5

4.1

95.9

4.4

121.6

4.7

137.7

4.4

4.6

85.3

3.9

104.5

4.1

114.9

3.7

3.8

53.5

2.4

61.6

2.4

80

2.6

5

Source: Industrial Master Plan (IMP3
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2005

Annual
Growth (%)

However, the profile of employment has been changing over time. The sectoral demand for
labour has been shifting, with the agriculture sector witnessing a sharp decline in being a source of
employment. The shift in the employment pattern, as the chart shows, has been strongly in favour of
the services sector, and this is particularly pronounced in more recent years. Agriculture as a source
of demand for labour has decreased to 13.5 per cent. The services sector, however, has recorded an
increase in employment in 2009 that is 11.8 per cent higher than it was in 1995.

The construction

sector accounts for a slightly higher percentage of employment for the same reference years, increasing
marginally by about one per cent since 1995. Thus, while the services sector has assumed more
importance, this has been at the cost of employment in agriculture and manufacturing. Employment in
mining has remained fairly constant over the years.
It is not surprising that employment in agriculture has been declining, since government policy
has not been targeted to the agriculture sector. In fact, it is only palm oil that has been a major export
commodity. And palm oil plantations have faced severe labour shortages. The fact that manufacturing is
not as attractive a source of employment as it used to be is cause for concern for several reasons. First,
Malaysia is an export-oriented economy, and this sector may, reasonably, be expected to be a labour
absorbing sector. Second, the manufacturing sector as a driver of GDP is shrinking. This by itself is not a
cause for concern because as countries develop there is a tendency for their services’ sectors to grow. But
in the case of Malaysia, which depends on export-led growth, rather than domestically driven growth, it
is a phenomenon that has special importance. Nevertheless, the reduction in employment that originates
from the manufacturing sector is an indication that the sector is becoming less labour intensive.
The pattern of employment within the manufacturing sector does not show any major shifts in
recent years. The non-resource based component continues to dominate over resource-based activities
in generating employment. But the composition of employment due to the earlier has declined, albeit
slightly. The electronics and electrical (E&E) sector is signiﬁcant for the employment it creates, in that it
accounted for 55 per cent of employment in manufacturing in 1996, declining somewhat to 52 per cent in
2005. There has been an increase in employment within the chemicals sub-sector. Within the resourcedbased component, wood products and furniture are most important, and they have employed 11.9 per cent
of labour, moving up from 10.7 per cent in 1996. Employment in textiles, which used to be important
activity in the resource-based manufacturing component of manufacturing, has declined, and that is
line with the nature of the industry which is labour-intensive. Malaysia does not have the comparative
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advantage that Bangladesh or China have since Malaysia no longer possess the characteristic of a lowwage economy, and so it is not a thriving industry.

LABOUR SHORTAGE RESPONSES
Given the low rate of employment and the labour shortage that has resulted, various strategies have
been employed to cope with the excess demand for labour (Ducanes and Abella, 2008). As Malaysia
has become more industrialised, as can be expected, the use of capital has increased. This has taken
place at a rapid pace. The investment in capital can be decomposed into the capital formation by the
public and private sectors. In the early 1990s, the contribution to gross ﬁxed capital formation (GFCF)
by the private sector far outstripped that of the public sector. This trend continued till the mid-1990s,
after which the private sector’s investment in gross ﬁxed capital formation declined. It was not till 2002
that the private sector played a more active role in increasing GFCF. In more recent times the private
sector’s participation in GFCF has, once again, declined. However, the public sector’s participation has
consistently been on the uptrend.

Source: Economic Report, various years
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It is clear that in Malaysia there is increasing labour force participation among almost all age groups.
The only exception to this is with those in the 15-19 age group, where the decline in participation is
noticeable. With those in the 20-24 year age group, the rate of increase in participation is not encouraging
either. Otherwise, there is an uptrend among all other age groups, and this applies for those from 20 to 59.
Even the 60-64 age group demonstrates a mild increase in participation.

Source: DOS, Malaysia

However, the gender details regarding participation in the workforce are interesting. Quite
unexpectedly, male participation in the labour force has been steadily declining since the early 1990s. In
1996, almost 85 per cent of the labour force was made up of males, but in 2010 it came down to as low as
79 per cent. This is not the case with female participation, which has been above male participation since
1999. It is certainly encouraging to note that there is more female participation in the labour force. It is
indicative of the changing social norms in Malaysia; but from an economic point of view, it indicates how
the level of employment has been extended by including women into the workforce.
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DEVELOPMENT CHALLENGES AND THE LABOUR
CONSTRAINT
Considering Malaysia’s dependence on FDI to drive growth, it is certainly necessary to examine trends
relating to FDI ﬂows. Inward FDI ﬂows declined considerably after the 1997 ﬁnancial and economic crisis,
and it was not until 2002 that the ﬁgures improved. FDI is important to the economy because it contributes
to the growth of capital in the economy. It is also crucial because of the demand for labour that it generates.
In this regard, it is a matter of concern that outward FDI ﬂows exceed that of inward ﬂows, and this pattern
is on the increase. With increasing outward investment flows, not only will the economy be deprived of
opportunities that give rise to labour creation, but capital formation will also be stiﬂed.

Source: UNCTAD FDI Statistics
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A serious constraint to the development of skilled labour in Malaysia arises from the lack of
an adequate allocation of resources for research and development (R&D) (see Fleming and Soborg,
2010). Malaysia’s investment in R&D is not encouraging when compared with other countries in the
region. Malaysia’s GERD is a mere 0.6 per cent, and it has remained stagnant in the last few years. By
comparison, Singapore has a GERD that exceeds two per cent. India, which has a lower per capita
GDP, has a higher GERD. If Malaysia seeks to reach the ranks of the developed economies, it must be
more willing to invest in R&D. The progression to a knowledge-based economy will be restricted until
Malaysia is able to engage in R&D.

Research and development expenditure (% of GDP) of the
selected countries
1996

1998

2000

2002

2004

2006

United States

2.5

2.6

2.7

2.7

2.6

2.7

Australia

1.6

1.5

1.5

1.7

1.8

2.1

China

0.6

0.7

0.9

1.1

1.2

1.4

N.A.

0.4

0.5

0.6

0.7

0.8

India

0.6

0.7

0.8

0.7

0.8

0.8

Japan

2.8

3.0

3.0

3.2

3.2

3.4

Malaysia

0.2

0.4

0.5

0.7

0.6

0.6

Singapore

1.4

1.8

1.9

2.2

2.2

2.3

Korea, Rep.

2.4

2.3

2.3

2.4

2.7

3.0

Thailand

0.1

N.A.

0.3

0.2

0.3

0.2

Hong Kong SAR

Source: World Bank Statistics

The number of researchers in R&D is very low in Malaysia as compared to Singapore. Singapore
has a pool of researchers that out-stretches its population. In fact, Singapore’s number of researchers as a
proportion of its population is greater than Japan’s, Korea’s, and deﬁnitely that of the United States. While
the US had about 4,663 researchers per million people, Japan had 5,568 researchers and Korea had 4,186
researchers per million people.
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Number of researchers in R&D (per million people) of the
selected countries
1996

1998

2000

2002

2004

2006

N.A.

N.A.

4480.9

4566.0

4647.8

4663.3

Australia

3332.1

3356.3

3442.8

3723.3

4028.8

4224.3

China

448.0

389.6

548.6

630.3

710.5

926.6

Hong Kong

N.A.

1047.4

1159.2

1570.3

2130.8

2650.0

4908.6

5169.6

5110.8

5087.0

5316.2

5568.3

Malaysia

89.7

153.8

276.0

295.1

503.3

371.5

Singapore

2535.0

2976.8

4139.2

4397.5

5087.0

5736.0

Korea, Rep.

2209.3

2022.5

2334.1

3022.8

3298.1

4186.9

United States

Japan

Source: World Bank Statistics

The low number of researchers in Malaysia is aggravated by the low number of technicians in R&D.
Technicians in R&D are required to possess sound technical knowledge and experience in engineering,
physical and life sciences (technicians). It is expected that R&D technicians will participated in R&D,
but under the supervision of researchers. This class of knowledge workers are expected to support the
researchers, and a low ﬁgure points to the fact that the researchers will not be sufﬁciently assisted by the
requisite technicians.

Number of Technicians in R&D (per million people) of the
selected countries
1996

1998

2000

2002

2004

2006

Hong Kong

N.A.

217.8

206.1

226.1

424.0

459.3

Japan

667.1

687.5

623.1

527.5

573.9

579.6

Malaysia

31.0

43.5

39.6

56.9

63.5

43.8

Singapore

314.8

352.4

338.4

384.8

484.8

549.2

Korea, Rep.

635.5

534.2

456.7

499.0

585.4

586.9

Source: World Bank Statistics
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Publication in scientiﬁc and technical journals can be taken as summary indicator that captures output
in science and technology knowledge-creation. The US has the highest achievement for the publication of
scientiﬁc and technical journal articles. Of the countries that have been selected for comparison, in recent
years China has performed creditably. China has improved tremendously well on its achievement in this
indicator, as compared with its performance in the early 1990s. Japan’s publication record is currently not
as high as China’s, and, indeed, it has not increased as substantially as China has. Malaysia’s achievement
is low, and it is poor in comparison to that shown by Singapore and Thailand.
Malaysia’s low record of publications in scientific and technology journals is consistent with its
performance in other related indicators. Since expenditure in R&D is low, and combined with the lack
of research expertise as well as poor support from research technicians, outcomes such as publication in
scientiﬁc and technological journals will necessarily be poor. Another concomitant outcome of research
expertise and R&D capacity and expenditure is the number of trademark applications. Although, Malaysia
performance on journal publication is no impressive, it has achieved satisfactory outcomes on trademark
applications. Malaysia has done well as compared to Singapore and Korea on this criterion. Trademark
applications offer the possibility of research that has commercial value. In that respect, the level of
trademark applications is an indication of the preparedness of residents to produce research that has
commercial value in the market. While journal publications do not necessarily have value in the market,
trademark applications are speciﬁcally meant to be commercially viable. There is a positive aspect to this
because Malaysia’s poor performance in journal publication is somewhat mitigated by its encouraging
record in trademark applications. However, although Malaysia has shown good progress in trademark
applications, China’s is simply astounding.
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Scientific and technical journal articles
1990

1995

2000

2001

2002

2003

2004

2005

2006

2007

191559

193336.9

192743

190592.6

190496.1

196431.6

202084.3

205516.3

209237.2

209694.7

Australia

10664

13125.4

14588.6

14483.7

14255.2

14933.6

15587.9

15971.9

17214.9

17830.6

China

6285

9061.4

18478.7

21134.1

23269.1

28767.9

34845.6

41603.6

49574.6

56805.8

India

9200

9370.1

10276.4

10800.5

11664.7

12461.2

13368.7

14635.3

16741.3

18193.7

Japan

38570

47067.9

57100.9

56081.7

56346.5

57228.2

56535.4

55501.9

54455.8

52895.7

Malaysia

233

365.8

459.6

472.4

494.5

479.3

586.1

614.6

724.1

808.1

Singapore

572

1141.4

2361

2434.3

2631.9

2939.4

3384.3

3611.2

3838

3792.3

Korea

771

1035

1170

1361

1759

2184

2931

3803.2

4770.9

5802.2

Thailand

282

339.6

663.3

726.9

834

1018.6

1130.5

1248.9

1568

1727.7

United
States

**Note: Scientiﬁc and technical journal articles refer to the number of scientiﬁc and engineering articles
published in the following ﬁelds: physics, biology, chemistry, mathematics, clinical medicine, biomedical
research, engineering and technology, and earth and space sciences

Trademark applications, direct resident
1990
United

1995

2000

2001

2002

2003

2004

2005

2006

2007

2008

106693 163787 251220 181713 181693 191902 213495 224269 233311 256429 246220

States
Australia

12826

14575

27301

24970

26710

30618

37112

38550

40538

40001

China

50853

144610 181717 229775 321034 405620 527591 593382 669276 604952 590525

Japan

151935 156790 124361 104655 100645 106957 110270 114015 111754 118130 95658

Malaysia

3614

6861

6303

6525

7661

8327

10406

10479

11209

12289

12562

Singapore

N.A.

N.A.

5187

3281

3343

4254

4839

5067

4852

5383

4197

Korea

33564

55218

90596

86408

90014

92368

91935

99435

105544 112157 107487

Thailand

7024

9711

15495

16712

21518

23335

26414

24275

21171

20140

38381

21950

**Note: Trademark applications ﬁled are applications to register a trademark with a national or regional
Intellectual Property (IP) ofﬁce. A trademark is a distinctive sign which identiﬁes certain goods or services
as those produced or provided by a speciﬁc person or enterprise. A trademark provides protection to the
owner of the mark by ensuring the exclusive right to use it to identify goods or services, or to authorize
another to use it in return for payment. The period of protection varies, but a trademark can be renewed
indeﬁnitely beyond the time limit on payment of additional fees. Direct resident trademark applications are
those ﬁled by domestic applicants directly at a given national IP ofﬁce.
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**Note: Patent applications are worldwide patent applications ﬁled through the Patent Cooperation Treaty
procedure or with a national patent ofﬁce for exclusive rights for an invention--a product or process that
provides a new way of doing something or offers a new technical solution to a problem. A patent provides
protection for the invention to the owner of the patent for a limited period, generally 20 years.

ECONOMIC TRANSFORMATION AND LABOUR MARKET
REFORM
The goals of the NEM are ambitious. It includes a target of creating 1.4 million jobs mostly in
the services sector and achieving full employment by 2015. The unemployment rate that is implied by
this target is set at 3.1 per cent. Noting that the present rate of unemployment is low, it is expected that
a more severe shortage of labour will result if this goal is achieved. Fundamental to the NEM is the
transformation of the economy through the creation of a labour force that is skilled and knowledge-based.
Although not quite measurable, the anticipated workforce is expected to be creative and innovative,
empowered with greater job mobility and more highly skilled. It is expected that these goals will have a
positive impact particularly on those from the bottom 40 per cent of households.
There are three key areas that the 10MP seeks to improve: a) to make the labour market more
ﬂexible, b) upgrade the skills and capabilities of Malaysia's workforce, and c) enhance the country's ability
to attract and retain top talents. Within this scheme of things, unskilled migrant labour has little role to
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play. And the 10MP wants Malaysia’s dependence on foreign unskilled labour to be reduced. However,
it is accepted that for the sectors where labour shortages persist, such as the construction and plantation
industries, foreign labour will be permitted, based on needs.In an effort to encourage the move towards a
highly-skilled workforce or for employers to hire skilled foreign labour, a new multi-tiered levy system
will be implemented for employers of unskilled workers.The new levy system is aimed at controlling the
entry of unskilled foreign labour as the levies will be borne by the employers and not the employees.
The 10MP directs its attention on labour market reform in two ways. First, it attempts to reduce the
issue of the overall labour shortage that the economy faces. Second, the plan document recognises the
importance of addressing the speciﬁc question of labour shortages that are associated with developing a
skilled workforce. An allocation of RM80 million (about US$26 million)has been made for a Relief Fund
for Loss of Employment. This allocation is spread over the years spanning 2010 to 2012, and it is meant
to provide assistance to workers retrenched without compensation.

On one hand this fund functions as

a social safety net, but beyond that it also ensures that workers do not get demotivated and fall out of the
active search for employment, as can happen when workers have difficulty getting employed within a
short period of time. Another measure that is directly targeted at relieving labour shortages is through PartTime Work Regulations under the Employment Act 1955. This amendment is to be introduced so as to
introduce housewives, retirees and disabled persons into the workforce. Further, the government wants to
increase female participation in the labour force, increasing it from 46% in 2010 to 55% in 2015.
The government realizes that only 28 per cent of the workforce in Malaysia is highly-skilled, and a
large segment of the workforce has low levels of educational attainment. Consequently, the 10MP has put
forth various instruments to upgrade the skill levels of the existing labour force. The following are some
of the incentives that will be offered:
- RM500 million (US$133 mil.) to provide loans to workers and school leavers for training and skills
upgrading
- RM50million (US$14 million) as matching grants for training and skills upgrading of small and
medium enterprise employees
- RM50 million (US$14 million) to fund apprenticeships involving more than 8,000 students
- RM50 million (US$14 million) to co-sponsor employees to obtain industrial PhDs
- RM350 million (US$117) allocated to offer partial ﬁnancial assistance for PhDs in local
universities.
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There are three components to the labour market strategies suggested by the 10MP. They include:
a) increasing the participation of individuals in the labour force, b) improving the skills of the existing
workforce, and c) increasing the talent pool of the labour force. The last mentioned of these strategies
involves the following measures:
• Setting up the Talent Corporation to source global talent, not excluding Malaysians currently
living overseas
• Simplify the hiring of foreign talent
• Permitting spouses of individuals hired as foreign talent to engage in employment
• Open visas for highly skilled foreign professionals.

It is definitely useful to bring in foreign talent into the local labour market to ease the labour
constraints on skilled labour. However, this policy measure faces certain limitations. First, this is a shortterm measure because it does little to address the need for policies to develop endogenous sources of
labour. Second, it is doubtful if Malaysia can offer incentives and opportunities that are comparable to
countries such as Singapore to attract skilled foreign labour. Third, this proposal assumes that ventures
requiring skilled foreign talent abound. Also, this proposal assumes that Malaysians will establish
concerns on the assumption that they will be able to attract the skilled foreign talent they need. This
requirement is better suited to those ﬁrms that are already in operation and require special expertise to
advance their transformation or growth. Finally, it is interesting to note that the government has approved
this policy ahead of any deﬁnite picture on the skills needs of the various sectors. The National Talent
Blueprint 2011 is expected to identify the talent needs of priority economic sectors, but has yet to be
published.

CONCLUDING REMARKS
Malaysia’s primary concern is on achieving a high level of income and reaching developed country
status. The NEM describes this as a three-pronged approach, which includes achieving: a) high income, b)
sustainability and c) inclusiveness. Malaysia needs to re-invent itself in order to move out of the middleincome trap. There are two crucial components to this process and they involve technological upgrading
and labour market reforms. Labour market reforms are seen as a crucial to the restructuring of the
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economy. The central issue arises from the fact that Malaysia cannot rely on the advantage that is used to
enjoy by virtue of having an abundant supply of cheap and relatively well-educated labour. Consequently,
it will have to carve a different niche for itself.
Malaysia’s growth has been high in the past, but in order for Malaysia to maintain its competitiveness
it will have to move up the value chain and emphasize knowledge-based production rather than labourintensive production methods. Some sectors of the economy are dependent on foreign migrant labour,
and the nature of the industry is such that it may be difﬁcult to switch to capital-intensive production. The
construction industry and the plantations are examples of such sectors.
However, Malaysia has been shifting from an agriculture base to the manufacturing and services
sectors. In fact, the services sector will be the engine of growth in the years to come. Corresponding to
the shift in the structure of the economy, there has to be a concomitant shift in the nature of the labour
that is employed. There is evidence that the quality of labour that is being supplied is not highly skilled
and knowledge-based. This is a crucial factor that could constrain the development of the economy. On
the basis of several indicators it appears that Malaysia has to do more to improve the quality of its labour
force. For this to be possible it is essential that there be more expenditure on R&D and that these aspects
of education be emphasized as part of the university education.
The recently launched 10MP indicates that the government is aware of the labour shortage in
knowledge-based and skilled categories. A thorough change in the supply of labour can come about by
reforming the educational system so as to place more stress on creativity and innovation from the school
level. The inﬂow of foreign skilled labour should also be encouraged to a greater extent than that practiced
at present. The government recognizes that the labour participation rate has to be increased, and that issue
appears to be adequately recognized.
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Experience of Fighting against Structural Unemployment in Chinese Taipei *
Ke-Jeng Lan**

I. Introduction
Higher unemployment rate has prevailed in many countries after the ﬁnancial crisis of 2008. For
example, updated in September 13, 2011, the unemployment rate was 8.4% of OECD members, 9.3%
in the United States. 9.5% in Greece, 11.8% in Ireland and 18.0% in Spain (www.oecd.library.org).
Moreover, labor force with lower education or skill suffer higher unemployment rate, youth suffer twice
or more unemployment rate of the society, less developed regions have higher unemployment rate and
unemployment duration becomes longer. Unemployment may be ascribed not only to cyclical, but also to
structural features which include expanded globalization, fast technological change, severe employment
protection legislation and drastic lean management (Mitani, 2010).
Facing with the threat of high unemployment rate, the objective of industrial development has been
evolved from pursuing for high growth to pursuing for high employment. Policies of boosting aggregate
demand, such as increase of government expenditure or pump up more money supply, are usually adopted.
However, such policies may not be sufficient as Okun’s law1 reveal and when there are problems of
structural unemployment. Some other policies, such as enhancing unemployment assistance, providing
more intensive trainings (Scholz, Bonnet and Ehmke, 2010), creating short-term public works (Berg and
Salerno, 2008), offering wage subsidy, job-search assistance and micro enterprise development (Dar
and Tzannatos, 1999, Kluve, 2007), increasing re-employment beneﬁt, offering employment adjustment

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------* Revised from paper presented in the 26th Paciﬁc Economic Community Seminar, “Examining the Mid- and Long-Term
Structural Unemployment in Asia-Paciﬁc,” to be held by CTPECC in Taipei, Taiwan Institute of Economic Research, on
October 13-14, 2011.
** The author wishes to express his thanks to Taiwan Institute of Economic Research, particularly Dr. Darson Chiu, and Ms.
Yan-Chin Wu for data collection. But the author takes full responsibility of any opinion or error expressed in the article.
1 Okun’s law refers to the change of GDP will be larger than the change of employment (OECD, 2010:36), due to
labor is a quasi-ﬁxed cost and can be varied more relatively to ﬁxed capital in the short-run (Liu and Spector, 2005) and
emploers usually adjust stocks rather than labor in the beginning peroid of recovery (Hamermesh, 1993:343).
Specifically, the recovery periods of the United States in 1991, 2001 and 2009 did not accompany with growth of
employment as in the 1980s such that perception of “jobless growth” prevailed (Willems and van Wijnbergen, 2010).
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subsidy, providing subsidy of trainings to training provider and trainees and facilitate job-seeking activities
(Mitani, 2010) have been adopted by various economies. Though active labor market policies (ALMPs)
have been adopted widely, some negative effects, such as deadweight loss, creaming off effect, substitution
effect, crowding-in effect, displacement effect and lock-in effect2 need to be avoided.
In Chinese Taeipei, the unemployment rate hit a peak of 6.13% in August 2009 and was 4.28%
in October 2011, while it had been usually less than 2% before 1995. Older worker (45-64 years old)
encountered an unemployment rate of 3.90% in 2009 in contrast with less than 1% in general before 1995.
Youth (15-24 years old) had shown a much higher unemployment rate than other age groups and hit a peak
of 14.49% in 2009 and was 11.73% in May 2011. And average unemployment duration increased to 27.37
weeks in June 2011 while it generally had been less 20 weeks before 1995. How Chinese Taipei response
to cyclical and structural unemployment? Can any particular policy be learned and ameilioration be
considered? This article intends to analyze the case of Chinese Taipei. Firstly features of unemployment
and employment are explored in section II. Next policies adopted are discussed in section III. Then
evaluation of strategies adopted is offered in section IV. And conclusion and some suggestions are
provided in the last section.
The main findings are the following: In Chinese Taipei, groups of female, older workers, youth,
educated with high school or vocational, disabled, aborigines, new entrants, long-term unemployed
and new immigrants may relatively more vulnerable to higher unemployment rate, lower LFPR, longer
duration of unemployment or unstable employment. The policies adopted in Chinese Taipei to fight
against structural unemployment include wage subsidy, training subsidy, creation of public works,
assistance to self-employment and intensive employment counseling. Various strategies and programs
provide complementary functions to target groups. Yet competition among programs and some
deadweight loss, displacement effect and creaming-off have been observed.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2 Deadweight loss refers to the employment result will be the same without subsidy, so the subsidy program will be a
waste of resources. Creaming off effect refers to employers will hire more capable unemployed when they can
decide whom to be recruited, hence vulnerable unemployed may still be unemployed. Substitution effect refers to
speciﬁc program for targeted unemployed group (such as older workers), employment of other groups (such
as youth) may be subsituted. Crowding-in effect refers to some nonlabor force will become labor force such that
unemployment will increase as well. Displacement effect refers to the organizations (enterprises) that obtain subsidy
will be more competitive and catch market share from the organizations (enterprises) that cannot participate into
subsidy programs. Lock-in effect refers to unemployed have less incentive to search jobs by themselves and stick to
programs subsidized by government. (Dar and Tzannatos, 1999, Pierre, 1999)
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II. Structural Unemployment and Employment in
Chinese Taipei
This section analyzes charterteristics of unemployment, labor force participation and employment to
depict features of structural unemployment and employment in Chinese Taipei.

2.1 Charterteristics of Structural Unemployment
Some charterteristics of unemployment by gender, age groups, level of education and others (disabled,
aborigines, new-entrants or not and long-term unemployed) are explored here.
a. By Gender
The unemployment rate was only 2.99% in 2000, increased to 4.57% in 2001, reached a peak
of 5.17% in 2002, declined since then down to 3.71% in 2007, reversed to increase to 4.14% in 2008,
5.85% in 2009, declined to 5.21% in 2010 and 4.27% in May 2011. Male persistently showed a higher
unemployment rate than female (such phenomenon can be traced back to 1996) and the gap3 usually
enlarged in recession. (see Figure 1)

Figure 1 Unemployment Rate by Gender

Source: www.dgbas.gov.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3 For example, the gap between male and female unemployment rate was 1.57% (=6.53%-4.96%) in 2009 and the gap
was 1.81% (=5.91%-4.10%) in 2002, which were the largest two gaps in the past decade.
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With respect to average unemployment weeks,4 male consistently showed longer unemployment
weeks than female, the gap shrank before the ﬁnancial crisis and enlarged after the crisis.5 (see Figure 2)

Figure 2 Average Unemployment Weeks by Gender and Newentrants Or Not

Source: www.dgbas.gov.

Though female unemployment rate is lower than male but female labor force participation rate
(LFPR) is still lag far behind male. For example, over the past decades, the LFPR stabled around 58%,6
but the LFPR of female had been increasing while the LFPR of male had been delcining. The LFPR of
male was 69.42% in 2000, 67.09% in 2008, 66.40% in 2009, 66.51% in 2010 and 66.56% in May 2011.
And the LFPR of female was 46.02% in 2000, 49.67% in 2008, 49.62% in 2009, 49.89% in 2010 and
49.67% in May 2011. (see Figure 3) Such increasing trend can be ascribed to various female employment
promotion policies adopted from time to time. Moreover, the declined LFPR in 2009 is consistent with

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------4 The average unemployment weeks were 23.70 in 2000, hit a record high of 30.54 in 2003, decreased to 25.25 in 2008,
increased to 27.49 in 2009, hit a peak of 29.68 in 2010 and declined to 28.38 in June 2011.
5 For example, 24.58 weeks for male and 21.86 weeks for female in 2000, 25.90 weeks for male and 24.27 weeks for
female in 2008, and 28.40 weeks for male and 25.81 weeks for female in June 2011.
6 The LFPR in Chinese Taipei was 57.68% in 2000, increased to 58.28% in 2008, declined to 57.90% in 2009, increased to
58.07% in 2010 and decreased to 57.97% in May 2011.
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the discouraged worker effect7 (particularly to male8) while the increaed LFPR in 2010 (though relatively
minor) is consistent with the added-worker effect9 (particularly to female10 ) and potential inﬂuence of
employment promotion schemes11 .

Figure 3 LFPR and by Gender

Source: www.dgbas.gov.

b. By Age Group
Concerning age groups, 15-24 years old constantly showed the worst unemployment rate12 , due to
their unclear career development plan and lower educational investment. The group of 65 years old and
over persistently revealed lowest unemployment rate13 because most of them had retired with pension.
The group of 25-44 years old usually had a higher unemployment rate than the group of 45-64 years

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------7
8
9
10
11
12
13

Discouraged worker effect refers to the phenomenon that some unemployed may be discouraged in recession and
go out of the labor force.
The male LFPR decreased from 67.09% in 2008 to 66.40% in 2009 while the female LFPR only decreased from 49.67% in
2008 to 49.62% in 2009.
Added-worker effect refers to the phenomenon that some unemployed’s family members may try to search for a job
to earn supplementary income for the family.
The female LFPR increased from 49.62% in 2009 to 49.89% in 2010 while the male LFPR just increased from 66.40% in
2009 to 66.51% in 2010.
Employment promotion schemes adopted by government may attract nonlabor force to beocme labor forace in
order to apply for employment opportunities of employment promotion schemes, particlularly short-term public works.
For example, the unemployment rate of 15-24 years old was 7.36% in 2000, 11.81% in 2008, 14.49% in 2009, 13.09% in
2010 and 11.73% in May 2011.
For example, the unemployment rate of 65 years old and over was 0.24% in 2000, 0.17% in 2008, 0.13% in 2009, 0.19%
in 2010 and 0.21% in May 2011.
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old14 and had their peaks of unemployment rate in 2002 (4.73%) and 2009 (5.93%) 15. (see Figure 4)
These information revealed that the unemployment rate of 15-24 years old requires special attention and
all age groups of 15-24, 25-44 and 45-64 (except 65 years old and over) suffered due to the ﬁnancial crisis
but the group of 25-44 years old suffered the most.

Figure 4 Unemployment Rate by Age Group

Source: www.dgbas.gov.

Concerning average unemployment weeks, unemployed 45-64 years old persistently had the longest
unemployment weeks, which increased to a peak in 2002, declined up to 2008, then increased again
through 2010 and declined in June 2011. Yet unemployed 25-44 years old increased their unemployment
weeks signiﬁcantly16 . (see Figure 5) These imply that Chinese Taipei can no longer limit its policy to
older workers’ employment promotion, a wider scope is required.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------14
15
16

For example, the unemployment rate of 45-64 years old was 2.64% in 2000, 4.02% in 2008, 5.93% in 2009, 5.35% in 2010
and 4.42% in May 2011.
The group of 45-64 years old had their peaks of unemployment rate in 2003 (3.76%) and 2009 (3.90%), both are lower
than the ﬁgures of 25-44 years old.
For example, uneployed 45-64 years old had 31.09 weeks in 2000, increased to a peak of 37.41 weeks in 2002,
declined to 27.55 weeks in 2008, then increased again to 32.46 weeks in 2010 and declined to 30.12 weeks in June
2011. While unemployed 25-44 years old had 24.94 weeks in 2000, reached a peak of 32.12 weeks in 2003, declined
to 27.07 weeks in 2008, increased to 31.52 weeks in 2010 and declined to 29.93 weeks in June 2011.
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Figure 5 Average Weeks of Unemployment by
Age Group

Source: www.dgbas.gov.

Over the past decade, all three age groups (25-44, 45-64, 65 and over) of more than 25 years old had
a trend of increasing LFPR17 except the age group of 15-24 years old who revealed a declining LFPR18
. Yet in 2009, the LFPR of 45-64 and 65 years old and over declined19 while the LFPR of 25-44 years
old kept increasing20 . (see Figure 6) These imply that possible discouraged worker effect in the ﬁnancial
crisis reﬂected mostly on the age groups of youth (15-24 years old) and older work force (45 years old or
more).

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------17
18
19
20

The LFPR was 79.6% in 2000 and 85.47% in May 2011 for 25-44 years old, 59.8% in 2000 and 60.30% in May 2011 for 45-64
yers old, 7.71% in 2000 and 7.88% in May 2011 for 65 years old and over.
The LFPR was 36.28% in 2000 and 27.59% in May 2011 for 15-24 years old.
The LFPR was 60.83% in 2008 and 60.25% in 2009 for 45-64 years old, and 8.10% in 2008 and 8.05% in 2009 for 65 years
old and over.
The LFPR was 83.81% in 2008 and 84.19% in 2009 for 25-44 years old.
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Figure 6 LFPR by Age Group

Source: www.dgbas.gov.

c. By Level of Education
With respect to educational level, workforce with education of senior-high or vocational had the
highest unemployment rate, college and above second, junior high and below the least.21 Due to the
ﬁnancial crisis, the increment of unemployment rate from 2008 to 2009 was the largest for junior high and
below (5.84%/3.76%=1.55), senior-high or vocational second (6.19%/4.34%=1.43) and college and above
the least (5.57%/4.21%=1.32). (see Figure 7) However, the unemployment of college and above attracted
the most attention because their unemployment implied a bigger loss for the society and they are supposd
to be benefited from globalization. In particular, the corresponding unemployment rates of college
or above graduates for the age of 15-24 years old over the period of 2003-2008 were 9.49%, 10.67%,
10.68%, 10.47%, 10.96% and 12.54% while that of college or above graduates over the age of 25-29 were
5.66%,5.47%, 5.57%, 5.95%, 5.98% and 6.42% (www.dgbas.gov). Furthermore, there have been too
many Ph.D.,22 especially in social sciences, because supply has outpassed demand.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------21

For example, in 2008, the unemployment rate of senior-high or vocational was 4.34%, college and above was 4.21%
and junior high and below was 3.76%. The corresponding ﬁgures were 4.31%, 4.00% and 3.22% in 2007 and 4.61%, 4.30%
and 3.67% in May 2011.
22 According to the statistics of students providied by the Deparment of Education, over the past decade, students
pursuing for bachelor degrees has increased by 50% (from 680,000 to 1,020,000), students pursuing for master degrees
has increased by 112.6% (from 87,000 to 185,000) and students pursuing for Ph.D. has increased by 112.5% (from 16,000
to 34,000). Yet no speciﬁc unemployment ﬁgures have been collected ofﬁcially for Ph.D. only.
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Figure 7 Unemployment Rate by Level of Education

Source: www.dgbas.gov.

As for average unemployment weeks, unemployed with junior-high school or below education
revealed the longest unemployment weeks over the period of 2000-2007, unemployed with senior-high
school or vocational education possessed the longest unemployment weeks over the period of 2008-2010
and unemployed with college and above education became the longest group in June 2011 (see Figure
8).23 Although unemployment duration increased signiﬁcantly across the board (after 2008) due to the
ﬁnancial crisis in 2008, the unemployment of college and above has attracted particular attention because
the labor force of college and above are expected to get employment advantages under globalization and
their unemployment represent a bigger loss for the society due to investment of four more years of higher
education.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------23 For example, unemployed with junior-high school or below education had 23.99 weeks in 2000, 25.39 weeks in 2007,
25.22 weeks in 2008, 28.39 weeks in 2010 and 27.74 weeks in June 2011. Unemployed with senior-high school or
vocational education had 23.51 weeks in 2000, 25.90 weeks in 2008, 30.78 weeks in 2010 and 26.67 weeks in June 2011.
Unemployed with college and above education had 23.60 weeks in 2000, 24.68 weeks in 2008, 29.37 weeks in 2010
and 27.77 weeks in June 2011.
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Figure 8 Average Weeks of Unemployment by
Level of Education

Source: www.dgbas.gov.

As for the LFPR, the group of junior-high and below education has revealed a declining LFPR even
before the ﬁnancial crisis (40.39% in May 2011). The group of senior-high or vocational education had
an increasing LFPR trend up to 2007 (63.95%), declined over the period of 2008-2010 (probably due
to the ﬁnancial crisis) and increased to 62.36% in May 2011. And the group of college and above had a
bottom LFPR of 65.43% in 2003 and increased thereafter even during the ﬁnancial crisis (68.84% in May
2011). (see Figure 9) These imply that the group of senior-high or vocational education might have been
discouraged during the ﬁnancial crisis.
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Figure 9 LFPR by Level of Education

Source: www.dgbas.gov.

d. Other Characteristics
Disabled, aborigines, new-entrants and long-term unemployed are discussed here. Disabled usually
encounter much higher unemployment. For example, their unemployment rate was 20.93% in 2000,
16.70% in 2007 and 17.30% in 2009 (www.cla.gov). Their employment was 187,602 persons in 2006,
decreased to 134,432 persons in 2007 and increased to 163,112 persons in 2009 (www.cla.gov). The
disabled seem not suffered much during the ﬁnancial crisis in terms of employment,24 probably because
particular employment promotion programs for disabled has been offered from time to time and a
signiﬁcant proportion of disabled might shift between labor force and nonlabor force.
Concerning aborigines, their unemployment rate was 4.62% in December 2007 and increased to
7.92% in December 2008 and 7.31% in December 2009 (www.apc.gov). Their employment was 207,493
persons in the end of 2005, decreased to 198,950 persons in Septermber 2009 and increased to 203,412
persons in the end of 2009 (www.apc.gov). The aborigines did suffer in terms of employment 25 during the
ﬁnancial crisis, but quickly rebounced in the last quarter of 2009 because speciﬁc employment programs
had been offered.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------24 The disabled usually earn less because their jobs are mostly in the low-end.
25 Many aborigines hold unstable jobs and change jobs often.
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New-entrants usually had shorter unemployment weeks than nonnew-entrants, but the financial
crisis reversed the situation over the period of 2008-2010.26

(see Figure 2) The number of long-term

unemployed (unemployed for more than 53 weeks) was 58,000 in 2008, jumped to 99,000 in 2009 and
111,000 in 2010 (www.dgbas.gov). The proportion of long-term unemployed out of total unemployment
had a similar pattern, which was 13.94% in 2008, jumped to 15.64% in 2009 and 19.58% in 2010. The
signiﬁcant increment of long-term unemployed in 2009-2010 had urged responsive policy. However, such
signiﬁcant increment cannot be ascribed to the ﬁnancial crisis because it did not decrease with the general
unemployment rate. In fact, many long-term unemployed actually shift between states of unemployment
and nonlabor force. Various influencing factors (particular health and family issues) causing longterm unemployment are difficult to be overcomed. And long-term unemployed have been regarded as
vulnerable group by law (the Employmenet Services Act) since April 2009 which may have encouraged
higher ﬁgure in order to utilize assisting resources from government.

2.2 Charterteristics of Employment
Employment by sector, average monthly earning, nonstandard workers and immigrants are discussed here.
a. Employment by Sector
In Chinese Taipei, the tertiary (service) sector provides around 59 % of employment, the secondary
(industry) sector provides around 36% of employment while the primary (agriculture and forestry) sector
provides around 5% of employment. (see Figure 10) During the financial crisis, the secondary sector
suffered the most, so the employment proportion in the secondary sector decreased from 36.84 % in
2008 to 35.84% in 2009, while the employment proportion in the tertiary sector (from 58.02 % in 2008
to 58.87% in 2009) and the primary sector (from 5.14% in 2008 to 5.28% in 2009) expanded. When the
economy recovered in 2010, the proportions reversed.27

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------26

27

For example, 23.16 weeks for new-entrants and 23.83 weeks for nonnew-entrants in 2000, 22.97 weeks for newentrants and 24.57 weeks for nonnew-entrants in 2007 and 25.86 weeks for new-entrants and 27.74 weeks for nonnewentrants in June 2011. In contrast, 25.62 weeks for new-entrants and 25.16 weeks for nonnew-entrants in 2008, 30.55
weeks for new-entrants and 26.91weeks for nonnew-entrants in 2009 and 29.84 weeks for new-entrants and 29.61
weeks for nonnew-entrants in 2010).
In 2010, the secondary sector increased to 35.92%, while the tertiary sector decreased to 58.84% and the primary
sector decreased to 5.24%.
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Figure 10 Employment Propotion by Sector

Source: www.dgbas.gov.

b. Average Monthly Earning
The average monthly earning of employees with respect to the manufacturing, secondary or tertiary
sectors had an increased trend up to 2007 (before the ﬁnancial crisis).28 Due to the ﬁnancial crisis, all three
ﬁgures plumbed in 2009, rebounced in 2010 and declined again in May 2011. In which, the manufacturing
suffered the most29, so their workers were suitable target for policy assistance. (see Figure 11)

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------28

The average monthly wage of 15-24 years old educated with college or above declined from NT$25,421 per month
in May 1996 to 19,477 in May 2009 (declined by 23.38%) (www.dgbas.org.).
29 Employees’ earnings in the manufacturing declined from NT$43,105 in 2008 to NT$39,152 in 2009, employees’ earnings
in the secondary sector declined from NT$43233 in 2008 to NT$40,032 in 2009, employees’ earnings in the tertiary sector
declined from NT$45,450 in 2008 to NT$44,583 in 2009.
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Figure 11 Average Monthly Earning of Employees

Source: www.dgbas.gov.

c. Number of Nonstandard Workers
According to Okun’s law, the adjustment of employment usually will lag behind the adjustment of
production. Such lag behavior will be more signiﬁcant when the prospect of recovery is unclear. Starting
from the latter half of 2009, the GDP of Chinese Taipei has revealed recovery. However, the political
disturbance of North Africa outbursted from the end of 2010 through 2011, the earthquake of March 11,
2011 damaged Japanese economy signiﬁcantly, and high sovereignty debts in some countries of EU (Greece
is a salient example currently) and the U.S. have been worried since 2009. In fact, a perception of second
recession prevails in September 2011 globally. In order to preserve a better position during uncertained
recovery, employers usually will hire less, and hire nonstandard workers once they need to hire.
Nonstandard works include part-time, temporary and dispatched works in Chinses Taipei. With
respect to hiring options, the labor laws and regulation in Chinese Taipei actually protect less on
nonstandard workers relatively to regular workers. For example, contracted dispatched workers are not
fully protected by the Labor Standards Act. Employers may not provide compulsory social insurances
to nonstandard workers to save premium costs while official monitoring and detection of violation are
difﬁcult. Hence nonstandard works are unstable and usually offer lower compensation and beneﬁts.
The number of nonstandard workers increased rapidly, from 650,000 (6.2% of total employment) in
2008 to 687,000 (6.7% of total employment) in 2009 and 723,000 (6.9% of total employment) in 2010.
(see Figure 12) Moreover, the Control Yuan had estimated that more than one million are in unstable
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employment with less than NT$20,000 compensation per month (Septermber 27, 2011 BCC News)
with possible reasons of low wage, low-end jobs, insufﬁcient work hours or transient job. Nonstandard
workers or workers in unstable employment should be paid more attention in assistance because they may
encounter more obstacles (for example, poor health, poor quality of education, binding of family matters,
poor mobile employability) in ﬁnding a standard job and may be contributed to potential working poor.

Figure 12 Number of Nonstandard Workers

Note: Since part-time workers may also be temporary or dispatched workers, so the addition is
larger than total.
Source: www.dgbas.gov.

d. Immigrants
Chinese Taipei has started officially to hire (low-skilled and contracted) foreign workers as
supplemenatry labor force since 1989. Foreign workers are in full employment because they would be
sent back to their mother countries once they were laidoff. The number of foreign workers have increased
rapidly and surpassed 400,000 in June 2011. In recession periods, the number of foreign workers hired in
Chinese Taipei usually declined30, but they quickly rebounced in recovery31 . In the periods of reducing
foreign workers, the reduction always happened in the secondary sector (mostly in the manufacturing)
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------30 For example, the number of foreign workers decreased from 326,515in 2000 to 300,150 in 2003 and decreased from
365,060 in 2008 to 351,016 in 2009 (while the ﬁgure of 341,484 in June 2009 was the lowest in the ﬁnancial crisis).
31 For example, the number of foreign workers increased in 2004-2008 (365,060 in 2008) and in 2010-June 2011 (403,492
in June 2011).
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rather than in the social welfare sphere32 . (see Figure 13) There are many factors inﬂuencing the hiring of
foreign workers, but hiring foreign workers may have evolved from supplentary to substitutive roles which
can be ascribed to a reason contributing to low-skilled natives’s high unemployment.

Figure 13 Number of Foreign Workers by Industry

Source: www.dgbas.gov.

Additionally, there were 444,216 new (permanent) immigrants through marriage by the end of 2010
in Chinese Taipei. Most of them intend to work from the inception. Yet immigrants usually encounter
more obstacles (particularly in language and culture) in job-searching and have a higher unemployment
rate33 than natives’. And they usually work in low-end jobs (with low compensation) once they were
employed. Moreover, Chinese Taipei is suffering a brain drain of 20,000-30,000 skilled workers per year.
Such brain drain may reduce potential low-skilled employment opportunities. Put together, immigrants
may have promoted low-skilled natives’ unemployment.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------32
33

For example, the number of foreign workers increased in 2004-2008 (365,060 in 2008) and in 2010-June 2011 (403,492
in June 2011).
Foreign workers in the social welfare sphere refer to those perform as nursing care workers in family and institution and
homemaids in family.
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III. Strategies Adopted Fighting against Structural
Unemployment in Chinese Taipei
Strategies of wage subsidy, trainings, creation of short-term public works, assistance to selfemployment and intensive employment counseling are discussed here.

3.1 Wage Subsidy
a. Wage Subsidy to Employers for Hiring Unemployed
Most wage subsidy programs adopted by Chinese Taipei provide subsidy to employers and
expect employers will hire unemployed with a suitable wage. For example, a wage subsidy regulation
(Employment Promotion Subsidy) to promote hiring unemployed has been specified according to the
Employment Insurance Act, in which employers who hire speciﬁed unemployed, including consecutively
unemployed for more than three months, consecutively unemployed for more than 30 days of vulnerable
groups34 , and female reentrants after more than two years out of the labor market due to family reasons,
for at least three months may apply for a wage subsidy up to NT$12,000 (NT$8,000, NT$10,000 or
NT$12,000 for hiring different target groups) per head per month for 12 months. Suppose the work hours
were less than the speciﬁed level, the subsidy would be up to NT$65 (NT$45, NT$55 or NT$65 for hiring
different target groups) per hour.
In responsive to recession due to the ﬁnancial crisis in the latter half of 2008, the Getting to Work
Immediately Program (GWIP) implemented from October 2008 to December 2009. It offered wage
subsidy to employers which hired native workers who were consecutively unemployed for at least three
months or involuntarily unemployed (for those employees covered by the Employment Insurance Act).35
The subsidy was NT$10,000 per person per month36 up to 6 months. Each enterprise could apply for

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------34
35

36

Vulnerable groups include sole breadwinners, older workers, disabled, aborigines, members who were in the labor
force in a low-income family , ex-prisoner, victims of domestic violence, youths (age 29 or under) and new immigrants
(who have not received citizenship).
The target groups were relaxed later (Nov.11, 2008) to cover unemployed workers (with evidence) who did not
participate the Employment Insurance yet had their Labor Insurance through trade unions, ﬁshermen unions or
farmers unions. And the group were extended further (May 2009) to cover new entrants and victims of natural disasters
who were unemployed.
Wage subsidy increased to NT$12,000 per head per month, and an additional employment training allowance of
NT$5,000 per head per month was offered in April 2009.
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subsidized personnel up to 30% of its workers (up to 3 persons for units with 10 or less workers) who were
insured under the Labor Insurance. Up to August 2009, 1,696 persons were subsidized for six months and
88% of them continued their positions (Shin, 2009). The ﬁnal number subsidized through the GWIP was
around 70,000 persons by the end of 2009.
Additionally, in order to assist youth’s employment of the college educated and above, the College
Graduates Practical Training Program (CGPTP) was initiated by the Department of Education in April
2009 to assist employment for one year. Though the CGPTP is designed and named as “training subsidy”,
it is usually regarded as wage subsidy by employers. The CGPTP provided a monthly subsidy of
NT$22,000 for wages37 and up to NT$4,190 for social insurance to enterprises which hired unemployed
college graduates who graduated within the period of 2006-2008. The maximum length of the subsidy was
one year. To prevent concentration of hiring, each enterprise was limited to hire 30% of its workers and
up to 350 persons. For enterprises with workers less than 10, a maximum 2 workers might be hired. The
CGPTP was extended for half year in 2010 because the unemployment rate was still over 5%. But the
subsidy reduced to NT$10,000 per head for six months in maximum.
When the GWIP expired in December 2009, the Council of Labor Affairs offered a wage subsidy
program (Employment Sailing Program), especially applied to older workers, long-term unemployed,
disabled, victims of domestic violence, and aborigines. In it, employers hiring the mentioned unemployed
could receive a subsidy of NT$17,280 (the minimum wage level at the time) for the ﬁrst three months and
a subsidy of NT$10,000 for the nine months thereafter. But the employers had to continuously hire these
workers after the subsidy expired. The subsidy quota of each employer was 30% of employees or 100
persons.
In December 2009, the Council of Labor Affairs also announced a wage subsidy program (Hiring
Disabled’s Plus Counseling Subsidy Program) particularly to assist enterprises which hire disabled. In it,
enterprises which hired disabled might apply for a wage subsidy up to NT$12,000 for 12 months (regular
program is NT$10,000 up to 12 months). For enterprises which hired more than three disabled might apply
additionally for a coach counseling subsidy up to NT$6,000 per head per month.
Furthermore, the Industrial Renovation Act of May 2010 empowers the government to decide at its
discretion to offer a wage subsidy to small and medium enterprises in hiring unemployed. The subsidy
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------37

Employers were free to provide a higher wage, but most provided the same wage such that the subsidy became a
100% subsidy.

Experience of Fighting against Structural Unemployment in Chinese Taipei 127

amount was NT$10,000 up to six months and another six months for hiring older workers. Such effort
makes the essence of GWIP into law and intends to lower the unemployment rate. And an employment
stabilization scheme of wage subsidy in case of furlough has been offered through the Employment
Insurance Act in May 2009. It requires strictly high unemployment conditions and has not actually
implemented yet.

b. Wage Subsidy to Employees
From time to time, some unemployed have complained that their employers rather than themselves
(employees) beneﬁt from their re-employment, which sounds unfair.

Starting from August 2011, Chinese

Taipei has offered a wage subsidy to employees program. Such program intends to promote unemployed
to get re-employment as a full time worker (more than 35 hours per week) in 3D (dirty, dangerous and
difficult) or night-shift jobs, a wage subsidy up to 12 months (NT$3,000 for the first two months and
NT$5,000 for the following ten months). Qualiﬁed unemployed should obtain a referral from the Public
Employment Services Institution. Due to its rather short period of implementation, whether it promoed
employement better or not is still a pending issue.

3.2 Trainings
Variety of trainings have been offered, including tree planting, tourism related, employment
services, recycling, nursing, logistic, aboriginal caring, green energy, industrial site reform, chain store
management, marketing, trainings of vulnerable groups, ect.. Subsidized trainings can also be provided
through continuing educational programs conducted by professional tranining institutions, trade unions
and colleges. Both on-the-job trainings and pre-employment trainings are encouraged. On-the-job
trainings are designed to enhance employed’s employability, increase their work compensation and prevent
unemployment. Pre-employment trainings are designed to enhance unemployed’s employability and
promote their employment right after the completion of trainings.
Training subsidies are reﬂected in various forms, including subsidy to training providers and subsidy
to trainees. Approved on-the-job training classes can apply for subsidy from the Council of Labor
Affairs (ﬁnanced by the Employment Stabilization Fund) with respect to 80% of fee up to 40 persons per
class. Each employed trainee is qualified up to NT$50,000 subsidy quota in three years. Empowered
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pre-employment training classes can apply for full expenditure from the government. According to
the Employment Insurance Act, qualified unemployment benefit recipients can attend pre-employment
trainings without fee and even receive Vocational Training Living Allowance (VTLA, which is equivalent
to the amount of Unemployment Benefit) up to six months. This is quite attractive because VTLA
performs as an extention of unemployment beneﬁt.
Some special training programs had been offered aiming to assist enterprises affected by furlough
due to the ﬁnancial crisis in 2008 and prevent more layoffs. For example, the Short-term Employment
Skill Promotion Program (STESPP) was provided from December 2008 to December 2009 to subsidize
the enterprise training expenditure up to 70% in order to promote inside-enterprise training during a
slack time and to enhance their competitiveness afterwards. The Skill-Plus Program (SPP) was provided
from February to October 2009 to subsidize training expenditure fully38 to enterprises that were under
a furlough and subsidize to workers39 who joined the training at least 24 hours per month in order to
promote inside-enterprise training during a slack time. The STESPP beneﬁts more to older workers whose
severance probability had been reduced (Council of Labor Affairs, 2010a), while the SPP beneﬁts more to
young workers whose severance probability had been reduced (Council of Labor Affairs, 2010b). In 2010,
a program similar to the SPP was adopted to carrying on inside-enterprise training promotion.
As a result, there were 235,890 persons participating various trainings in 2009 and 416,835 (original
objective was 234,120) persons in 2010, and expected 235,670 and 237,870 persons in 2011 and 2012
respectively (Council of Economic Planning and Development, 2011).

3.3 Creation of Short-term Public Works
Short-term public works are created across all departments covering various kinds of assitant
positions during recession periods. In fact, there were 57,223 persons participating such works in 2010
(Council of Economic Planning and Development, 2011). Since such strategy had been adopted from time
to time, the number hired by the public sector in Chinese Taipei surpassed one million over the period of
1992-1997 and 2009-May 2011. The ﬁgures revealed bottoms in 2002 (946,000, which shared 10.01%
of total employment) and 2007 (932,000, which shared 9.05% of total employment), peaks in 1993

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------38 The subsidy was up to NT$950,000 for small and medium enterprises and NT$1.9 million for large enterprises.
39 The subsidy was NT$100 per hour, up to 100 hours per month for six months.
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(1,028,000, which shared 11.75% of total employment) and 2010 (1,049,000, which shared 10.00% of
total employment)40 .
Concerning other employment ﬁgures by class of workers, the number of unpaid family workers had
declined consistently, even during the ﬁnancial crisis.41 And the number of employers and self-employed
had a declining trend until recovery from the financial crisis. 42

Yet the number hired by the private

sector revealed an increasing trend with a minor reduction (95,000) in 2009 during the ﬁnancial crisis.43
Comparing the ﬁgures in 2009 with those in 2008, the net loss of employment was 124,000. The number
hired by the private sector reduced by 95,000 (= 6,945,000 -6,850,000), unpaid family workers reduced by
31,000 (= 619,000-588,000) and employers and self-employed reduced by 80,000 (= 1,882,000-1,802,000).
Only the number hired by the public sector increased by 82,000 (= 10,404,000-10,280,000). (see Figure 14)

Figure 14 Employment by Class of Workers

Source: www.dgbas.gov.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------40

The number of empolyees in the public sector increased from the bottom ﬁgure of 932,000 persons in 2007 to 958,000
persons in 2008, to 1,049,000 persons in 2010 and to 1,036,000 persons in May 2011.
41 For example, the number of unpaid family workers was 710,000 in 2000, 641,000 in 2007, 619,000 in 2008, 588,000 in
2009, 585,000 in 2010 and 576,000 in May 2011.
42 For example, the number of employers and self-employed was 2,036,000 in 2000, 1,919,000 in 2007, 1,882,000 in 2008,
1,802,000 in 2009,1,804,000 in 2010 and 1,804,000 in May 2011.
43 For example, the number hired by the private sector was 5,790,000 in 2000, 6,803,000 in 2007, 6,945,000 in 2008,
6,850,000 in 2009, 7,055,000 in 2010 and 7,245,000 in May 2011.
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3.4 Assistance to Self-employment
Promoting micro enterprises (which hire less than 4 employees) to encourage self-employment has been
a strategy adopted by Chinese Taipei because 98% of enterprises in Chinese Taipei are small and midium.
So training classes, particularly related to cooking and food stand or retail management, interest subsidy of
establishment capital (for establishing micro enterprises, for under 45 years old and for aborigines who intend
to establish a business) and consultation services of related management have been provided to unemployed
who intend to establish a new business. However, it is risky to start a new business because the survival rate
of new business is around 2% over the past years.

3.5 Intensive Employment Counseling
Due to higher unemployment rate and extended duration of unemployment, Chinese Taipei amended
the Employment Insurance Act to provide dependents’ beneits up to one-third of unemployment beneﬁts and
extend unemployment beneﬁts duration from six to nine months to older workers and disabled in May 2009.
Under such amendaments, unemployment benefits per month can be up to 80% of insured wage prior to
unemployment. Since some unemployment beneﬁts recipients prefer to be re-employed only after qualiﬁed
duration period of unemployment beneﬁts has expired, hence Chinese Taipei provides intensive employment
counseling to unemployment benefits recipients in selected Public Employment Insittutions in order to
facilitate active job-searching effort after the economy has recovered from the ﬁnancial crisis. Speciﬁcally,
more employment opportunities referrals are conducted, required applications for recruitment posting are
doubled (from two to four applications per month), intensive attendance of job-searching training classess are
monitored strictly and constant counseling sessions are handled by the same service personnel to trace active
job-searching activities.

IV. Evaluation of Strategies Adopted in Chinese Taipei
Various strategies adopted in Chinese Taipei are evaluated with respect to implication of various
strategies and programs, implementation effects, target groups and complementary measures.
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4.1 Implication of Various Strategies and Programs
In Chinese Taipei, variety of strategies has been adopted and various programs have been offered in
each strategy. Such pattern can provide wider coverage and complementary functions to reach target groups
who need assistance. Each employment promotion program has its speciﬁc objective, qualiﬁcation and target
groups. All employment promotion programs proposed (and to be implemented) by different departements
are coordinated by the Council of Economic Planning and Development.
However, some of various programs (e.g., different wage subsidy programs, wage subsidy and work
experience kind of training subsidy programs if subsidized to employers) are similar except subsidy amount
may be different from the perspective of employers. Under such circumstances, employers will compare and
choose the most beneﬁcial (to employers of course) program ﬁrst, others second. Therefore, competition
among similar programs is unavoidable and results in some programs are easier to implement while others
are difﬁcult to achieve their initial goals.
Moreover, some related programs are designed and conducted by different departments without efﬁcient
integration. For example, management trainings, interest subsidy of loan and consultation with respect
to establish a new business spread in different departments without a single window to provide integraed
services of information. This will deter passion of potential participants. Furthermore, various programs
have been offered consecutively by different names which may create confusion and perception of unstable
policy atmosphere. Due to too many programs, impact analysis of each program usually corresponds to size
of program expenditure and does not provide complete set of feedback databank for future reference.
Among various strategies, short-term public works creation is an effective way to offer employment
opportunities and is welcomed by unemployed persons in general. However, such progams are costly and
shall be careful in offering. Perhaps such programs can only be implemented under depression and only
when ﬁscal conditions can sustain this expenditure. Some workers have even become dependent on such
programs and losen their impetus to search employment in the private sector which is detrimental to the
development of workforce for the society.
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4.2 Implementation Effects
Various (wage or training) subsidy programs have provided ample employment opportunities and
promoted employment or prevented unemployment. But some negative effects have been observed.
For example, deadweight loss, displacement effect and creaming-off appeared. Specifically, 56.1% of
participated enterprises in the GWIP claim that they would hire even with subsidy (Shin, 2009). The CGPTP
provided ample employment opportunities to vulnerable college graduates under the ﬁnancial crisis and was
welcomed by the society. However, some criticisms have been raised, such as the wage subsidy lowered the
market wage, such program displaced labor demand for other kinds of workers (particularly older workers
and part-time workers) and laid off originally employed college graduates (Lan and Chous, 2010). Most
enpertrises prefer to choose new workers by themselves if programs allowed (Council of Labor Affairs,
2010c). Employers usually will ask preferred applicants to register into a speciﬁc program and then hire
them. Suppose employers do not dominate the choice of workers in recruitment, referal of vulnerable groups
generally are difﬁcult.

4.3 Target Groups
Effectively providing assistance to vulnerable target groups is the core objective of related programs
to fight against structural unemployment. Most programs targeting on specific groups of workforce
generally adopt easier criteria, such as gender, age, level of education, disabled or not, aborigines or not or
duration of unemployment.
Yet program implemenation under such criteria may result in missing the target group as designed
from the beginning. For example, the GWIP benefits to relavtively smaller proportion of older and
lower educated workers.44 Starting from 1990s, Chinese Taipei has tried to promote female labor force
participation and employment. Yet female LFPR does not increase much and male persistently showed a
higher unemployment rate than female. In responding to higher unemployment rate, Chinese Taipei has
consecutively provided various programs to youth (15-24 years old) and older (45-64 years old) workers
to promote their employment over the past decade. But the group of 25-44 years old suffered the most due
to the ﬁnancial crisis.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------44 Out of the GWIP participants, only 11.9% are older workers and 51.6% are educated with high school or below (Shin, 2009).
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Moreover, not all of such criteria are vulnerable who need assistance. In practice, persons without
Labor Insurance will be deﬁned as unemployed and persons without Labor Insurance for more than one
year will be defined as long-term unemployed. However, such unemployed or long-term unemployed
persons may actually nonlabor force rather than genuine unemployed.
Furthermore, particular programs to youth or older workers encounter challenge of forbidden
age discrimination (as specified in the Employment Services Act). Suppose the screen criteria can be
highlighted on indexes of employability, such contradiction can be avoided. Measuring by employability
is a more justiﬁable criterion to discriminate vulnerable or not and can appropriate limited resources to
genuine vulnerable groups. Yet evaluation of employability takes longer time than direct screening of age.
Target groups are not limited to characteristics of workforce, characteristics of vulnerable enterprises
or industries are also considered. Of course, differential results have been observed. For example, wage
subsidy programs are welcomed more by small enterprises (subsidy is relatively more significant) and
growing business (which will hire more workers even without subsidy). Inside enterprise training subsidy
programs are welcomed more by large enterprises which are more capable to manage trainings. A set of
criteria similar to employability with respect to workforce shall be established to screen vulnerable from
capable enterprises.

4.4 Complementary Measures
Some complementary measures are discussed here. Firstly, training has been highlighted to
imprvoe workforce’ global competitiveness. Yet workers are relatively difﬁcult to migrate across borders
than capital and workers prefer local employment by nature. Whatsoever, enhancing wokers’ mobile
employability through trainings would be a better strategy for sustainable employment.45
Secondly, allowing labor market flexibility to some extent may be necessary to promote market
mechanism. For example, accomodating labor market flexibility with respect to nonstandard workers
have promoted more hiring of nonstandard workers. Currently, some proposals to offer strict protection
of nonstandard workers as regular workers are under consideration. Suppose strict protection are

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------45 An example may support the concept of mobile employability: Over the past decade, Chinese Taipei has promoted
aboriginal cultural products as an approach to provide employment opportunities for aborigines. However, such idea
has quickly suffered from the competition of imported cheaper foreign aboriginal products.
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implemented, nonstandard works may be shrank. Better strategies to ameliorate nonstandard workers’
conditions are intensive trainings (to enhance mobile employability), improved employment services (to
offer continuing employment opportunities), integrated assistance of nonlabor obstacles (such as family
matters) and assistance of collective actions.
Thirdly, to substantialize the objectives of intensive employment counseling, active job-searching
requirements of unemployment benefits recipients had better be specified in law (the Employment
Insurance Act), unemployment beneﬁts can be amended to be regressive, extended unemployment beneﬁts
can be substituted by re-employment beneﬁts and more employment service personnel shall be stationed
with sufﬁcient trainings. In fact, inﬂuencing factors of uneployed’s re-employment include the general
condition of macro economy (and than employment opportunities), unemployed’s re-employment attitude
and quality of employment services. To provide quality employment counseling is time consuming.
Yet Public Employment Service Institutions are short of personnel and it has been difficult to provide
universal quality services. Ocaasionally quarrels arise between unemployed and service personnel because
unemployed prefer to get unemployment beneﬁts. Whatsoever, this strategy is effective to increase the
cost of receiving unemployment beneﬁts and promote re-employment to some extent.
Fourthly, in assisting vulnerable groups, efforts of different departments shall be integrated by
a better network. For example, in response to calls for caring long-term unemployed to ameliorate
social inclusion, Chinese Taipei amended the Employment Service Act in April 2009 to add long-term
unemployed as a new kind of speciﬁc vulnerable group who will receive more intensive assistance from
the government. However, it is difﬁcult to assit long-term unemployed because there are various factors
contributing to long-term unemployment. Therefore, integration of assistance across department of labor
administration, health and social welfare will be required to achieve inspiring results.
Fifthly, immigration policy shall be considered in promoting employment though scholars usually
do not treat immigration policy as part of policies to fight against structural unemployment. In fact,
too many foreign workers and new immigrants through marriage in Chinese Taipei may be challenges
to governmental efforts to achieve objectives of various employment promotion policies. Specifically,
comparing to the number of unemployment or loss of employment, one may infer that the number of
foreign workers had decreased too few in recession. Additionally, reducing foreign workers in the
manufacturing in recession may promote enterprises in the manufacturing to invest overseas to utilize
foreign workers overseas while restrict natives to compete with foreign workers in the social welfare
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sphere.46 Such consideration shall not be misread as blaming immigrants. It just urges a better design of
immigration policy to result in a win-win situation.
Finally, to enhance educational curriculum program (improve the connection from school to
work and from work to school) is also important because better education can alleviate probability of
unemployment or unstable employment.

V. Conclusion and Policy Suggestions
In Chinese Taipei, groups of female, older workers, youth, educated with high school or vocational,
disabled, aborigines, new entrants, long-term unemployed and new immigrants are relatively more
vulnerable to higher unemployment rate, lower LFPR, longer duration of unemployment or unstable
employment. There are various strategies and programs adopted in Chinese Taipei to fight against
structural unemployment. Such pattern provides complementary functions to target groups. Yet
competition among programs and between similar programs among different departments can be
observed. Although various subsidy programs have provided ample employment opportunities to promote
employment, some deadweight loss, displacement effect and creaming-off have been observed.
Criteria (such as gender, age, level of education, disabled or not, aborigines or not and duration
of unemployment) of target groups applicable to related programs may have appropriated some limited
resources to seemingly vulnerable groups. Measuring by employability is a better criterion to discriminate
vulnerable groups. Furthermore, some complementary measures, including objective of training, labor
market ﬂexibility, unemployment beneﬁts related regulation, integration efforts of different departments
and immigration policy need to be considered as well.
Some suggestions are proposed in the following:
a. Contents of Policy
The objective of employmemnt promotion had better be extended to pursuing mobile employability
and then employment security. In addition to active measures, some passive measures may be necessary
to prevent worekrs from becoming proverty and some complementary measures had better be integrated.
Various programs of different departments shall be coordinated squarely to alleviate competition among
programs. Tax deduction may be considered instead of direct subsidy to save administrative expensess.
And all programs shall be analyzed well to be utilized as reference for future revised version of programs.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------46 An issue related to such phenomenon concerning whether guaranteeing foreign workers’ employment in the social
welfare sphere is fair to foreign workers or not.
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b. Implementation of Programs
Each program, even under well designed, shall monitor carefully in implemenation to avoid possible
negative effects as much as possible in order to assist targeted groups exactly and swell. Possible negative
effects include deadweight loss, displacement effect, creaming off and subsitution effect. In the future, more
effort shall be required to detect similar programs and unify their speciﬁcations to have a better integration.
Suppose similar programs can be implemented by the same team, the results will be more efﬁcient.
c. Creation of Short-term Public Works
Creation of short-term public works shall be reserved as last resort, say, only offered in depression,
of temporary employment and reserved for genuine vulnerable groups. The works provided shall be able
to develope into an industry or enhance mobile employability of unemployed rather than simply perform
as an extension of unemployment beneﬁts.
d. Target Groups Criteria
To accurately identify target groups generally encounter some difficulties. Yet trying to establish
reasonable and feasible employability measures to substitute for prevalent criteria of gender, age,
education, disabled or not and aborignies or not is imminent. The criterion of employability can
discriminate genuine vulnerable groups from unemployed. Under current criteria of vulnerable groups,
recruitment of programs shall adopt a 50-50 distribution allowing employers to recruit their preferred
unemployed 50% of quota at most and leave 50% to be referral by Public Employment Service Insitution
in order to appropriate resources to genuine vulnerable groups.
e. Complementary Measures
Complementary measures, such as labor market ﬂexibility, unemployment beneﬁts related regulation,
immigration policy and quality of educational curriculum program, shall be integrated into strategies as well.
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Labour Market
Key Economic Activities for Employment and GDP
1.

Throughout the period from 2000 to 2010, Hong Kong’s economy has been strongly oriented toward

the service sector. This orientation has strengthened over the past decade. For instance, in 2000, the service
sector employed 82.7 percent of the labour force and produced 86.2 percent of GDP. In 2010, the service sector
employed 87.31 percent of the labour force and produced 91.7 percent of GDP.

2.

Further details of the composition of Hong Kong’s GDP by economic activity can be found in Tables

1 and 2. A consistent trend is that the share of the service sector has gradually decreased, largely at the expense
of the manufacturing and construction industry, both of which have declined in real terms. The contribution of
electricity, gas, and water has increased in real terms, but not as quickly as the contribution of the service sector.

3.

Within the service sector, the import and export trade has been a key source of economic growth. In

2000, imports and exports contributed 13.7 percent of GDP. By 2010, however, this share rose to 19.5 percent.
Moreover, the contribution of the import and export sector doubled in real terms between 2000 and 2008. In
2009, due to the ﬁnancial crisis, the import and export sector experienced a recession, but by 2010 the recovery
was well underway.

4.

Apart from the import and export sector, the ﬁnance sector has also been an important contributor to

Hong Kong’s economic growth over the past decade. Although the growth of the finance sector was not as
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------* E-mail: jpvere@hku.hk.
1 Source: Quarterly Report of Employment and Vacancies Statistics - September 2010, Hong Kong Census and
Statistics Department.
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dramatic as the growth of the import and export sector, the contribution of the ﬁnance sector to GDP nevertheless
increased by over 70 percent in real terms between 2000 and 2010, and the finance sector’s share of GDP
increased from 22.0 percent to 27.5 percent.

5.

Where employment is concerned, a somewhat different picture emerges. Table 3 examines the

employment share of the same sectors over time. A striking observation from Table 3 is that, despite the rapid
growth of the import and export sector, this growth did not generally result in improved employment prospects
for workers in the import and export trade. This segment of the service sector employed 33.9 percent of the
labour force in 2000, but only 32.8 percent of the labour force in 2009. Or, put another way, though the labour
force in Hong Kong grew by 9.0 percent between 2000 and 2009, employment in the import and export sector
increased by only 5.5 percent—not even enough to keep pace with the overall growth rate of Hong Kong’s labour
force.

6.

By contrast, employment has increased substantially in Hong Kong’s ﬁnancing, insurance, real estate

and business services sector. It has already been observed that the ﬁnance sector has been an important source
of economic growth for Hong Kong over the past decade. In Table 3, it can be further observed that the share
of employment in this sector increased from 14.1 percent to 18.2 percent between 2000 and 2009. Since Hong
Kong’s labour force grew by 9 percent over this period, this implies that employment in the ﬁnancing, insurance,
real estate and business services sector increased by 40 percent over the same period.

7.

From the preceding observations, it may be concluded that, though the ﬁnance sector and the import

and export sector have been important sources of economic growth for Hong Kong, the ﬁnance sector has been
much more important in terms of creating jobs and employment. Nevertheless, the import and export sector is
still important in absolute terms. The import and export sector, combined with wholesale and retail trades and the
restaurant and hotel sector, together employ one-third of Hong Kong’s labour force.

Hong Kong’s Position as a Net Exporter of Services
8.

Hong Kong’s economy relies to a signiﬁcant extent on the territory’s position as a net exporter of services.

Over the period from 2000 to 2010, Hong Kong has sought to actively increase its exports of services, most
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notably through the adoption and continued implementation of its Closer Economic Partnership Arrangement
(CEPA) with China (2003), but also via bilateral free trade agreements with other countries (New Zealand in
2010; and talks with the European Free Trade Association are now underway). The results have been quite
substantial. In 2000, net service exports contributed about 9.3% to GDP. By 2009, the contribution of net service
exports to GDP more than doubled, to 19.9%.

9.

One of the implications of Hong Kong’s shift toward a service-based economy is that Hong Kong has

become increasingly reliant on imports of manufactured goods, especially from China (which make up 46.4
percent of the total). The next two most important sources of imported manufactured goods are Japan and
Taiwan, which account for 10.3 percent and 7.5 percent of the total, respectively2. Of these, the vast majority are
re-exported, with the remainder retained for local use.

10.

Further information on Hong Kong’s manufacturing trade ﬂows is provided in Tables 4 and 5. Table

4 describes Hong Kong’s goods and services balance in terms of real (2008) Hong Kong dollars, and Table
5 expresses the same quantities as percentages of GDP. It can be seen immediately that Hong Kong itself
manufactures very little relative to its trade ﬂows in manufactured goods. In 2009, manufacturing contributed
about 2.3 percent to Hong Kong’s GDP (see Table 2). At the same time, Hong Kong’s imports of manufactured
goods totalled 165.6 percent of GDP, while exports of manufactured goods totalled 152.8 percent of GDP
(see Table 5). Consequently, the overwhelming majority of locally-consumed manufactured goods have been
imported from elsewhere.

11.

In real terms, this imbalance has been increasing. In 2000, the excess of imported manufactured goods

over exported manufactured goods was 57 billion Hong Kong dollars (in real (2008) dollars—see Table 4). In
2003, the imbalance was 45.2 billion Hong Kong dollars, which is not that different in real terms (or 3.6 percent
of GDP—see Table 5). However, in 2004—after the implementation of the CEPA with China—the excess
increased to 75.5 billion Hong Kong dollars (5.6 percent of GDP). By 2009, it more than doubled to 207.8 billion
Hong Kong dollars (12.8 percent of GDP). At this point, Hong Kong is almost entirely dependent on external
markets to provide locally-consumed manufactured goods.

------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2 Source: WTO Trade Policy Review (Hong Kong, China), 2010.
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12.

Hong Kong’s reliance on import markets for manufactured goods is complemented by its exports of

services. Although Hong Kong has been a net exporter of services for quite some time, these net exports have
increased substantially over the past decade. In 2000, Hong Kong’s net exports of services amounted to 9.3
percent of GDP (see Table 5). By 2009, net exports of services amounted to 19.9 percent of GDP, and had nearly
tripled in real terms (see Table 4).

13.

Of particular interest is the increase in net exports of services provided by the ﬁnance industry. While net

exports of the other categories of services have increased fairly steadily over time, net exports of ﬁnancial services
increased very rapidly after the implementation of the CEPA with China. Between 2000 and 2003, Hong Kong’s
net exports of ﬁnancial services amounted to approximately 30 billion Hong Kong dollars (real 2008 dollars—see
Table 4). But in 2004, net exports of ﬁnancial services started to increase rapidly, eventually more than tripling to
98.4 billion Hong Kong dollars in 2007. In the wake of the ﬁnancial crisis, these net exports have been declining,
but the post-CEPA expansion is nevertheless quite remarkable.

14.

On balance, Hong Kong is a net exporter of goods and services. As Table 5 indicates, Hong Kong’s total

net exports amounted to 4.5 percent of GDP in 2000, rose to 12.4 percent in 2005 and then fell to 7.2 percent of
GDP in 2009. This is because, though Hong Kong’s net exports of services have risen steadily, net imports of
manufactured goods have increased fairly rapidly since 2005.

15.

A consequence of Hong Kong’s consistently positive net exports is that its net international investment

position (IIP) has been rising. In 2000, Hong Kong’s external financial assets exceeded its external financial
liabilities by 1.7 trillion Hong Kong dollars (in current dollars), or 131 percent of GDP. In 2009, Hong Kong’s
3

net international investment position was 5.6 trillion Hong Kong dollars, or 342 percent of GDP .

By way of
4

comparison, the net international investment position of mainland China was about 37 percent of GDP in 2009 ,
5

and that of the United States was about –20 percent of GDP in 2009 .

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3 Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
4 Source: State Administration of Foreign Exchange (http://www.safe.gov.cn).
5 Source: U.S. Bureau of Economic Analysis (http://www.bea.gov).
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Hong Kong’s Service Exports and Employment
16.

Given that the service sector accounts for the overwhelming share of employment in Hong Kong, and

that net service exports make up one-ﬁfth of Hong Kong’s GDP, it may be concluded that employment in Hong
Kong is underpinned to a signiﬁcant extent by Hong Kong’s access to export markets in services. Indeed, onethird of Hong Kong’s labour force is employed in the wholesale, import and export trades, restaurant, and hotel
sector, which is highly dependent on not just the free ﬂow of goods and services but also tourists travelling in
and out of the territory. Tourism in particular has been identiﬁed by the government as a “key industry” for future
development; this segment employs 5.6 percent of the total labour force, while import and export trades employ a
6

further 15.7 percent of the labour force .

17.

Beyond services that are directly incidental to tourism and the import and export of manufactured

goods, Hong Kong is also a signiﬁcant provider of business services within the region. Many of these services
are complementary to manufacturing operations that may have once taken place in Hong Kong, but now are
carried out in other jurisdictions. For instance, is not uncommon for a parent company in Hong Kong to use local
staff for business support services (e.g. marketing, product design, materials sourcing, ﬁnance), even though the
manufacturing itself is carried out across the border. Excluding ﬁnance, 11.9 percent of Hong Kong’s labour
force is engaged in providing such “professional and producer services,” while the ﬁnancial services sector itself
7

employs a further 5.9 percent .

18.

Finally, Hong Kong is also an important provider of logistics services in the region (mostly freight

transport and storage, but also postal and courier services). For the past decade (since 2001), the government has
been actively involved in promoting Hong Kong as a logistics hub, by providing infrastructure (both physical and
regulatory), marketing, and support for small and medium enterprises. This segment makes up 4.0 percent of
8

Hong Kong’s GDP and employs 5.9 percent of the labour force . Both of these ﬁgures have remained relatively
stable over the past ten years, indicating that Hong Kong has maintained the position that it enjoyed at the
beginning of the decade.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------6 Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
7 Ibid.
8 Ibid.
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Trade Policy and Employment in Hong Kong
General Trade Policy Objectives
19.

The objectives of Hong Kong’s trade policy are to support multilateralism (i.e., a free, efficiently-

functioning system of global trade); to uphold its rights and obligations under multilateral, regional, and
bilateral agreements; and to secure access to overseas markets for its local exports, particularly in the area of
services. With the notable exception of Hong Kong’s view toward the desirability of regional and bilateral trade
agreements, this policy position has remained essentially unchanged over time.

Preferential Trade Agreements
20.

Before 2000, Hong Kong’s trade policy placed primary emphasis on multilateral trade agreements.

Hong Kong is an original member of the World Trade Organization (WTO), which was created in 1995. Despite
that, up to 2000, Hong Kong was not a member of any regional preferential trade agreements, and its bilateral
agreements were limited to technical issues, such as avoiding double taxation and arranging for air traffic
control. The concern was that, if Hong Kong were to enter into bilateral and regional trade agreements, it would
undermine the development of free trade at the global level.

21.

In 2000, this stance was reviewed and Hong Kong decided to pursue bilateral trade agreements. Hong

Kong’s present position on the matter is that bilateral and regional trade agreements may facilitate global trade
liberalization, provided that such agreements are consistent with the overall framework provided by the WTO.
Hong Kong then pursued and agreed to Closer Economic Partnership Arrangements (CEPAs) with China and
New Zealand.

22.

The CEPA with China is by far the most comprehensive, inﬂuential and well-established CEPA to date.

Though the original CEPA (proposed in 2001) with China was signed in June 2003, seven supplements with
additional liberalizing measures have since been agreed, with the most recent being signed in May 2010. The
CEPA with New Zealand (also proposed in 2001) was signed in March 2010 and came into effect in January
2011.
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23.

In January 2010, negotiations were initiated to establish a CEPA with the European Free Trade

Association (consisting of Iceland, Liechtenstein, Norway and Switzerland). Hong Kong’s total merchandise
trade with the EFTA has been growing by approximately 12% per year for the past five years, most recently
9

amounted to $59.9 billion (in 2009; in Hong Kong dollars).

These negotiations are still underway. However,

if the negotiations are successful, the agreement would facilitate greater access to EFTA markets and markets in
western Europe generally.

Scope of Hong Kong’s Preferential Trade Agreements
24.

In general, the CEPA with China aims to provide Hong Kong service suppliers with access to

mainland China in advance of China’s general commitments to WTO members. Therefore, the CEPA may
be regarded as an effort by Hong Kong to achieve a “head start” in mainland China over its competitors
in the WTO. Although Hong Kong had not imposed any restrictions on mainland service providers in its
own market, it has agreed as part of CEPA that it will not impose such restrictions in areas in which Hong
Kong ﬁrms have received privileged access to mainland China.

25.

Where goods are concerned, the gains to Hong Kong from the CEPA with China have been

fairly modest. The initial agreement, signed in June 2003, provided that zero tariffs would apply to 273
categories of goods traded between Hong Kong and China, with effect from January 2004.

10

These

categories represented 90% of Hong Kong’s domestic exports. The gain is modest because Hong Kong’s
manufacturing base is quite small, and China’s WTO obligations in any event would have required it to
provide tariff-free access for these goods with effect from January 2006.

26.

After numerous supplemental agreements, the list of covered goods has been steadily expanded

over time, and presently only a small number of prohibited imports are ineligible for tariff-free access.
In 2004, the export value of CEPA products originating in Hong Kong was $1.1 billion (in current Hong
Kong dollars), or 3.0 percent of total domestic exports to China. The export value of CEPA products
originating in Hong Kong increased to $5.4 billion by 2009, or 20.3 percent of total domestic exports to
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------9
Source: WTO Trade Policy Review (Hong Kong, China), 2010.
10 The 273 categories were listed in the agreement according to China’s 2001 tariff codes. Under China’s 2004 tariff
codes, the number of categories expanded to 374.
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11

China.

This ﬁgure reﬂects signiﬁcant growth, but it is still small in comparison to Hong Kong’s GDP,
12

which was $1622.2 billion in 2009.

27.

The goods-producing industries in Hong Kong that make the most frequent use of the preferential

access to China under the CEPA are the food and beverage industry, the plastics industry, and the textiles
industry. By export value, the largest shares are accounted for by pharmaceutical products, plastics, and
textiles.

28.

The CEPA with China is much more relevant to Hong Kong in the area of services. Initially, 18

service sectors were included, and the number has since been expanded to 44. In the liberalized sectors,
Hong Kong has undertaken not to impose any new restriction on China’s service suppliers, and China has
undertaken to allow preferential access to its domestic market for Hong Kong’s service suppliers. These
commitments go beyond China’s WTO commitments in that (a) some of the service areas in the CEPA are
not included among China’s WTO obligations and (b) the CEPA allows Hong Kong suppliers to set up
wholly-owned subsidiaries in China for speciﬁed services, while China’s WTO obligations allow China to
insist that such subsidiaries be joint ventures with local ﬁrms.

29.

In addition to these arrangements, the CEPA with China provides for mutual recognition of

professional qualiﬁcations (facilitating, e.g., the practice of law or accounting) and in some cases lower
capital requirements to establish an enterprise in China. The latter arrangement allows smaller enterprises
in Hong Kong to establish a foothold in China’s domestic market. The service areas that have beneﬁted
most actively from CEPA (in terms of certiﬁcation as a “Hong Kong Service Supplier,” which is necessary
for Hong Kong suppliers to demonstrate eligibility for preferences under CEPA) are transport and logistics,
distribution, advertising and air transport.

30.

Business receipts by Hong Kong service suppliers due to the CEPA with China from businesses

in China were $1.6 billion in 2004 (in current Hong Kong dollars), rising to $19.5 billion by 2008 but
then falling to $14.7 billion in 2009 after the ﬁnancial crisis. A particularly large jump occurred between
2006 and 2007 ($4.2 billion to $18.3 billion), because in 2007 the number of service areas covered by
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------11 Source: WTO Trade Policy Review (Hong Kong, China), 2010.
12 Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk)
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CEPA increased from 27 to 38. The object of adding these 11 industries, which had been included in the
ASEAN-China Free Trade Agreement, was to put Hong Kong service suppliers on equal or better footing
with their ASEAN counterparts.

31.

Finally, Hong Kong’s CEPA with New Zealand is relatively new. Hong Kong does not impose any

tariff on imports from New Zealand and has undertaken not to impose any such tariff. New Zealand, for
its part, has reduced its tariff on Hong Kong-produced goods to zero for 54 percent of the goods currently
being exported from Hong Kong to New Zealand, with the tariffs on the remainder to be reduced to zero
over the next six years. Hong Kong service suppliers also enjoy preferential access to New Zealand’s
services markets, most notably including logistics and maritime transport.

Preferential Trade Agreements and Employment
32.

Overall, the fraction of Hong Kong’s net service exports that can be directly attributed to the CEPA

with China is small, but economically signiﬁcant (4.5% of net service exports in 2009; or 1.0% of GDP in
2009). Since the employment share of the service sector in Hong Kong is very nearly the same as its share
of GDP, one may regard the CEPA with China as supporting the employment of about 1% of the local
labour force.

33.

The approximate estimate above is supported by a follow-up analysis of the Hong Kong

government on the effects of the CEPA with China on the local economy. In 2009-10, the Hong Kong
Census and Statistics Department surveyed companies in Hong Kong (all companies certiﬁed as “Hong
Kong Service Suppliers” under the CEPA, and a sample of 1804 non-certiﬁed companies, for a total of
3012 companies) to determine the extent to which such companies had set up operations in mainland
13

China, revenues attributable to these operations and the number of jobs supported by these operations.
34.

According to the preceding survey, 44,983 people in were employed by Hong Kong companies

due to CEPA in 2009. Of these, 40,558 were employed by the companies’ mainland operations and 4425
were employed locally in Hong Kong. By comparison, the labour force in 2009 consisted of 3.7 million
-----------------------------------------------------------------------------------------------------------13

See “The Mainland and Hong Kong Closer Economic Partnership Arrangement,” LC Paper No. CB(1)2065/09-10(01),
http://www.legco.gov.hk/yr09-10/english/panels/ci/papers/cicb1-2065-1-e.pdf.
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people. Consequently, the number of jobs supported by the CEPA with China is indeed on the order of
1% of Hong Kong’s labour force (as had been suggested by the volume of net service exports to China).
However, 90% of these jobs are based in China. Consequently, the amount of job creation in Hong Kong
that can be attributed to the CEPA with China is quite minimal.

35.

Of the jobs based in China and attributed to CEPA, 48% are with freight forwarding; 20% are in

distribution; 20% are in advertising and audiovisual services; 5% are in transport and logistics; and the
remainder are in other service areas. Of these, about 30% are based in Guangdong province (the province
immediately adjacent to Hong Kong) and the remainder are based elsewhere in China. The sector
composition of jobs based in Hong Kong and attributed to China was not covered by the survey. However,
the service area of distribution accounted for the great majority (83%) of business receipts by Hong Kong
companies due to the CEPA with China.

Trade Adjustment and Inequality in Hong Kong

Competition and Structural Changes in Hong Kong’s Economy
36.

Prior to the 1980s, Hong Kong’s economy was strongly oriented toward the manufacturing sector.

Like many Asian countries, Hong Kong enjoyed a strong clothing and textiles industry in the 1960s;
in the 1970s, the thriving textile industry was supplemented by the development of additional labourintensive manufacturing industries (e.g. toys, watches, and electronics). At that time, Hong Kong’s lowcost manufacturing industries had yet to face competition from Taiwan, South Korea and other Asian
economies that would ultimately occupy this segment of the global market.

37.

This favourable state of affairs was disturbed in the late 1970s and early 1980s for two reasons.

First, other Asian economies in the region were entering the low-cost manufacturing segment, creating
more competition for Hong Kong. Since Hong Kong has always subscribed to a principles of free
trade, protectionism was not an option and local industries faced a difficult move up the value chain.
However, unlike competitors in Asia, Hong Kong did not embrace more capital- or technology-intensive
manufacturing, in part because labour and rental costs were relatively high.
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38.

The second reason is that, starting in the late 1970s, China’s economy started to open up to the

outside world. Before 1978, China traded primarily with the USSR and its satellite countries; there
14

were no manufacturing links between Hong Kong and China to speak of.

After China implemented

its “open door” policy, however, Hong Kong enterprises rapidly relocated operations across the border.
This response was somewhat different from that of Hong Kong’s counterparts; where Taiwan, Japan
and South Korea moved into more capital- and technology-intensive manufacturing, Hong Kong simply
took advantage of the lower-cost labour force available in Shenzhen and Guangdong. In general,
labour-intensive manufacturing operations migrated to mainland China, while managerial tasks, design,
marketing, quality control, and other higher-level business functions stayed in Hong Kong.

39.

Throughout the 1980s and 1990s, Hong Kong’s economy underwent signiﬁcant structural change

as labour-intensive manufacturing operations continued to migrate to mainland China. By 1999, the
manufacturing sector represented only 5.4% of Hong Kong’s GDP. Despite this relatively low figure,
15

however, the manufacturing sector still employed 11.4% of Hong Kong’s labour force.

Therefore, the

relatively small contribution to GDP notwithstanding, Hong Kong’s manufacturing sector was still an
important source of employment opportunities for low-skilled workers.

40.

By 2009, the manufacturing sector represented 2.3 percent of Hong Kong’s GDP and employed

3.8 percent of the labour force.

16

The disproportionate contribution of manufacturing to employment

relative to GDP indicates that the manufacturing sector continues to be an important source of employment
for low-skilled workers. Most of these workers are employed in the printing and publishing, clothing,
food and beverage, or electronics industries. Nevertheless, a significant consequence of Hong Kong’s
increasingly service-oriented economy is that there are considerably fewer opportunities for low-skilled
workers than there were a decade ago.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------14 See Kristof, Nicholas D., “China: Hong Kong’s Factory,” The New York Times, 4 September 1987
(http://www.nytimes.com/1987/09/04/business/china-hong-kong-s-factory.html).
15 Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
16 Ibid.
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Absorption of Workers by the Service Sector
41.

Hong Kong’s service sector has, for the most part, been able to absorb the low-skilled workers that

would formerly have been employed in the manufacturing sector. These low-skilled workers are primarily
concentrated in trades that, for the most part, cannot be outsourced across the border (e.g. restaurants and
property management). Statistics for low-skilled workers (identiﬁed as workers earning HK$24 per hour
or less) are provided in Table 6. As of the second quarter of 2009, 4.7% of the working population earned
HK$24 or less per hour.

42.

17

Table 6 shows that the largest share of low-wage workers (36%) are employed in either estate

management or security and cleaning services. The second-largest share are employed in restaurants, and
the third-largest share are employed in retail stores. The other low-paying sectors, as identiﬁed by the
Census and Statistics department, are elderly homes, laundry and dry cleaning services, hairdressing and
other personal services, local courier services, and food processing and production. What these sectors all
have in common is that they cannot be outsourced—they all involve providing various services to Hong
Kong residents, and, with the notable exception of live-in domestic helpers, it is not possible to import
workers to take up these tasks.

43.

Table 6 also shows that low-wage workers make up a signiﬁcant portion of the labour force within

the low-wage sector. For instance, in the restaurant sector 15.4% of workers in the restaurant sector earned
HK$24 per hour or less; and in the property management sector, 22.0% of workers earned HK$24 per hour
or less. This circumstance may be viewed positively or negatively. The positive aspect is that the local
service sector has been able to employ large numbers of low-skilled workers. However, this has occurred
in a decidedly negative context, which is that, due to the relocation of labour-intensive manufacturing
operations to China, the demand for low-skilled workers in Hong Kong is much less than it was. The
consequence is that the market-clearing wage in the few segments of the economy that do continue to
employ low-skilled workers has been driven to a very low level.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------17 Ibid.
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44.

From the perspective of inequality, the structural change in Hong Kong’s economy has not been

a positive factor. Historically, inequality in Hong Kong has been trending up ever since China opened up
to foreign trade and investment in the late 1970s.

18

As a consequence, Hong Kong’s inequality is now the

highest among highly-developed economies; in 2007, the Gini coefﬁcient is 0.434, and the poorest 10% of
19

the population only received 2% of the total income.

45.

One may surmise that, though free trade has been a boon for higher-skilled workers (who now

enjoy greater demand for their services from the global market), it has been quite negative for lowerskilled workers (who now compete with overwhelming supply from China). Given that there is no
obvious source of potential demand for low-skilled workers, it seems unlikely that these circumstances
will change in the near or medium term. Over the long term, the solution would depend on providing an
adequate level of compulsory education, so that those with the lowest skill level could ﬁnd opportunities
beyond the sectors that are currently employing large numbers of low-wage workers.

Trade, Prices, and Inequality
46.

Generally speaking, Hong Kong’s free trade policy is only indirectly responsible for Hong Kong’s

periods of deﬂation and inﬂation over the past decade. For the most part, the changes in prices can be
20

attributed to the property market, which accounted for more than half the overall trend in deﬂation,
21

continues to be a major factor in the current inﬂationary trend.

and

Nevertheless, workers in industries that

have prospered under free trade may ﬁnd that their wages keep up better with inﬂation, or are otherwise
doing better in real terms when compared with workers in industries that are less competitive under free
trade.

47.

To gain perspective on the trends in wages and prices that have been faced by workers in Hong

Kong (and particularly lower-skilled workers), Figure 1 graphs Hong Kong’s CPI(A) measure of prices
against the average nominal salaries of selected occupations over time. The CPI(A) measure is designed
-----------------------------------------------------------------------------------------------------------18

19
20
21

Iakova, Dora. 2004. “Trends in Wage Inequality, 1981-2001.” Hong Kong SAR: Meeting the Challenge of Integration
with the Mainland. Washington, DC: International Monetary Fund.
Source: UN Human Development Report 2009.
Schellekens, Philip. 2003. “Deﬂation in Hong Kong SAR.” IMF Working Paper WP/03/77.
Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
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to be indicative of the consumption of Hong Kong residents with incomes between the 5th percentile and
the 55th percentile (i.e. higher than the lowest 5 percent, but lower than the highest 45 percent). In 2010,
this guideline corresponded to a range of nominal incomes between 4,400 and 17,300 Hong Kong dollars
22

per month.

48.

The occupations included in Figure 1 include those of relatively low-wage workers that, a priori,

may be expected to be affected by trade in various ways. In particular, the accounting industry may beneﬁt
from greater opportunities in mainland China. However, workers in occupations that provide services to
local residents (e.g. cleaners or waiters and waitresses) may do worse as these sectors absorb low-skilled
workers from the manufacturing sector. On inspection, though the accounting industry may indeed have
beneﬁted from increased opportunities to provide services to ﬁrms in mainland China, these beneﬁts do
not seem to have accrued to relatively low-skilled workers in the industry, who faced essentially the same
nominal wage trend as low-skilled workers in industries that do not export services.

49.

Figure 1 also shows that, though deflation coincided with small declines in the nominal wages

of low-skilled workers, the downward movement in nominal wages was for the most part quite limited.
Unfortunately, however, this downward rigidity came with a price. As Figure 2 indicates, even though
low-skilled workers’ wages were rising in real terms through 2004, unemployment also increased sharply.
The general unemployment rate in 2000 was 4.9 percent, rising to 7.9 percent by 2003. However, when
inflation picked up (and wages started to fall in real terms), unemployment fell, reaching a low of 3.9
percent immediately before the global ﬁnancial crisis.

50.

The overall lesson from Figures 1 and 2 is the following. During times of inﬂation (i.e. from 2004

onward), the service sector was able to absorb large numbers of low-skilled workers, albeit at sharply
lower real wages. During times of deﬂation, however, downward adjustment of nominal wages was quite
limited, and unemployment increased. Finally, Hong Kong’s adjustment to a more services-oriented
economy does not seem to have aided one group of low-skilled workers at the expense of another, as
workers in this group have generally faced the same nominal wage trend regardless of industry.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------22 Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
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51.

For higher-skilled workers, a different picture emerges. To explore changes in wages for

professional and managerial employees, Table 7 displays real wage indices for managers and professionals
in several industries since 2004. Overall, real wages for managers and professionals increased by 5.1%
since 2004 (148.2/141.0). However, these gains were not shared by professionals in the manufacturing
sector (who experienced a 1.3% decline). Real wages for professionals in the import/export sector or
wholesale and retail trade increased through 2007 (2.7% over the preceding three years); this corresponds
to the greater volume of services provided by this sector through 2008 (see Table 1).

52.

The managers and professionals that did the best of all, however, were in the ﬁnance and insurance

sector. The wages for this group increased by an eye-opening 11.9% in real terms between 2004 and 2010;
this is also in line with the greater volume of services provided by the ﬁnancial sector through 2010 (see
Table 1). Although the growth of both the import/export and trade sector and the ﬁnance and insurance
sector was very comparable over the past decade, workers in the ﬁnancial sector seem to have received
more of the beneﬁts than their counterparts in the import/export and trade sector.

53.

Another way to examine the effects of trade on inequality is to examine trends in wages and

inequality within speciﬁc sectors. To this end, Table 8 shows real monthly wages by industry over the
past decade, and Table 9 shows the variance of log monthly wages over the past decade. From Table 8,
one can see that exposure to trade is not necessarily bad for average wages. In the manufacturing sector,
for instance, average real wages rose by 18%, notwithstanding the departure of many manufacturing
jobs to mainland China. In the ﬁnance sector—which, in having the opportunity to provide services to a
global market, was a signiﬁcant beneﬁciary of Hong Kong’s free trade policy—average real wages rose by
20%. Therefore, whether a sector as a whole does well or poorly under a free trade regime is not a very
good predictor of how wages will evolve under a free trade regime. In Hong Kong, to be sure, many jobs
were lost in manufacturing, and many jobs were gained in ﬁnance. The real wage trend in both sectors,
however, was about the same.

54.

An additional observation that one can make from Table 8 is that real wages in the transport,

storage and communications sector were largely stagnant, increasing only 3.3% over the whole decade.
The employment share of this sector also remained relatively constant over the past decade (see Table 3).
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Therefore, there seems to be little correlation between real wages in a sector and whether employment in
that sector is expanding or declining.

55.

By examining Table 9, one can gain an idea of how trade may contribute to wage inequality.

Generally speaking, wage inequality in Hong Kong has been rising over time; this trend is visible in every
sector. Interestingly, however, inequality increased the fastest in the three sectors one might view as most
affected by trade: the ﬁnance, insurance, real estate and business services sector; the manufacturing sector;
and the wholesale, retail and import/export trades, restaurants and hotels sector (in that order). Of these,
the ﬁrst two also experienced very signiﬁcant shifts in employment (see Table 3). These developments are
consistent with the idea that exposure to the global market tends to increase the return to human capital,
which in turn increases inequality. For instance, in the manufacturing sector, it might be that the unskilled
jobs are leaving while the skilled jobs are remaining. This would lead to both higher average real wages
and higher average inequality.

56.

From these observations, one may broadly conclude that, among low-skilled workers in Hong

Kong, trade-induced structural changes in the economy tended not to lead to wage differentials. This
conclusion is fairly sensible because low-skilled workers do not have a great deal of industry-specific
human capital and can fairly easily shift from one industry to another. Higher-skilled workers, however,
tended to prosper when their industry did well (as in the case of the finance and insurance sector).
Similarly, the wages of higher-skilled workers tended to stagnate when their industry did less well (as in
the case of the manufacturing sector). Therefore, trade-induced structural changes in Hong Kong have
tended to create inequality among higher-skilled workers, and generally by increasing the wages of higherskilled workers relative to low-skilled workers.

Individual Wages in Trade-Affected Sectors: A Regression Analysis
57.

The preceding analysis has largely focused on aggregate data. However, it is also valuable to

examine micro-level outcomes of individual workers. This section presents the results of a regression
analysis of the determination of Hong Kong workers’ wages in various sectors. The data are from Hong
Kong’s General Household Survey (1999-2008), which collects data from a representative sample of
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households in Hong Kong on a quarterly basis. In total, data are available on 249,374 workers in Hong
Kong over the relevant time frame. The General Household Survey collects standard demographic data as
well as information on respondents’ occupations and earnings from main employment.

58.

An issue that arises in the use of this particular data set is that the data on earnings from main

employment are expressed in terms categories (i.e., an interval that contains the respondent’s actual
earnings). For this reason, the technique employed is censored regression analysis (i.e., with the
parameters estimated by maximum likelihood) rather than traditional ordinary least squares analysis.
However, as empirical wage distributions are generally approximated quite well by a lognormal
distribution, this does not pose a particular problem for the analysis at hand.

59.

More speciﬁcally, the object is to estimate a wage regression (log wages on a set of exogenous

covariates, to be set out shortly) that includes indicator variables for whether a particular sector is “affected
by trade” or not. While being “affected by trade” may relate to tariffs or other trade barriers in other
contexts, this deﬁnition does not work well in Hong Kong’s case because Hong Kong has long practiced a
free trade policy and has imposed very few restrictions on imports and exports. In Hong Kong’s case, the
major exogenous trade-related factor affecting the labour market has been the increasing participation of
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nd time (survey year). The results from the wage regression are set out in

that are shrinking as a share of GDP can absorb labour (albeit at quite low wages).

61.

The additional covariates in the wage regression are quite straightforward: age, age squared, an

indicator variable for being female, an indicator variable for being married, an interaction term for being
both female and married, and full sets of indicator variables for educational attainment and time (survey
year). The results from the wage regression are set out in Table 10, for three cases: including the indicator
variable for growth of GDP share, including the indicator variable for growth of employment share, and
including both of these indicator variables.

62.

The results in Table 10 are quite consistent with the analysis in preceding sections. The positive

coefﬁcient of 0.101 on the “growth of GDP share” variable in the last set of results indicates that, even
after controlling for differences in workers’ characteristics, those who are fortunate enough to be employed
in a quickly-growing sector earn about 10% more than those who do not. That this difference persists
even when controlling for educational attainment and other factors shows that workers cannot easily shift
from one sector to another. Because of this, trade-induced economic inequality can persist over time, and
beneﬁts enjoyed by one sector may be quite slow to ﬂow through to other sectors.

63.

The second major result in Table 10 is the negative coefficient on the “growth of employment

share” variable. From the last set of results, one can see that workers in sectors that grew in terms of
employment earned about 2% less than workers in sectors that did not. Consequently, the mere fact that a
sector is adding jobs does not necessarily imply that workers in that sector are doing well. To the contrary,
if the sector is merely absorbing large numbers of workers at a low wage—as is sometimes the case, in
Hong Kong’s service sector—workers in that sector will not do very well at all. What we may conclude
from this is that, though workers in sectors that grow faster than GDP also enjoy higher wages, this
positive outcome does not always translate into more employment (and in Hong Kong’s case, outside of
the ﬁnancial sector, it generally did not).
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Summary Comments on Trade Adjustment and Economic Inequality
64.

The effects of trade on economic inequality in Hong Kong may be summarised as follows. A

major consequence of Hong Kong’s increasing orientation toward services has been the migration of
low value-added manufacturing operations to mainland China. However, this also resulted in fewer
opportunities for low-skilled workers in Hong Kong, with the consequence that many of these workers
were absorbed into the service sector at very low wages. Since the sectors that employ the great majority
of low-wage workers do not export services (except in limited amounts to tourists from other jurisdictions),
Hong Kong’s increasingly substantial net exports in services are unlikely to provide much support to this
segment of the population.

Implications of Minimum Wage Legislation in Hong Kong
Regulation of Hong Kong’s Labour Market
65.

Until recently, the regulation of employment in Hong Kong has been minimal, aimed at

standardizing employment contracts, ensuring workplace safety, and prohibiting specific unacceptable
practices (e.g. child labour, sex discrimination, race discrimination

25

). These regulations did not

materially impinge on either the price of labour or the ability of employers to hire and dismiss at will.
Even in cases of unreasonable dismissal, damages are generally limited to the payment the employee
would have received if proper notice had been given under the contract of employment. There are
no restrictions on hours of work on working days and no requirements to pay overtime (though many
employment contracts do make provision for overtime pay under certain conditions, employers are not
required by statute to do so).

66.

Similarly, the rights of workers in Hong Kong to have their interests represented by trade unions

are very limited. While workers in Hong Kong have the right to join trade unions, the consent of the
employer is required to engage in union activities during working hours, and in fact the employer need not
recognize the trade union at all (i.e., workers, even when represented by a union, do not have collective
bargaining rights). These circumstances effectively rule out any sort of industrial action, and the collective
agreements that do exist are generally non-binding.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------25 The prohibition of race discrimination is relatively new to Hong Kong, having been implemented in 2009. As yet, no
signiﬁcant court cases have arisen to test the full impact of the legislation.

Trade and Employment in Hong Kong 159

67.

A major change to the regulation of Hong Kong’s labour market arose in 2010, when Hong Kong

enacted legislation to implement a statutory minimum wage. The legislation, modelled on the UK National
Minimum Wage Act 1998, established a mechanism by which the government, advised by a commission,
prescribes a binding statutory minimum wage from time to time. The government’s proposal as to the
level of the minimum wage may be accepted or rejected by the Legislative Council, but not amended. In
this respect, the mechanism is unlike that of the United States, where the level of the minimum wage is set
directly by the legislature.

68.

Hong Kong’s ﬁrst statutory minimum wage of HK$28 per hour is to take effect on 1 May 2011.

As in the UK, the initial level was chosen to cover approximately 10 percent of the labour force. More
speciﬁcally, the ﬁgure was chosen with reference to a survey carried out in the second quarter of 2009 by
the Hong Kong Census and Statistics Department, which found that 9.7 percent of the labour force earned
HK$27 per hour or less. As nominal wages since then have increased by 2.7 percent for non-supervisory
workers and below

26

(or to a current equivalent of HK$27.73 through September 2010), the initial rate of

HK$28 per hour in May 2011 should also cover about 9.7 percent of the labour force.

Effects of the Statutory Minimum Wage on Hong Kong’s Export
Competitiveness
69.

As a first step in assessing the likely effects of the statutory minimum wage on Hong Kong’s

export competitiveness, Table 11 displays the distribution, by sector, of workers who earned HK$27 per
hour or less in the second quarter of 2009. Although the statutory minimum wage to be implemented is
actually HK$28 per hour, HK$27 per hour is chosen as a benchmark in order to take into account trends in
nominal wages between when the survey data were collected and when the statutory minimum wage is to
be implemented. Table 11 is similar in nature to Table 6, except that the wage cut-off point is somewhat
higher. Put another way, Table 6 examines the 111,000 workers in the lowest 5% of the wage distribution,
while Table 11 examines the 224,500 workers in the lowest 10% of the wage distribution.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------26

Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk)
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70.

Table 11 indicates that the great majority of workers earning wages at or less than the statutory

minimum wage are employed in sectors that do not export goods or services overseas. The retail sector,
restaurant sector, estate management, security and cleaning sector, and other low-paying sectors (e.g.
elderly homes, laundry and hairdressing services) are all chieﬂy concerned with providing services to local
residents. The same can be said of the education, medical, and community and personal services sector.
All together, 236,500 workers are employed in sectors that are, for the most part, closed to international
trade. Since these sectors account for 87.6 percent of all workers earning HK$27 or less in 2009, the
effects of the statutory minimum wage on Hong Kong’s export competitiveness are likely to be minimal.

71.

Finally, it is sometimes suggested that the implementation of the statutory minimum wage in Hong

Kong would accelerate the relocation of manufacturing operations to mainland China. This is unlikely for
two reasons. First, even without a statutory minimum wage, the typical factory worker in Hong Kong (of
those who remain) earns about three to four times as much as a typical factory worker across the border in
Guangdong province. Consequently, the statutory minimum wage will not materially affect the relative
prices of labour in Hong Kong and Guangdong. Second, the manufacturing sector in Hong Kong employs
a relatively small proportion (7.1 percent) of workers who would be affected by the statutory minimum.
Therefore, the effect of the statutory minimum wage on the total labour costs of Hong Kong manufacturers
should be small.

Effects of the Statutory Minimum Wage on Employment
72.

Although the statutory minimum wage has yet to be implemented in Hong Kong, it is possible to

make a preliminary assessment of its effects by inspecting the statistics in Table 11. From Table 11, two
key observations can be made. The ﬁrst is that low-wage workers are concentrated among a relatively
small number of sectors. For instance, the “low-paying sectors” employed 83.1 percent of workers
earning HK$27 per less in the second quarter of 2009. This does not compare favourably with the total
employment share of these sectors, which was only 27.1 percent of Hong Kong’s labour force.

27

This

means that the burden of the new statutory requirement will fall strongly and disproportionately on a
relatively small number of employers.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------27

Ibid.
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73.

The second observation that can be made from Table 11 is that many low-wage jobs in Hong Kong

are either easily automated (security guards that can be replaced by closed-circuit television systems, or
street sweepers that can be replaced by street-cleaning vehicles) or in industries where consumer demand
is highly elastic (the restaurant sector). These observations suggest that the disemployment effects of the
28

statutory minimum wage policy will be quite substantial.

Moreover, if the statutory minimum increases

with inﬂation, it is unlikely that the mechanism described in para. 50 (where inﬂation allowed the service
sector to absorb low-skilled workers by depressing real wages) would continue to operate.

74.

Examining the low-paying sectors in Table 11 more speciﬁcally, one notes that a minimum wage

of HK$27 per hour in 2009 would have covered 28.3 percent of workers in the restaurant sector, 36.1
percent of workers in the supermarket and convenience store sector, and 46.2 percent of workers in the
property management sector. Given the magnitude of the pay rises that would be necessary to maintain
employment in these sectors at its current level, the elasticity of consumer demand in these sectors, and the
relative ease of shifting to less labour-intensive production processes, a minimum wage at this level would
be likely to create signiﬁcant unemployment among low-skilled workers.

75.

Finally, it is valuable to refer brieﬂy to the experience of the United Kingdom in implementing a

similar mechanism. As has been mentioned, the initial minimum wage in the UK was selected to target
10 percent of the labour force; the initial minimum wage in Hong Kong was selected by essentially the
same criterion. The UK did not succeed initially; due to increases in nominal wages, the initial minimum
wage in the UK only covered about 5 percent of the population. This being the case, the UK aggressively
increased the statutory minimum in 2003 and 2004 (by 15 percent, though nominal wages increased by
only 8 percent over those two years).

76.

The immediate consequence of the UK’s aggressive increases in the statutory minimum wage was
29

signiﬁcant unemployment in the retail and hospitality sectors.

Learning from the experience, the UK

minimum wage commission recommended increases in later years that were lower than the forecast rate
of increase in nominal earnings and continues to do so. This suggests that the 10 percent target was not
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------28 Anecdotal evidence suggests that such disemployment is already taking place. For instance, at the author’s
housing estate, the security guards (previously employed directly by the owners’ association) have all been
outsourced and replaced, and there are not quite as many as there were before.
29 Vere, James P. “The Right Sums.” South China Morning Post, 16 June 2010.
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particularly workable in the UK, and that Hong Kong’s attempt to adopt a similar target does not bode
particularly well. Of course, Hong Kong is not the UK, but as low-wage workers in Hong Kong are even
more concentrated among a few sectors, the circumstances facing Hong Kong’s low-wage workers in light
of the minimum wage policy are even less favourable.

The 2008 Financial Crisis

Macroeconomic Effects of the Financial Crisis
77.

As a global ﬁnancial centre, Hong Kong’s economy, like many others, was hard hit by the 2008

ﬁnancial crisis. Nevertheless, Hong Kong was more fortunate than most. Unlike in the United States,
mortgages in Hong Kong remained healthy, and local lenders were (and still are) well-capitalized. Though
Hong Kong did suffer the effects of the global ﬁnancial crisis, these effects were generally due to Hong
Kong’s exposure to global financial markets, and not due to intrinsic weaknesses in Hong Kong’s own
ﬁnancial market.

78.

These things said, Hong Kong did experience some conﬁdence-related troubles during the onset of

the ﬁnancial crisis. Though the local banks turned out to be healthy, this was not known at the beginning;
the stock prices of many plummeted along with those of other global banks, and local banks became wary
of lending to one another (as evidenced by a sharp rise in Hong Kong’s overnight interbank lending rate).
Moreover, rumours circulated for several days that the Bank of East Asia—one of the ﬁve largest local
banks—had become insolvent, leading depositors to withdraw more than 250 million USD in deposits
30

over the course of two days.

The Hong Kong government addressed the conﬁdence issue by offering

a blanket guarantee of all local deposits. None of the local banks collapsed, and the guarantee, having
served its purpose, expired at the end of 2010.

79.

In addition, though Hong Kong’s economy did not have structural problems per se, its exposure

to the global ﬁnancial crisis was substantial. In particular, the global ﬁnancial crisis had the effect of not
only reducing the demand for highly traded products, but also curtailing the financing of such trades.
Consequently, global trade ﬂows declined by 12.5% in 2009.

31

Beyond this, the global ﬁnancial crisis

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------30 “Storm Warning.” The Economist, 6 October 2008.
31 OECD, 2010. “Trade and Economic Effects of Responses to the Financial Crisis.”
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also had the obvious effect of reducing the proﬁtability of the banking sector, which is a major industry and
employer in Hong Kong. In this environment, it is not surprising that Hong Kong, being a major centre
of both global trade and global ﬁnance, experienced a severe downturn during the crisis. In particular,
32

between the ﬁrst quarters of 2008 and 2009, Hong Kong’s GDP contracted by 7.7% in real terms.

80.

The positive news is that Hong Kong’s flexible economy, aided by China’s strong economic

growth, allowed Hong Kong to recover quickly from the crisis. In addition, unlike in other places, the
crisis was mostly external in origin; it did not reveal any structural problems in Hong Kong’s economy that
needed to be resolved before recovery could proceed. On the whole, Hong Kong’s economy grew by 2.2%
in 2008 (in real terms, down from 6.4% real growth in 2007) and contracted by 2.8% in 2009. The most
33

recent economic statistics indicate 6.2% real growth in 2010.

Since the real economic growth rate has

returned to its pre-crisis level, Hong Kong has, by now, largely recovered from the crisis.

The Hong Kong Government’s Policy Response to the Crisis
81.

Hong Kong did not adopt any protectionist measures in response to the crisis and its policy

response was primarily concerned with stabilizing the financial system. Though the blanket guarantee
of local banking deposits was the most high-proﬁle ﬁnancial stabilization measure, the government also
created a temporary facility to provide additional capital to banks (the Contingent Bank Capital Facility)
and offered loan guarantees to small and medium enterprises (the Special Loan Guarantee Scheme). The
Contingent Bank Capital Facility was never utilized. The Special Loan Guarantee Scheme proved more
popular; before the scheme’s expiry at the end of 2010, over 90 billion Hong Kong dollars’ worth of loans
34

had been guaranteed under it.

The Special Loan Guarantee Scheme has now been replaced by a SME

Loan Guarantee Scheme, which may currently support up to 20 billion Hong Kong dollars’ worth of
loans.

35

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------32

Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
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Ibid.

34 “Special Loan Guarantee Scheme extended to end 2010,” 21 April 2010.
http://www.info.gov.hk/gia/general/201004/21/P201004210100.htm
35 “Budget Speech by the Financial Secretary,” 23 February 2011.
http://www.info.gov.hk/gia/general/201102/23/P201102230150.htm
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82.

Beyond the financial stabilization measures, Hong Kong also adopted a countercyclical fiscal

policy. These measures included concessions on government rates and charges, tax rebates, and the
accelerated implementation of several planned infrastructure projects. In total, the rebate and tax
concessions amounted to approximately 8.2 billion Hong Kong dollars. Compared to Hong Kong’s 2009
GDP of 1662.2 billion Hong Kong dollars, the ﬁscal measures—which amounted to 0.5% of GDP—were
largely symbolic.

Unemployment Effects of the 2008 Financial Crisis
83.

To put the unemployment effects of the financial crisis in perspective, Figure 3 plots the

aggregate unemployment rate in Hong Kong over the past decade. One immediately observes that some
unemployment did result from the crisis; though unemployment had fallen to 3.6 percent in 2008, it
rose to 5.4 percent in 2009. Presently, in 2010, it is down to 4.3%, or just slightly below the average
unemployment rate over the past ﬁve years. Given that the unemployment rate in Hong Kong is below its
ﬁve-year average, and also that the unemployment rate is quite low in absolute terms, Hong Kong’s labour
market seems to have fully recovered from the ﬁnancial crisis.

84.

Figure 3 is also valuable in that it puts the labour market effects of the 2008 crisis in perspective.

One can see that, though the 2008 financial crisis did have an effect on the unemployment rate in
Hong Kong, the effect was not nearly as severe as that of the 1997 Asian financial crisis. The 1997
Asian ﬁnancial crisis, combined with the early 2000s global economic downturn, ultimately caused the
unemployment rate in Hong Kong to reach a peak of 7.9 percent in 2003. One may conclude that, for
Hong Kong, the most recent global economic crisis is mild in comparison.

85.

In addition to a macro-level assessment, it is also valuable to examine how the global ﬁnancial

crisis may have affected unemployment rates in various sectors in the economy. To this end, Figure 4
plots unemployment rates, by industry (or previous industry for the currently unemployed), relative to the
industry-speciﬁc unemployment rate in February 2008. The industry-speciﬁc unemployment rates do reveal
a differential pattern as the crisis unfolded. For instance, relative to its previous level, unemployment rose
the most for workers in the import/export sector. By contrast, in the retail sector—which is less exposed to
shifts in global demand—unemployment is now slightly below its February 2008 level. The same is true
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for the manufacturing sector. Finally, in the ﬁnancial sector, unemployment has mostly recovered but it
is still about 20% higher than it was in February 2008. At the peak, unemployment in the ﬁnancial sector
was 64% higher than its February 2008 level.

86.

These relative differences notwithstanding, it is important to point out that, in absolute terms,

unemployment in the import/export and financial sectors is very low. Most recently (i.e. in January
2011), the unemployment rate in the import/export sector was 3.4 percent; in the ﬁnancial sector, it was
2.9 percent. These ﬁgures compare very favourably with Hong Kong’s overall unemployment rate of 3.3
percent in the same period. Therefore, despite being more vulnerable to the effects of the global economic
crisis, one cannot say that workers in affected sectors have done badly; their position is simply not quite
as exceptional as it was before. In absolute terms, the unemployment rate is still higher for workers in the
36

construction industry (most recently 5.4 percent) or the retail industry (most recently 4.4 percent).
87.

In summary, the direct unemployment effects of the 2008 global ﬁnancial crisis were quite mild

when compared to the 1997 Asian ﬁnancial crisis. Although unemployment increased more sharply in
industries with greater exposure to world export markets, unemployment in these industries is still very
low in absolute terms. Moreover, the aggregate unemployment rate has returned to its pre-crisis level.
Therefore, labour markets in Hong Kong have largely recovered from the negative effects of the 2008
global ﬁnancial crisis.

The Challenges Ahead
88.

Hong Kong has, as a whole, been well-served by its liberal trade regime. Although many

manufacturing enterprises have relocated to mainland China, the loss of these enterprises has been
more than made up for by increased opportunities in China for Hong Kong service providers. A notable
source of these opportunities is the Closer Economic Partnership Agreement with China, which has been
supplemented numerous times over the past decade and allows highly preferential market access to Hong
Kong ﬁrms in an expanding number of service areas. The workers who have beneﬁted the most from these
opportunities tended to be professionals and other highly-skilled workers who have enjoyed increased
demand for their services.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------36 Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
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89.

At the same time, the loss of labour-intensive manufacturing jobs has significantly worsened

the position of low-skilled workers in Hong Kong, who now face dwindling opportunities in the service
sector. The early part of the decade was less favourable because Kong Kong was experiencing deﬂation;
during these years, low-skilled workers faced relatively constant nominal wages (i.e., wages that increased
in real terms) but increasing levels of unemployment. During the inﬂationary years in the latter part of the
decade, wage levels fell in real terms but unemployment declined.

90.

Addressing the welfare of low-skilled workers in Hong Kong will be a significant challenge

moving forward. By now, low-skilled workers’ employment opportunities are largely confined to the
delivery of various services to Hong Kong residents (e.g. restaurants, property management), and which
by nature cannot be outsourced across the border. However, these opportunities are threatened by Hong
Kong’s minimum wage legislation, which may lead employers in these sectors to adopt less labourintensive methods of production. An additional worry is that, even if the job duties remain the same,
employers may nevertheless hire staff with greater qualifications, as higher wage offers tend to attract
more qualiﬁed applicants. In neither case would the beneﬁciaries of the policy be the least fortunate in
society.

91.

The second major challenge for Hong Kong is the increasing competitiveness of service providers

in mainland China. Although Hong Kong currently holds a pre-eminent position in financial services,
logistics, tourism, and professional services, such services are increasingly available from places such as
Shenzhen, Shanghai, Singapore, and other countries in the region. Moreover, Hong Kong cannot expect
that mainland China will be the “factory of the world” forever. As these economies continue to develop,
Hong Kong’s continued economic success will depend on maintaining its competitive edge and developing
new comparative advantages.

Annex on Data Sources
92.

All the data referred to in this paper are available from the Hong Kong Census and Statistics

Department.
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4.2

2.9

3.2

0.0

0.1

3.1

2.6

2.9

0.0

0.1

2.9

2.5

2.7

0.0

0.1

3.1

2.5

2.5

0.0

0.1

3.8

3.8

3.9

1.6
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7.8
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1.6

6.1
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1.6
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5.3
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12.4 11.9 11.6 11.5

19.6 18.7 17.9 17.9
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24.3 25.7 27.4 26.7

1.6
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7.7

3.1

19.6 20.1 20.1 21.0

3.7

26.5 27.1 27.2 28.2

90.5 91.3 91.8 92.0

3.6

2.8

3.0

0.0

0.1

11.8

18.5

5.4

5.6

16.7

27.6

1.7

5.8

7.5

3.3

19.5

3.8

26.6

91.9

3.2

2.5

2.3

0.0

0.1

2002 2003 2004 2005 2006 2007 2008 2009

Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk) and author's calculations.
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Business services

Community, social and personal services
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Real estate

10.1

Financing and insurance

1.2
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1.3

5.9

Transport and storage
Communications

Financing, insurance, real estate and business services

5.8

7.0

Transport, storage and communications

3.5

3.9

Restaurants and hotels

13.9

13.7

Import and export trade

3.9

3.9

86.8

5.6

21.3

5.8

Construction

3.0

21.5

3.0

Electricity, gas and water

4.4

Wholesale, retail and import and export trades, restaurants
and hotels
Wholesale and retail trades

4.9

Manufacturing

0.0

86.2

0.0

Mining and quarrying

0.1

Services

0.1

Agriculture and fishing

Economic Activity

2000 2001

Table 2. Chain Volume Measures of Gross Domestic Product (GDP) by Economic Activity ‐ as Percent of Total GDP

11.4

18.7

5.3

5.1

17.0

27.5

1.7

5.9

7.5

3.3

19.5

3.9

26.6

91.7

3.5

2.5

2.2

0.0

0.1

2010
(Q2)
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7.6

Source: WTO Trade Policy Reviews (Hong Kong, China), various years.
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Construction
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Services
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Manufacturing

Economic Activity

Table 3. Employment by Economic Activity ‐‐ as Percent of Total Employment
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Table 4. Goods and Services Balance ‐ in Chained (2008) Dollars
2000
2001 2002 2003 2004 2005 2006 2007 2008 2009
Goods and services balance
52.5
56.1
99.8 114.5 119.3 179.0 175.7 177.5 170.7 116.6
Goods balance
‐57.0
‐59.1 ‐37.1 ‐45.2 ‐75.5 ‐61.8 ‐113.9 ‐156.0 ‐180.1 ‐207.8
Exports
1410.1 1354.9 1472.3 1756.1 2111.5 2345.6 2578.2 2739.9 2844.0 2489.8
Imports
‐1467.1 ‐1414.0 ‐1509.5 ‐1801.3 ‐2187.0 ‐2407.4 ‐2692.1 ‐2896.0 ‐3024.1 ‐2697.6
Services balance
109.5 115.2 137.0 159.7 194.9 240.8 289.6 333.5 350.8 324.4
Credit
281.3 291.9 327.8 363.9 447.5 516.0 590.4 670.8 717.2 667.7
Transportation
88.9
85.2
97.8 108.1 140.8 164.6 182.0 202.6 245.0 194.0
Travel
41.1
42.2
54.8
55.8
73.0
83.4
94.5 108.9 119.2 127.4
Insurance
3.1
3.2
3.2
3.1
3.3
3.4
3.4
3.7
4.3
4.2
Financial
30.4
31.8
30.8
29.4
37.0
50.8
75.2
98.4
92.0 84.0
Other
117.8 129.4 141.2 167.5 193.4 213.9 235.4 257.1 276.8 258.2
Debit
‐171.8 ‐176.7 ‐190.9 ‐204.2 ‐252.6 ‐275.2 ‐300.8 ‐337.3 ‐366.5 ‐343.3
Transportation
‐43.4
‐46.3 ‐45.7 ‐52.5 ‐70.5 ‐84.8 ‐94.3 ‐110.3 ‐123.3 ‐105.8
Travel
‐87.0
‐87.4 ‐91.3 ‐89.5 ‐107.7 ‐107.8 ‐114.0 ‐119.1 ‐125.3 ‐123.5
Insurance
‐3.7
‐3.7
‐4.4
‐4.9
‐5.0
‐4.9
‐5.0
‐5.6
‐5.7
‐5.0
Financial
‐5.7
‐6.3
‐7.3
‐6.9
‐9.4 ‐11.4 ‐16.4 ‐22.2 ‐24.4 ‐26.5
Other
‐32.0
‐32.9 ‐42.2 ‐50.5 ‐60.1 ‐66.4 ‐71.2 ‐80.0 ‐87.8 ‐82.5
Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk) and author's calculations.
Notes: Figures are in billions of Hong Kong dollars.
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Table 5. Goods and Services Balance ‐ as Percent of GDP
2000
2001
2002
2003
2004
2005
Goods and services balance
4.5
4.7
8.3
9.2
8.9
12.4
Goods balance
‐4.8
‐5.0
‐3.1
‐3.6
‐5.6
‐4.3
Exports
119.9
114.6
122.3
141.7
156.9
162.9
Imports
‐124.7 ‐119.6 ‐125.4 ‐145.3
‐162.5
‐167.2
Services balance
9.3
9.7
11.4
12.9
14.5
16.7
Credit
23.9
24.7
27.2
29.4
33.3
35.8
Transportation
7.6
7.2
8.1
8.7
10.5
11.4
Travel
3.5
3.6
4.6
4.5
5.4
5.8
Insurance
0.3
0.3
0.3
0.2
0.2
0.2
Financial
2.6
2.7
2.6
2.4
2.7
3.5
Other
10.0
10.9
11.7
13.5
14.4
14.9
Debit
‐14.6
‐14.9
‐15.9
‐16.5
‐18.8
‐19.1
Transportation
‐3.7
‐3.9
‐3.8
‐4.2
‐5.2
‐5.9
Travel
‐7.4
‐7.4
‐7.6
‐7.2
‐8.0
‐7.5
Insurance
‐0.3
‐0.3
‐0.4
‐0.4
‐0.4
‐0.3
Financial
‐0.5
‐0.5
‐0.6
‐0.6
‐0.7
‐0.8
Other
‐2.7
‐2.8
‐3.5
‐4.1
‐4.5
‐4.6
Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk) and author's calculations.
2006
11.4
‐7.4
167.2
‐174.6
18.8
38.3
11.8
6.1
0.2
4.9
15.3
‐19.5
‐6.1
‐7.4
‐0.3
‐1.1
‐4.6

2007
10.8
‐9.5
167.1
‐176.6
20.3
40.9
12.4
6.6
0.2
6.0
15.7
‐20.6
‐6.7
‐7.3
‐0.3
‐1.4
‐4.9

2008
10.2
‐10.7
169.8
‐180.5
20.9
42.8
14.6
7.1
0.3
5.5
16.5
‐21.9
‐7.4
‐7.5
‐0.3
‐1.5
‐5.2

2009
7.2
‐12.8
152.8
‐165.6
19.9
41.0
11.9
7.8
0.3
5.2
15.8
‐21.1
‐6.5
‐7.6
‐0.3
‐1.6
‐5.1
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1.5
2.2

47.3
16.7
19.1
1.9
2.9

Estate Management, security and cleaning services

Other low-paying sectors

Other Sectors

Manufacturing

0.1

0.1

4.5

5.9

Notes: "other low-paying sectors" are elderly homes, laundry and dry cleaning services, hairdressing and other

Others

1.6

2.1

2.8

3.6

Financing, insurance, real estate and business services

0.2

0.3

Hotels and Catering

1.8

2.3

Wholesale and import/export trade

14.7

12.8

36.4

23.1

30.0

Restaurants

13.1

85.3

17.0

111.0

0.6

1.5

0.5

1.1

1.7

0.5

1.3

1.7

0.9

22.9

22.0

15.4

6.8

14.7

Number (in thousands) Percent (of low-wage workers) Percent (of workers in sector)

Retail

Low Paying Sectors

Economi

Table 7. Real Salary Indices (B) for Middle‐level Managerial and Professional Employees Analysed by
Selected Industry Section (June 1995 = 100)

Manufacturing,
Electricity and
Gas Supply

Transportation,
Storage, Financial
and All Selected
Building and Import/Export, Communications
Construction and Wholesale and
and Travel Insurance Industry
Agencies Activities Sections
Related Trades
Retail Trades

2004

132.3

128.9

142.0

147.0

145.2 141.0

2005

132.7

132.4

142.7

150.5

148.1 143.0

2006

132.5

134.8

142.1

151.9

153.2 144.6

2007

133.2

138.6

145.9

154.6

160.0 148.9

2008

131.1

142.2

143.1

152.5

165.1 149.1

2009

131.3

142.1

141.5

152.8

160.4 147.1

2010
130.6
144.7
141.8
153.4
162.5 148.2
Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk).
Notes: The salary index reflects only changes in salary rates of those middle‐level managerial and
professional employees who have been in the same occupation and in the same company in two
consecutive years.
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2000
14661
15050
14261
15011
21381
17554

2001
15842
14860
14624
15807
23075
17845

2002
16168
15175
14713
15600
23123
17637

2003
15822
15530
14647
15524
22760
18127

2004
15342
14976
14845
15999
22579
17577

2000
0.625
0.541
0.635
0.542
0.707
0.943

2001
0.656
0.559
0.661
0.578
0.759
0.972

2002
0.691
0.593
0.681
0.592
0.770
0.974

2003
0.668
0.604
0.689
0.613
0.778
0.999

2004
0.672
0.593
0.688
0.629
0.792
0.981

Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk) and author's calculations.

1999
Manufacturing
0.616
Construction
0.534
Wholesale, retail and import/export trades, restaurants, and hotels 0.623
Transport, storage and communications
0.548
Financing, insurance, real estate and business services
0.716
Community, social and personal services
0.923

Table 9. Variance of Log Monthly Wages by Industry

Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk) and author's calculations.

Table 8. Average Monthly Wages by Industry (in 2010 Hong Kong dollars)
1999
Manufacturing
13688
Construction
14300
Wholesale, retail and import/export trades, restaurants, and hotels 13417
Transport, storage and communications
14336
Financing, insurance, real estate and business services
19918
Community, social and personal services
15779

2005
0.679
0.555
0.700
0.618
0.797
0.971

2005
15840
14510
15296
15738
22749
16458

2006
0.703
0.558
0.707
0.584
0.783
0.961

2006
15857
14916
15320
15206
23124
16387

2007
0.688
0.537
0.702
0.612
0.794
0.970

2007
15580
14338
15339
15461
23871
16187

2008
0.706
0.562
0.707
0.602
0.813
0.976

2008
16164
14958
15184
14813
23959
15579

Table 10. Regression Analysis of Log Wages in Trade-Aﬀected Sectors
Estimates and (standard errors)
Covariates
Sector is growing (as share of GDP)
Sector is growing (as share of employment)
Age

Model 1
0.1047 (0.0024)

Model 2

Model 3
0.1010 (0.0024)

-0.0387 (0.0024) -0.0217 (0.0024)
0.0962 (0.0007) 0.0959 (0.0007) 0.0963 (0.0007)

Age Squared (x 100)

-0.1045 (0.0008) -0.1039 (0.0008) -0.1045 (0.0008)

Female

0.1979 (0.0037) -0.2043 (0.0038) -0.1965 (0.0038)

Married

0.2532 (0.0038) 0.2484 (0.0038) 0.2526 (0.0038)

Married x Female
Notes:

-0.2720 (0.0049) -0.2699 (0.0049) -0.2719 (0.0049)

additional covariates are full sets of indicator variables for educational attainment and

year of survey. Data (249,374 observations) are from Hong Kong's General Household Surveys,
1999-2008.

176

Trade and Employment in Hong Kong 177
3.9
12.0
0.4

Financing, insurance, real estate and business services

Education, medical, other community and personal services

Others

Percent (of low-wage workers)

0.1

4.4

1.4

2.8

0.5

2.4

2.1

3.0

16.9

9.8

36.9

20.4

16.1

83.1

Percent (of workers in sector)

0.6

3.0

1.0

2.2

1.7

1.3

2.6

7.1

2.2

28.4

46.2

28.3

17.4

29.8

Notes: "other low-paying sectors" are elderly homes, laundry and dry cleaning services, hairdressing and other personal services, local courier services, and food processing and production.

Source: Hong Kong Census and Statistics Department (http://www.censtatd.gov.hk) and author's calculations.

7.6

Transport, Storage and Communications

8.0

Manufacturing

1.3

45.5

Other Sectors

Hotels and Catering

26.5

Other low-paying sectors

6.5

99.5

Estate Management, security and cleaning services

Wholesale and import/export trade

55.1

Restaurants

5.8

43.4

Retail

Construction

224.5

Number (in thousands)

Low Paying Sectors

Economic Activity

Table 11. Employees Earning HK$27 per Hour or Less, by Economic Activity (2nd Quarter 2009)
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Introduction
Singapore was the ﬁrst Asian country that slipped into a technical recession in the third quarter of
2008 following the global ﬁnancial crisis which rocked the world economies in that year. However, by
2010, it was the country that registered the highest rate of GDP growth in the world. As at June 2011,
Singapore’s overall and resident unemployment rate stands at 2.1% and 3.0% respectively. By most
standards of developed economies, this would have been regarded as operating at full employment.
This paper traces the structural changes that have taken place in employment scene in Singapore over
the past 3 decades. It also analyses the nature and prospects for unemployment and highlights the policy
measures that have been introduced to tackle the problem of unemployment in recent years.
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Analysis of Employment Shares
In common with most developed economies, the manufacturing share of total employment in
Singapore has declined over the past three decades in favour of employment in the services sector.
The momentum of services employment growth became more rapid during last two decades when
manufacturing share fell by almost 12 percentage points while services share increased to almost 70 per
cent of all employment in Singapore in 2010.

Table 1: Sectoral Shares of Employment in Singapore
1980-2010

Source: Singapore Department of Statistics STS database

Analysis of Employment and GDP Growth
A cursory study of the relationship between total employment change and real GDP growth over
the last 3 decades shows a change in the response of employment to negative GDP growth (Figure
1). In the 1980s, the negative real GDP growth of -1.4 % in 1985 caused a 100,000 reduction in total
employment. In 1998 and 2001, the shrinking economy engendered proportionately much smaller
reductions in employment, despite the larger employment stock in these later periods. In the recent
global recession, total employment increased despite negative GDP growth recorded in 2009. The
reason for the latter response may be attributed to the strong growth momentum generated during the
2005 to 2008 period which saw acute shortage of labour due to the ‘maximum growth at all costs’ policy
adopted by policymakers. This created a situation where employers chose to keep their redundant
workers in the hope that the downturn would be temporary. The retention of workers was aided
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significantly by the active labour market policies in the S$20.5 billion (US$15.7 billion) Resilience
Package in the 2009 Budget. An examination of the average growth rate of total employment and real
GDP over the 1980-2010 period (Table 2) reveals an increasing tendency towards economic growth
which is driven by larger expansion of employment. This is evident in the employment share of growth
which grew from 31 per cent in the 1980s to 52 per cent in the 1990s and 75 per cent in the 2000s. On
the other hand, the implied labour productivity growth has fallen from an average of 5.5 per cent in the
1980s to 1.3 per cent share in the past decade. This development which provides greater employment
opportunities and stability seems to augur well for workers. However, while this conclusion may be
valid for overall total employment, it would be instructive to examine thenature of employment changes
disaggregated by sectoral category and residential status1.

Figure 1: Total Employment Change and Real GDP
Growth 1980-2010

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------1 Figures for sectoral employment changes by residential status are based on data in “Jobs for Resident Workforce”,
Statement by Acting Minister for Manpower, Singapore Parliament Reports, 14 August 03 and Ministry of Manpower
2010 Labour Market report.
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Table 2: Average Total GDP and Employment
Growth 1980-2010

Source: Singapore Department of Statistics STS database

Sectoral Employment Changes
An examination of sectoral employment changes and GDP growth yields some interesting observations.
Between 1980 and 1990, manufacturing employment and output growth were positively related (Figure 2).
However, between 1990 and 2003, the output and employment growth linkage has become less predictable.
Employment has contracted even in the face of positive manufacturing output growth (e.g. 1992-93, 1996
and 2002) and employment expansion remains muted in the presence of strong output growth (e.g. 1994-95,
1999). Strong growth in manufacturing employment has been recorded since 2004 despite weaker output
growth rates. The implied labour productivity growth analysis (Table 3) shows productivity share of growth
rising in the 1990s before falling steeply in both share and absolute levels in the last decade.

Figure 2: Manufacturing Employment Change
and Real GDP Growth 1980-2010
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Table 3: Average Sectoral GDP and Employment Growth
1980-2010

Source: Singapore Department of Statistics STS database

Service sector employment has displayed strong positive growth since 1986 (Figure 3). This
expansion of the service sector workforce continued despite negative sectoral growth recorded during
the Asian financial crisis in 1998 and the global recession in 2009.

The strong employment growth

in the face of weak output growth has meant that labour productivity of the services sector has suffered
successive declines over the past three decades from an average of5.6 per cent per annum in the 1980s
down to 1.5 per cent in the 2000s.

Construction sector employment has varied pro-cyclically with GDP growth (Figure 4) with sharp
increases in employment in 1995 to 1997 and 2006 to 2008 a result of the property boom that accompanied
the escalation in property prices during these periods. Due to the nature of jobs in this sector, employment
expansion is heavily dependent on signiﬁcant numbers of primarily unskilled foreign workers and average
productivity growth performance is the weakest of the major sectors, falling from 2.9 per cent in the 1980s
to 0.2 per cent in the 2000s.
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Figure 3: Services Employment Change and Real GDP
Growth 1980-2010

Figure 4 : Construction Employment Change and Real
GDP Growth 1980-2010
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The disaggregation of employment changes by residential status reveals some interesting trends in
domestic and foreign labour employment in the manufacturing and services sectors.

Figure 5 : Manufacturing Employment Change by Residential Status 1993-2010

As noted Hui (2004), employment of local workers in manufacturing experienced greater downside
tendencies and constituted a larger proportion of job losses and smaller proportion of jobs created
(Figure 5). Between 1994 to1997 and in 2008, employment of local workers declined even though total
employment in manufacturing increased. This phenomenon could be attributed to the fact that foreign
workers are usually employed on term contracts that involve significant fixed upfront costs for both
workers and employers. With the onset of recession, there could be a greater tendency for proﬁtable ﬁrms
to retain foreign workers to avoid the high ﬁxed costs of re-employing the foreign workers and retrench
locals whose costs of re- employment in the event of an upturn would be lower. The exception of higher
retrenchment of foreign workers in 2009 is attributable to preemptive effect of the Jobs Credit Scheme
which is targeted at encouraging retention of local workers by employers through the direct payment of a
subsidy for continuing employment of local workers.
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Figure 6: Services Employment Change by Residential
Status 1993-2010

Local workers generally constitute a larger share of the changes in services employment (Figure6).
In 1998, employment of locals fell marginally while foreign employment expanded. But in2002, the
reverse occurred. The higher employment of locals could be attributed to the greater restrictions on
employment of foreign workers in the services sector in the 1990s. Unlike the manufacturing sector,
employers in services sector also have a stronger preference for locals due to the comparative advantage
that locals have over foreigners in the area of language and customer’s tastes in some service related jobs.
However, with the rapid expansion of services sector and the increasing shortage of local workers for
service sector jobs, the dependency ceiling for foreign workers had been increased gradually from 30 per
cent of the company’s total workforce prior to July 2005 to 50 per cent from January 2008. This is
reﬂected in the increasing share of foreign new jobs going to foreign workers over this period.
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Figure 7: Construction Employment Change by Residential Status 1993-2010

Changes in employment in the construction sector have been dominated by foreign workers (Figure
7), reﬂecting the difﬁculty in recruiting locals for jobs in this sector. In 2010, foreigners constituted 69 per
cent of all employment in this sector.

Foreign Workforce and its Impact on Local
Employment Stability
The presence of substantial number of foreign workers has been rationalized by policy markers on
the grounds of their complementary effect on local employment as well as the “employment stability or
safety buffer” against retrenchments of local workers during recession times. However, an examination of
the sectoral changes in employment shows that while this appeared to hold true in the 1985 recession when
foreign workers constituted a large proportion of displaced workers (Hui, 1998), aggregate employment
changes in the manufacturing sector in the last decade, does not appear to support this argument. As noted
earlier, there are significant fixed costs involved in the employment of foreign labour which tends to
favour their retention over locals in the event of an economic downturn. Since Singapore also does not
have any employment laws that require ﬁrms to favour locals over other nationalities in a retrenchment
exercise, the practice of many ﬁrms had been to retain their best workers regardless of nationality.
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Given the relatively longer time period, higher adjustment costs and increased difﬁculties associated with
recruitment of foreign labour, the axe had fallen on many locals in retrenchments.

Trends in Unemployment
Prior to 1997 Asian Financial Crisis, Singapore was in an enviable position where the job vacancy
rates were higher than the unemployment rates (Figure 8). However, since 1997, the number of
unemployed has persistently outstripped the number of job vacancies available, and this gap has been
widening over the years. The unemployment rate which average around 2.0% in the 1990s has increased
signiﬁcantly peaking at 5.2 % in 2003. The failure to revert back to the pre-crisis level suggests a shift in
the nature of unemployment towards increasing incidence of structural unemployment.

Figure 8: Job Vacancy Rate and Resident Unemployment Rate 1992-2010

Source: Ministry of Manpower, Labour Market Statistical Information
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Figure 9: Unemployment Share by Education Level 1980 2010

Source: Various Report on Labour Force in Singapore. Data for 1995 and
2005 are from the General Household Survey. Data for 2000 is from the
Census of Population.

Educational Profile of Unemployed
There have been signiﬁcant changes in the educational proﬁle of the unemployed in Singapore (Figure
9). Relative to their share of employment, the share of unemployment among those with lower secondary
and below education has fallen over the years. This is due to the decrease in this group’s employment
share and as well as the relatively favourable market opportunities for them. In 1980 their share of
unemployment was 57.2% compared to their employment share of 46.2%. In 2010, these numbers have
dropped to 24.3%.and 22.1% respectively.
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The share of unemployed with post-secondary/diploma and above education has seen a
significant upward trend over the years. This increase is partly in step with the increasing proportion
employed workers who have attained at least post-secondary/ diploma qualiﬁcations as well as changes
that have taken place in Singapore’s immigration policy. In 1980, the share those unemployed with at least
post-secondary/ diploma education stood at 9.8% of the total employed. By 2010, the share of unemployed
post-secondary/ diploma graduates more than doubled to 55.2% of total unemployed. The corresponding
educational level shares of the employed in these two periods are 12.4% and 57.8%.

The sharp increase

in this proportion started from 1990 coincided with the introduction of a new liberal policy towards foreign
skilled labour2.
There has been a steep increase over the years in the unemployment share for post-secondary/
diploma graduates which was below 10% up till the 90s compared to their employment share of 16.4%.
This has risen to 30.6% in 2010 compared to their employment share of about the same magnitude.
While attaining post-secondary education or to be a diploma holder was widely considered a respectable
achievement in the 1970s and 1980s, the relentless move towards a knowledge-based economy and the
rising expectations of attaining higher education has made this group of workers the “sandwiched” class
who are over- qualiﬁed for plant operation or manual jobs but are under-qualiﬁed for professional jobs.
Unemployment among degree holders has also seen a rising trend. The unemployment share of
graduates was at a low of 1.8% in 1976 and reached a high of 24.8% in 2009. Even in non-crisis years,
there has been an upward trend of graduates being unemployed. The rising educational level of the
unemployed has been accompanied by a signiﬁcant increase in the share the unemployed who previously
held professional, managers and technicians jobs. This proportion increased from 7.2% in 1976 to
36.2% in 2010 as a result of Singapore’s shift in its economic growth strategy to a high-tech value-added
manufacturing and rapid expansion of the services sector.
The profile of the retrenched unemployed (Table 4) also indicate a sharp increase in the share of
those who possess post secondary and higher education from 3.1 % in 1976 to 51.1% in 2010. Of these
graduates constitute more than half of the retrenched. The education expansion and the professionalization
of the workforce therefore led to a growing class of educated unemployed. This shows that education alone
is inadequate in averting the incidence of unemployment.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------2 Under the more liberal policy, a foreigner qualiﬁed for permanent residence if the person has at least secondary
education, earned at least $1500 with ﬁve years working experience, or passed at least ﬁve General Certiﬁcate of
Education subjects at Ordinary level, or has acceptable trade qualiﬁcations.
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Table 4: Profile of Unemployed and Retrench Workers (%)

Unemployment by Age
The unemployment share of those in age group 15 – 29 has consistently formed the largest proportion
of total unemployment in the past two decades (Figure 10). This could be due attributed to factors such
as lower education level and inexperience of youth workers which adversely affect their ability to ﬁnd a
job; or frictional unemployment among the younger adults who are more likely to hop in between jobs
as compared to older workers who have greater speciﬁc skills and stronger preference for job stability.
However, the share of unemployment in the 15 -29 age group has been falling due to a rise in the number
of unemployed older worker. The unemployment share of older workers in the 50 & above age group
tripled from 7.3% in 1992 to 22.4% in 2010. This is in line with the rising share of older workers age
50 and above in the workforce which rose from 12.8% of total employment in 1992 to 26.6% in 2010.
Likewise the employment share of the 40 -49 age group which rose from 19.7% in 1992 to 26.8% in 2010
is matched by a corresponding rise in unemployment share in the 40 -49 age group from 13.7% in 1992 to
19.5% in 2010.
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Figure 10: Unemployment Share by Age 1992 - 2010

Source: Ministry of Manpower, Labour Market Statistical Information

This inversion of the age share of the labour force can be accounted for by the demographic factors of
falling fertility rates and rising life expectancy. With a rapidly ageing population, it is inevitable that there
will be a larger proportion of older workers in the labour force. The rising life expectancy3 and absence
of a national pension system meant that it is difficult for older workers to stop working at the current
retirement age of 62 years as it may potentially mean 20 more years without a stable source of income.
With a system of individual retirement savings account in Singapore, the onus is therefore on individual
Singaporeans to ensure that there is adequate savings for their retirement. Continued employment of
older workers has been difﬁcult especially for those who are retrenched. This difﬁculty in securing reemployment among older workers is evidenced by the consistently low re-employment rate posted by the
older cohort aged 40 years and over (see Table 5) especially following the recession years.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------3 The life expectancy at 65 years for the average Singaporean is 19.9 years.
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Table 5:Average Reemployment Rate of Retrenched
Residents 1997-20

Notes: a. Reemployment rate is deﬁned as the percentage of retrenched who
ﬁnd employment within 6 months of retrenchment for 1997-2008. From
2008, data refers to those who ﬁnd employment within 12 months. The data is
based on Ministry of Manpower Labour Market Survey and Central Provident
Fund records
Source: Ministry of Manpower (2007, 2008, 2010)

Figure 11 shows the rising shares of older workers in employment and unemployment with the
ageing population.

The decline in employability of older workers is reflected in the disproportionate

increase in their share of unemployment especially in the periods following economic downturns such
as those occurring in 1998, 2001 and 2003. The period following the recent 2008 global recession
is uncharacteristic in that share of the older unemployed has not risen. This may be attributed to the
existence of employment and wage subsidy schemes which were specially targeted at the employment of
older workers.

Figure11:Older Workers in Employment and
Unemployment 1992-2010

Note: Data for 1995 is not available as the Labour Force Survey was not conducted.
Source: Various Report on Labour Force in Singapore. Data for 1990 and 2000 are
from the Census of Population. Data for2005 is from the General Household Survey.
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Long Term Unemployment
The predicament of older workers in securing employment is evident in their growing share of long
term unemployment in Singapore (Figure 12).

Figure 12: Long Term Unemployment in Singapore 1974
-2010

Note: Long-term unemployed refers to those who have been unemployed for at
least 25 weeks. Data for 1990 – 1992, 1995 and 2000 are not available.
Source: Various Report on Labour Force in Singapore, data for 2005 is from the
General Household Survey.

As expected, long-term unemployment rises signiﬁcantly after each downturn in the economy. An
examination of those long-term unemployed reveals that there is an increasing share of older workers in
long-term unemployment. Since the late 1990s, older workers constituted the majority of those in longterm unemployment reaching a peak of 71% in 2008. The re-entry of older workers into the workforce
thus takes a longer period of time as they often lack the necessary skills and ﬂexibility to move to other
industries. Despite the exceptional economic performance of 2007, there was a spike in long-term
unemployment in older workers suggesting that older workers are experiencing structural unemployment
from changes that makes their existing skills obsolete.
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Key reasons by firms4 against hiring mature workers could be largely attributed to the perceived
inability of older workers to meet the physical demands of the jobs, their inflexibility to change, their
receptiveness to training and concerns over their high wage expectations. MOM labour survey indicators
revealed that advancing age consistently has a negative impact on training participation. In 2010, the
training participant rate in the 40 – 49 age groups and 50 -64 age group was 27.4% and 19.4% respectively.
This is below the total average of 29%. Thangavelu et al. (2011) found that age had a small positive
impact on training participation for workers who are under 37 years old while the effect becomes negative
for older workers. This was attributed to the fact that sending senior workers for training involved higher
opportunity cost or narrower time horizon of reaping the beneﬁts out of the training. The greater reluctance
to investment in training of older workers may be accounted for by numerous reasons. Firstly, employers
may assume that older workers are harder to train and less adaptable to technology thus passing them
over for training opportunities. Secondly, the poorer education proﬁle of older workers may affect their
conﬁdence and willingness towards training and skills upgrading. Older workers may be further deterred
by the language barrier and the pace of training.
Highly educated workers are also susceptible to long-term unemployment, with their share of longterm unemployment rising from an average 4.4 % in 1974 to 49.0 % in 2010 with graduates constituting
half of these numbers.

Policy Measures
The key thrust of policies for reducing the incidence of structural unemployment in Singapore has
been directed at enhancing the employability and employment of workers. These policies may classiﬁed
as demand or supply side policies.

Supply Side Policies
With Singapore’s push towards a knowledge-based economy with a globally competitive and creative
labour force, a premium has been placed on education and training. This structural change of the economy
requires constant skills change in the workforce. The 2003 Economic Review Committee (ERC) report
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------4

Firm’s Adoption of Age-Positive Human Resource Practices, Ministry of Manpower 2006.
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of Singapore’s future economic growth and development identiﬁed developing human capital as a key
tool towards achieving the nation’s goal. An emphasis has been placed on life-long learning as this was
pivotal in ensuring that adult workers are kept abreast with changes of a dynamic economy, and are able to
acquire the required skill sets.
In both recessionary and non-recessionary periods, the government has actively encouraged workers
to take up courses to improve their employability. The Singapore Workforce Development Agency Act
passed in 2003 led to the establishment of the Singapore Workforce Development Agency (WDA) to serve
as the national body to champion workforce development in the areas of adult continuing education and
training, and the facilitation of employment and re- employment. The Continuing Education and Training
(CET) infrastructure which is managed by WDA provides for training at different skills levels. The
Employability and Skills System (ESS), targeted at low-skilled workers, provides training in foundational
employability skills in literacy, numeracy and information and communications which are portable
across industries. The Workforce Skills Qualification (WSQ) System is a national skills accreditation
system involving a framework of industry sector-speciﬁc technical occupational standards, courses and
qualifications. The WSQ system provides the training and certification routes for workers to upgrade
their skills and receive qualiﬁcations that are nationally recognised by employers in various sectors and
occupations. Since the launch of WSQ in 2005, more than 600,000 workers have beneﬁted from WSQ
training conducted by some 500 WSQ Approved Training Organisations (ATOs).
The beneﬁts of the CET came clearly into the forefront during the recent 2008-09 global
financial crisis. Leveraging on the extensive network of CET, the Skills Program for Upgrading and
Resilience (SPURS) was launched as part of the counter-recession efforts to help employers and workers
manage the economic downturn by cutting costs to save jobs during period of low demand and equipping
workers with new skills and knowledge skills in preparation for the recovery. Financial incentives were
offered to companies to send employees for SPUR courses conducted by approved training providers.
Companies enjoyed up to 90% government subsidies of SPUR courses and employers’ absentee payroll
subsidy was increased5 by 50%. Grants were also given to companies to subsidise the cost of recruitment,
training and redesign of jobs by companies employing locals. A Professional Skills Programme

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------5 From Dec 2008, amounts of up to $6 per hour were given for workers below 40 years old and $6.80 per hour for those
above 40 years. From May 2009, to further induce companies to send workers for training, workers above 40yrs were given
up to 90% of their hourly wage subject to a cap of $10 per hour.
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Traineeships (PSPT) initiative targeted at PMETs was also introduced to develop strong PMETs’
capabilities for selected sectors with good growth potentials. These traineeships serve to equip new
graduates and retrenched professionals with relevant job experience to improve their employability. SPUR
beneﬁts were also accessible to the unemployed. These included the same funding support for WSQ or
other certified courses at CET centres given to employers, training allowances and professional skills
programmes for PMETs. As of end 2010, some 334,000 workers had beneﬁted from SPUR at a cost
of $635 million (MOM 2011).
To tackle the problem of low participation rates of older workers and to encourage such unemployed
workers to take up jobs which might be perceived as having unattractive wage offers, the Workfare
Income Supplement (WIS), first introduced in 2006 as a wage bonus scheme, has became the fourth
permanent pillar of Singapore's social safety net in 2007. Under the WIS, eligible older low-wage working
Singaporeans above 35 years who earn an average monthly income of S$1700 or less over a minimum
3-month period are entitled to annual income supplements which vary from S$150 (for a 35 to 44 year
old worker earning S$1600 per month) to S$2800 (for a worker 60 years and above earning S$1000
per month) according to their age, monthly income and employment duration within a given year6. The
supplements paid increases with the age category and the objective is to induce otherwise unemployed
older workers to stay employed and to improve their savings to sustain their retirement needs. The
Workfare Training Support (WTS) Scheme launched in 2010 to complement the WIS is specially targeted
at older workers7 to upgrade their skills to improve employability.

Courses under the WTS are

recognised under the WSQ system, thereby giving older workers the needed industry qualifications
recognition. WTS will reimburse employers with 90% to 95% of funding for the absentee payroll and
course fee outlays. In addition, to motivate workers to go for skills upgrading, workers are offered
cash grants upon completion of their training within a one-year period.

--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------6 The wage supplement is paid in cash and CPF to Singapore citizens in the ratio 1:2.5 to augment both their take home
pay and their retirement funds. The equivalent monthly cash component of the supplement varies from $3.58 to $66.70.
In response to feedback on the low cash payouts and to enable low-wage workers beneﬁt from the strong economic
recovery in 2010, the Government has announced payment of one-off Workfare Special Bonus (WSB) over and above
the regular Workfare Income Supplement (WIS) amounting to 50% of WIS for work done in 2010, and 25% more WIS
each year for work done in 2011 and 2012.
7 Though targeted at older workers, younger WIS recipients (age 35 years and above) are eligible to apply.
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Demand Side Policies
The SPUR program was complemented by the Jobs Credit Scheme (JCS), an S$4.5 billion (US$3
billion) initiative introduced in January 2009 to encourage businesses to retain existing local workers or
employ new ones in the downturn through subsidising 12% of the ﬁrst S$2500 monthly wage bill of some
1.4 million local employees in 100,000 companies.

Figure 13:Real GDP Growth and Resident Unemployment
Rate 1992-2010

Source: Singapore Department of Statistics SingStat Time Series

In a poll conducted by the Ministry of Manpower (MOM), 75% of the companies indicated that they
postponed retrenchment or reduced the number of affected workers due to SPUR, JCS and other initiatives
under the Resilience Package8. Figure 13 shows that despite negative 0.8% decline in real GDP in 2009,
unemployment was contained by the Resilience Package implemented by the government. In the
1997 and 2001 economic crises which both saw negative real GDP growth; resident unemployment rate
rose by 1.5 percentage point from 1997 to 1998, and by 1.1 percentage point from 2001 to 2002. The lag
effects of recession on the labour market lasted for about two years before some recovery came into sight.
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------8 This survey was conducted in December 2009. Source:
http://app2.wda.gov.sg/web/Contents/Contents.aspx?ContId=8 accessed 28 Sept 2011.
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In contrast, in the recent global recession which had its beginnings in late 2008, resident unemployment
rate increased by 1.1 percentage point from 2008 to 2009. But this was followed by a rapid recovery with
resident unemployment rate falling by 1.2 percentage points from 2009 to 3.1% in 2010.
Another measure to augment employment opportunities for older workers is by raising the statutory
retirement age. According to a survey by the Ministry of Manpower, about a quarter of private sector
ﬁrms in Singapore require their workers to retire at the statutory retirement age despite the fact that a ﬁfth
of these ﬁrms have prospects to rehire these workers (Ministry of Manpower, 2007a). Due to poor private
sector response to voluntarily raise it, the statutory retirement age has been raised from 55 years to 60 years
through the enactment of the Retirement Age Act in 1993. The ofﬁcial retirement age was further raised
to 62 years in 1999 along with cost cutting measures such as a reduction in employers’ CPF contribution
rate and a wage reduction of up to 10% for workers above 60 years. A pivotal boost to enhancing older
worker employment is the Retirement and Re-employment Act (RRA) to be introduced in 2012 to provide
for re-employment of older workers beyond 62 years. The legislation stipulates clear re- employment and
retirement guidelines to employers and employees thus ensuring that the rights of both involved parties are
fairly protected. Under the re-employment law, employers will be required to offer re-employment or an
Employment Assistance Payment (EAP) for those unable to re-employ, to eligible employees reaching the
age of 62 for up to 65 in the ﬁrst instance and, later, up to 67. However, instituting higher retirement age
may have negative consequences such as creating reluctance on the part of employers in recruiting mature
workers for fear of having to retain them for extended periods.
Other demand side programmes that are aimed at increasing job opportunities for unemployed
workers include the Job Re-creation Programme (JRP). Funded by WDA and implemented in partnership
with the trade union movement, the JRP involve the re-design and re-creation of existing low wage jobs
to improve working conditions, enhance job image and increase productivity and job worth. In the 2011
Budget Initiatives a one-off Special Employment Credit (SEC) Scheme to support older workers hiring
was launched. The SEC will last for three years and will be paid to employers of Singaporean employees
aged 55 and above who earn less than $1700. Under the SEC, employers will receive a SEC of up to
50% of employer CPF contributions, or up to $33 for employees age 55 to 59. For each employee age 60
and above, employers will receive SEC of up to 80% of employer CPF contributions or up to $35. This
is an effort to boost demand for mature workers and to help employers to adjust to the re-employment
legislation.
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Immigration Policy
The recent recession episode in Singapore has shown that matured residents with tertiary education
faced the highest risk of job displacement and lowest probability of reemployment. This is unlike previous
recessions where the lower educated workers were the most vulnerable. In 1999, for example, out of
the 75,000 residents who were unemployed, those with post secondary & higher education constituted
28% while those with below secondary education comprised 44% of the unemployed. In 2009, the
corresponding ﬁgures for the more highly educated increased to 48% while that of the less educated has
dropped to 28%. This represents an inversion of the educational attainment/skills composition of the
unemployed. The share of graduates among the unemployed has doubled from 12% in 1999 in 25 % in
2009 and the share of older workers (40+ years) among the unemployed has increased from 40% to 45%
and for those 50+ years from 15% to 24 %. In the light of these developments, there has been strong
resentment to the continued influx of foreign labour into the economy. Strong pressure has surfaced
from the ground for policy change that will tighten the inﬂow of foreign labour in order to facilitate the
employment of displaced local labour and reduce the competition for jobs. The success of new opposition
candidates’ election to Parliament in the recent general election has been attributed to the displeasure over
government policies that led to the increased numbers of foreign workers which rose by 513,000 or 53%
of total new employment between 2004 an 2010.
With falling fertility rate and a rapidly ageing population, Singapore cannot afford to sustain growth
without the intake of migrants as the small domestic population cannot provide all the required skilled
manpower needed. However, increasing Singapore’s population by 1 million every decade as had been
done in the past 2 decades is clearly an unsustainable policy given its already very high population density
and small land area. What is needed is a more sensible and measured pace of migrant intake that is focused
on skilled labour intake that does not generate excessive pressures on space and essential services which
impose unnecessary high external costs of adjustment on the rest of the population. Recent changes in
the foreign worker policies through increases in the foreign worker levies and in administrative tightening
of applications seem to moving in the right direction. The increases are particularly steep for S-Pass
category foreign workers (for mid-level skilled professionals & technicians) as the levy is raised from
$50 in 2010 to $300 - $450 by 2013. By reducing the supply of foreign labour, this may help mitigate
the unemployment situation in the “sandwiched class” (Singaporeans with post-secondary/ diploma
qualiﬁcations).
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Concluding Remarks
The Asian ﬁnancial crisis in 1997 ended two decades of exuberant growth in the region and ushered
in a period of harsher economic reality that required Singapore to re-strategize its economic growth plans.
Rapid rate technological change and globalization have resulted in major structural changes in Singapore’s
economy. A discernable trend has emerged for unemployment in Singapore. The unemployment rate
which used to hover around 2% in the 1990s had climbed to a new average of 3.9% in the past decade.
A rapidly ageing labour force has led to older workers who are aged 40 years and above shouldering a
dominant share of total unemployment. Of greater concern is the disproportionate share of these older
workers in the long-term unemployed pool reﬂecting the lower re-employment rate of retrenched older
workers. There is also the increasing share of the more highly educated among the unemployed. These
unemployment trends in Singapore strongly support the need for a rethink of its liberal foreign labour
policy where low wage depression effect has caused problems for employment of low- wage workers and
the inﬂux of skilled foreign talent seem to have led to displacement of local graduates and older PMETs.
Unemployment of older worker is set to become an increasingly important issue as Singapore labour force
ages. Schemes that improve labour quality of older workers and a long-term commitment to programmes
that encourage older workers to take up skills training will have to be a vital component of the efforts by
the government to boost older worker productivity and employability to sustain future economic growth.
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