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导论 

 

劳动力成本是影响国际贸易和商品生产的主要因素之一，而这也影响一

个国家在全球市场上的竞争力。 

由于全球化、关税壁垒的消除、物流和运输系统的发达等因素，如今货

物的生产可以自如地转移到国外，尤其是到世界上劳动力成本低于原厂

国的地区。最受欢迎的海外目的地是发展中国家，因为这些国家可以较

低的价格提供更多劳动力。这种活动即是离岸外包，从 1960 年起就开

始成为各家公司可行的做法。最初只是迁移生产地，最近还涉及到其他

实质业务。自 2001 年加入世界贸易组织以来，中国一直是最具海外生

产力的第一个目的地。由于劳动力充足和劳动力成本低廉，中国仍然被

认为是最具竞争力的国家。 

不过，劳动力成本被认为是一个不稳定的价值，这也是各国之间不容易

实现可比性的原因。除此之外，劳动力成本的组成，尤其是非工资成本

，可能因国家而异，这可能导致对统计数据的错误解读。 

正如亚当斯、甘恩斯和沙赫穆洛夫指出：“国际竞争力首要条件是成

本，能够以最低价格将产品投放市场的国家才具有优势。对成本的贡献

是直接影响价格的因素，如汇率、国内工资、材料成本以及生产率等”

。 

本论文所要讨论的议题是，如何从劳动力成本竞争力的角度出发，选择

一个国家的最佳措施和比较，以及低劳动力成本是否能够保证足够的生

产率，即所谓经济增长和竞争力的关键。 

如前所述，中国以最具劳动力成本竞争力的国家闻名，但地区差异不容

忽视，因此这一名声可能不再适用于整个国家。 
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为了深入研究，我选择比较欧盟和中国的劳动力成本竞争力及其区域差

异。 

欧盟是由 28 个国家组成的联合会，它们共享共同的市场（欧洲单一市

场 ）和由每个成员国都同意实施之法案和条约管制的标准化法律体系。 

另一方面，中华人民共和国是个统一且一党的社会主义共和国，由政府

管辖个省、直辖区和自治区。 

中国和欧盟都是单一的政治实体，体现了不同地区的不同经济情况。中

国为目前世界上最大的出口国，由于一些地区的持续发展以及工资上涨

，在劳动力成本方面的竞争力受到质疑。因此，与其将中国和欧盟视为

一个整体，不如将重点放在它们共同存在的内部差异上。  

第一章有两个重点。首先分析劳动力成本的概念及其相关组成部分，以

了解它在经济环境中的含义。接着，将深入探讨各国之间的竞争力指标

，聚焦在单位劳动力成本及其计算方法。第二，简要介绍中国和欧盟概

况，以便更好地了解其经济和劳动背景。 

第二章介绍了中国和欧盟 2003-2018 年劳动力成本数据的收集情况，此

数据是从主要统计机构收集而来的。关于中国的数据，我参考了国家统

计局和 CEIC 的资料。第一个国家统计局是官方的国家研究所，直属国

务院；第二个是一间总部设在香港的公司。CEIC 提供发展中国家的财

务信息，并发布中国优质数据库，这是中国宏观经济和区域数据的一个

重要组成。 

有关欧盟及其成员国经济因素的数据可从国际统计机构获得，如经合组

织数据库（经济合作与发展组织成员国数据库）、欧洲委员会理事会年

度宏观经济数据库 Ameco（包含一般经济和金融事务：欧盟数据、欧

元区、欧盟国家和候选国以及其他经合组织国家的数据）。除此之外，
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我也参考了国际劳工组织（促进国际劳工标准的联合国机构）的统计数

据提供的信息。由于中国统计数据的可靠性一直是许多学者争论的话题

，本节将介绍一系列以前对此问题的研究。Holz、Klein 和 Ozmucur 指

出，没有证据表明中国数据本身存在缺陷。最后，本文也讨论了离职对

中国和欧盟生产率的影响。 

在第三章中，我将整理这一问题的结论和未来的预测  
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Introduction 

 

Cost of labour is one of the main factors affecting international trade 

and production of goods. What is more, it also affects the competitiveness of 

a country in the global market. 

 Thanks to the globalization, the removal of tariffs and custom barriers, and 

the development of logistic and shipping systems, nowadays the production of 

goods can be conveniently relocated abroad, in areas of the world where the 

cost of labour is lower than that of the mother country. The most popular 

destinations chosen for the relocation of a business process are the developing 

countries, which can provide larger quantity of work force at lower price. 

This phenomenon, known as offshoring, started being a feasible practice for 

companies since the 1960. At first, it solely regarded the relocation of 

production and lately involved other business practices. After its entry on the 

World Trade Organization in 2001, China has been the first destination for 

productivity offshoring and it is still considered the most competitive country 

thanks to its abundant workforce and cheap labour costs. 

On the other hand, cost of labour is known to be a non-stable value and this is 

the reason why comparability between countries is not easy to achieve. In 

addition to that, labour costs and it components, especially non-wage costs, 

may vary from country to country and this can lead to a wrong interpretation 

of statistical data. 
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As Adams, Gangnes and Shachmurove 1  point out : “International 

competitiveness is a matter first of costs: which country is able to deliver the 

product to the market most cheaply. Contributing to costs are factors that 

directly affect prices, such as exchange rates, domestic wages and material 

costs, and productivity”.  

The question that this dissertation aims to answer regards the best measures 

and the points of comparison when choosing a country for its competitiveness 

in labour costs. In addition to that, it will be examined whether low labour 

costs can guarantee an adequate level of productivity, which is the key to 

economic growth and competitiveness.  

As stated before, China is renewed as the most competitive country for labour 

costs, however regional differences persist, so this statement may not apply 

for the whole country anymore. 

 In order to achieve this purpose, I choose to compare the competiveness of 

labour cost in European Union and China and their regional differences.  

The European Union is a confederation of 28 countries that share a common 

market (Single European Market) and a standardised system of laws regulated 

by acts and treaties which every member states has agreed to implement.  On 

the other hand, People’s Republic of China is a unitary, one-party socialist 

republic, whose government exercise jurisdiction in its provinces, 

autonomous regions and special controlled zones.  

Both China and EU are single political entities which embodies different 

areas and, therefore, diverse economic conditions.  

                                         

1 Adams, Gangnes, Shachmurove, Why Is China So Competitive? Measuring 

And Explaining China’s Competitiveness,  
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For this reason, China’s competitiveness in labour costs, which has made it 

the world’s greatest export power, has been questioned due to the relentless 

development of some regions and the resulting rise in wages. So, instead of 

considering China and EU as whole, the focus will be on the internal 

differences that co-exist in them. 

The aims in the first chapter are twofold: first, the concept of costs of labour 

and its related components will be analysed in order to understand its 

implication in the economic environment. The measures of competitiveness 

between countries will be then investigated, with a focus on Unit Labour Cost 

and how it can be computed.  

Second, China and the European Union profiles will be briefly outlined in 

order get a better understanding of their economic and labour backgrounds. 

The second chapter presents the collection of data on labour cost from year 

2003 to 2018, of both China and EU. The data has been collected form the 

major statistical institution. For the data concerning China, I investigated the 

National Bureau of Statistics “国家统计局” (Guójiā tǒngjì jú) and the CEIC. 

The first is the official national institute in charge for statistical data of the 

country, under direct control of the State Council, while the second is a Hong 

Kong based company. It provides financial information on developing 

countries and issues China Premium Database, an insight on Chinese 

macroeconomic and regional data.  

Data concerning the economic factors of European Union and its member 

states are readily available from international statistic institutes such as 

OECD Database, a database which include the member states of the 

Organization of Economic Co-operation and Development, AMECO, an 

annual macro-economic database of the European Commission's Directorate 

General for Economic and Financial Affairs which contains data for the EU, 

the euro zone, EU countries and candidate countries, as well as other OECD 
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countries. In addition to that, I relied on the information provided by the 

statistical data of the International Labour Organization, a United Nation 

agency that promote international labour standards. 

Since the reliability of Chinese statistical data has been the subject for a 

controversial debate for many scholars, this section will presents a selection 

of previous studies on the matter. Holz, Klein and Ozmucur point out that 

there is no evidence that Chinese data are defective per se. At last, the role of 

severance in affecting productivity in China and EU will be discussed. 

The third chapter will present some of the future outlook regarding the labour 

environment in China and the challenges that it may face. 
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Chapter 1 

Cost of labour: definition, calculation and implication on the 

International Economic Environment. 

 

The implication of cost of labour is often debated on the employees’ 

point of view as it is directly connected with the concepts of fair wage, fringe 

benefits and compensation. This work will focus, instead, on the total cost of 

labour sustained by the employee from the hiring process to the payment of 

wages. 

The collection of data concerning cost of labour can be used for several 

purposes such as inflation analysis, for competitiveness of firms and 

productivity levels among countries. Also, the measurement and analysis of 

non-wage labour costs have become an important issue in debates on labour 

market flexibility and employment policies.  

The availability of data on labour cost is of great importance not only for 

employers but also for policy-makers and trade unions.  

Implications on economy: labour input is a variable factor of production 

 

 

1. Cost of labour  

 

The cost of labour is defined as the sum of wages paid by the employer to 

employees and it includes all the non-wages costs, such as benefits, social 

contributions, payroll taxes and other expenditure (recruitment costs, 
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expenditure on work clothes and employment taxes regarded as labour costs 

minus any subsidies received). 

Labour cost consists of two components: a variable wage, which is what the 

employer pays to employees in order to obtain their services, and a fixed 

employment cost that occurs when the firm acquire and train a specific stock 

of employees. 

It can be distinguished in direct and indirect cost of labour: as the first one 

refers to the expenses directly traced into production, the latter includes 

expenses not directly involved in the production process. 

As stated before, non-wage costs include all the costs sustained by firms other 

than direct remuneration. The subject has been introduced in labour cost 

studies after the ‘60s, with the development of human capital theory. Non-

wage costs have in fact not a long history as welfare programmes and other 

workers’ benefit began to exist in most of developed countries right after the 

Second World War. Costs included in the non-wage costs are not the same in 

every country. Furthermore, non-wage costs are divided in those statutorily 

imposed and those based on collective bargaining agreement or voluntary 

commitments (exogenous costs). The rules regulating the imposition of the 

payment of compulsory non-wages costs, as also mentioned before, may vary 

from country to country. In addition to that, non-wages labour costs can be 

fixed or variable. Fixed costs include training, while statutory social welfare 

payments are strictly related with workers’ earnings and therefore may vary.  

Evidences in literature show that non-wages costs increases with the degree of 

unionisation. 
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Table 1 Components of Labour Costs 

 

 

 

2. Implication in the international economic environment: measuring 

competitiveness  

 

 

When we talk about competitiveness, we must analyse costs in 

competitive countries. Cost of labour is among the expenses that can affect 

the competiveness of companies on a microeconomic level, as well as scale of 

production and technology. As a consequence, low labour cost is one of the 

main reasons that lead to offshoring2. Thanks to the demolition of economic 

                                         

2 Relocation of a business process (e.g. production) from one country to 

another. 
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barriers, such as tariffs and costs of transportation, moving production from 

wealthier “western” countries to less developed country, with lowest cost of 

labour and affordable taxation, began being a successful practice in the ‘60s 

and increased rapidly from the 70’s. The accessibility of the labour force 

worldwide, and the possibility to meet companies’ cost-saving needs, has 

been described as “global labour arbitrage”3 : companies can choose to 

relocate the production of goods in developing countries that are renewed for 

low labour costs. 

The wide difference between countries began during the imperialism age and 

the favourable demographic situation, along with the availability of developed 

technologies, economic and political conditions broadened this phenomenon, 

boosting the wage gap between countries and the resulting depreciated cost of 

labour. 

As Wise and Martin4 pointed out in their work, wage has both cultural and 

material dimensions and this is the basis of differences in wages between 

countries. It should be noted that wage and labour cost isn’t a stable value and 

this is the reason why comparability between countries is not easy to achieve. 

                                         

3 This term has been adopted by the international community to refer to, in the 

case of job remuneration, the wage differences between countries  
 
4 R.D. Wise, D. Martin, The Political Economy of Global Labor Arbitrage, 

published in Problemas de Desarollo, Volume 46 Number 183, October-

December 2015 
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On the discrepancy of wages, Marx5 stated that: “By comparing the standard 

wages or values of labour in different countries, and by comparing them in 

different historical epochs of the same country, you will find that the value of 

labour itself is not a fixed but a variable magnitude, even supposing the 

values of all other commodities to remain constant” 

 

The  concerns  about  low  wages  and  an  under-valued currency  are  closely  

related:  both  result  in  low  Chinese  labour  costs  when expressed  in  

competitors’  currencies. 

In order to compare the competitiveness of countries, aside from the labour 

cost, productivity of an economy and the under-valuation of the local 

currency must be taken into account. To gain a further understanding of the 

matter, non-expensive labour cost can be seem at first as convenient feature of 

a foreign economy when a company decide to move abroad its production, 

but the focus must be on how a country can increase their productivity by 

regulating wages or increasing the output. 

Measuring competitiveness of countries, however, has not been always an 

easy task to complete. According to F. Gerard Adams, Byron Gangnes and 

Yochanan Shachmurove6, competitiveness of a country is often measured in 

                                         

5  Marx, Karl, Value, Price, and Profit, Foreign Languages Press Peking, 

1976  https://www.marxists.org/archive/marx/works/download/pdf/value-

price-profit.pdf 

 
6 F. Gerard Adams, Byron Gangnes,  Yochanan Shachmurove, Why is China 

so Competitive? Measuring and Explaining China’s Competitiveness, 
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growth of export and a positive trade balance. But those are just the results 

that can be clearly seen in competitive economy. In order to understand the 

causes that led a country to a successful trading activity, the exchange rate is 

the most immediate measure. However it may fail in expressing the domestic 

currency production costs. 

Finally Adams et al. convey that the most important factor in comparing two 

countries competitiveness in the trade market is the comparability of 

productivity. The competitiveness of a country’s labour costs is expressed in 

unit labour costs, (ULC) which are the ratio of wages to labour productivity, 

and relative unit labour costs (RULC), which reflect currency fluctuations as 

well as international differences in wages and labour productivity. Turner and 

Van’t Dack (1993) and Turner and Golub’s (1997) surveys of the literature 

conclude that relative unit labour costs in manufacturing are the best single 

indicator of competitiveness.7 

As per OECD8 definition: 

“Unit labour costs are often viewed as a broad measure of international price 

competitiveness. They are defined as the average cost of labour per unit of 

output produced. They can be expressed as the ratio of total labour 

compensation per hour worked to output per hour worked (labour 

productivity). This indicator is measured in percentage changes and indices”.  

                                         

7 Ceglowski J., Golub S., Just How Low Are China’s Labour Costs?, The 

World EconomyVolume 30, Issue 4 

8  Organization for Economic Co-operation and Development, data and 

definition available at www.data.oecd.org  
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The calculation of ULC can be done using one of the following methods9: 

 

1. ULC= total nominal costs per employee / real labour productivity: 

Unit labour costs calculated according to this method highlight price 

development in the field of wages. Since nominal labour costs are 

compared to real GDP, it is possible over the longer term to compare 

how current labour costs develop over individual years in relation to the 

unit of real output produced. It can be used also for assessing an 

economy's competitiveness, it can be done only where it is comparable 

with the respective ULC in the other countries. 

 

2. ULC= total nominal costs per employee / nominal labour 

productivity: 

The second method of calculation is used by Eurostat. The rate of ULC 

growth (decrease) in this methodology expresses the rate of 

involvement of labour production factors in the value of output created 

in the current period, meaning that neither of the ULC components 

(workforce costs or GDP) is adjusted of price influences. Without using 

complementary information on the development of prices in the field of 

consumption (e.g. final consumption of households deflator or CPI 

deflator), or in the whole economy (GDP deflator), this indicator has 

limited predicative ability 

                                         

9 Ing. Elena Lipská, Ing. Milada Vlnková, Ing. Ivana Macková,  “Unit Labour 

Costs”, National Bank of Slovakia 
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3. ULC = total real costs per employee / real labour productivity: the 

third method of calculation is achieved if nominal workforce costs are 

adjusted of price influences in the given period (i.e. compensations per 

employee are deflated). Deflators which may be used include the 

consumer price index (CPI), the final consumption of households 

deflator, or the GDP deflator. This results in real unit labour costs. 

RULC indicate whether price pressures have a tendency to grow or fall. 

If compensations per employee are growing, but productivity is 

growing faster, then RULC will decline and the economic development 

may be deemed healthy. A growth in RULC in the case of a faster 

growth in compensations per employee above that in labour 

productivity may indicate a growth in inflation as a result of demand-

side pressures. In the final result ULC indicators are as a rule presented 

(as are most macro-economic indicators) in the percentage form of a 

year-on-year change. They may however be given also in the form of 

an index expressing the share of the index of total labour costs per 

employee and the labour productivity index. 

  



 20 

3. Calculation of Cost of Labour and Wage Statistics 

 

The wage statistics in market economy countries have also an impact on 

macro-economic stability and economic growth. The programme of statistics 

that should be undertaken to collect data on the general level of wages and 

non-wage labour costs should be on an internationally comparable basis. 

According to the ILO Workshop on Wage Statistics, the concept of cost of 

labour need to be more explicitly defined for internationally comparative 

purpose. 

Statistics of wages and hours of work, one of the more important branches of 

labour statistics, are essential in evaluating living standards and conditions of 

work and life. In recent years the need for more complete and reliable 

information on wages and other forms of remuneration has grown in both the 

developed and the developing countries; the demand arises especially in 

connection with the planning of economic and social development, 

establishing income and fiscal policies, wage structure, manpower planning, 

labour utilisation, minimum wage regulations, social security, etc. Different 

types of statistical measures of wages are often needed for these different 

purposes; they include wage rates, earnings, compensation of employees, 

labour cost and employee income. The industrial coverage of such surveys 

varies from country to country, generally covering manufacturing, mining and 

quarrying, construction and, sometimes, transport and communications, 

wholesale and retail trade, finance and insurance and electricity, gas and 

water. Statistics of wages and hours of work are among the most important 

economic indicators compiled by countries. They are aids in forecasting 

economic and business conditions; for instance, changes in overtime hours 
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and the consequent changes in earnings usually indicate a shift in the level of 

business activity. 

 

4. People’s Republic of China: economic background and labour market 

 

The labour market in China is moving from the countryside to the cities 

and from the state sector to the private. China plays nowadays a role of 

growing relevance in the world economic environment. 

It must be noticed, however, that the country does not play said role as 

“whole”. In fact, regional differences persist, and so do the implications in the 

international division of labour.  

In order to better understand the economic environment of China, taking into 

account the administrative divisions of the country is essential. 

The People’s Republic of China is divided in 22 provinces (省; shěng) , 5 

autonomous regions (自治区; zìzhìqū), 4 municipalities (直辖市  zhíxiáshì) 

and 2 special administrative regions, SARs (特别行政区 ;  tèbié 

xíngzhèngqū). The Island of Taiwan is claimed by the PRC as the 23rd 

province although it has been an independent country known as Republic of 

China (ROC) since 1949, when the People’s Republic was established in 

Mainland China. 
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Picture 1 Administrative division of People's Republic of China 

 

Since 1949, PRC adopted a strictly planned economy system based on the 

Sovietic model, which included control on property, production means and 

stylization of the market. This was until 1978, when the Vice Premier at the 

time Deng Xiaoping introduced the “Four Modernizations” (四个现代化) and 

the “Opening up”（对外开放）  policies, with the aim to improve the 

economy and rapidly modernize the country. Following the reforms, private 

entrepreneurship faced a gradual liberalization and international economic 

relations had been put into action, which resulted in the implementation of the 

Special Economic Zones (SEZ).  

SEZs provided extremely advantaged conditions for international investors. 

At first, 4 zones had been indicated as SEZs and they were all located along 

the southern coast: Shenzhen ( 深圳 ) ,  Zhuhai （ 珠海 ） ,  Shantou （ 汕
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头 ） and Xiamen （ 厦门 ). Since then, SEZs had been flourishing in PRC, 

and there are now more than 140 specialized zones throughout the country 

officially recognized by the PRC government. 

Currently, the “Chinese Developing Zones” can be found all over Chinese 

territory, and they are classified as follows: 

• Economical and Technological Development Zone (EDTZ), 经济技术

开发区; 

• High-Tech Industrial Development Zone (HIDZ) 高级技术产业开发

区; 

•  Border Economic Cooperation Zone (BECZ) 边境经济合作区 , 

opened from 1992 in the north-western, north-eastern and southern 

borders of the country; 

• Export Processing Zone (EPZ) 出口加工区, placed along the costal 

area. 

As Cui and Lu state in their work, costal area of China has reached the 

GDP of middle-developed countries. 

 

This will be useful later on this work to gain a better understanding of the 

regional differences in terms of cost of labour and local wage discrepancies.  

The reforms and the implementation of free trade zones helped the country in 

achieving the role of the largest, fastest growing economy of the world and 

the leader in the exportation market.  

On the Chinese exponential growth, there are controversial reasons. Chinese 

economics is nowadays 25 times larger in real terms than it was when the 

reforms begun in 1978; an unprecedented record, since no other country 

worldwide could ever achieve this rate of economic growth. A widespread 

view believes that the government promoted the growth through “state 
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capitalism”: it is claimed that, despite China’s private sector was growing, the 

government exercised indirect control of the rest of the economy, allowing 

the access to the equity market exclusively through the state-owned and 

controlled financial system. On the other hand, N. Lardy10 argued this view, 

advancing the idea that long-term economic growth in China began when 

markets started to gain a more influential position in resource allocation and 

the private sector emerged. The growth of the private sector, in the rural 

markets at first and later in manufacturing, was made possible by the adoption 

of prices determined by competitive market, along with increased access to 

credit and bank loans, and higher productivity of private firms compared with 

the competitive state-owned enterprises.  

Following the rise of private sector, China started to gain a leading role in 

export performance, growing twice the rate of the world trade from 1990. 

Despite the East-Asia region enclose the most fast-growing countries in 

exporting, China has showed a much higher growth rate. The competitiveness 

of labour cost in China also relies on the RMB nominal exchange rate11. 

During the Planned Economy era, the RMB exchange rate was over-valued, 

with a huge disadvantage for the export economy. After the reform in the 70’, 

money revaluation was one of the major challenges that faced China to boost 

the economy growth. In order to increase the export, RMB was under-valued 

                                         

10  Lardy N., China’s economic reforms and growth prospects, China 

Economic Journal, 2015 Vol.8,No.2,95–108 

 
11 the number of unit of a given currency that are needed to purchase a unit of 

given foreign currency. The Nominal Exchange Rate does not take into 

account the Purchase Power Parity. 
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at 1,5 RMD per 1 USD. It was then stabilised in 1994 around 8,3 RMB per 1 

USD. Since then, the government tried to keep the value of RMB at this rate, 

avoiding any kind of major fluctuations. This was until 2005, when under 

international pressure, China was urged to adopt exchange rate liberalization, 

so that the RMB could revaluate after a long period of undervaluation. RMB 

undervaluation and a controlled exchange rate maintain the trade balance in 

China’s favour, with great disadvantages for others countries’ export activity. 

During the global economic crisis in 2008, Chinese government took control 

of the exchange rate again. However, exchange rate reforms have been 

officially announced in order to allow greater flexibility to RMB exchange 

rate. 

For what concerns labour environment, it must be noticed how in China two 

separate economies coexist, rural and urban. Keeping in mind this division is 

vital to understand the labour market in China. After the Communist Party 

rose to power in 1949, the labour mobility in China was non-existent. 

Residents of the rural are could not move to the urban area and the decision 

was enforced by the household registration system, known as hukou (户口) . 

This measure was essential to maintain high level of productivity in the 

agricultural industry, thus in the rural area, in order to ensure food provision 

in the urban area. What is more, the employment was in collective sectors and 

the wage were determined by Central Planning Commission. In the 80’s, 

urban migration began to supply the labour demand in the newly opened SEZ. 

In the following years, however, the government measures to avoid mass 

migrations from rural areas were strict. Only in 2001, when China became a 

member of the World Trade Organization, the measures started to be less 

restrictive as the export was growing at an incredible rate and the demand for 

low-skilled labour in the coastal-area was higher than ever. 
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Regarding wage structures, there were almost any regional differences in 

wages before the reforms, but from 1988 to 2009, the Gini12 coefficient for 

annual wages increased from 0.26 to 0.38, when the regional earnings 

variation was at its peak. 

After a slowdown in economic growth in 2015, in the last 3 years the Gini 

coefficient is increasing again, and so the internal inequality among the 

population . 

 

 

 

 

 

 

 

 

  

 

  

                                         

12 Gini coefficient measure inequality in income, where 0 is considered total 

equality and 1 total inequality.  

Table 2 Gini’s Coefficent from 2004 to 2017 (NBSC) 
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5. European Union: economic background and labour market 

 

The European Union is a political and economic confederation of 28 

countries located in the European continent. The process of development 

began in 1958 with the Treaty of Rome13, which enacted the European 

Economic Community. 

The Treaty set forth the progressive displacement of tariffs on imported 

goods and custom barriers, which makes it also a customs union.  

Furthermore, the Treaty ratified the engagement of the member states on 

implementing common policies regarding transportation, labour, welfare, 

social security and agriculture. 

In 1992 the Treaty of Maastricht14 completed the process begun in 1958 

and initiated the European Union. 

European Union, hereby also referred as EU, is an international 

organization and, as such, it has proper rights and obligations. This means 

that the Union relies on the voluntary cooperation of its members, which 

are not allowed to exert coercive power, and have the right to maintain 

their national sovereignty intact. Allowing that, the European Union could 

have made the aim of eradicating war and conflicts between the member 

states possible.  

During the 50’s and the ’60, the global economy experienced a period of 

growth that boosted the expansion and increased the rate of success of the 

                                         

13  Also referred as “The Treaty on the Functioning of the European 

Union”(TFEU). 
14 Also referred to as “The Treaty on European Union” (TEU) 
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EU, however the final steps occurred during less flourishing periods for 

the global economy. 

  

 

 

Being an economic confederation, the main purpose of the EU is based on 

the principle of the free exchange in the European Single Market15 (known 

also as Common Market) of goods and people.  

In addition to that, 19 member states share also a common currency, the 

Euro, which was established in 1999 and came in force in 2002. 

With the Treaty of Functioning of the EU, each member state agree to the 

union policies and internal actions. Within the Treaty can be found the 

                                         

15  The market includes the member states and is extended with exception to 

Iceland, Liechtenstein and Switzerland through different agreements and 

bilateral treaties 

Picture 2 Member Countries of European Union (2018) 
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four freedoms of the EU: free movement of good, freedom to establish and 

provide services, labour and capital. 

Under the freedom of movement of people, the EU ensure the free 

movement of workers. This freedom provides the abolition of any 

discrimination based on nationality between workers of the Member States 

as regards employment, remuneration and other conditions of work and 

employment. Under the definition of worker, the treaty considers a person 

that performs services under the direction or for another person in 

exchange of remuneration. The right of free movement applies to both 

part-time and full-time work, so long as the work is effective and genuine. 

The free movement includes the self-employed too, which can avail from 

the freedom to provide services and freedom of establishment. 
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Chapter 2 

Collection of Data on Labour Cost 

 

 

After introducing the importance of cost of labour and labour statistics 

to as the main factors used in the estimation of competitiveness of countries in 

the international market, the sources of data plays a decisive role when 

collecting information on labour cost. The main sources used in this work are 

international organizations database, national statistics organizations and 

private companies.  

As stated in previous works16 on the subject, the statistical data for Chinese 

economy measures are often not available and it is argued about their 

reliability.  

The reliability of statistical data in China has been discussed by several 

scholars17 through the years. However, as Holz (2010) states in his work 

“hard evidence [on data manipulation] is relatively scarce  ”. 

Gregory Chow18 explained how it is widely believed that Chinese data are not 

to be trusted. Firs of all, he admits that error had been found so it can be said 

that some of the data are not reliable. However, Chinese data issued by the 

National Bureau of Statistics of China are used by scholars daily in their 

research and articles, which are then published in renowned journals and are 

used as a tool for drawing valid conclusion about the Chinese economy. There 

                                         

16 Cui, Adams et al. 
17 Holz (2003, 2004, 2005), Rawski (2001), Rawski, Xiao (2001) 
18 https://academic.oup.com/cesifo/article/52/2/396/293759 
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are also opposite views on the faithfulness of the staff at NBSC: it is argued 

that they are leaded to falsify the national data under the pressure of the 

Premier or the officials under him. Chow doess not agree with those views, 

however he admits that some example of GDP rate falsification had been 

brought to attention by some critics. An example of unreliable data is the 

number of people employed published in the Statistical Yearbook regarding 

the years 1989/1990, which had an unbelievable increase. 

Klein and Ozmucur 19 do not agree with the widespread view, adopted also by 

journalists, that statistics in China do not describe the actual economic 

situation. GDP growth represents the most controversial and most debated 

figure: it was considered overestimated in the years 1997-2000 by Rawsky, 

who based his research on the decrease of energy consumption. Sharping 

declared that population statistics also were flawed.  

The research conducted by Klein and Ozmucur proved that the calculation of 

GDP couldn’t be proved wrong. In other words, the reliability of data lies in 

the methodology used to calculate them. They demonstrated that using 

different indicators (annual, quarterly or monthly), the estimates results 

diverged. 

To sum up, Chinese statistics are not defective per se. The methodology and 

the quality of measures used must be taken into account when there is a need 

to analyse data and compare them to other measure or their impact 

internationally.  

                                         

19 The estimation of China’s economic growth rate Lawrence R. Klein and 

Suleyman ¨ Ozmucur ¨  Department of Economics, University of 

Pennsylvania, 3718 Locust Walk, Philadelphia, PA 19104-6297, USA 
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1. Sources of data 

• CEIC20  

CEIC Data is a company founded in 1992 based in Hong Kong. It provides 

financial information for economic research of emerging and developing 

countries with financial time series data on macro-economic concepts. It 

offers a Global Database, providing data from different countries, and a China 

Database, specifically created to gather information about Chinese Market. As 

stated before, CEIC is a private company that sells business information 

products to consultant and investors and it is not a national statistical office. 

However, most of the information regarding China and the Chinese market 

are collected form the National Bureau of Statistic. 

 

• NBSC, National Bureau of Statistics of China21 

“国家统计局” (Guójiā tǒngjì jú), Chinese National Bureau of Statistics, is in 

charge of the statistical and economic accounting in China, under direct 

control of State Council. Regarding the organizational structure of the NSBC 

it is composed by 12 departments, directly affiliated institutions, local 

statistical stations and survey-taking institutions (Organization of Rural 

Socio-Economic Survey, Organization of Urban Socio-economic Survey and 

Organization of Enterprise Survey).  

                                         

20 https://www.ceicdata.com/en/products/china-economic-database# 
21 http://www.stats.gov.cn/ 
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• AMECO22, 

 Contribution to the change of the final demand deflator of relative unit 

labour costs in national currency 

The database contains data for the EU, the euro area, EU Member States, 

candidate countries and other OECD countries, for a total of over 40 

countries. The database provide the Real Unit Labour Cost (ratio of 

compensation per employee to nominal GDP per person employed). annual 

macro-economic database of the European Commission's Directorate General 

for Economic and Financial Affairs. The database is used for analysis and 

reports produced by the directorate general. It contains data for the EU, the 

euro zone, EU countries and candidate countries, as well as other OECD 

countries. 

 

• OECD 

 

The Organization for Economic Co-operation  Development was founded in 

1961 to enhance world trade. The organization issue statistics and data on a 

various subject and economic indicators of the its member states, as well as of 

developing economies.  The online data library of OECD provide the ULC of 

European Union’s member countries.  

 

 

 

 

 

                                         

22http://ec.europa.eu/economy_finance/ameco/user/serie/ResultSerie.cfm 
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• ILO, International Labour Organization 

 

In ILOSTAT’s indicator, output is measured as gross domestic product (GDP) 

for the aggregate economy expressed at purchasing power parities (PPP) to 

account for price differences in countries. There are still significant problems 

in international consistency of national accounts estimates, in particular for 

economies outside the OECD. The factors affecting the comparability of the 

data across countries include differences in the treatment of output in services 

sectors, differences in the procedures used to correct output measures for 

price changes, and differences in the degree of coverage of informal 

economic activities in developing economies and of the underground 

economy in developed economies in national accounts. 
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Reference area Time 

Output per worker 
(GDP constant 2010 
US $) -- ILO 
modelled estimates 

Output per worker 
(GDP constant 2011 
international $ in 
PPP) -- ILO 
modelled estimates 

China 2003 3988 8331 
China 2004 4350 9087 
China 2005 4812 10050 
China 2006 5389 11256 
China 2007 6116 12775 
China 2008 6696 13987 
China 2009 7309 15268 
China 2010 8058 16830 
China 2011 8784 18347 
China 2012 9447 19732 
China 2013 10154 21209 
China 2014 10877 22719 
China 2015 11618 24267 
China 2016 12389 25878 
China 2017 13235 27645 
China 2018 14123 29499 

 
Table 3 Labour productivity in China (ILOstat) 
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Reference area Time 

Output per 
worker (GDP 
constant 2010 
US $) -- ILO 
modelled 
estimates 

Output per worker (GDP 
constant 2011 
international $ in PPP) -
- ILO modelled 
estimates 

European Union  2003 73352 73697 
European Union 2 2004 74835 75295 
European Union 2 2005 75338 75893 
European Union 2 2006 76533 77222 
European Union 2 2007 77455 78287 
European Union 2 2008 77031 78025 
European Union 2 2009 74986 75998 
European Union 2 2010 76861 77833 
European Union 2 2011 78164 79170 
European Union 2 2012 78065 79072 
European Union 2 2013 78472 79509 
European Union 2 2014 79148 80239 
European Union 2 2015 80193 81358 
European Union 2 2016 80732 81966 
European Union 2 2017 81543 82906 
European Union 2 2018 82747 84237 
 
 
 

   

Table 4 Labour productivity in EU (ILOstat) 
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2. Unit Labour Cost in EU  

 

As stated in the previous chapter, the Unit Labour Cost (ULC) is one of the 

most efficient indexes of countries productivity and it can be useful when 

comparing competitiveness in the international trade market. The measure of 

productivity through the ULC is that as the productivity grows, and so the 

country begins to be more competitive, the value of ULC drops. As it is 

shown in table 1, in the last 15 years the trend the average ULC in European 

countries23 has been fluctuating through the years. 

 

 

 The table show how the UCL declined sharply from 2003 but then the 

productivity started to decrease in 2006 and spiked in 2007 and 2008, due to 

the global economic recession. Taking a closer look to member countries, 
                                         

23 EU28 hereinafter describes the following member countries of European 

Union: Austria, Belgium, Bulgaria, Croatia, Czech Republic, Denmark, 

Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, 

Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, 

Slovakia, Slovenia, Spain, Sweden and the UK 

 

Table 5 Average ULC in EU28 countries (OECD) 
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Latvia and Estonia were the most affected countries during the economic 

recession as they almost doubled the loss of productivity compared to the 

average of EU28. In this dataset, time series of output, labour and capital 

inputs, as well as MFP are expressed in volumes. Hence, changes over time 

are measured as annual rate of growth, or as average annual growth rates for 

selected periods.  

Labour compensation is measured in current prices and is used in the 

numerator of ULCs. Therefore, the annual rate of change, or the average 

annual rate of change for selected periods, are the more appropriate units to 

measure changes in ULC and labour compensation per hour worked over 

time24. 

 

 

 
Table 6 Real Unit Labour Cost in EU (AMECO) 

  

                                         

24 OECD.stats 
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T
im

e 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

2015 

2016 

2017 

2018 

Country Subject                                   

A
ustria 

Unit Labour 
Costs, USD 
exchange-
rate 
adjusted 

  

21,6  

9,7  

0,5  

2,2  

9,8  

10,3  

-0,5  

-5,0  

6,0  

-5,2  

5,7  

1,8  

-15,0  

1,3  

2,5  

6,0  

B
elgiu

m
 

  

20,9  

8,7  

1,1  

3,4  

11,1  

11,9  

-1,9  

-5,4  

8,0  

-4,5  

5,4  

0,0  

-17,3  

-0,2  

3,4  

6,6  

C
zech 

R
epublic

 

  

20,0  

12,1  

6,3  

6,4  

13,6  

23,3  

-8,6  

-0,2  

8,5  

-7,8  

0,1  

-5,3  

-16,2  

3,6  

8,5  

14,5  

D
enm

ark 

  

22,4  

9,8  

2,0  

2,6  

14,5  

12,3  

-0,5  

-5,7  

4,8  

-6,6  

3,9  

0,8  

-15,7  

0,1  

2,9  

7,1  

Estonia 

  

26,1  

15,5  

3,1  

10,4  

27,1  

24,7  

-3,0  

-9,0  

4,8  

-2,9  

7,3  

4,2  

-13,2  

3,4  

6,2  

11,5  

France 
  

22,4  

10,8  

2,1  

2,7  

10,5  

9,9  

-1,7  

-3,8  

5,8  

-5,5  

4,7  

0,5  

-16,2  

-0,0  

2,5  

6,0  

G
erm

any
 

  

21,3  

9,5  

-0,3  

-1,5  

8,2  

9,6  

1,3  

-6,1  

5,5  

-4,8  

5,1  

1,1  

-14,9  

0,9  

3,4  

7,4  

G
reece

 

  

23,6  

12,1  

6,3  

0,3  

11,0  

12,8  

1,2  

-2,3  

4,7  

-8,9  

-3,1  

-2,2  

-16,7  

-1,2  

3,0  

5,9  

H
ungary

 

  

24,1  

15,7  

4,3  

-3,5  

20,2  

11,2  

-12,6  

-1,9  

5,1  

-7,5  

1,4  

-2,7  

-18,9  

4,4  

7,1  

8,1  

Ireland
   

26,3  

12,3  

4,4  

4,9  

14,4  

15,4  

-9,2  

-11,3  

-0,8  

-7,6  

4,6  

-5,2  

-29,2  

0,6  

-1,4  

.. 

Italy
 

  

25,8  

12,4  

2,8  

2,8  

11,6  

10,7  

-0,3  

-4,6  

5,5  

-6,3  

4,1  

-0,0  

-16,0  

-0,0  

1,4  

6,7  

  



 40 

 

Latvia 

 

  

12,5  

12,3  

10,7  

17,1  

39,0  

29,4  

-15,3  

-13,7  

3,6  

-4,1  

8,8  

5,0  

-11,0  

4,6  

5,1  

8,6  

Luxem
bour

g
 

  

21,9  

12,9  

3,1  

3,9  

9,7  

16,8  

1,9  

-5,8  

7,4  

-3,2  

4,0  

1,8  

-16,2  

1,3  

7,3  

8,2  

N
etherlands

 

  

22,7  

10,0  

0,3  

1,4  

11,5  

10,5  

0,1  

-5,7  

6,1  

-4,9  

4,1  

0,1  

-17,1  

0,4  

2,3  

6,7  

N
orw

ay   

15,0  

5,8  

7,9  

7,0  

17,5  

13,4  

-6,2  

6,2  

13,3  

0,1  

3,4  

-4,5  

-20,9  

-3,6  

2,8  

5,1  

Poland
 

  

2,1  

4,7  

13,8  

3,6  

15,6  

24,2  

-22,2  

5,6  

2,8  

-6,9  

3,3  

0,8  

-16,8  

-2,1  

7,0  

.. 

Portugal
 

  
24,0  

10,3  

3,6  

1,1  

10,9  

9,8  

-3,0  

-6,1  

3,0  

-10,7  

5,0  

-1,4  

-16,0  

1,3  

4,2  

7,1  

S
lovak 

R
epublic 

  

27,8  

16,9  

7,6  

6,4  

21,0  

20,3  

5,1  

-6,2  

5,9  

-6,7  

3,5  

0,3  

-15,4  

1,1  

6,3  

8,3  

S
lovenia 

  

20,4  

10,3  

1,3  

1,8  

11,9  

14,3  

2,3  

-5,0  

4,0  

-6,7  

3,8  

-1,1  

-16,4  

1,9  

3,0  

7,1  

S
pain

 

  

23,5  

13,2  

3,6  

4,3  

13,7  

13,3  

-3,7  

-6,2  

4,0  

-9,8  

3,0  

-0,4  

-16,1  

-1,0  

1,9  

5,4  

S
w

eden
 

  

21,6  

9,1  

-0,9  

1,2  

13,7  

7,5  

-9,0  

3,2  

13,9  

-0,2  

5,6  

-4,0  

-18,9  

0,0  

2,5  

1,2  

U
K
 

  

11,3  

16,0  

0,6  

5,4  

12,5  

-6,5  

-11,0  

0,8  

3,4  

-0,1  

0,8  

5,3  

-6,8  

-9,4  

-2,6  

.. 

Euro 

area 

(19 

count

ries)   

22,6  

10,6  

1,6  

1,5  

10,6  

10,8  

-0,7  

-5,4  

5,5  

-5,8  

4,5  

0,3  

-16,1  

0,2  

2,5  

6,5  

European 

U
nion 

(2s) 

  

19,9  

11,4  

1,6  

2,2  

11,2  

8,0  

-3,4  

-3,7  

5,1  

-5,1  

3,7  

0,9  

-14,8  

-1,6  

2,0  

6,5  
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3. Unit Labour Cost in China: previous studies 

 

The availability of Chinese data on ULC can not be found easily on the major 

statistic platform (OECD, ILOstat, NBSC). In order to gather data on the unit 

cost of labour of China, some previous work on the subject must be taken into 

account. Janet Ceglowski and Stephen Golub calculated Chinese unit labor 

costs in manufacturing using available time-series data on Chinese labor 

compensation, employment, and value added. As they also state in their work, 

the problem with Chinese data is the limitation of documentation available.  

The data collected by Ceglowski and Golub are based on two series: the first 

obtained from UNIDO and is based on census of manufacturing data and 

mots employer’s above-wage cots from labour compensation; the second is 

based on national accounts data and includes employers’ above-wage 

contributions and wages in non-urban areas. Then, they converted real output 

and labour compensation in a common currency. In this case, the local 

currencies are converted in dollars at the market exchange rate and the 

average productivity is converted to dollars at the PPP exchange rate.  

 

 

 

 

 

 

 

 

 

 

Table 7 China’s unit labor costs in manufacturing (Index 1998 = 100) 
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The advantages of the RULC series based on data obtained by UNIDO 

database created by Ceglosky and Golub is that it is easily comparable with 

the countries included in such database. 

As stated in the first chapter, China is a large nation with a developed 

industrial coastal area and less developed regions located mostly in the 

northern and inner area of the country.  

Cui25 analysed the regional differences in ULC over time: the nominal ULCs 

in some provinces, particularly in Anhui, Chongqing, Guangxi, Guizhou, 

Ningxia, Sichuan, and Tibet, which are less-developed and non-coastal 

provinces, were higher than coastal provinces such as Fujian, Guangdong, 

Liaoning, Shandong, Shanghai, and Tianjin.  The behaviour  of provincial real 

UCL is different from the nominal ULC of the country. Fujian, Liaoning and 

Shandong (coastal area provinces) showed a less productivity that the non-

coastal province (Anhui, Guizhou, Hunan and Qinghai). Many provinces’ real 

ULCs remained stable, or even declined in provinces such as Hainan, 

Heilongjiang, Inner Mongolia, Jilin, Heilongjiang, Shanxi, and Xinjiang, 

which are agricultural and less-developed provinces, showing that China’s 

competitiveness do not decline as show in the nominal ULC. So, a particular 

attention must be given to regional differences when addressing the 

competitiveness of China as a whole country. Right now, the economic 

development level of the coastal provinces has reached that of middle-

                                         

25  Cui, Yuming ; Lu, Changrong ,Are China's unit labour costs still 

competitive? A comparison with ASEAN countries, Asian-Pacific Economic 

Literature, anno 2018 vol. 32 fascicolo 1 p. 59 -76 
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developed countries, whereas some provinces of north and west area of China 

still have labour surplus and competitive low wages. 

 

Table 8 Data on regional  ULC differences from 1994 to 2010 (Cui et al.) 

 

The consequences of regional disparities can be observed also in micro-

economical changes in China. In the previous chapter, the phenomenon of 

delocalization and offshoring has been described as the result of lower tariff 
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and decrease of cost of transportation, which let the richest western countries 

move their production abroad, in less developed countries where the cost of 

labour was cheaper. This phenomenon, however, can be observed within the 

same country in the case of China: non‐coastal areas of China can duplicate 

the successful pattern of the coastal areas by developing a labour-intensive 

and low‐cost manufacturing sector and relying on their relatively abundant 

and cheap labour. This will reduce the labour force shortage, of which the 

coastal-area regions are about to suffer, and increase the wage in the inner 

provinces, lowering regional discrepancies. 

Sebastian Dullen26 calculated the Unit Labour Cost in the range period 1987-

2002. He used data for the wage sum paid and the real value added in 

manufacturing, as ULC are defined as wage costs per unit of output. 

According to his findings, China has been loosing his competitiveness since 

1990, however he admit the uncertainty of the data on value added 

manufacturing. The misreporting of GDP is more likely to happen in periods 

of economic recession and that would led to an understatement of the real 

appreciation and loss in competitiveness. 

 

                                         

26 Sebastian Dullien, China's Changing Competitive Position: Lessons from a 

Unit-Labor-Cost-Based REER 
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Table 9 Average wages in RMB in Chinese provinces, in 2003 and 2018 (NBSC)  
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Province	   2003	   2018	   %	  
	   Northeast	   	   	  
Beijing	   21852	   131700	   83,41%	  
Tianjin	   16258	   94534	   82,80%	  
Hebei	   10032	   63036	   84,09%	  
Shanxi	   9357	   60061	   84,42%	  
Inner	  
Mongolia	   9683	   66679	   85,48%	  
Liaoning	   11659	   61153	   80,93%	  
Jilin	   9990	   61451	   83,74%	  
Heilongjiang	   9926	   56067	   82,30%	  

	  
Southeast	  

	   	  Shanghai	   23959	   129795	   81,54%	  
Jiangsu	   13509	   78267	   82,74%	  
Zhejiang	   18785	   80750	   76,74%	  
Anhui	   9296	   65150	   85,73%	  
Fujian	   13306	   67420	   80,26%	  
Jiangxi	   9262	   61429	   84,92%	  
Shandong	   11374	   68081	   83,29%	  

	  
Southcentral	  

	   	  Henan	   9174	   55495	   83,47%	  
Hubei	   9611	   65912	   85,42%	  
Hunan	   10967	   63690	   82,78%	  
Guangdong	   17814	   79183	   77,50%	  
Guangxi	   10774	   63821	   83,12%	  
Hainan	   9480	   67727	   86,00%	  

	  
Southwest	  

	   	  Chongqing	   10960	   70889	   84,54%	  
Sichuan	   11183	   69419	   83,89%	  
Guizhou	   9810	   71795	   86,34%	  
Yunann	   11987	   69106	   82,65%	  
Tibet	   24766	   108817	   77,24%	  

	  
Northwest	  

	   	  Shaanxi	   10351	   65181	   84,12%	  
Gansu	   11147	   63374	   82,41%	  
Qinghai	   14472	   75701	   80,88%	  
Ningxia	   11640	   70298	   83,44%	  
Xinjiang	   11605	   67932	   82,92%	  

Table 10 Average wages in RMB in Chinese provinces, in 2003 and 2018 and percentage of growth(NBSC) 
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4. Severance and productivity 

 

Severance is a compensation paid by an organization to employees when the 

job to which they were appointed ceases to exist and no other jobs are 

available. Severance offers economic support to employers in case of 

involuntary job loss due to economic changes that are no linked to employers’ 

performance. Furthermore, severance pay reduces labour costs since wages do 

not need to increase sharply to prevent shirking27. However, it is argued that 

higher workers’ protection affects productivity. It may be true, but higher 

costs of firing create incentives for firm to invest in R&D (Koeniger, Nickell, 

Layard). Bjuggren28 demonstrated that an increase in labour market flexibility  

led to an increase in labour productivity, based on the effect of the Swedish 

reform in 2001. 

From an historical point of view, severance pay had made its first appearance 

in period of times characterized by the introduction of labour codes, the high-

level of unemployment between the Wars and, as well as other non-wage 

benefits, with the extension of welfare after the end of World War II. These 

events, however, didn’t prompt the implementation of severance pay in 

developing countries. 

                                         

27 Boeri T., Garibaldi, P., Espen R.M., Inside severance pay, Journal of Public 

Economics Volume 145, January 2017, Pages 211-225 

 
28 Bjuggren Carl Magnus, Employment protection and labor productivity, 

Journal of Public Economics, 157 (2018) 
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In U.S.A and Continental Europe the labour standards made their first 

appearances in the 19th century29 and during the 20th the first measure to 

protect workers from dismissal had been implemented. At the time, the 

severance was paid only in the case of breach of contract without previous 

notice. With the establishment of the International Labour Organization (ILO) 

in 1919, workers protection measures spread all over European countries. 

Moving to Asia, Japan first introduced the subject in the workers’ regulation 

system in 1936 

Along with the exponential growth of its economy, China started to adopt 

new regulations on labour law, concerning worker’s right and job security and 

it is now considered a mid-level protectionist state.  
The law requires employers to provide employees with written contracts that 

contain the term of employment, job description, place of work, working 

hours, rest and leave periods, wages, social insurance, labour protections and 

description of working conditions. Before the implementation of the new law, 

the employer was not required to provide a severance payment if an existing 

employment contract expired without being renewed. The law stipulates that 

for lawfully terminated contracts the severance pay is one month’s salary for 

each year of employment, If the monthly wage of a worker exceeds three 

times the average monthly wages of employees in the municipality where the 

employer is located, severance pay is to be paid at the rate of three times the 

                                         

29 Holzmann, Robert, Pouget, Yann, Vodopivec, Milan and Weber, Michael, 

(2011), Severance Pay Programs around the World: History, Rationale, 

Status, and Reforms, No 5731, IZA Discussion Papers, Institute of Labor 

Economics (IZA). 
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local average monthly wages and cannot be for more than 12 years of work. 

After the implementation of the Employment Contract Law, that was enacted 

the 1st January 2008, the calculation of severance is based on the average 

monthly salary in the location of employment if the salary exceeds three times 

it. Again, it is clear how the regional differences affect the components of 

labour costs. To give an example, Table 730 show how the new obligations 

approved in the spring of 2017 established a rise in the benchmark salary 

figures and the resulting higher severance obligations for the employee. This 

new obligations regarded at first six Chinese major city, including the capital 

city Beijing, the coastal city of Guangzhou and Shenzhen in the southern-west 

and the biggest cities in Sichuan province, Chengdu and Chongqing, which 

are facing now deep changing due to a swift development. 

 

 

 
Table 11, severance regulation after 2017 in Chinese major cities 

                                         

30 China Labour & Employment Law Update - July 2018, Convencus Law 

http://www.conventuslaw.com/report/china-labour-employment-law-update-

july-2018/ 
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The law implemented in 2008 increased the protection of workers but also has 

significant drawbacks for what concerns economic growth. According to the 

“OECD Strictness of Employment Protection Index”, the new law moves 

China from a fairly deregulated labour market to one as restrictive as some of 

the most protective European economies and much more restrictive than the 

United States31.  

                                         

31 Cooper, R. , Gong, G. and Yan, P., Costly Labour Adjustment: General 

Equilibrium Effects of China's Employment Regulations and Financial 

Reforms. Econ J, 128: 1879-1922. . (2018), 
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Chapter 3 

Outlook for future 

 

 

In the previous chapters, the components of costs of labour and its implication 

in the global economy have been analysed. After collecting the data on Unit 

Labour Cost, considered one of the best measures to evaluate the 

competitiveness of a country, this chapter will answer the question that this 

dissertation aims to answer. Is China still a competitive country? The factors 

that made China the second economic power in the world are weakening. 

Since 200432 , the abundant labour supply has faced cyclical shortages in the 

coastal area, where most of the production plants are concentrated. As was 

noted previously in this work, the dramatic rise of wages also cannot be 

ignored. Later in this section, some of the factors that are affecting China 

competitiveness in the international market will be analysed. 

 

1. Delocalization in Southeast Asian countries 

 

In the last years, foreign-invested firms based in China and Chinese firms 

moved from China to Southeast Asian countries to take advantage of lower 

labour and other costs. 
                                         

32  Cui, Yuming ; Lu, Changrong , Are China's unit labour costs still 

competitive? A comparison with ASEAN countries, Asian-Pacific Economic 

Literature, anno 2018 vol. 32 fascicolo 1 p. 59 -76 
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He Qinglian33 reported a study conducted among 430 foreign firms. It showed 

that 35% of them already left or are planning to leave China in order to 

transfer their production sites in countries where the cost of labour is still low. 

The majority of the firms belong to the textile industries, including global 

famous brands such as Nike and Adidas. However, it must be said that not 

only foreign firms are deciding to leave China, but also Chinese firms are 

likely to do so. 

 

  

                                         

33 He Qiliang, 2018 年中国的事业阴霾将更厚重(In 2008, the haze of 

Chinese employment will be more serious) ，16/10/2018, Epoch Times  

 

Table 12  Percentage of wage for social security in major Southeast Asian 

countries 
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Furthermore, this phenomenon will necessarily arise in the growth of 

unemployment rate in China and the outflow of foreign capital.  

Compared to other Southeast Asian countries, Chinese minimum wages are 

still competitive than those of Thailand or Malaysia34.  

However, as it was noted before, the average wage in China is higher in the 

coastal regions, the most developed and where the labour force is more 

needed. The lowest minimal wage is observed in the central provinces of the 

country, mostly involved in rural industrial activities and with limited level of 

infrastructure and logistic capacity. 

In addition to that, China social insurance costs are growing as well as wages 

do.  

 

The country is now shifting its economy from an export-based to a 

consuming-based, hence to boost consumption, the State policies has planned 

to increase wages yearly. 

 
                                         

34Devonshire-Ellis Chris, China-ASEAN Wage Comparisons and the 70 

Percent Production Capacity Benchmark, China Briefing, 2014 

Table 13 Annual minimum wage of major Southeast Asian countries 
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2. The issue of labour force shortage: has China reached the “turning 

point” ? 

 

The shifting from a rural low productivity economy to a high-productivity in 

the urban sector has created an enormous surplus labour force that facilitated 

the growth of the manufacturing and export industry in the coastal area of 

China. This, apparently, endless resource of cheap labour cost may be near to 

its exhaustion. Several academic journals started claiming that China is close 

to hit a turning point and, thus, a labour force shortage and, as already 

discussed before, the increase of wages. Golley and Xin35 examined the 

factors that led many to think that China has already passed this turning point 

in 2004. First, coastal provinces such as Guangdong doubled the minimum 

wage in recent years, also for unskilled migrant worker. Second, the 

population is aging and the labour supply will be affected in the following 

years. In addition to that, the level of education is rising  in the rural area as 

well, thus the availability of unskilled worker is also decreasing. According to 

their research, Golley and Xin believe that the China didn’t reach said turning 

point already. In fact, in market economy a turning point is reached when a 

sharp rise of wages occurs in both rural and urban industrial sectors. What is 

happening to China only affect some provinces and not every industrial 

sector. What is not considered by the major economic analysis on Chinese 

labour background is the massive presence of migrant workers, which do not 
                                         

35 Golley Jane, Meng Xin, Has China Run out of Surplus Labour? , China 

Economic Review, 2011, vol. 22, issue 4, 555-572 
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have the official permission (hukou) to live and work in a specific city. These 

workers are willing to accept lower wages and, due to their irregular position, 

do not receive any welfare benefits. The latter category, also known as 

minggong, keep the labour environment competitive but are not considered as 

official workforce because of the restrictive policies on migration. According 

to recent studies, the number of migrant workers could me more than doubled 

in 2020 if the institutional barrier that do not allow migrant worker to move to 

urban areas will be eliminated or relaxed. 
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Conclusions 

 

The aim of this work was comparing to competitiveness of China and EU on 

labour costs and how regional differences affected the matter. The interest in 

labour statistics is essential in evaluating living standards and conditions but 

is it also the main factors that lead firms to move production abroad.  

What can be noticed at first is that the labour environment in China and EU is 

very different concerning workers mobility. China’s restrictive legislation on 

internal migration do not allow the free movement of workers from one 

province to another, resulting in a growing number of irregular migrant 

workers that move from rural zones to the urban areas for low skilled, 

underpaid jobs. On the other hand, the free movement of workers in the and 

the abolition of discrimination based on nationality in the European Union is 

ratified by the Treaty of Functioning of EU. 

As seen in the first chapter, in order to compare the competitiveness of two 

countries, productivity and the under-valuation of a currency must be also 

taken into account.  For what concerns productivity, the measure used to 

compute it is the Unit Labour Costs, which is average cost of labour per unit 

of output produced, and reflects currency fluctuations as well as differences in 

wages and labour productivity.  

Before collecting the data on Chinese labour costs I investigated the case of 

unreliability of statistical data. What is evident from my dissertation is that 

Chinese data can be considered reliable, although there had been occurrences 

of misreporting. According to the data collected, in the reference period 2003-

2018 the ULC of European Union Countries has been fluctuating, with a 

minimum in productivity during the global recession in 2008. In the last few 
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years (2015-2017) the rate of ULC in growing again for each of the member 

states. The country with highest rate of productivity in year 2018 is Sweden 

and the least competitive is Czech Republic. The availability of recent data on 

Chinese ULC, however , is very limited. According to previous studies, the 

ULC of provinces differ form the nominal ULC of the country. Coastal 

provinces level of productivity is growing while it remains stable in non-

coastal provinces based on the rural industry sector. 

What is more, the increase of severance pay in China and in particular in the 

coastal provinces, resulted in the rise of costs for the employees. 

To answer the question posed in the introduction of this dissertation, China’s 

cost of labour is still competitive when compared to the European Union, 

however the rise of the minimum wages and the new laws on social security 

in provinces where most of the manufacturing industry is concentrated has 

made China less competitive than other countries in Southeast Asia. 

China is shifting now from an export-based economy to a consumer-economy 

and future research is needed to delimitate the challenges that China will face 

in the the next years and that may jeopardise its competitiveness worldwide, 

such as the labour force shortage and the further increase of wages . 
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