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The Chinese government has implemented both voluntary and mandatory mechanisms

to downsize its public sector. As a matter of principle, straight layoffs are rare and most

downsizing is implemented in the form of xiagang, under which xiagang workers leave

their jobs but are still officially employed and paid for a couple of years, then become

unemployed automatically. In practice, the government often makes some special arrangements

such as retraining and provision of labor market information to help those xiagang
workers re-enter the job market.

Many voluntary downsizing schemes have also been implemented so far. According to

the government definition, those under various voluntary downsizing schemes are not

classified officially as xiagang, but only counted as internal transfers of workers. The

earliest voluntary mechanism is called stop paying wage but keep job policy (ting xin liu

zhi). Under this policy when someone quits his job in a public firm, the enterprise stops

paying his wage including some benefits but the job is reserved so that, at least in

principle, the displaced employee can go back to his previous job whenever he wants.

In some cases, the separation policy with severance pay is also employed under which

anybody who chooses to quit the public sector is offered a lump sum or a flow of

payments for a pre-fixed amount of time as a compensation. In this case, incentive

compatibility often entails huge costs on the part of the government.

Early retirement is a downsizing policy widely employed in many industries and

regions in China. Under this mechanism, people who choose to retire before the legal

retirement age can be compensated according to a schedule calculated on the basis of how

long they have been employed or are ahead of their legal retirement age. As for the

severance pay scheme, it may imply a heavy fiscal burden on the government.

Under the previous downsizing policies, part of the workers are able to keep their jobs

only at the expense of the others who become displaced one way or another. However,

lungang policy is designed for the whole labor force, at least as a transitional policy, to

share the limited positions with nobody being completely laid off.

Under this mechanism, the government sets first a downsizing target for each enterprise

and the enterprise in turn allocates to each plant a downsizing target in terms of a total

wage after downsizing. In other words, the firm de facto implements the allocated layoff

target. Thus, it is the government which determines the scale of downsizing but the

decisions on how to implement it are delegated to the managers.

In practice, the management at the plant level implements the downsizing target by

labor sharing in the sense that the remaining workers are asked to share with those workers

who leave their jobs temporarily the total compensations allocated. A worker’s compensation

includes two parts: a fixed wage and a bonus. When someone becomes temporarily

displaced, he or she is still paid the same fixed wage as those who remain on their jobs, but

there is no bonus which is usually a large part of the worker’s total compensation. The

temporary unemployed workers may come back to their jobs if they are willing to do so

and pass some criteria. Conversely, those workers who are currently employed may

become unemployed some day depending on the rule of labor sharing. In this way, the

whole staff de facto share the required after-downsizing positions.

In most cases, some training programs are designed to select those workers that will keep

their jobs in the public sector. Usually all workers are asked to go to these training programs.

Then, workers are selected to remain in the enterprise according to their performance in these

training programs. In some cases, a random procedure may be employed to determine who

will stay in the public sector in the first stage. After some pre-specified period of time,

however, the displaced workers can come back to their previous jobs and some others

replace them to become temporarily unemployed in the public sector.
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