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An Approaching Glut of
Chinese Skilled Labor?

From reducing costs to seeking a talented workforce
Extracted from Watson Wyatt’s global research publication Horizons

has shifted from reducing costs to seeking a talented

workforce that is not available at home. Among emerg-
ing economies, China is a frontrunner in the race for foreign
investment and has become the offshoring location of choice
for many multinational corporations. In 2006, only the United
States, France and the United Kingdom received more foreign
direct investment (FDI) inflows than China. Before long, China
will have twice as much skilled labor as India, according to
Watson Wyatt’s projections of China’s future skilled workforce.
To learn more about China'’s evolving role in the competition,
Watson Wyatt analyzed China’s future skilled workforce in
terms of both size and ability to meet future global demands.

China’s educational system has undergone a remarkable
transformation, with its government pouring vast resources
into education, and more Chinese young people are attend-
ing colleges and universities than ever before. Between
2003 and 2004, the number of new graduates in China
rose by 27.4 percent, and by 2005, there were 3.26 million
new graduates from colleges and universities. With higher
percentages of Chinese young people attending college
and going on to obtain graduate degrees, the outlook for
China’s skilled labor is brighter than ever before. China’s 10t
Five-Year Plan projects that by 2010, 23 million students
will be attending Chinese universities, 1 million of whom will
be graduate students. In terms of career choices, Chinese
students favor engineering, as well as management and lit-
erature — almost 65% of Chinese graduates earned degrees
in these subjects. (See p.31 Figure 1)

Even though women have lagged behind men in both edu-
cational attainment and workforce participation, they are clos-
ing the gap. Workforce participation rates are twice as high for
Chinese women as they are for Indian women. In 2004, skilled
women made up a much smaller percentage of the labor force
than skilled men — 4.91 percent versus 6.6 percent, respec-
tively. But women are catching up. Between 1996 and 2004,

I N RECENT YEARS, the primary reason for offshoring
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the average annual growth rate in the percentage of women
categorized as skilled labor was 3 percent higher than the
growth rate for men, similar to trends in India.

Among China’s skilled workforce, workforce participa-
tion rates are high for both men and women, with women
almost as likely to be working as men (See p.32 Figure 2).
Moreover, women are closing the gender gap in terms of
skill levels. Workforce participation rates are twice as high
for Chinese women as they are for Indian women. Chinese
women make up a considerable share of the labor market.

Challenges of China’s Skilled Labor Market
By 2020, China is projected to have the largest skilled workforce
among the emerging economies, but a closer look reveals some
potential pitfalls ahead. Uneven resources and opportunities
throughout the country — compounded by the low mobility of
China’s workforce — may create labor imbalances, such as too
many skilled workers in one province but not enough in another.

The free flow of the Chinese labor market is curtailed by
the regional restrictions imposed by China’s “Hukou” system,
which distinguishes urban from rural populations in every
province. For example, a graduate from a second-tier city
who wanted to work in Shanghai would have to overcome
considerable obstacles, including mobility restrictions. In general,
employers are discouraged from hiring workers from other regions,
mostly to minimize turnover. As a consequence, many employers
tend to hire mostly local graduates — a phenomenon that perpetu-
ates uneven opportunities throughout the country. Because the
Chinese government forcefully restricts the regional transfer of
Hukou, especially from a second-tier city to a megalopolis, it is
difficult for workers to move from one city to another. Supporters
of Hukou cite the need to balance the distribution of resources,
but the system has become increasingly ineffective and extremely
unpopular among workers.

Most Chinese students who study abroad choose to emigrate
rather than to return home. In fact, in 2004, almost 24,750 stu-
dents returned to China after graduating abroad, while approxi-
mately 114,700 left the country that same year.

Both China and multinational corporations would benefit from
more students returning home after graduating from colleges and
universities abroad, since most have become fluent in foreign lan-
guages and developed skills valued by multinational corporations.

Poor English skills could be one of the biggest obstacles to
China's becoming the premier offshoring location for multinational
corporations. China's results are lower than India’s in all subjects
(although higher than worldwide averages), especially in listening
comprehension. These relatively low scores may be because Chi-
nese students begin to study English later than students in other
countries. Also, resources in China are limited, so teachers and
students focus more on exams than on deep assimilation of the
language. Far more attention is paid to reading and writing than to
speaking and listening.
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Figure 1: Chinese degree qualifications by subject in 2004
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& diploma graduates graduates
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Engineering I 812,148 34.0%
Management =i 381,061 15.9%
Literature N 367,133 15.4%
Science piild 207,490 8.7%
Medicine EF N 154,187 6.4%
Education HE 146,685 6.1%
Law EE 133,364 5.6%
Economics A5 113,687 4.8%
Agriculture 1Rl 59,664 2.5%
History s 14,502 0.6%
Philosophy il 1,331 0.1%
Total Bit 2,391,152 100%

Source: China Statistical Yearbook, 2005. BHIKIR : (PELZITEL200545)
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In addition to insufficient English skills, employers have run up against
an ongoing shortage of high-level managers and executives. High
turnover rates, especially in the manufacturing and IT sectors, diminish
China’s appeal to multinational corporations. Chinese leaders tend to be
very young and to expect promotions quickly, sometimes without mas-
tering essential skills, processes and capabilities. To scale the career
ladder faster, they often switch jobs without having fully mastered their
current positions. To attract and retain top performers, multinationals
must offer very high salaries and/or add pension plans, deferred com-
pensation or other benefits to employees’ compensation packages.

Total Reward

According to Watson Wyatt's WorkGreaterChina™ employees
survey, Chinese workers are more dissatisfied with their pay and
benefit packages than workers in other Asian-Pacific countries. In
fact, only 21 percent of Mainland Chinese workers were happy with
their total compensation and benefits in 2005 compared with 27
percent in 2003. Moreover, satisfaction with pay declined from 38
percent in 2004 to 33 percent in 2005.

In the foreseeable future, multinational corporations will need to
invest more in training and developing the talent they need, such
as internship programs that enable students to gain practical busi-
ness experience. More companies now offer these opportunities to
graduates and undergraduates in Chinese universities to help them
develop into the skilled workers of tomorrow.

Implications for Business
This analysis of China’s current and future workforce suggests the
possibility of an oversupply of Chinese labor, at least in some cities
and provinces. This prognosis, coupled with current market trends,
has implications for both China and multinational companies.
Skilled labor might become more expensive in some areas,
even while becoming cheaper in others, which would make labor
costs more difficult to predict and control. Market trends sug-
gest increasing competition for talent arising from different fac-
tors. First, the higher compensation paid by national companies,
along with the investment in developing specific skills, could
push compensation costs higher in some areas. Second, even
though China offers a large young base of skilled workers, high
turnover rates, driving ambition among workers and inadequate
management skills may introduce additional costs into the
offshoring equation. Finally, the stark regional differences and
low mobility of skilled workers create wide swings in costs and
skill levels among different cities. Offshoring companies may
need to pay particular attention to variations in costs and talent
in choosing a location. If talent is the first priority and costs
are a secondary concern, then cities like Beijing, Shanghai
and Shenzhen would be the top choices. A company seeking
to maximize talent while also containing costs may prefer an
emerging city, such as Wuhan, Tianjing or Suzhou. W

— Original article written by Zheng Boyang, an alumnus of
Watson Wyatt's research center in Wuhan.
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To download the full Horizons publication, go to:
www.watsonwyatt.com/pubs/horizons/default.asp

Figure 2: Unemployment by age and
gender in Chinese urban areas
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Source: “Labor force, population trend and employment
development strategy” Chewei Zhang, Chinese Academy of Social
Sciences (2006) and China’s Fifth Population Census, 2000.
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