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MAIN IDEAS

Achievements of public pension system in China in
the past 30 years: expanding coverage, strengthening
the link between contributions and benefits,
increasing fiscal support

Problems and foreseeable challenges : an aging
population, inequality in benefits ,high contribution
rate and low investment return on pension funds

Future reforms: to take into account not only
population aging, but also the opportunities that come
with urbanization and the requirements addressed by
economic globalization



BASICS OF THE CURRENT PENSION
SYSTEM

Four Pension Schemes:
Urban
Basic Old Age Insurance system (BOAI), 1951-
Public Employee Pension (PEP), 1953-
New Rural Pension Scheme (NRPS) , 2009-
Urban Residents Pension Scheme (URPS) , 2011-
Rural




Key Features of the Different Pension Schemes

Basic Old Age Insurance Public Urban Residents :
. i New Rural Pension
Categories system Employee Pension Scheme Scheme (NRPS)
(BOAI) Pension (PEP) | (RRPS)
1953;
1951; Current
Year of . T .
. Current Practices Finalized in: Practices 2011 2009
Establishment L
1997 Finalized in:
1978
o Urban Urban non- )
Participants Urban employees in private employees in employed 16 Rural residents 16
sectors : years or above
public sectors | years or above
. Individual
. .| Individual }
Social pooling: ] accounts: - )
accounts: o - Individual accounts:
S 20% of payroll Not contribution | Individual . S
Contribution i 8% of ) o Individual contribution +
(depending on L required contribution + bsid
locality) individual government government subsidy
wage .
subsidy
Individual
accounts:
Social pooling: | Individual
Minimum 15 account
years of Pension. Basic Pension+ Basic Pension+
contribution. 1 | Total Average Individual account | Individual account
Benefit percent accrual | replacement | Replacement Pension Pension
rate 1%; 35% | ratio of ratio: 70-90%
based on 35 pension from (55yuan + @) [55yuan + @)
years of social pooling
contribution and individual
account:
58.5%
Mandatory Yes Yes No No

or not




UNIVERSAL COVERAGE OF PENSION SYSTEM

Redistribution effect of social security

Incentive for participation
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1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Year Benefits—1 Benefits—2 Benefits—3 ratel rate? rated
1999 494 721 725 0.73 0.97 1. 00
2000 544 947 871 0.71 1.13 1. 08
2001 556 940 894 0.64 0.93 0.93
2002 618 1077 1031 0. 62 0.92 0.93
2003 640 1124 1091 0.57 0. 86 0.90
2004 667 1223 1154 0.51 0. 82 0.84
2005 719 1257 1208 0.48 0.72 0.77
2006 835 1364 1290 0. 49 0.70 0.73
2007 947 1717 1576 0.47 0.72 0.73
2008 1121 1822 1663 0.47 0. 65 0.67

Source: He(2011),Feng and He(2012)



Net benefits of social security for different urban households
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Net benefits of social security for redistributed income deciles
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NB = social security benefits — social security payments
Laborl: population aged 16-39
Labor2: working age people aged above 40 °

Source: He(2011)




Lifetime net transfer ratio of different age groups
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BASIC OLD AGE INSURANCE SYSTEM (BOAI)

Million
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(From the book Chapter)




PARTICIPATION RATE OF OLD AGE PENSION

» More than 230 million rural migrant workers in urban
non-agricultural sectors, only less than 20% covered by

BOALI.
Urban Hukou Rural Hukou

Female  Male Total Female Male Total
35-45 0.59 1 0.67 0.1 0.14 0.11
46-50 0.67 0.69 0.68 0.02 0.05 0.04
51-55 0 0.55 0.46 0.06 0.06 0.06
56-60 0.3 0.3 - 0.05 0.05

0.51 0.59 0.57 0.06 0.06 0.06 ’

Sources: CHARLS, 2008




HOW TO EXPEND THE COVERAGE?

Who 1s ultimately paying the payroll taxes
even though 1t 1s a statutory contribution
of the employer?

Which firm evades contribution of social
Insurance?

Reducing the institutional contribution
rate



A KEY TO UNIVERSAL COVERAGE: REDUCING THE
CONTRIBUTION RATE

The contribution rate in China is higher than most countries

Table 6. Comparison of Contribution and Benefit of Pension System.

Country or Region Contribution rate Replacement Ratio
Sweden 18.5%, employer: 11.5%, employee: 7% 70.9%,
Germary Lower than 20% 55.1%

.5, 12.4%, employer: 6.2%, employee: 6.2% 68%% —20%
France 18%, employer: 10.8%, employee: 7.2% Si0%
China's BOAI 28%, employer: 20%, employee: 8% 8. 5%

(From the book Chapter)




WHO BEARS EMPLOYER’S CONTRIBUTION

Data (CHIP 1995, 2002, 2007)
1997 and 2005 Reform as Natural Experiments

Employee: Higher HC vs. Lower HC; 2002
vs.2007

Lower human capital workers bear more burden
of employer contribution in 2002

In 2007, Employer has to bear most of the
burden of SS contribution



REGIONAL DISPARITY OF INSTITUTIONAL CONTRIBUTION
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PARTICIPATION INCENTIVE OF FIRMS

AR AN HH (%) SEFRE R R (%) SRR
A 78.35 10.82 -0.60
& A il
2004-2007 4 86.17 197 0.21
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g enterpmses i3 85.78 9.05 0.6
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OUTCOMES OF LOW CONTRIBUTION RATE

Less evasion: the actual contribution
rate 1s even higher

Improve the cash flow of the pension
funds

Low contribution should translate into
lower benefits: Increasing retirement age






