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Abstract

The amount of compensation of employees in China has developed quickly since China launched its opening-up policy in 1978. From input-output tables of China we could find that the compensation of employees in 1997 is 415.4 billion yuan, and that in 2007 is 1100.5 billion yuan. In 10 years the annual growth rate of compensation of employees is 9.02%. Because the annual growth rate of GDP in period from 1997 to 2007 is 9.64%, increased more quickly than compensation of employees, then the proportion of compensation of employees in GDP is decreased. It is 54.87% in 1997, and 41.36% in 2007. From input-output tables of 1997 and 2007, we also find that the proportion of operating surplus is up very quickly, from 17.97% in 1979 to 30.15% in 2007. In 10 years the proportion rose about 68%. It is important to raising compensation of employees more quickly.
Using input-output table of non-competitive type of 2007, constructed by National Bureau of Statistics of China, we calculated that if compensation of employees raises 10% and other conditions are not be changed, then the prices of each sector will change as follows：agriculture, forestry, animal husbandry & fishery-7.52%, education-5.63%, manufacture of foods and tobacco-4.69%,mining and washing of coal-3.72%,processing of petroleum, coking, processing of nuclear fuel-1.87%, real estate-1.33%.
We also find that if compensation of employees raises 10%, that the household consumer price indices will raise 3.77%, and producer price index for manufactured goods will raise 2.68%
China’s exports can be split up into two categories: processing exports and non-processing exports. According to statistics released by China Customs, in recent 5 years the ratio of processing exports in total exports is about 50%. The characteristic of processing exports is that the ratio of value added in gross output is very low. It is 20.19% in 2007 and 16.62% in 2002. Using a non-competitive input-occupancy-output table that captures the characteristics of China’s processing exports in 2007, constructed by National Bureau of Statistics of China and Academy of Mathematics and Systems Science, we could calculate, if compensation of employees raises 10%, how much the costs of processing exports and non-processing exports will be changed. The results are as follows: the average cost change of processing exports will be raised 1.29%, and the average cost change of non-processing exports will be raised 2.71%. There is big difference in processing exports and non-processing exports, for example, manufacture of textile, the cost change in non-processing exports is 3.55%, and that in processing exports is 1.75%.
If the amount of compensation of employees raised 10%, and other conditions are not be changed, then the structure of value added will be changed as follows, first, the proportion of compensation of employees will be changed from 41.36 % to 43.69%, the proportion of operating surplus will be changed from 30.15% to 28.95%. By the way, the proportion of GDP in total gross output will be changed from 32.49 to 33.38%. 
In order to raise the proportion of compensation of employees in GDP from 41.39% (2007) to 54.87% (1997), it is necessary to raise compensation of employees 72.35%. Then, the proportion of GDP in total output will be changed from 32.49% to 38.47%, and the proportion of Value added will be changed as follows: ratio of compensation of employees in GDP will be 54.87%, Taxes-11.14, Depreciation of fixed assets-10.78% and operating surplus-23.21%.
The saving rate of China is very high. It is 48.2% in 2005, 51.4% in 2008 and 54.3% in 2009. The Gross Domestic Savings are consists of household savings, enterprises savings, and government savings. From distribution of value added we could find that the proportion of enterprise income in value added, including depreciation of fixed assets and operating surplus, is too high in China, it is 44.15% in 2007. The saving rate of enterprises is very high and most savings come from enterprises. In 2008 the total investment in fixed assets is 17283 billion yuan, which comes from government budget is 796 billion yuan, foreign investment-531 billion yuan, enterprise self raising funds-11851 billion yuan. Raising the amount of compensation of employees will be much benefit to decrease savings rates and raises the consumption rate.
1. Savings Rate and Income Distribution
It is well known that savings rate in China is very high and that in United States is very low. In China savings rate of 2008 is 51.41%. 
Table 1: Structure of China’s Gross Domestic Product and Savings Rates from 2000 to 2008
	Year
	Gross Domestic Product by Expenditure Approach (100 million yuan)
	Savings Rate

(%)

	
	GDP
	Final Consumption Expenditure
	Gross Capital Formation
	Net Exports
	

	2008
	306859.8
	149112.6
	133612.3
	24134.9
	51.41

	2007
	263093.8
	128793.8
	110919.4
	23380.6
	51.05

	2006
	221651.3
	110595.3
	94402
	16654
	50.10

	2005
	188692.1
	97822.7
	80646.3
	10223.1
	48.16

	2004
	160280.4
	87032.9
	69168.4
	4079.1
	45.70

	2003
	136398.8
	77449.5
	55963
	2986.3
	43.22

	2002
	120350.3
	71691.2
	45565
	3094.1
	40.43

	2001
	108972.4
	66878.3
	39769.4
	2324.7
	38.63

	2000
	98749.0
	61516.0
	34842.8
	2390.2
	37.70


Source: National Bureau of Statistics of China, China Statistical Yearbook 2009, China Statistics Press, 2009.
From Table 1 we could find that first, savings rates of China is very high. It is 51.4% in 2008 while that in US is 1.7% in 2007, 2.8% in 2008 and 5.4% in the second quarter of 2009. Second, that savings rate is up from 2000 to 2008. It is 37.7% in 2000 and 51.4% in 2008. Maybe, it is about 54.3% in 2009.
There are a number of complex factors which account for the high savings rate in China. China has made some important efforts to cut its savings rate down, but it will not work in the short years because it is the results of deep-routed social, economic and cultural factors.
We think that one of the most important factors is that the growth rate of compensation of employees is less than the growth rate of GDP, then, the proportion of compensation of employees in GDP is decreased gradually.
From input-output tables of China for 1997 and 2007 we could find that the compensation of employees in 1997 is 415.4 billion yuan, and that in 2007 is 1100.5 billion yuan
. In 10 years the annual growth rate of compensation of employees is 9.02%
. Because the annual growth rate of GDP in period from 1997 to 2007 is 9.64%, increased more quickly than that of compensation of employees, then the proportion of compensation of employees in GDP is decreased. It is 54.87% in 1997, and 41.36% in 2007. From input-output tables of 1997 and 2007, we also find that the proportion of net operating surplus is up very quickly, from 17.97% in 1979 to 30.15% in 2007. In 10 years the proportion rose about 68%. It is important to raising compensation of employees more quickly.

Table 2: Structure of Value Added of China in 1997 and 2007
	
	1997
	2007

	
	Total amount

(million yuan)
	Proportion

(%)
	Total amount

(million yuan)
	Proportion

(%)

	Compensation of employees
	4154035
	54.87 
	11004730 
	41.36 

	Net taxes on production
	1024491
	13.53 
	3851872 
	14.48 

	Gross operating surplus
	2391881
	31.60 
	11747779 
	44.16 

	Of which: Depreciation of fixed assets
	1031222
	13.62 
	3725553 
	14.00 

	        Net operating surplus
	1360659
	17.97 
	8022226 
	30.15 

	Total value added
	7570407
	100.00 
	26604381 
	100.00 


Source: National Bureau of Statistics of China, Input-Output Table of China for 1997, China Statistics Press. National Bureau of Statistics of China, Input-Output Table of China for 2007, China Statistics Press. The value added and its components are in current prices.
From Table 2 we get that first, proportion of compensation of employees on total value added of China in 1997 is 54.87% and that in 2007 is 41.36%, in ten years it decreased by 13.51%.Second, proportion of gross operating surplus in 1997 is 31.60% and that in 2007 is 44.16%, in ten years it increased by 12.56%. Final, in ten years the proportion of net operating surplus increased by 12.18%.
2. The Effect of Raising Compensation of Employees on the Prices
2.1 The Effect of Raising Compensation of Employees on the Prices by Sectors

We used 2007 input-output table in non-competitive type, compiled by the National Bureau of Statistics of China, we calculated the change rate of price by sectors, if compensation of employees raises 10% and other conditions are not be changed. 

In non-competitive IO model there are two sets of row-wise equilibrium equations, the first one is the equality between domestic production and domestic use, and the second one is the equality between imported production and imported use.
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Here, 
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 denote domestic and imported intermediate inputs from the ith sector to the jth sector, respectively; 
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Let
[image: image11.wmf][]

=º

DD

ij

Aa



EMBED Equation.3[image: image12.wmf][/]

D

ijj

XX

 be the matrix of direct domestic input coefficients; 
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 be the matrix of direct imported input coefficients. 
Equations (1) and (2) can be re-written succinctly in matrix form as:
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In order to calculate the effect of raising compensation of employees on the prices, we use following equations: 
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Where 
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represents change of compensation of employees per unit of product in jth sector. (5) could be written in matrix form:
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If compensation of employees raises 
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At last, if compensation of employees raises 10% and other conditions are not changed, the change rates of price of each sector are as follows:
Table 3: The price change rates of 42 sectors under the condition of raising compensation of employees to 10%                                       Unit: %
	
	Direct price  change rate 
	Total price change rate

	01. Agriculture, Forestry, Animal Husbandry & Fishery
	5.56
	7.52

	02. Mining and Washing of Coal
	2.20
	3.72

	03. Extraction of Petroleum and Natural Gas
	1.37
	2.32

	04. Mining of Metal Ores
	1.33
	2.99

	05. Mining and Processing of Nonmetal Ores and Other Ores
	1.60
	3.16

	06. Manufacture of Foods and Tobacco
	0.74
	4.69

	07. Manufacture of  Textile
	0.73
	3.75

	08. Manufacture of Textile Wearing Apparel, Footwear, Caps, Leather, Fur, Feather(Down) and Its products
	1.05
	3.76

	09. Processing of Timbers and Manufacture of Furniture
	0.94
	3.42

	10. Papermaking, Printing and Manufacture of Articles for Culture, Education and Sports Activities
	0.83
	2.78

	11. Processing of Petroleum, Coking, Processing of Nuclear Fuel 
	0.52
	1.87

	12. Chemical Industry
	0.61
	2.42

	13.Manufacture of Nonmetallic Mineral Products
	0.96
	2.86

	14. Smelting and Rolling of Metals
	0.51
	2.11

	15. Manufacture of Metal Products
	0.71
	2.48

	16. Manufacture of General Purpose and Special Purpose Machinery 
	0.85
	2.48

	17. Manufacture of Transport Equipment
	0.77
	2.59

	18. Manufacture of Electrical Machinery and Equipment 
	0.50
	2.09

	19. Manufacture of Communication Equipment, Computer and Other Electronic Equipment
	0.57
	1.57

	20. Manufacture of Measuring Instrument and  Machinery for Cultural Activity & Office Work
	0.82
	1.91

	21. Manufacture of Artwork, Other Manufacture
	1.11
	3.60

	22. Scrap and Waste
	0.12
	0.33

	23. Production and Supply of Electric Power and Heat Power
	0.67
	2.53

	24. Production and Distribution of Gas
	0.84
	2.86

	25. Production and Distribution of Water
	2.07
	3.55

	26. Construction
	1.18
	3.14

	27. Traffic, Transport and Storage
	1.19
	2.51

	28. Post 
	3.76
	5.09

	29 Information Transmission, Computer Services and Software 
	1.14
	2.02

	30. Wholesale and Retail Trades
	1.45
	2.47

	31. Hotels and Catering Services
	1.04
	3.86

	32. Financial Intermediation
	1.79
	2.59

	33. Real Estate
	0.91
	1.33

	34. Leasing and Business Services
	1.12
	2.84

	35. Research and Experimental Development
	2.60
	4.13

	36. Comprehensive Technical Services
	2.81
	3.95

	37. Management of Water Conservancy, Environment and Public Facilities
	2.55
	4.08

	38. Services to Households and Other Services
	1.30
	2.75

	39. Education
	4.39
	5.63

	40.Health，Social Security and Social Welfare
	2.30
	4.00

	41. Culture, Sports and Entertainment
	1.96
	3.67

	42. Public Management and Social Organization
	4.76
	6.12


From table 4 we could get the price change rate as follows：agriculture, forestry, animal husbandry & fishery-7.52%, education-5.63%, manufacture of foods and tobacco-4.69%,mining and washing of coal-3.72%,processing of petroleum, coking, processing of nuclear fuel-1.87%, real estate-1.33%, etc.

2.2 The Effect of Raising Compensation of Employees on CPI 
We also calculated that if compensation of employees raises 10%, that the household consumer price indices（CPI） will raise 3.77%, and producer price index for manufactured goods （PPI）will raise 2.68%. It means that if the compensation of employee raises 10%, because the prices of consumer goods and service raise 3.77%, household could gain 6.23%.

3. The Effect of Raising Compensation of Employees on the cost of Exported Commodities
. China’s exports are divided into two categories: processing exports and non-processing exports. For example, according to data released by China Customs, the total value of China’s exports in 2005 was US$761,999 million, in which the value of processing exports was US$416,481million and the value of non-processing exports was US$345,518 million. The ratio of processing exports on the total value of exports was 54.66%.
Thus, to calculate the raising compensation of employees on the cost of exported commodities, we divide China’s total production into three parts (Lawrence J. Lau and others, 2007). The first one is production for domestic use in China (D). The second one is processing exports production (P). The last one is non-processing exports production and other production of foreign investment enterprises (N). Then, we have following table (Table 4):
Table 4: An Input-Output Table of the Non-Competitive Imports Type
with Processing Exports and Non-Processing Exports and Others

	Input                       Output
	Intermediate Use
	Final Use
	Gross Output  or 

Imports 

Production for 

Domestic Use (D)

	
	Production for 

Domestic Use (D)
	Processing Exports
(P)
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Other Production of FIEs  (N)
	Production for 
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	Processing Exports
(P)
	Non- processing Exports and 

Other Production of FIEs  (N)
	Production for 
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	Processing Exports
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	Non- processing Exports and 
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NOTE : in table 4, as before, the superscript D, P, N and M denotes domestic products, processing exports, non-processing exports and imports respectively. The superscript DD stands for domestic products used by domestic use, DP domestic products used by processing exports, DN means domestic products used by non-processing exports and others, and so on. 

Horizontally, in the above input-output model of the non-competitive-imports type, the following equations describe the equilibrium between supply and demand:  
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where 
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Equations (8)-(10) may be re-arranged in the following format
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Thus we have
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The above equations can be re-written as  
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where 
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 is an extended Leontief Inverse, or an extended version of the matrix of total requirement coefficients. 
We use following formulae to calculate the effect of the raising compensation of employees on the price of exported commodities,
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In order to get the cost change of P and N, we have
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Where 
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 represent diagonal matrix of ratio of cost on price of P and diagonal matrix of ratio of cost on price of N. 

The results are listed in Table 5 and Table 6.
Table 5: The price change rates of 42 sectors of processing exports production under the condition of raising compensation of employees to 10%  

                                                       Unit: %

	Sectors
	Direct cost  change rate 
	Total cost change rate

	01. Agriculture, Forestry, Animal Husbandry & Fishery
	0.00
	0.00

	02. Mining and Washing of Coal
	0.00
	0.00

	03. Extraction of Petroleum and Natural Gas
	0.00
	0.00

	04. Mining of Metal Ores
	1.33
	2.53

	05. Mining and Processing of Nonmetal Ores and Other Ores
	1.34
	2.34

	06. Manufacture of Foods and Tobacco
	0.62
	1.74

	07. Manufacture of  Textile
	0.68
	1.75

	08. Manufacture of Textile Wearing Apparel, Footwear, Caps, Leather, Fur, Feather(Down) and Its products
	0.94
	1.98

	09. Processing of Timbers and Manufacture of Furniture
	0.97
	2.21

	10. Papermaking, Printing and Manufacture of Articles for Culture, Education and Sports Activities
	0.70
	1.95

	11. Processing of Petroleum, Coking, Processing of Nuclear Fuel 
	0.39
	0.94

	12. Chemical Industry
	0.54
	0.62

	13.Manufacture of Nonmetallic Mineral Products
	0.88
	1.02

	14. Smelting and Rolling of Metals
	0.48
	0.69

	15. Manufacture of Metal Products
	0.75
	1.37

	16. Manufacture of General Purpose and Special Purpose Machinery 
	0.76
	0.90

	17. Manufacture of Transport Equipment
	0.76
	1.14

	18. Manufacture of Electrical Machinery and Equipment 
	0.47
	0.89

	19. Manufacture of Communication Equipment, Computer and Other Electronic Equipment
	0.50
	1.24

	20. Manufacture of Measuring Instrument and  Machinery for Cultural Activity & Office Work
	0.70
	1.39

	21. Manufacture of Artwork, Other Manufacture
	0.96
	1.19

	22. Scrap and Waste
	0.12
	0.34

	23. Production and Supply of Electric Power and Heat Power
	0.69
	1.44

	24. Production and Distribution of Gas
	0.00
	0.00

	25. Production and Distribution of Water
	0.00
	0.00

	26. Construction
	0.00
	0.00

	27. Traffic, Transport and Storage
	0.99
	1.67

	28. Post 
	0.00
	0.00

	29 Information Transmission, Computer Services and Software 
	0.69
	1.86

	30. Wholesale and Retail Trades
	1.22
	2.19

	31. Hotels and Catering Services
	0.00
	0.00

	32. Financial Intermediation
	0.00
	0.00

	33. Real Estate
	0.00
	0.00

	34. Leasing and Business Services
	0.00
	0.00

	35. Research and Experimental Development
	0.00
	0.00

	36. Comprehensive Technical Services
	0.00
	0.00

	37. Management of Water Conservancy, Environment and Public Facilities
	0.00
	0.00

	38. Services to Households and Other Services
	0.00
	0.00

	39. Education
	0.00
	0.00

	40.Health，Social Security and Social Welfare
	0.00
	0.00

	41. Culture, Sports and Entertainment
	1.70
	1.75

	42. Public Management and Social Organization
	0.00
	0.00


Table 6: The price change rates of 42 sectors of non-processing exports production under the condition of raising compensation of employees to 10%  

                                                       Unit: %

	Sectors
	Direct cost  change rate 
	Total cost change rate

	01. Agriculture, Forestry, Animal Husbandry & Fishery
	2.48
	3.42

	02. Mining and Washing of Coal
	1.71
	2.89

	03. Extraction of Petroleum and Natural Gas
	1.24
	2.01

	04. Mining of Metal Ores
	1.31
	2.66

	05. Mining and Processing of Nonmetal Ores and Other Ores
	1.33
	2.78

	06. Manufacture of Foods and Tobacco
	0.70
	4.15

	07. Manufacture of  Textile
	0.78
	3.55

	08. Manufacture of Textile Wearing Apparel, Footwear, Caps, Leather, Fur, Feather(Down) and Its products
	0.88
	3.64

	09. Processing of Timbers and Manufacture of Furniture
	0.92
	3.34

	10. Papermaking, Printing and Manufacture of Articles for Culture, Education and Sports Activities
	0.76
	2.50

	11. Processing of Petroleum, Coking, Processing of Nuclear Fuel 
	0.52
	1.35

	12. Chemical Industry
	0.61
	2.35

	13.Manufacture of Nonmetallic Mineral Products
	0.94
	2.69

	14. Smelting and Rolling of Metals
	0.54
	2.13

	15. Manufacture of Metal Products
	0.66
	2.44

	16. Manufacture of General Purpose and Special Purpose Machinery 
	0.83
	2.42

	17. Manufacture of Transport Equipment
	0.75
	2.65

	18. Manufacture of Electrical Machinery and Equipment 
	0.53
	2.28

	19. Manufacture of Communication Equipment, Computer and Other Electronic Equipment
	0.58
	1.99

	20. Manufacture of Measuring Instrument and  Machinery for Cultural Activity & Office Work
	0.83
	2.50

	21. Manufacture of Artwork, Other Manufacture
	1.00
	3.17

	22. Scrap and Waste
	0.11
	0.47

	23. Production and Supply of Electric Power and Heat Power
	0.62
	2.91

	24. Production and Distribution of Gas
	0.78
	2.64

	25. Production and Distribution of Water
	1.65
	3.05

	26. Construction
	1.04
	2.81

	27. Traffic, Transport and Storage
	0.94
	2.22

	28. Post 
	2.48
	3.08

	29 Information Transmission, Computer Services and Software 
	0.91
	1.91

	30. Wholesale and Retail Trades
	1.23
	2.17

	31. Hotels and Catering Services
	0.93
	3.49

	32. Financial Intermediation
	1.45
	2.17

	33. Real Estate
	0.82
	1.22

	34. Leasing and Business Services
	0.99
	2.63

	35. Research and Experimental Development
	1.92
	3.00

	36. Comprehensive Technical Services
	2.02
	2.82

	37. Management of Water Conservancy, Environment and Public Facilities
	1.90
	3.01

	38. Services to Households and Other Services
	1.15
	2.45

	39. Education
	2.46
	3.14

	40.Health，Social Security and Social Welfare
	1.73
	3.12

	41. Culture, Sports and Entertainment
	1.60
	3.09

	42. Public Management and Social Organization
	2.49
	3.22


The results are as follows: the average cost change of processing exports will be raised 1.29%, and the average cost change of non-processing exports will be raised 2.71%. There is big difference in processing exports and non-processing exports, for example, manufacture of textile, the cost change in non-processing exports is 3.55%, and that in processing exports is 1.75%.
If the amount of compensation of employees raised 10%, and other conditions are not be changed, then the structure of value added will be changed as follows, first, the proportion of compensation of employees will be changed from 41.36 % to 43.69%, the proportion of operating surplus will be changed from 30.15% to 28.95%. By the way, the proportion of GDP in total gross output will be changed from 32.49 to 33.38%. 
In order to raise the proportion of compensation of employees in GDP from 41.39% (2007) to 54.87% (1997), it is necessary to raise compensation of employees 72.35%. Then, the proportion of GDP in total output will be changed from 32.49% to 38.47%, and the proportion of Value added will be changed as follows: ratio of compensation of employees in GDP will be 54.87%, Taxes-11.14, Depreciation of fixed assets-10.78% and operating surplus-23.21%.

The saving rate of China is very high. It is 48.2% in 2005, 51.4% in 2008 and 54.3% in 2009. The Gross Domestic Savings are consists of household savings, enterprises savings, and government savings. From distribution of value added we could find that the proportion of enterprise income in value added, including depreciation of fixed assets and operating surplus, is too high in China, it is 44.15% in 2007. The saving rate of enterprises is very high and most savings come from enterprises. In 2008 the total investment in fixed assets is 17283 billion yuan, which comes from government budget is 796 billion yuan, foreign investment-531 billion yuan, enterprise self raising funds-11851 billion yuan. Raising the amount of compensation of employees will be much benefit to decrease savings rates and raises the consumption rate.
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