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Book Digest

This book is collection of research reports on the social
security system and related policies in China. The people in-
volved include retired government functionaries, who were
involved in the formulation of policy with regard to the social
security system, government officials and young and middle-
aged researchers, who have a good command of theory and
are engaged in the formulation of policies with regard to the
social security . With a deep understanding of the reality and
existing situation, they have raised constructive, practical
and operational suggestions with regard to possible future
measures.

The book is composed of five parts: Keynote Report,
Theme Reports, Investigation Reports, Rules and Regula-
tions, and Statistical Data. The Keynote Report summarizes
the progress of the reform of the social security system in
China, analyses the stark reality confronting the reform, and
makes suggestions with regard to the further reform of the
social security system in the immediate, medium-range and

long-term future. The Theme Reports include research into
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major projects related to the social security system in China, including various major projects
undertaken in urban and rural areas, those related to basic insurance, supplementary insur-
ance and individual savings deposit-like insurance, as well as projects related to the manage-
ment system of the social security, and management, operation and supervision over social
security funds. The Keynote Report and the Theme Reports represent the final achievement
of the Research Into China’s Social Security System, a key project of the State Plan on Social
Funds undertaken during the Ninth Five-Year Plan (1996~—2000). The Investigation Re-
ports include those concerning overseas investigations by various authors. And the Rules and
Regulations and Statistical Data take in major data and policy documents related to the social
security system in China.

Major points of view and suggestions concerning counter-measures that should be taken

to deal with the stark reality are as the follows:

( 1) Three Major Challenges Confronting China’s Social Security System

In the long run, it is necessary to solve social and economic problems resulting from an
ageing population. In the medium term, it is necessary to reduce the shocks that the transi-
tion from the planned to a market economy is exerting on society. For the immediate future,
it is necessary to take into consideration how to make proper arrangements for the income and
expenditure of various projects according to overall economic fluctuations, with a view to
guaranteeing steady economic growth. The three problems are often inter-related. How to
solve the most pressing while perfecting the system to facilitate long-term development is the
key to policy formulation.

(1) An ageing population exerts direct pressure on the old age insurance, medicare and
unemployment insurance systems. In addition, - the change in the age structure of the popula-
tion exerts an impact of varying degrees on social welfare, social relief, special care and ar-
rangement, and other social security projects.

(2) The transition of the social economic system poses multi-faceted challenges to the
social security system. For example, a large number of workers and staff, who should be laid
off, become retirees before they reach the retirement age. As a result, the pressure of unem-
ployment insurance on society at present, and in the mid-term, merges with the long-term
pressure of old age insurance. The rapid development of the non-governmental economic sec-
tor calls for expanded social insurance coverage. However, given the high rate of social insur-
ance fees, non-State-owned enterprises are reluctant to take out insurance. Hidden employ-
ment and reemployment of the retired are widespread, .exerting an adverse impact on local
development. Although the social security system should be narrowing the gap between the
poor and the rich, no proper work has been done to achieve this. With efficiency staying
higher than fair value, the gap has actually widened.
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(3) Ooverall economic fluctuations squeeze the social security system. When making an
analysis of the trend of currency deflation in China, many criticized the reform of the social
security system, saying it has failed to keep abreast with social and economic progress, so
that the State-owned enterprises and government institutions remain burdened by old age and
medicare insurance and overstaffing. In the meantime, most of the workers and staff of the
non-State-owned enterprises are not covered by the social security system. This makes it im-
possible for social security to play its part in secondary distribution. This is one of the factors
contributing to currency deflation. Some others claim reform of the social security system is
over-stressed, with the result that old age, medicare and unemployment insurance, and
housing reforms lead to greater financial burden on the workers and staff of the State-owned
enterprises. The anticipated decrease in their income, and the anticipated increase in their
expenditure, exert direct impact on the normal consumption of residents, which is unfavor-
able to further economic development. The fact that the reform of the social security system
fails to keep abreast of social and economic development means it has not been able to play its

due role in ironing out economic fluctuations.

(II ) Suggestions for Recent Reform of the Existing Social Security System

(1) Redoubling efforts to integrate the basic life insurance for the laid-off workers of
State-owned enterprises with unemployment insurance. First, we need to make clear that
the newly laid-off workers will not enter the Enterprise Reemployment Service Center. In-
stead, they will be declared to have ended their labor ties with their work units. Those who
are up to the requirements should enjoy the insured treatment due to the laid-off. Second,
various measures should be adopted, in the light of the characteristics of the composition of
the laid-off, to make them leave the Center at an earlier date.

(2) Doing a good job of handling the individual account for old age insurance. There
should be three choices. Choice one: beginning in 2001 or 2002, on-the-job workers and
staff pay part of the entirety to form the individual “actual account”. Choice Two: in addi-
tion to Choice One, it is necessary to make up the past insufficient amount of funds raised in
a unified way. Choice Three: in addition to Choice Two, there is the need to make up the
“empty account” of those who start to work before but are to retire after the introduction of
the new system. For the immediate future, what should be done first in order to make up
the individual account is to get individuals to pay a certain amount into the “actual account”,
separate socially raised funds with individual account funds in terms of management, and is-
sue pensions without overdrawing the individual account. The “debt” on the part of the indi-
vidual account (referring to the raised funds) and “empty account” (referring to the above-
mentioned hidden debts of those who start to work before but are to retire after the introduc-

tion of the new system) should be solved in the medium and long term.
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(3) Introducing a unified basic old age insurance system for urban workers and staff.
The basic old age insurance system for enterprise workers and staff should be expanded to
cover all workers and staff in cities and towns. In the meantime, on the basis of the unified
basic old age insurance system, efforts should be made to design the supplementary old age
insurance for enterprises and the additional old age insurance for government institutions.

(4) Social issuance of pension. With regard to socialized management of the retired, it
is necessary to ensure society issues pensions to those who retire {from enterprises, and turn
the practice of financial allocation to make up for deficiency into the practice of collecting all
the needed fees. In the meantime, active efforts should be made to turn enterprise manage-
ment over the retired into socialized management.

(5) Doing a good job of the minimum life insurance for the population group facing ex-
treme difficulties in daily life due to the structural readjustment. With the elimination of the
traditional excessive productive capacity, those enterprises that cause serious pollution, have
been operating in the red for a prolonged period, and have used up their resources, will be
declared bankrupt or ordered to close down. This places their work force in a difficult situa-
tion, and stops the supply of pensions to the retired. The minimum life insurance system in
the urban areas should pay close attention to these people.

(6) Pressing ahead with three reforms—referring to the reform of the basic medicare
insurance system for urban workers, the reform of the urban medical institutions, and the
reform of the medicine production and circulation system-in a unified way. Conducting one
instead of the three will not yield any anticipated results. Recent reforms should focus on in-
troducing a new-type disease risk system and a medicare and health service competition sys-
tem.

(7) Guiéling the supplementary insurance onto the right track for development at an
earlier date. For the immediate future, we should consider the formulation of policies con-
taining preferential treatment with regard to taxation. For work units that introduce supple-
mentary old age insurance for their workers and staff, and whose funds supply amounts less
than 50 percent of the total payroll, their expenditures in this regard should be allowed to be
listed as a cost. For those where the money supply of a worker amounts to less than 50 per-
cent of his/her wages, he/she may be exempt from income._tax. In the case where the State
has policies in support of the supplementary medicare insurance, the work units and their
workers and staff should make full use of the preferential policies and take an active part in
the supplementary medicare insurance.

(8) Strengthening the comprehensive coordination and social supervision of the social
security system. This covers a wide range of work. In a given period of time and within a
given scope of area, the reform of some social security undertakings often need coordination

from higher-level, trans-departmental units. It is suggested that the State Council organizes
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a social security coordination organ or a social security consulting committee, to conduct an
all-round research into the reform of the social security system on the regular basis. On this
basis, the said organ or committee will be able to put forth and revise the medium- and long-
range goals of the reform, raise comprehensive suggestions with regard to the social security
system in a different trade, and various departments will be able to enter into better coordi-

nation and cooperation and the reform as a whole will be able to press ahead smoothly.

(I ) Suggestions for Medium- and Long-Range Reform of the Existing So-
cial Security System

(1) Tackling the hidden debt problem of old age insurance. From the medium- and
long-term view, it is necessary to solve this problem and effect a thorough change in the
mode of the old age insurance funds in the following ways: readjusting the structure of finan-
cial expenditure, working out some new tax items or additional taxes, appropriately raising
the tax rates for housing property tax and inheritance tax, expanding the scope of the is-
suance of lotteries, and turning some«into State properties.

(2) Protecting individual accounts from risk. At present, funds in the individual ac-
counts should be raised and managed by the Government in a unified way, funds operating
organs should be separated from the funds supervisory organs, and those in charge of funds
should be separated from those in charge of accounts. Funds trusteeship should be the only
one of its kind in China and should be at the central governmental level. From the medium-
and long-term view, however, work units and the insured should be free to choose their
funds management organ. The obligation of the central department is to exercise effective su-
pervision and control. This is decided by the financial system related to the issuance of pen-
sions.

(3) Extending the retirement age. With improved quality of life, people tend to live
longer. And, with the young striving to receive more education, they will have to stay in
schools longer than people of the older generation. Under this situation, it is a waste for peo-
ple to retire at the traditionally set age and it is unsuitable for them to retire when they have
not put in enough working years for the accumulation of old age insurance funds. Therefore,
the State should consider postponing the retirement age and take this as an important task to
perform for the medium- and long-range period of time.

(4) Turning social insurance fees into tax. Individually paid fees computed into the in-
dividual accounts should not be incorporated into the scope of fees to be turned into tax.
Work units should determine the tax rate according to the amount of fees paid now. For
funds the State raises for old age insurance, the work units may pay at a lower rate.

(5) Establishing and perfecting the socialized service system. Energetically developing

community service constitutes the basis for the establishment and perfection of the socialized
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service system. To make it possible for the retired to have money for life and medical treat-
ment, it is the society, instead of the work units, that should take care of them.

(6) Establishing a different social security system in urban and rural areas. Conditions
for the rural areas to introduce the social old age insurance are not ripe. However, commer-
cial insurance companies should be encouraged and supported to conduct such projects in the
rural areas. The social security system in the urban and rural areas should be introduced and
developed in a unified way. There is also the need to study social security projects for millions
of rural people who migrate to cities and workers and staff of rural enterprises.

(7) Enacting a social security law at an earlier date. There has been good foundation
for the formulation of major rules and regulations in this regard. In this sense, we have
gained conditions for the social security system to be legalized. It is necessary to enact a law
and rules and regulations in accordance with the actual conditions of the specific projects and

progress made in this regard.
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