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Labor Protection and Welfare Improvement for Rural Migrant

Workers: The New Labor Contract Law Perspective

DU Pengcheng® XU Shu® and WU Mingqin”
(a: Southwestern University of Finance and Economics; bz South China Normal University)
Summary: Since China’s economic reform and opening-up its industrialization and urbanization processes have been
characterized by the large numbers of rural migrants seeking flexible jobs in urban areas. These migrant workers have
played an increasingly important role in the urban labor market and made significant contributions to urban development.
However migrant workers generally lack labor protection. Compared with their urban counterparts migrant workers are
often considered to be unfairly treated by employers in terms of labor—related benefits. Aiming to improve the working
conditions of disadvantaged groups the Chinese government issued the New Labor Contract Law (NLCL) in 2008.
Compared to the original labor protection law the NLCL further clarifies the specific labor—related benefits that should be
provided to employees including the right to sign formal labor contracts and have social insurance purchased by their
employer.

The NLCL has raised widespread concern in academia since its implementation. Although many studies have
researched the economic effects of the NLCL from the perspective of enterprises (Feldmann 2009; Kaplan 2009) few
studies have assessed the direct effects of the NLCL on labor protection. Our paper attempts to fill this research gap. Using
data from the China Household Income Program (CHIP2007 CHIP2013) we examine the impact of the NLCL on migrant
workers” social benefits including working hours and different kinds of social insurance.

Regarding the design of empirical tests we use the implementation of the NLCL as a quasi-natural experiment.
Specifically a difference in differences (DID) method is used to eliminate group-specific unobservable factors. Then we
correct for sample selection bias using the modified Heckmans two-step method. Finally we explore the NLCL’s
heterogeneous effects by interacting the DID term with a series of measures of regional labor market heterogeneity.

Our benchmark results show that the NLCL has decreased migrant workers” working hours as much as 23% and increased
workers” probability of holding social insurance by 109%—26%. Correcting for sample selection bias does not change this
conclusion. We further find that the effects of the NLCL on labor—related social benefits are stronger for migrant workers with
lower bargaining power or lower education levels but there is no significant difference between genders. Furthermore controlling
for industry-specific economic shocks during the same period does not change the NLCL’s effects on migrant workers. The
conclusions still hold when we consider possible small sample bias and eliminate the policy-anticipation effect.

Our study makes four main contributions to the literature. First unlike the existing literature that has mainly focused
on enterprises this paper directly examines the impacts of the NLCL on migrant workers” labor benefits which enriches the
relevant literature on migrant workers. Second we carefully correct the sample selection bias and control other possible
confounders that may exist in this kind of research. Third we construct a series of measures of regional labor market
heterogeneity and discuss the heterogeneous effects of the NLCL on migrant workers” welfare improvement. It is a useful
extension to the study of Gao et al. (2012). Finally we construct an exogenous city-industry-specific labor demand shock to
eliminate industry-specific economic shocks during the same period. This measure provides a useful control for changes in
local labor market conditions under the two—periods DID framework where the balanced path assumption is difficult to test.

As important legislation to protect the interests of grassroots workers whether the NLCL can improve migrant workers”
social benefits has been a controversial topic since its implementation. In the context of comprehensively advancing the rule
of law our empirical results not only provide a clear answer to the debate on whether the NLCL has improved the welfare of
vulnerable groups as represented by migrant workers but also have important implications for the establishment and
enhancement of labor protection legislation.

Keywords: Labor Protection; Migrant Workers; Welfare Improvement
JEL Classification: J53 J61 KI12
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