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Abstract
Despite the lack of electoral accountability, China has built an expanding welfare
system that is set to include most citizens. Why does China defy the conventional
prediction of an exclusive authoritarian welfare state? This paper looks at the crit-
ical time when China first established its social security system in the 1990s and
argues that the state adopts a “threat-driven strategy” where the redistribution effort
varies with the expected collective action of economic losers. Analyzing an original
granular county-level dataset of China’s laid-off workers and social security taxation,
the paper finds that a group of newly emerged economic losers, precipitated by state
policy, drives the local states’ efforts to redistribute. In particular, the number of laid-
off state-owned enterprise workers explains 46% of the variations in social security
collection among non-state-owned enterprises. Instrumental variable estimation, with
legacy state-owned enterprises established in historical contingencies as the instru-
ment for laid-off workers, shows consistent results. Further analysis on mechanisms
demonstrates that layoffs lead to an increase in SOE protests, which in turn foster
greater redistribution.

Keywords Chinese politics · Economic transition · Social welfare · Authoritarian
responsiveness

Introduction

Economic change is disruptive. Inevitably, there are “losers” in these structural
changes, such as laid-off state-owned enterprise (SOE) workers in former socialist
countries in Eastern Europe and unemployed workers in deindustrialized countries
(Iversen and Cusack 2000). In democracies, economic losers demanded state com-
pensation and risk-sharing by converting their preferences into social welfare policies
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by winning elections (Deacon 2000). More inclusive political regimes are more likely
to avoid “winner-take-all” partial reforms, as losers can exert more influence on policy
outcomes (Hellman, 1998, 230).

However, heightened economic competition does not always come hand-in-
hand with political competition. Former socialist countries like China and Vietnam
underwent radical shocks from economic liberalization and globalization without
democratization. Like Eastern Europe, theChinese state has introduced a redistributive
social security system in response to the grievances of losers. Lacking inclusive polit-
ical institutions, the Chinese state still integrated the losers’ preferences into social
policies.

It is not uncommon for autocracies to develop an exclusivewelfare state that co-opts
crucial supportinggroups (Knutsen andRasmussen2018).Given that these groups tend
to represent a small segment of the population, this body of literature suggests a limit
on the expansion of authoritarian social protection, positing that comprehensive social
protection in authoritarian states is improbable. However, this is at odds with the ever-
expanding social security system in China that includes 1.05 billion people in pension
and 1.34 billion people in medical insurance by 2022, albeit with unequal coverage.
On the other hand, studies about contentious politics in contemporary China among
laid-off workers (Hurst 2004), pensioners (Hurst and O’Brien 2002), and peasants
(Bernstein and Lü 2003) provide significant insights into how the collective action
of the masses can catalyze state concessions. This paper bridges these two bodies of
literature on autocratic welfare states, examining the contentious politics during the
critical period of China’s welfare state establishment. I argue that the state adopts
a “threat-driven” appeasement strategy, whereby the potential collective action of
individuals adversely affected by economic liberalization stimulates the expansion of
a social security system to populations outside the crucial supporting group. The state
assesses the potential for collective action bymonitoring both the size of the aggrieved
population and the actual collective actions, which reflect the mobilization capabilities
of these aggrieved groups.

Autocrats’ concessions to the masses are studied closely in the literature on gov-
ernment responsiveness. Przeworski et al. (1999, 9) define a state as “responsive” if it
adopts policies signaled as preferred by citizens. An array of robust empirical studies
document authoritarian responsiveness that reflects local concerns to the center through
representatives (Malesky and Schuler 2010) and claims to take account of citizens’
inputs (Meng et al. 2017) or gives information to satisfy citizens’ requests (Distelhorst
and Hou 2017; Chen et al. 2016). However, these recent studies in responsiveness
take the form of particularistic and piecemeal transactions that address individual
grievances, deviating from an earlier focus on programmatic responsiveness (Tsai
2007). More importantly, the literature is usually not concerned with the redistributive
effect of responsiveness. What other party’s interest is harmed, and fromwhere are the
resources systematically taken away? Using China as a case, the paper finds that an
authoritarian state can make programmatic changes that harm other interest groups,
including itself. The state is willing to pay a real price for responsiveness for fear of
collective action.

The paper also makes a substantive contribution to historical political economy on
the establishment of the Chinese social security system. I find that, due to the fiscal
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crisis that forced the state to lay off millions of SOE workers, the state shifted most
of the burden of financing social security to cover economic losers to private firms
through their contributions. These new contributors then became future claimants of
these benefits. This self-reproducing dynamic explains why China’s social security
system continues to expand to include most of the population instead of remaining
exclusive, as autocratic welfare states usually do.

The case is studied at the subnational level inChina,where the social security system
is decentralized, and the large-scale dismantling of SOEs has produced enormous
variation in the size of the displaced workforce. State commitment to redistribution
is operationalized as the enforcement of social security collection because the latter
can only be used to provide welfare and crowds out other extractable fiscal resources.
The level of expected collective action is measured as the number of laid-off workers.
The paper finds that greater expected collective action leads to greater social security
collection, suggesting more government commitment to the welfare state.

The rest of the paper is organized as follows. “Theory” lays out the theoretical
arguments. “Background” introduces the background of the dismantling of SOEs and
the social security system in China. “Research Design” introduces the research design
that exploits an instrumental variable. “Results” presents and discusses the results.

Theory

Threat-Driven Appeasement

Establishing a welfare system is a formidable task for the state and requires a sus-
tained commitment of resources. In an authoritarian state that lacks the mechanisms
of accountability to citizens, a welfare system is especially expensive for ruling elites
in terms of opportunity costs, as it carves away the state extraction that could other-
wise be used to advance their private goals. More importantly, due to the loss aversion
of beneficiaries, any reduction or reneging of welfare promises is likely to result in
widespread public grievances. Once established, the state must continuously supple-
ment the welfare systemwith extractions to sustain social stability. Therefore, the state
ismore likely to use targetedwelfare programs to solve credible commitment problems
to win over crucial supporting groups (Knutsen and Rasmussen 2018).1 Who consti-
tutes the crucial supporting group for the regime? Knutsen and Rasmussen (2018,
664) define it as “individuals who support the regime and, if they were to retract their
support, would substantially increase the probability of the regime ending.” Huang
(2020) also finds that China’s central and local states frequently increase health insur-
ance reimbursement rates for the privileged groups of state employees, retirees, and
urban formal workers to maintain support.

I diverge from the elitist perspective on authoritarian redistribution, proposing that
autocracies extendwelfare benefits not only to elites but also to dissidents. This concept
aligns with the findings of Pan (2020), who has shown that states grant particularistic
concessions to individuals who may pose a threat to social stability. However, unlike

1 Knutsen and Rasmussen use “critical supporting groups.” I changed the term to avoid confusion.
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the individual-level compensation highlighted by Pan (2020), my argument is that the
state also implements programmatic concessions aimed at specific groups, such as the
millions of laid-off SOE workers.

The mechanism that channels programmatic redistribution to dissents is through
the threat of collective action. Protests and strikes not only disrupt economic activities
but also necessitate either fiscal or coercive resources for containment. Even under
the minimalist assumption that the state aims to maximize discretionary revenues,
it is expected that the state would address social unrest to minimize both economic
disruption and revenue consumption. The state’s inclination to offer social welfare
arises in response to the threat of social instability. In essence, it is a threat-driven
strategy. The authoritarian state aims to preemptively address burgeoning grievances
by fulfilling citizens’ demands, offering just enough redistribution to maintain sta-
bility before potential protesters take to the streets. Should protests occur, the state
seeks to resolve them with sustainable commitments that both disband the crowds and
effectively dissuade their future demonstrations.

The threat of collective action is a function of both the size of the aggrieved group
and their mobilization potential. This threat can manifest as either realized protests
or potential of protests. The theory is agnostic regarding the form of the threat, rec-
ognizing that realized protests and a large organized crowd that has not yet protested
can both be seen as clear indicators of mobilization potential. The state, focused on
long-term social stability, must address both realized and potential collective actions.

Under authoritarianism, collective action is analogous to voting in electoral democ-
racies, where the ability to organize collective actionmirrors the expected voter turnout
of a social group in a democratic election. Compliance without assertiveness in autoc-
racies is akin to disenfranchisement in democracies. If an aggrieved group has a large
population but is scattered and disorganized, reducing their mobilization power, the
authoritarian state’s inclination to redistribute towards themwould be less pronounced.

The threat-driven strategy generates a testable implication: social security is col-
lected and distributed to address actual and potential collective action. Subsequently,
more active and organized citizens can push the state to devotemore to providing social
welfare. Note that this implication does not necessarily contradict the elitist arguments
raised by Knutsen and Rasmussen (2018) and Huang (2020). Privileged groups, such
as urban formal workers, retirees, and state employees, are better organized and more
active, for the same reasons that laid-off SOE workers possess greater bargaining
power. In contrast, migrant workers, who are often less organized and typically lack
a “rightful” grievance against the government (most grievances are against private
employers), have historically been overlooked in their integration into the welfare
state.

Snowballing of Authoritarian Social Protection

The literature has made associations between the inclusiveness of the welfare state
with regime type. In democracies, the median voter is poorer than the average voter;
their preference is redistributive and supports a more comprehensive welfare state
(Meltzer and Richard 1981). In autocracies, the winning coalition is a minority of the
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population (BuenoDeMesquita et al. 2005). Hence, its preference for the welfare state
is more exclusive and benefits the crucial supporting group at the expense of “other
citizens” (Knutsen and Rasmussen 2018). We should expect the autocratic welfare
state to be self-limiting in size instead of expanding to include more people.

However, my argument is that the extent of inclusiveness in an autocratic welfare
state depends significantly on its approach to funding. The parallel between collective
action in autocracies andvoting in democracies extends beyond their capacity to extract
concessions. The principle of threat-driven appeasement suggests that social protection
under autocracy may inherently possess a self-expanding characteristic, paralleling
how the right to vote gradually broadened in modern democracies (Acemoglu and
Robinson 2000; Lizzeri and Persico 2004). An exclusive system might struggle to
sustain itself if the autocracy lacks adequate fiscal resources, consequently needing
to secure funding from new participants by promising them future benefits, such as
social security tax. Unlike discretionary tax revenue with no strings attached, social
security tax creates clear expectations among the state’s subjects regarding the public
goods provisions they should receive in return. Similar to legal codes that standardize
expectations for workers (Gallagher 2017), social security tax serves as a focal point
for citizens contributing to it, ensuring their claim to future benefits and mobilizing
them in cases of underpayment. The logic of threat-driven appeasement should compel
the state to continue fulfilling its promises. In turn, to fund these new benefits, the state
must further expand its participation in the welfare system, broadening the tax base to
includemore citizens. Eventually, the state will need to extend the limitedwelfare state
to encompass all productive labor. This implies that the lasting effects of a surge in
organized economic losers can be observed in future social security collection efforts.

Background

This paper tests these hypotheses in the establishment and expansion of the social
security system in China, a strong authoritarian state. China is a suitable case not only
for its regime type; several aspects of its social security system also lay the foundation
for an ideal setting: (1) the dismantling of the state-owned-enterprises-centeredwelfare
system created legitimate claims for a sizable group of dissidents to pose a threat to
the government; (2) the lack of fiscal capacity of the state necessitates a new stream
of revenue, like a participatory social security system; (3) the decentralized social
security system allows for local autonomy and generates local variations that can be
exploited for empirical testing; (4) the competition between social security tax and
discretionary tax revenue, coupled with the fungibility of the latter, compels local
governments to adjust their social security collections based on the perceived level of
threat rather than focusing solely on maximizing social security tax revenue.

Replacement of theWelfare State

Before the 1990s, China’s welfare provision was a classic club good, as expected
in authoritarian states. As Dillon (2015, 36) argues in his account of China’s pre-
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reform welfare state, the founding of the Chinese welfare state in the early 1950s was
marked by a coalition that integrated urban labor but excluded capital. This political
constraint and economic constraints imposed by low development level resulted in a
welfare system that was resistant to expanding benefits to new groups, focusing instead
on enhancing benefits for insiders. Until the 1990s, this exclusivity was predominantly
evident in the state sector, where benefits were restricted to individuals with state affil-
iations, such as workers in state-owned enterprises (SOEs), civil servants, teachers,
doctors, and military personnel. This unequal provision of welfare also created per-
verse incentives for insiders to increase their benefits to unsustainable levels at the
expense of outsiders under the soft budget constraints for state sectors.

The oldwelfare regimewas also highly fragmented: eachwork unit provided its own
package of benefits, including housing, healthcare, pensions, and lifetime employment
to its employees (Frazier 2011). Rapid market-oriented reforms leading to China’s
entry into the World Trade Organization in 2001 ended lifetime employment for tens
of millions of SOE workers and deprived them of SOE-provided benefits. Most of
these workers were laid off, while others were pushed into “early retirement” and
designated as pensioners. From1998 to 2003, 29.7millionworkerswere laid off, while
pensioners on pension payrolls increased from 27.3 to 38.6 million.2 Meanwhile, the
central government expanded the old micro-welfare state into a national social safety
net that included pensions, health insurance, and unemployment insurance. The new
system replaced the fragmented firm-level welfare state with a more unified welfare
state administered by city and county governments. It also eliminated participation
barriers and made the system accessible to all urban workers.

Privatization and socialwelfare provision are usually perceived as being on opposite
sides of the political spectrum. Counterintuitively, the two policies overlapped in the
late 1990s inChina. The co-occurrence of the two eventswas not a coincidence. Indeed,
Frazier (2011, 40) argues that the creation ofChina’swelfare regimedirectly responded
to the looming threat of labor unrest that emerged because of labor liberalization.
At its root, the effort to build a comprehensive welfare state was a way to appease
unemployed SOE workers during a period of economic upheaval and liberalization.

The intention was clear from then Premier Zhu Rongji’s keynote speech titled
“Accelerate the Improvement of the Social Security System to Ensure the Country’s
Long-termStability andPeace”: “Only by establishing a comprehensive social security
system and properly addressing the basic livelihood issues [of laid-off SOE workers]
can we prevent shocks to social stability.”3 In the same speech, he targeted the new
economy: “The current problem is that laws are not adhered to and law enforcement
is not strict. For example, many localities do not levy social insurance fees on foreign-
funded enterprises and private enterprises as stipulated, and are not strict in pursuing
those who are in arrears. We need to intensify law enforcement and at the same time
accelerate the legislative process for social security.”

2 Ministry of Human Resources and Social Security (MOHRSS), 1998–2003 “劳动和社会保障事业发
展统计公报.”.
3 Zhu Rongji. “加快完善社会保障体系，切实保证国家长治久安.” 2000/5/26.
http://www.reformdata.org/2000/0526/10016.shtml
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Beyond the statements of the government head, there is a robust body of literature
that portrays redistribution measures in China as strategies to forestall social unrest
(e.g., Hurst 2009; Frazier 2011; Wallace 2014; Heurlin 2016). This provides a com-
pelling historical basis for the argument linking SOE layoffs to the inception of the
contemporary social security system.

The urgent need for liberalization came from large-scale financial losses among
the SOEs that had survived only through consuming credit provided by state-owned
banks. SOEs’ fiscal and debt burden forced the state to privatize most SOEs and
downsize the rest. Laid-off workers lost their salaries and the micro-welfare system,
from schooling to healthcare, supplied by SOEs. These measures reneged on the
cradle-to-grave promise given to SOE employees.

Laid-off workers from downsized SOEs led to a steep rise in unemployment
(Solinger 2002). Despite the state’s efforts at reemployment, according to a survey
by the Chinese Federation of Labor Unions, only 18% found new jobs (Lee 2000,
928). The number of laid-off workers translates into the expected scale of collective
action for two reasons. First, former SOE workers are specifically able to organize
collective action such as labor protests. They represent a more cohesive group than
non-SOEworkers because they share a working relationship and common community
from factory neighborhoods to children’s factory schools (Cai 2002, 341). Second,
as these workers were once promised lifetime care by the state and were recognized
as “the ruling class,” they have a political mandate to claim compensation from the
state, similar to the “rightful resistance” found by O’Brien and Li (2006) among Chi-
nese peasant protests. Of the 156 documented labor protests between 2004 and 2007,
58 were SOE-related and 39 demanded better compensation in SOE restructuring
(Elfstrom and van der Velden 2016).

Settlements for Laid-offWorkers

The state partially appeased laid-off workers by promising that they would be covered
by the newly founded social security system. Even though pre-reform SOE work-
ers had never contributed to social security, their tenure in the SOE was recognized
as though they had contributed. Subsequently, they could make additional contribu-
tions to the fund, either as individuals or as employees elsewhere. After retirement,
if they had contributed for 15 years, they would be eligible to receive pensions. This
commitment was termed “historical debt” within the social security system, signify-
ing an unfunded obligation to accommodate pre-reform SOE workers. However, if
a laid-off worker’s tenure was shorter than 15 years, they would not qualify for the
pension. Such workers would be ineligible for the employee’s pension and would have
to collect basic resident’s pension, resulting in a substantial pay reduction. Given the
widespread unemployment post-layoff, the state permitted workers who joined the
pension scheme before 2011 (which effectively includes all laid-off workers) to make
a one-time out-of-pocket contribution to account for the missed years.4

4 http://www.gov.cn/gongbao/content/2012/content_2041881.htm Admittedly, as of 2011, not every laid-
off worker could afford this, and the urban employee pension scheme would not cover them.
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A similar arrangement applies to medical insurance: the tenure of laid-off workers
in the SOE was treated as if they had contributed. However, to enjoy employee med-
ical insurance after reaching retirement age, they needed to have contributed to the
medical insurance consecutively for the required number of years. The “consecutive”
requirement posed challenges for many, as their employment after being laid off was
often unstable.

A third aspect of the settlement entails the provision of regularized, low-level cash
payments to laid-off workers, distinct from the lump-sum payment made at the time
of their layoffs. These regular payments comprise two components: unemployment
insurance benefits and a basic living allowance. The unemployment insurance benefits
should be disbursed from the local unemployment insurance fund. The basic living
allowance for laid-off workers will be shared equally among the SOE, unemployment
insurance, and the local government’s treasury, adhering to the “one-third principle.”5

A document outlining Yunnan province’s standard in 2002 stipulates a payment of
252 yuan per month for unemployment benefits and 302 yuan per year for the basic
living allowance at its highest level.6

The imperfect prospects of social protection helped stabilize the expectations of
many laid-off workers, deterring them from engaging in collective action against local
governments, as they aimed to remain in good standing with the government. An
indirect manifestation of this is that the majority of the documented petitions and
protests from laid-offworkers aimed to compel local states to fulfill their social security
obligations, rather than to get their jobs back.

Since each of the pension fund, health insurance, and unemployment insurance is
effectively pay-as-you-go and pooling all contributions at county or prefectural level
in our period of analysis,7 remaining SOE and non-SOE contributions effectively
funded the payments andmedical expenses. The replacement of SOE’swelfare systems
with the new social security system externalized the massive welfare burden from
decentralized provisions within SOEs to local governments. Local states provided
partial coverage for laid-off workers by adding unfunded liabilities to their balance
sheets.

Promising future welfare is not the only option to quell the protests of economic
losers. Hurst (2004) documents two alternatives: regions badly hit by the economic
reform, like the Northeast, could only afford to forcefully suppress protests, while
fiscally resourceful regions chose to use one-time payments to buy off protesters.
The first tactic is politically unsustainable when protests have massive crowds and
rightful mandates; the second tactic adds immediate fiscal pressure to local states.

5 State Council. 2005. 中国的社会保障状况和政策. https://www.gov.cn/govweb/zwgk/2005-05/27/
content_1533.htm%7D
6 http://www.yxnu.net/info/1301/20774.htm
7 As defined by the Minister of MOHRSS Yin Weimin as late as 2016: “Medical insurance operates on
a pay-as-you-go system, more so than pension which requires a portion of the funds to be accumulated.
Looking at the national situation, there is currently no funding gap. However, the coordination level of
medical insurance is relatively low, reaching only the prefectural level.” China.com.人社部回应退休人
员缴纳医保费传闻：已注意到社会议论和讨论. http://finance.china.com.cn/roll/20160229/3605926.
shtml.This characterization is also corroborated by the woefully inadequate accumulation of social security
funds, amounting to only 9% of GDP in 2021, despite 30 years of population dividend and massive fiscal
subsidies (Balance of Social Insurance Fund, China Statistical Yearbook 2022).
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One-time payments came from local discretionary revenue, central transfers, and the
unemployment insurance fund.8 More importantly, the central state prohibits the one-
time paymentmethod to absolve the SOE’s responsibility to laid-off workers’ previous
social security entitlement.9

To be sure, most of the laid-off workers were in their 40s and 50s and had not
yet reached retirement age. They would not be able to collect pensions or reimburse
medical bills for at least another decade. Consequently, millions of workers were
pushed into poverty, and one-time, piecemeal compensations were insufficient to alle-
viate their situation (Hurst 2004; Frazier 2011).Many had to participate in the informal
economy ormigrated to economically vibrant regions. But if not for the future promise
of a stable income from pension and healthcare, these laid-off workers would have
much more desperate prospects and deeper grievances.

The accumulated monetary value of these income flows (including pensions) over
20 years surpasses any single compensation that local states could afford then, making
such a promise appear fiscally imprudent. However, the new social security system
introduces a revenue stream for local states to bridge the gap between worker demands
and fiscal capacity. This can be achieved if they extend the collection efforts to the
growing number of private and foreign firms. Notably, the young employees of these
firms will not claim benefits for several decades. Moreover, the remaining SOEs and
their employees are also required to contribute to the social security funds. Given that
the social security system operates on a pay-as-you-go basis, pensions and medical
expenses for workers forced into retirement, along with those laid-off workers near-
ing retirement age, can be funded using these new contributions rather than relying
on the local states’ discretionary revenue. Younger laid-off workers can look forward
to being supported by the expanding social security contributions upon their retire-
ment. In essence, by implementing a contribution-based social security system that
acknowledges past contributions and assures regular future payments, the immedi-
ate fiscal responsibility is transferred to external stakeholders (current employers and
employees) and future administrations.

Moreover, local social security bureaus’ surging administrative capacity and bud-
gets create momentum for future welfare state expansion. As Frazier (2011, 80)
recounts, the staff and offices of China’s local social insurance bureaucracy nearly
doubled between 1998 and 2004.

In sum, the nationalization of various work units’ micro-welfare states created
immense pressure on government finance. Social unrest threatened by laid-off workers
forced local states tofindnewsources of revenue to fund thenascent and limitedwelfare
state. Surviving firms and their employees who never enjoyed the welfare state became
an untapped pool of potential contributors. The self-reproducing dynamic of seeking
future claimants as contributors positioned the SOE reforms in 1998–2003 as a critical
juncture that kickstarted the massive expansion of the social security system in the
two decades after 1998.

8 MOHRSS, “1998年劳动和社会保障事业发展统计公报.”
9 “No work unit can end employee’s social security relations with ‘buy-off’ measures.” Ministry of Labor
and Social Security, 1999, Document No. 10. “关于贯彻两个条例扩大社会保险覆盖范围加强基金征
缴工作的通知”
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Fig. 1 Worker social security participation in China, 1990–2021

Figure 1 depicts a decline in urban worker pension participation during the 1990s,
with a notable increase beginning only after 1998. From that point onward, its growth
consistently outpaced China’s rapid industrialization, eventually encompassing the
majority of non-agricultural workers. The number of workers enrolled in the urban
worker pension scheme—which is the most widely participated-in form of social
security—rose from 84.8 million in 1998 (primarily covering the 88 million SOE
workers and a small portion of non-SOE workers) to 349 million in 2021, which
constitutes 60.7% of non-agricultural workers.10 This significant expansion took place
even though many of the 291 million migrant workers in informal jobs remain without
access to the system. This suggests a self-reinforcing dynamic within the autocratic
welfare state.

A Decentralized Pay-As-You-Go Social Security System

Even after the reforms in the 1990s, China’s social policy regime is regarded in the
literature as fragmented and decentralized (Ratigan 2017; Hurst 2004; Lin and Tussing
2017; Huang 2020). Figure2 illustrates the variation in the county-level de facto social
security rate (SSR) (pension + health insurance + unemployment insurance) across the
31 provinces of China as of 2005. Note that variation within provinces is as significant
as that across provinces.11 Despite the national guideline of 28%, the SSR in almost
all counties falls well below that level.

10 MOHRSS, 1998 – 2021, “劳动和社会保障事业发展统计公报.”
11 In China, provinces encompass prefectures, and prefectures encompass counties. Prefectures usually
comprise county-level urban districts and rural counties. At the end of 2005, there were 333 prefecture-
level units and 2862 county-level units.
http://www.gov.cn/test/2007-03/23/content_559298.htm
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Fig. 2 Differing enforcement of social security tax (2005)

Most social security accounts are decentralized, used, and managed at the county
level in the early 2000s. Despite the effort to pool pension12 and medical insurance13

funds at higher levels, such as in prefectures and provinces, progress is slow and
incomplete as of 2019.

Decentralized social security systemalso leaves roomfor local variations in enforce-
ment. Before 2015, the national nominal rate required Chinese firms to contribute 28%
of an employee’s salary to the social security bureau (pension 20%, medical insurance
6%, unemployment insurance 2%). Individual prefectures had discretion regarding the
designated contribution rate, but most prefectures set it above 20%. Social security
authorities ask firms to contribute using their employees’ gross salary as the base from
which they calculate the social security contribution.14 However, according to data at
the industrial firm level from 2004 to 2007, the participation rate (non-zero contribu-
tion) was 62.9%. Many firms used the minimum base (60% of the local average wage)
instead of the real salary to indicate participation while minimizing their contribution.
Among participating firms, the median contribution rate was 9.2% of gross salary, far
below the national nominal rate of 28%.

12 Xinhua, “Some provinces and cities accelerate the promotion of provincial-level coordination of pension
insurance.” 2019/09/02, “部分省市加快推进养老保险省级统筹.”
http://www.xinhuanet.com/fortune/2019-09/02/c_1124948968.htm.
13 The central state pushed to centralize medical insurance at the prefecture-level by 2009 and to the
provincial level by 2011, but by 2019, only four municipalities and several provinces achieved provincial
pooling. National Healthcare Security Administration. “国家医疗保障局对十三届全国人大二次会议
第3489号建议的答复.” www.nhsa.gov.cn/art/2019/8/6/art_26_1621.html
14 MOHRSS, “人力资源社会保障部对十二届全国人大五次会议第1188号建议的答复,” www.
mohrss.gov.cn/gkml/zhgl/jytabl/jydf/201711/t20171102_280551.html
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Contentious politics in localities further differentiates their social security policies.
Local officials are held accountable for social unrest in their jurisdictions.15 Analyzing
collective action of laid-off workers, Hurst (2004, 111) argues that regional fragmen-
tation is “probably the single most important variable” in understanding the working
class’s role in contemporary Chinese politics and calls for a comparative subnational
approach. Local governments design their social programs according to local socioe-
conomic conditions. Using provincial-level data, Huang (2020) finds that provinces
with more migrants and a higher dependency ratio expand health insurance coverage
to pool social risks. Therefore, the divergence of the central-local trends observed in
Fig. 2 is by design. As expected, the national policy does not always reflect the true
situation if subnational units control the policy process on the ground (Snyder 2001).
Building a social security system represents the center’s immediate response to the
broken promise of the “iron rice bowl,” with local states granted the political leeway
to customize the policy without causing a public backlash. Gallagher (2017, 108) uses
“high standards, self-enforcement” to describe the central state’s strategy: by passing
a high-standard labor protection legislation lacking enforcement mechanisms, it can
claim credit for protecting workers and shift the blame of poor implementation and
enforcement to the local state.

The decentralization of the social security system makes it ineffective in reduc-
ing inter-regional inequality as the funds collected in rich regions cannot be shared
with poor regions. Moreover, the social security system is fragmented along sectoral
boundaries: during the period studied in this paper, social security only covered urban
workers; the central state later set up separate systems to cover rural residents (2009)
and urban residents (2012) The fragmentation hinders the system’s ability to alleviate
inter-sector inequality, although the systems demonstrate mildly redistributive effects
within sectors (Gao 2010; Gao et al. 2019).

Social Security vs. Taxation

Local leaders are often characterized as lacking incentives to collect social security
when they are not under pressure from social security spending (Nyland et al. 2006,
199) and are incentivized to outperform in interjurisdictional competitions (Zhang
and Zhang 2023). Social security revenue is earmarked for exclusive use, and misuse
of it is considered a severe transgression. So much so that powerful officials, such
as Chen Liangyu, Shanghai’s party secretary and a Politburo member, were purged
for misappropriating the city’s $4.8 billion social security fund in 2008. Unlike tax
revenue, social security funds are not fiscal resources that the local state can use to
invest in projects or improve the welfare of officials. By contrast, tax revenue can be
used for social security expenditure if necessary. In essence, social security is non-
fungible, and tax revenue is fungible. Hence, if given a choice during times of surplus,

15 A stipulation from 1992 (“中央社会治安综合治理委员会关于实行社会治安综合治理一票否
决权制的规定（试行）,” 1992.1.13.) indicates that events such as “mass petitioning to upper levels,
illegal demonstrations, crowd disturbances, strikes, or school boycotts” serve as a “veto point” in career
advancement.
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local states would likely favor one yuan of tax revenue over one yuan of social security
revenue.

This incentive structure is reversed if a locality faces mounting social spending
pressure. Due to the compulsory and fixed nature of taxation, tax collection is less
flexible and better enforced than social security collection; there is much less room
to introduce new sources of revenue. Instead of pouring constrained discretionary
revenue to replenish a social security deficit, local leaders would collect more social
security tax by expanding participation among non-SOEs. With forbearance measures
like allowing a minimum instead of a total contribution, county leaders can calibrate
the priority of social security collection. Social security contributions and taxation
are collected through separate channels and usually by different bureaus, so it is not
difficult to differentiate enforcement.

Applying the theoretical arguments of threat-driven redistribution to China, I pro-
pose two hypotheses:

Hypothesis 1: Higher collective action threat by SOE laid-off workers would lead to
higher social security collection level by county governments from non-SOE firms.

Hypothesis 2: Past SOE protests would lead to higher social security collection from
non-SOE firms.

Research Design

Data

I construct an original dataset aggregating firm-level social security and SOE down-
sizing information to the county level from 2004 to 2007, the only years for which
firm-level social security contribution data are published. The firm-level data are from
the China Industrial Enterprise Dataset (CIED), which surveys all SOE industrial
enterprises and large (annual revenue exceeding $650,000) non-SOE industrial enter-
prises. Using state-assigned county IDs, these firm data are matched with the (Landry
et al. 2018) county-level administrative data. County governments do not systemat-
ically report social welfare spending as late as 2020. To our knowledge, this is the
first dataset that systematically measures China’s county-level social welfare commit-
ment. Due to data availability restrictions, the dataset only covers the first term of
the Hu Jintao and Wen Jiabao administration (2003–2007) when the central govern-
ment was characterized as prioritizing social welfare (Zuo 2015). This may impact
the external validity of the analyses beyond the Hu-Wen era (2003–2012). However,
it also increases the internal validity by unifying the central policy preference and
incentives across the period, so ideology variations among officials are less of a con-
cern. Figure 3 shows the geographical distribution of relative scale of layoff during
1998–2003, measured as multiples of total employees of large firms in 2003.

I obtained social unrest data from the International Institute of Social History’s
Micro Labor Conflicts Dataverse. The data are based on the Strike Map project at
the China Labour Bulletin (Elfstrom and van der Velden 2016). Only protests waged
by SOE workers are included. The dataset covers 2004–2015 and geo-locates SOE-
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Fig. 3 Layoffs as multiples of enterprise employees in 2003

related protests to the county level, for which the period 2004–2007 is used here.16

Given the notification system of mass incidents within the party, protests can have
spillover effects on local leaders in other localities, but such effects are biased against
this study’s results.

Operationalization

The unit of analysis of the paper is county-year because the county is the lowest admin-
istration level responsible for collecting, supervising, andmanaging the social security
tax.17 There are directives to centralize management of social security to higher lev-
els. Centralization would allow prefectures and provinces to redistribute funding from
affluent localities to insolvent localities. This would weaken the connection between
the county’s social security collection and its spending ability. This effort had not
yielded substantive success by 2007. Even if some counties’ social security funds
were centralized to higher levels in 2004–2007, the weakened incentive for county
leaders to collect social security should be a bias against my results.

The dependent variable is the local state’s commitment to redistribution. To con-
struct the dependent variable, both de facto Social Security Rate (SSR) across local,

16 Most protests occur at a prefectural level and are not geo-located to an exact urban district. Therefore,
all urban districts in a prefectural seat are treated as having experienced the protest, and counties outside
the urban area as not having experienced the protest. Urban districts are at the same administrative rank as
counties. The reasoning is that the urban districts of a prefectural seat represent an inter-connected built-
up greater metropolitan area; county seats are usually removed from urban districts, separated by a rural
expanse.
17 State Council. 1999/01/22,“社会保险费征缴暂行条例.”.
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large non-SOE industrial firms and all local large industrial firms are used.18 Local
states exercise discretion in social security collection to balance social spending and
business costs (Nyland et al. 2006). I argue that this is a superior measurement of local
state commitment than social spending because frequent upper-level transfers make
social spending more of a national commitment than a local commitment. In addition,
China’s county governments do not systematically report social spending. For each
firm’s de facto SSR, the sum of its overall contribution to “pensions and healthcare”
and unemployment insurances is calculated, then divided by gross salary. Pension and
healthcare are listed as an aggregated term for each firm in the CIED. To determine
the county-level SSR, the simple average of the SSRs of surveyed firms is taken.

This study focuses specifically on non-SOE firms for two primary research design
reasons. Firstly, tomore accurately gauge state commitment, we shouldmeasure social
security collection from contributors that are less voluntary and necessitate stricter
enforcement. It is presumed that non-SOE owners, driven by a desire to minimize
costs, would default to offering the minimal social security contribution for their
employees. In contrast, managers at SOEs lack the same profit-driven incentives to
deviate frommandated social security policies and risk drawing complaints from their
employees.

Secondly, from the state’s vantagepoint, extracting social security fromSOEsessen-
tially amounts to an internal transfer between different state entities. On the other hand,
contributions from non-SOE firms represent external funds, potentially offsetting the
state’s fiscal outlays for social welfare. Consequently, the de facto non-SOE SSR pro-
vides a more genuine reflection of a local state’s commitment to the welfare state.
This underlying assumption anticipates that SOEs would typically contribute more
towards social security. Supporting this, the data reveals that the median county-level
SSR for SOEs stands at 19.7%, while for non-SOEs, it is significantly lower at 5.3%.
Put differently, if there were to be a notable effect, it would most likely be observed
in non-SOEs.

However, many localities lack sufficient non-SOEs to shoulder the financial burden
of insuring laid-off workers. Notably, some regions with the highest numbers of laid-
off workers, such as Northeastern China, also have a less robust private economy. As
such, focusing solely on non-SOE contributions might overlook key contributors to
the social security system. Consequently, the same hypotheses are tested across the
entire set of industrial firms within the locality.

The independent variable is the number of laid-off SOEworkers in the county during
the period of SOE reform (1998–2003). The cumulative year-to-year net decreases of
the county’s total SOE workers are added. Admittedly, this measure underestimates
the true number of laid-off SOE workers because new hiring in some local SOEs
cancels out the downsizing of other SOEs in the calculation of net contraction of the
state economy. However, when SOE industrial firms faced a predominantly negative
economic outlook in 1998–2003, the disparity of fortuneswasmuted if notminimal.As
SOE development became more unbalanced post-reform, the net downsizing of SOEs

18 Large firms are firms with annual revenue of more than 5 million RMB. They are more “transparent” to
the state because they are annually required to report their accounting information. All industrial SOEs are
categorized as large firms by CIED. Any deviation from state regulations that is discovered in the data can
be seen because of “forbearance,” where the state chooses not to exercise its capacity (Holland 2016).
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became less representative of the true scale of layoffs. Therefore, the measurement is
limited in 1998–2003 to avoid possible measurement errors.

Identification

Instrumental Variable

The paper uses an instrumental variable strategy to identify the effect of economic
losers’ size on government commitment to welfare. Ideally, social security data from
the peak period of SOE layoffs (1998–2003) and a panel data structure would be used
to estimate the temporal appeasement to the mounting pressure from laid-off workers.
However, as the independent variable of historical layoffs does not vary across time,
county-year two-way fixed effects cannot be used. Instead, I control for prefectural
fixed effects. To ensure the results are not driven by one particular year, I analyze
cross-county variations of the de facto SSR in each year of 2004-2007.

The obstacle to a valid identification strategy is that the scale of laid-off workers is
not randomly assigned. To mitigate this concern, I use the historical contingency of
“legacy SOEs” as an instrumental variable to predict laid-off SOE workers after 1998.
From 1964 to 1972, fearing nuclear warfare with the Soviet Union and the United
States, the Chinese state spread its industrial investment across the country.19 Mao
Zedong established the principle of “near mountains, spread out, take cover” (靠山,分
散,隐蔽) for new investments. Due to the haste in economic decision-making and
the destruction wrought by the Cultural Revolution, many investment choices were
made for security reasons with inadequate knowledge, and projects were deliberately
dispersed to many counties to avoid invasion.

I use the number of employees working in SOEs founded in 1964–1972 at the
beginning of the massive layoffs in 1998 as an instrumental variable. I normalize the
variable with the county’s total number of employees in the CIED survey.

To avoid bias introduced by the normalization term (current total employees) and
SOE workforce variation introduced during 1972–1998,20 I use, as an alternative
measure, the number of SOEs founded between 1964–1972 as an instrumental variable
to instrument the logged number of laid-off SOE workers (Table 1).

The model specification is as follows:
First stage model:

̂layo f f pit = γ̂0legacyi98 + γ̂γγ Xi97 + θp (1)

Second stage model:

SS Rpit = β1 ̂layo f f sit + βββ Xi97 + αp + εpit (2)

19 The cut points are exogenously determined by US foreign policy. In 1964, the US started bombing
North Vietnam, alerting Mao Zedong of the immediate possibility of large-scale warfare. In 1972, the US
president, Nixon, visited China and normalized Sino-US relations, causing the threat of conflict to recede.
Naughton (1988)
20 To avoid large variations caused by the division of the small values of normalization terms, I trimmed
the observations with the largest 5% instruments and independent variables.
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Table 1 Instrumental variables and corresponding independent variables

Instrumental variables Independent variables Correlation

# of employees in legacy SOEs in 1998 # of SOE layoffs in 98–03 0.3583

total employees total employees

# of employees in legacy SOEs in 1998 # of SOE layoffs in 98–03 0.2111

total employees city population

# of SOEs founded in 64–72 in 1998 ln(# of layoffs in 98–03) 0.4880

where layo f f pit is the instrumented independent variable, legacyi98 is the instrumen-
tal variable of legacy SOE fixed in 1998 for county i , and SS Rpcit is the dependent
variable for county i in prefecture p at year t . For each year between 2004 and 2007,
the two stages are run once with pre-treatment county-level covariates Xi97 and fixed
effects of prefecture p.

Controls

The study controls for general local tax revenue per capita in 1997 to capture the
local state’s fiscal capacity, which constrains social security collection and impacts
the state’s inclination to lay off workers. Additionally, it controls the population and
the urbanization rate to capture local economic development, which determines the
county’s scales of both SOEs and non-SOEs. The “near mountains, spread out, take
cover” guideline of legacy SOE investment may bias the economic endowment of
SOE locations. The study controls the county seat’s distance to the prefecture capi-
tal and topographic features, such as relief amplitude, to capture selection conditions
that impact economic endowment. Latitude and longitude are controlled, which cap-
tures the county’s geographical position that may affect the availability of strategic
investment in 1964–1972. Local average SSR may be influenced by the proportion
of migrant workers who want to contribute less, as their prospects of claiming the
benefits are uncertain. To address this concern, I control the share of migrants in the
county’s population using census data from 2000.

Exclusion Restriction

For four reasons, the spatial distribution of strategic investment is independent of
unmeasured causes of social security collection during 2004–2007. First, there was no
private economy or social security system during 1964–1972, so the decision-maker
for investment did not intentionally impact non-SOEs’ SSR. Second, the requirement
for diversity investment for strategic reasons made some localities industrialized for
reasons independent of their endowments (Chen 2003, 160). Third, even if some invest-
ment was made for affinity to transportation hubs or resources, this is partly addressed
by controlling across-prefecture variations. Summary statistics for the variables used
in the analysis are reported in Table 2.
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Table 2 Summary statistics

Variable N Mean SD Min Max

Non-SOE SSR 10,825 0.07 0.06 0 0.36

SSR 11,215 0.09 0.07 0 0.36

Log (# of layoffs) 11,291 7.89 2.03 0 12.1

Layoffs over total employee 10,509 0.52 0.45 0 1.99

Layoffs as % of urban populationulation 8180 0.06 0.04 0 0.19

# of SOEs founded in 1964–1972 in 1998 10,792 4.14 3.76 0 16

Legacy SOE employee in 1998 share 10,647 0.15 0.16 0 0.73

Log (tax per capita) in 1997 8610 5.4 0.77 2.39 8.7

Log (firm tax per capita) 10,241 0.51 0.6 0 6.55

Firm effective tax rate 11,139 0.06 0.03 0 0.71

Rural population share in 1997 8598 76.74 22.43 0 98.35

Log (population) in 1997 8610 12.72 0.84 8.98 14.83

Migrant ratio in 2000 10,241 0.05 0.08 0 0.91

Latitude 10,245 33.48 6.67 18.73 52.97

Longitude 10,245 112.22 9.24 75.18 134.3

Relief amplitude 10,585 0.91 1.2 0 6.77

SOE-related protest 11,074 0.04 0.2 0 1

Heavy industry share 10,825 0.59 0.29 0 1

Although the dependent variable is measured after 2004, the laying-off process
began in 1998. With the exception of census data off 2000, all control variables
are measured for 1997 to avoid post-treatment bias. As Deuchert and Huber (2017)
warn, controlling for post-treatment covariates when they are common outcomes of
pre-treatment covariates and unobservables that impact the dependent variable may
introduce confounding associations between unobservables and instruments. I also
conduct various robustness checks in the “Results” section.

Relevance of Instruments

Legacy SOEs established between 1964 and 1972 were often founded based on strate-
gic or political logic rather than economic rationale. Given this endowment, whichwas
not primarily economically driven, these SOEs were predisposed to incur losses as the
country transitioned towards a market economy. By 1998, regions with a higher con-
centration of such strategic investments had a greater number of failing SOEs, thereby
facing increased pressures to downsize SOE workers. Table 3 presents the first stage
of the 2SLS models for 2005. Models 3(1–2) employ the number of legacy SOEs as
the instrument, using the number of laid-off workers in the county as the independent
variable; the twomodels differ in their inclusion of controls.Models 3(3–4) and 3(5–6)
utilize the share of legacy SOE employees in the current total workforce as the instru-
ment, examining the share of laid-off workers from 1998 to 2003 in the current total
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Table 3 First stage: legacy SOEs as the instrumental variable in 2005

Laid-off workers during 98–03
(1) (2) (3) (4) (5) (6)
log(layoffs) % of employee % of urban pop

# of legacy SOEs 0.207∗ 0.090∗
(0.009) (0.009)

Legacy SOE employee share 0.846∗ 0.706∗ 0.049∗ 0.048∗
(0.058) (0.062) (0.007) (0.007)

Constant 7.045∗ −11.602 0.389∗ −0.893 0.052∗ 0.224

(0.051) (7.370) (0.012) (2.107) (0.001) (0.191)

Prefecture FE � � � � � �
Controls � � �
Observations 2400 1829 2346 1751 1813 1745

R2 0.480 0.640 0.455 0.532 0.352 0.392

Robust standard errors clustered around counties
∗ p < 0.05

employees and the share of the urban population, respectively. The robust Kleibergen-
Paap rk Wald F statistic results (Table 5) alleviate potential concerns regarding weak
instruments (Lal et al. 2021).

Results

Figure 4 illustrates theOLSestimationof laid-offworkers as a share of total employees’
effects on non-SOE SSR and overall SSR (Table 4). Layoffs correlate with a higher

Fig. 4 OLS: laid-off workers as a share of total employees and SSR
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Table 4 OLS estimation: laid-off workers over total employees

Non-SOE SSR SSR
(1) (2) (3) (4) (5) (6) (7) (8)
2004 2005 2006 2007 2004 2005 2006 2007

Layoffs as % of 0.017∗ 0.022∗ 0.014∗ 0.015∗ 0.023∗ 0.021∗ 0.016∗ 0.018∗
industrial employee (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004) (0.004)

Constant −0.149 −0.414 −0.254 0.223 0.168 −0.248 0.005 0.355

(0.389) (0.368) (0.372) (0.325) (0.311) (0.325) (0.369) (0.311)

Prefecture FE � � � � � � � �
Controls � � � � � � � �
Observations 1823 1825 1824 1760 1878 1872 1868 1775

R2 0.492 0.431 0.434 0.417 0.567 0.491 0.453 0.430

Robust standard errors clustered around counties
∗ p < 0.05

SSR across all years in the data and higher collection from non-SOE accounts most of
it. The significant OLS results motivate us to further examine whether they are robust
to our identification strategy.

Table 5 illustrates the second-stage 2SLS estimation of three measures of the laid-
off worker scale’s effects on non-SOE SSR in 2005, using their respective instruments
with and without controls. Laid-off workers, instrumented by legacy SOE presence,
consistently correlate with more social security extractions from non-state sectors.

Table 5 Second stage: non-SOE SSR in 2005

Dependent variable: Non-SOE SSR
(1) (2) (3) (4) (5) (6)

log(layoffs) 0.016∗ 0.018∗
(0.002) (0.006)

Layoffs as % of industrial employee 0.059∗ 0.043∗
(0.010) (0.013)

Layoffs as % of urban population 0.740∗ 0.514∗
(0.209) (0.206)

Prefecture FE � � � � � �
Controls � � �
Observations 2400 1829 2346 1751 1813 1745

R2 0.011 0.021 0.017 0.105 −0.157 0.033

Cragg-Donald Wald F statistic 542.4 92.1 264.8 158.2 58.4 55.7

Kleibergen-Paap rk Wald F statistic 566.8 97.9 209.6 130.3 51.5 51.2

Kleibergen-Paap rk LM statistic 313.2 94.0 169.2 115.3 53.1 54.7

Robust standard errors clustered around counties
∗ p < 0.05
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Note that the rural migrant share in the county is controlled, suggesting that the cor-
relation is not driven by the lack of informal sector or migrant workers in counties
with more legacy SOE presence. The same results are found among all large firms’
SSR in Table 6, showing that the results are robust even when SOEs are included. It
should be noted that estimates in non-SOE SSRmodels are similar in value to those in
SSR models. This suggests that the enforcement of social security collection among
non-SOEs was the primary driver for the majority of the increase in overall SSR.
All models passed the underidentification test and weak identification test with high
values of LM statistics and F statistics (Stock and Yogo 2005).

What about years other than 2005? Table 7 illustrates the 2SLS estimates of the
effect of laid-off SOEworkers as a share of total employees on effective non-SOE SSR
and overall SSR, instrumented by legacy SOE workers as a share of total industrial
employees for each year during 2004–2007. Nearly all cross-sectional 2SLS models
across 2004–2007demonstrate a significant and positive effect of laid-off SOEworkers
on effective non-SOE SSR and overall SSR.

This result is also substantive. Take a median county in 2005 as an example, where
laid-off workers comprised 56% of current employees. In this county, laid-off workers
are expected to engender a 2.4 percentage-point increase in non-SOE SSR, explaining
46% of the median county’s non-SOE SSR level of 5.19%. These results demonstrate
that counties with more laid-off SOE workers respond to mounting pressure from
losers’ demands for a safety net by redistributing income from large non-SOEs owners
to social security. For overall SSR, the impact persists. The state redistributes economic
resources from private business owners and surviving SOEs to soften the impact of its
broken promise to laid-off SOE workers. These firms did not get much side payments

Table 6 Second stage: SSR in 2005

Dependent variable: SSR
(1) (2) (3) (4) (5) (6)

log(layoffs) 0.017∗ 0.022∗
(0.002) (0.006)

Layoffs as % of industrial employee 0.059∗ 0.040∗
(0.011) (0.014)

Layoffs as % of urban population 0.679∗ 0.427∗
(0.211) (0.201)

Prefecture FE � � � � � �
Controls � � �
Observations 2525 1903 2428 1793 1882 1802

R2 −0.026 −0.015 0.016 0.150 −0.137 0.083

Cragg-Donald Wald F statistic 532.1 87.0 255.0 149.8 61.7 60.5

Kleibergen-Paap rk Wald F statistic 572.4 97.1 188.4 113.1 55.3 57.1

Kleibergen-Paap rk LM statistic 322.7 93.1 158.1 101.6 56.9 60.2

Robust standard errors clustered around counties
∗ p < 0.05
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Table 7 Second stage: laid-off workers over total employees

Non-SOE SSR SSR
(1) (2) (3) (4) (5) (6) (7) (8)
2004 2005 2006 2007 2004 2005 2006 2007

Layoffs as % of 0.019 0.043∗ 0.038∗ 0.037∗ 0.028∗ 0.040∗ 0.041∗ 0.047∗
industrial employee (0.010) (0.013) (0.014) (0.012) (0.011) (0.014) (0.015) (0.014)

Prefecture FE � � � � � � � �
Controls � � � � � � � �
Observations 1743 1751 1751 1696 1793 1793 1790 1711

R2 0.197 0.105 0.073 0.074 0.224 0.150 0.101 0.107

Robust standard errors clustered around counties
∗ p < 0.05

for this redistribution either: Table 8 shows that effective tax rates on surviving firms
do not decrease with the scale of layoffs after 2004, supporting the premise that local
states used social security tax as a new funding source.

To investigate the mechanism underlying the observed increase in social security
collections, potentially due to the collective actions of laid-off workers, I exam-
ined the relationships between the key variables and the incidences of SOE protests.
The findings are presented in Table 9(1–3): The size of the laid-off worker popula-
tion consistently predicts the occurrences of SOE protests. Conversely, experiencing
an SOE protest in the previous year significantly increases social security rates, as
shown in Table 9(4). Furthermore, past protests are significant alongside layoff scales
(Table 9(5–7)). These findings imply that both realized and potential collective action
play a crucial role in compelling local states to increase social security collection,
which reflects payments under the Pay-As-You-Go system.

Table 8 Winners do not get tax breaks

Effective tax rate on firms
(1) (2) (3) (4)
2004 2005 2006 2007

Layoffs as % of industrial employee −0.006∗ 0.001 −0.001 −0.001

(0.003) (0.002) (0.002) (0.002)

Prefecture FE � � � �
Controls � � � �
Observations 1791 1819 1799 1752

R2 0.398 0.494 0.489 0.506

Robust standard errors clustered around counties
∗ p < 0.05
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Table 9 Protest

SOE protest Non-SOE SSR
(1) (2) (3) (4) (5) (6) (7)

log(layoffs) 0.003∗ 0.006∗
(0.001) (0.001)

Layoffs as % of 0.009∗ 0.027∗
industrial employee (0.003) (0.002)

Layoffs as % of 0.109∗ 0.109∗
urban population (0.040) (0.027)

L1.SOE protest 0.019∗ 0.015∗ 0.016∗ 0.018∗
(0.005) (0.007) (0.005) (0.007)

Constant −0.010∗ 0.012∗ 0.008∗ 0.069∗ 0.015∗ 0.054∗ 0.057∗
(0.005) (0.002) (0.003) (0.001) (0.006) (0.001) (0.002)

Prefecture FE � � � � � � �
Year FE � � � � � � �
Observations 10648 10439 8124 10675 10118 10031 7824

R2 0.260 0.303 0.327 0.278 0.282 0.307 0.305

Robust standard errors clustered around counties. ∗ p < 0.05

Robustness Checks

The distribution of legacy SOEs may impact current states not only through their
failures but also through their successes. A higher number of legacy SOEs may lead to
both more surviving SOEs and more layoffs. Increased SOE presence may also boost
social security collection in non-SOEs because of competition for labor. Therefore, I
have also controlled for the SOE employee share from 2004 to 2007 to account for
this, as a robustness check in Table 10. The main results remain robust, especially for
non-SOE SSR. It is notable that SOEs consistently had high SSR, such that the overall
SSR is strongly impacted by the current SOE employee share.

Another aspect to consider is whether the explanatory variables, such as SOE lay-
offs, and the instrumental variables, like legacySOEs, partially reflect local authorities’
economic statism. This question emerges because the main dependent variable cen-
ters on reallocating resources away from private and foreign firms, implying that some
local governments may favor penalizing non-state sectors. This concern is particularly
relevant given the prominence of the narrative ’the state advances, the private sector
retreats’ since around 2005. To address this concern, I control the interaction between
layoffs and current SOE employee share in Table 11 to allow for layoff size having
different effects across varying levels of preponderance of the state’s role in the local
economy. As the results show, neither the interaction term nor current SOE employ-
ment share has an impact on non-SOE SSR.

In a similar vein, the state can be sensitive to themoral or patriotic arguments of SOE
employees in areas with high concentrations of military and/or heavy industry, even
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Table 10 OLS: with current SOE presence controlled

Non-SOE SSR SSR
(1) (2) (3) (4) (5) (6)

log(layoffs) 0.003∗ 0.002∗
(0.001) (0.001)

Layoffs as % of industrial employee 0.016∗ 0.019∗
(0.003) (0.003)

Layoffs as % of urban population 0.072∗ 0.046

(0.027) (0.026)

current SOE employee share −0.003 0.001 −0.001 0.051∗ 0.052∗ 0.052∗
(0.005) (0.005) (0.005) (0.005) (0.005) (0.005)

Prefecture FE � � � � � �
Year FE � � � � � �
Controls � � � � � �
Observations 7688 7524 7560 7688 7524 7560

R2 0.332 0.371 0.357 0.416 0.453 0.440

Robust standard errors clustered around counties
∗ p < 0.05

without social stability threats. Defense-related industry SOE workers, having con-
tributed to national defense and strategic goals, have an especially “rightful” cause to
resist local states, as discussed byO’Brien and Li (2006). Table 12 tests this hypothesis
by controlling for the heavy industry share in the economy. The results are null when
only heavy industry (which includes weaponry manufacturing) share is considered

Table 11 Interaction with current SOE employee share

Non-SOE SSR
2004 2005 2006 2007

Layoffs as % of industrial employee 0.019∗ 0.016∗ 0.010 0.007

(0.005) (0.006) (0.006) (0.006)

Current SOE employee share −0.002 −0.003 −0.011 −0.010

(0.009) (0.010) (0.011) (0.010)

Layoff %(employee)*SOE share −0.004 0.019 0.015 0.027

(0.014) (0.015) (0.016) (0.016)

Prefecture FE � � � �
Year FE � � � �
Controls � � � �
Observations 1823 1825 1824 1760

R2 0.492 0.432 0.435 0.418

Robust standard errors clustered around counties
∗ p < 0.05
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Table 12 Heavy industry impact

Non-SOE SSR
(1) (2) (3) (4)

Heavy industry share 0.002 0.001 0.000 0.001

(0.003) (0.003) (0.003) (0.003)

log(layoffs) 0.003∗
(0.001)

Layoffs as % of industrial employee 0.016∗
(0.003)

(0.027)

Layoffs as % of urban population 0.071∗
Prefecture FE � � � �
Controls � � � �
Observations 7967 7688 7524 7560

R2 0.354 0.332 0.371 0.357

Robust standard errors clustered around counties
∗ p < 0.05

and remain so when layoff scales are included. These findings indicate that it is the
scale of SOE layoffs that drives social security collections from non-SOEs and larger
“patriotic economy” alone cannot explain higher redistribution.

In addition, the size of the laid-off workforce and post-1998 retirees may correlate
with pre-1998 retirees of local SOEs, whose unfunded pension liability also con-
tributes to the local states’ spending pressure and collection motive. The obligation
of disbursing benefits monthly exerts direct and continual pressure on local officials
to broaden coverage and/or augment social security taxes. Since the unfunded lia-
bilities of pre-1998 retirees should strongly correlate with SOE presence before the
restructuring post-1998, we control for the SOE employee share in 1998 to account
for non-restructuring-related liabilities. Table 13 demonstrates that non-SOE SSR is
still strongly correlated with layoffs. Also, the unfunded liabilities of pre-1998 retirees
likely impacted social security collection among surviving SOEs, such that the impact
of layoffs on overall SSR attenuates after including the 1998 SOE employee share.

Methods have been developed to test the robustness of instrumental variable esti-
mates evenwhen the exclusion restriction assumption is partially relaxed. Conley et al.
(2012) replace the (exact) exclusion restriction in an instrumental variable model with
an assumption related to its support or distribution. I allow the instrument to have a
non-zero independent coefficient γ on the dependent variable. γ is set to be at most
0.018. To put it into perspective, 0.018 equals 55% of the instrument’s effect on the
dependent variable through the independent variable (Table 7(3)’s 0.711 times Table
4(3)’s 0.046). As Table 14 shows, the results are largely robust even if we allow a sig-
nificant amount of the instrument’s effects not to go through the independent variable.

Tables 15 and 16 use the other two measures of laid-off SOE workers tabulated
in Table 1. The results are consistent with Table 7. The results confirm Hypothesis 1
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Table 13 OLS: with 1998 SOE employee share controlled

Non-SOE SSR SSR
(1) (2) (3) (4) (5) (6)

log(layoffs) 0.002∗ 0.001

(0.001) (0.001)

Layoffs as % of industrial employee 0.016∗ 0.016∗
(0.003) (0.003)

Layoffs as % of urban population 0.063∗ 0.009

(0.028) (0.028)

1998 SOE employee share 0.006 0.001 0.005 0.026∗ 0.019∗ 0.026∗
(0.006) (0.006) (0.006) (0.005) (0.005) (0.006)

Prefecture FE � � � � � �
Year FE � � � � � �
Controls � � � � � �
Observations 7688 7524 7560 7688 7524 7560

R2 0.332 0.371 0.357 0.403 0.438 0.427

Prefecture FE � � � � � �
Year FE � � � � � �
Controls � � � � � �
Observations 7996 7738 7854 7996 7738 7854

R2 0.349 0.378 0.365 0.049 0.057 0.056

Robust standard errors clustered around counties
∗ p < 0.05

Table 14 Relaxing exclusion restriction

Non-SOE SSR
2004 2005 2006 2007
(1) (2) (3) (4) (5) (6) (7) (8)

Layoff %(employee) 0.027∗ 0.037∗ 0.038∗ 0.049∗ 0.036∗ 0.046∗ 0.036∗ 0.045∗
(0.009) (0.014) (0.010) (0.015) (0.010) (0.014) (0.009) (0.013)

Prefecture FE � � � � � � � �
Method uci ltz uci ltz uci ltz uci ltz

Observations 2199 2204 2200 2108

R2 0.049 0.054 0.046 0.055

Notes: Dependent variable is SSR. Robust standard errors clustered around counties. Union of confidence
interval (uci) of the instrument’s independent coefficient γ on the dependent variable is set as [0, 0.018].
Local to zero (lt z) approximation assumes γ to follow the Gaussian distribution of (0.01, 0.0082). ∗ p <

0.05
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Table 15 Second stage: number of laid-off workers

Non-SOE SSR SSR
(1) (2) (3) (4) (5) (6) (7) (8)
2004 2005 2006 2007 2004 2005 2006 2007

log(layoffs) 0.008 0.018∗ 0.021∗ 0.011∗ 0.014∗ 0.022∗ 0.026∗ 0.015∗
(0.004) (0.006) (0.006) (0.005) (0.004) (0.006) (0.006) (0.005)

Prefecture FE � � � � � � � �
Controls � � � � � � � �
Observations 1833 1829 1835 1776 1917 1903 1906 1800

R2 0.141 0.021 −0.044 0.005 0.095 −0.015 −0.083 0.012

Robust standard errors clustered around counties
∗ p < 0.05

that the state’s redistribution policy is threat-driven by the scale of economic losers
and does not rely on a particular measure or instrument. To address potential biases,
Table 17 includes an alternative measure of economic development, such as city light
intensity, which is difficult to manipulate.

Conclusion

Using unique, granular county-level data on social security collection and laid-off
workers, this paper contributes to the literature in three ways.

First, this paper contributes to the literature on autocratic welfare states. It enriches
the study of why authoritarian states move beyond providing club goods and expand
the welfare state. If the welfare state was established without existing fiscal resources
and needed to be financed by broadening participation and unfunded liabilities, its

Table 16 Second stage: laid-off workers as a layoffs as % of urban population

Non-SOE SSR SSR
(1) (2) (3) (4) (5) (6) (7) (8)
2004 2005 2006 2007 2004 2005 2006 2007

Layoffs as % of 0.239 0.514∗ 0.638∗ 0.503∗ 0.420∗ 0.427∗ 0.576∗ 0.605∗
urban population (0.174) (0.206) (0.236) (0.177) (0.189) (0.201) (0.231) (0.199)

Prefecture FE � � � � � � � �
Controls � � � � � � � �
Observations 1747 1745 1743 1687 1814 1802 1794 1705

R2 0.160 0.033 −0.045 −0.018 0.130 0.083 0.009 −0.009

Robust standard errors clustered around counties
∗ p < 0.05
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Table 17 City light included as control

(1) (2) (3) (4) (5) (6)

log(layoffs) 0.016∗ 0.018∗
(0.002) (0.006)

Layoffs as % of industrial employee 0.059∗ 0.044∗
(0.010) (0.014)

Layoffs as % of urban population 0.740∗ 0.519∗
(0.209) (0.206)

City light −0.004 −0.000 −0.003

(0.003) (0.003) (0.003)

Prefecture FE � � � � � �
Controls � � �
Observations 2400 1809 2346 1732 1813 1726

R2 0.011 0.020 0.017 0.105 −0.157 0.034

Cragg-Donald Wald F statistic 542.4 85.6 264.8 156.1 58.4 55.8

Kleibergen-Paap rk Wald F statistic 566.8 91.9 209.6 125.2 51.5 50.9

Kleibergen-Paap rk LM statistic 313.2 91.7 169.2 110.7 53.1 54.3

Robust standard errors clustered around counties
∗ p < 0.05

continuing expansion is inevitable due to later surges in benefits claims. In China’s
case, fiscally constrained local states relied on the non-state economy’s participation
to fund the new system and continued to include more potential contributors.

Second, this paper contributes to the historical political economy study of China’s
social security system and for the first time provides quantitative evidence for the
causal link between laid-off workers and the establishment of a social security system
at the county level. China’s reform is characterized as allowing markets to flourish
outside the planned economy before merging the dual-track price systems (Weber
2021, 7). Therefore, it is unsurprising that China set up a welfare state outside the
existing institutions and used the resources generated in the market to replenish the
SOEs. The old exclusive social security system did not have the internal dynamism
or growth potential to accommodate laid-off workers and sustain itself. The state
had to seek help from the margins of the system; that is, non-SOEs whose workers
were excluded from the social security system and were becoming prosperous in the
marketization.

Thirdly, this paper enriches the literature on authoritarian responsiveness byoffering
empirical evidence of policy adjustments in response to citizen demands. Despite
the absence of electoral pressures, local states effectively escalated social security
collection following protests. Furthermore, this paper traces the source of the costly
compensations to third parties, namely, surviving SOEs and non-SOEs. This augments
the existing literature which has documented incidental compensations in response to
citizen petitions and complaints, yet fallen short of identifying the respective parties
and relative “loser” involved in the redistribution.
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Despite the appeasing policy response observed in this paper, what should also be
emphasized are the limitations of the “threat-driven” nature of the state concession. In
the case in this research, the state responded to the expected threats of citizens up to the
point that social stability was largelymaintained. The requirement of holding expected
collective action at bay is a low standard for public goods provision. Consequently,
the state failed to restrain economic winners enough to stop spikes in inequality, failed
to accumulate a social security fund adequate for the aging population (discussion
in Appendix A.1), and failed to provide social protection to citizens who are less
organized and concentrated, such as hundreds of millions of rural migrant workers.
Moreover, fragmentation embedded in the centralized welfare state exacerbated these
problems by building up vested interests among local urban workers to resist cross-
region redistribution.

Considering the direction of redistribution analyzed in this paper, who are the true
winners and losers in the SOE reform and social security system? SOEs successfully
got rid of the burdens of unwanted employees and the welfare promises of retirees.
Local states and investors in the SOEs enjoyed higher valuation and profitability
when the surviving SOEs later grew exponentially with preferential treatment and
monopolistic status. Local states shouldered some welfare responsibilities but shifted
the burden to new contributors, especially non-SOEs, with the pay-as-you-go social
security system. Laid-off workers lost jobs and welfare and got partial coverage under
the new social security system. Non-SOE owners flourished in the market reform
but faced restraint and redistribution by being required by laws to fund the welfare
of current urban workers. Non-SOE employees became eligible to enjoy the once-
exclusive welfare state by contributing social security tax. Subsequently, the SOEs,
which seemed to be the underdogs in the late 1990s, are now the true winners of the
reform at the expense of laid-off workers and non-SOE owners.

Appendix

A.1 Sustainability of China’s Social Security System

China has one of the highest social security rates (SSR) worldwide. As of 2018, it
requires employers to contribute 28% of an employee’s salary to social security. In
comparison, in theUS, the FICA rate for employers is 7.75%.EvenSweden has a lower
SSR (17.2% in 2018). Despite the high SSR and a relatively young population, China’s
social security system faces a substantial deficit (fiscal transfer to social security funds
amounts for 2.49 trillion yuan in 2023, 25% of the fund’s annual expenditure of 9.9
trillion).21 Pressure on the social security system hasworsened as the labor force began
to shrink in 2012. Meanwhile, the Chinese state is not perceived as fiscally incapable.
The Chinese state’s overall fiscal extraction accounted for 36.7 % of GDP in 2014 and
35.7% in 2017 (including general fiscal revenue, state-managed funds revenue, state-
owned capital revenue, and social security fund revenue). Even with the help of fiscal

21 Ministry of Finance,《关于2023年中央和地方预算执行情况与2024年中央和地方预算草案的报
告》.
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transfers, the social security accumulation is inadequate. Contextually, the US Social
Security Trust has a fund asset that can support 288% of its annual outgoing payments
in 2018,22 that is 34.6 months. Its trustees estimate it to be unsustainable and to be
depleted by 2035. In comparison, according to data collected in 2016, only two out
of 31 of China’s provinces have sufficient funds to support periods of payment longer
than 34.6 months (the national average is 17.2). In summary, China’s social security
system is unprepared for long-run demographic challenges without fiscal transfers.
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