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An Estimate of Employment Elasticity on Manufacturing Enterprises in China

Fang Mingyue®, Nie Huihua®, Jiang Ting®, Tan Songtao®
(a. School of Economics, Renmin University of China; b. Hong Kong University of Science and
Technology; c. School of Finance, RUC)

Abstract: Applying dynamic panel data analysis (system GMM) to 1999-2005 China large
and medium-size manufacturing enterprises data, this paper estimates for the first time output
elasticity of employment for different ownership types on the micro level. We borrow the concept
of output elasticity of employment from macro literature, measure output and employment by
sales volume and number of workers of an enterprise based on microeconomic theory, and solve
potential endogeneity problem by instrumenting covariates with appropriate lags. We find that, in
the short run, employment elasticity of Hong Kong, Macau and Taiwan-funded and foreign-funded
enterprises is the highest, followed by private and collective enterprises, with state-owned and
other enterprises being the lowest. In terms of long-run employment elasticity, Hong Kong, Macao
and Taiwan-funded, foreign-funded and private enterprises are still higher than state-owned and
collective enterprises. Our results suggest that, in order to create more employment, public
policy-making should be oriented at encouraging more investment in private enterprises and
supporting the development of labor-intensive industries.
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