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Abstract

The subject is composed of introduction, general report, seven points and
conclusion. The subject mainly includes two aspects: The first aspect is building social
security system evaluation indicators and the second is building a social security system
covering urban and rural residents. In building evaluation indicators, this subject firstly
builds four general indicators including institutional structure, institutional goal,
institutional reform and legal construction, and then splits each general indicator one by
one, thus building a complete social security system evaluation indicator system. In
building a social security system covering China’s urban and rural residents, this subject
studies China’s social security system from the aspects of analysis of actuality,
summarization of achievements and weaknesses, and makes policy proposals.

In building social security system evaluation indicators, we should focus on
versatility and applicability of indicators designed. Versatility stresses on integration with
the world standards in an effort to reflect the objective reality and future trends of the
world social security system so as to become an international communication platform
and be recognized by most countries of the world. Applicability stresses on combination
with China’s national conditions and strive to reflect achievements and weaknesses,
difficult and hot issues in construction of China’s social security system when designing
the evaluation indicators and put forward policies and measures for a social security
system covering urban and rural residents.

In building a social security system covering urban and rural residents, we should
make a research and exploration in the aspects of social insurance, social relief and social

welfare. In each respect, we should develop in the track from recalling the history,
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summing up the achievements and weaknesses and putting forward policy proposals. In
tracing the history, it stresses on the continuity of institutional development and
dlarification of the development context of the social security system; in summing up the
achievermnents and weaknesses, it stresses on objectivity, summarization of experience in
favor of long-term institutional construction and weaknesses that can reflect difficulties
and hot issues in the reform; in making policy recommendations, we should emphasize
on the orientation and operability.

e Institutional Structure of the Social Security System

The institutional structure of the social security system can be classified in two
angles: The first is the horizontal structure of the system, i. e. social security programs;
the second is the vertical structure of the system, i.e. social security pillars. On the
horizontal structure, the social security system models, from the perspective of raising
social security funds and the different cost-sharing responsibilities, can be divided into
four types: welfare state model, social insurance model, mandatory saving model and
national insurance model. Sweden is a typical welfare state whose welfare system reform
and experience provides a good inspiration for China to improve its social security
system. On the vertical structure, the social security system is composed of a number of
pillars. In 1994, the World Bank proposed the three-pillar model. In 2005, the World
Bank proposed the five-pillar model, which was an enrichment and improvement of the
three-pillar model. Furthermore, the U.S. multi-pillar pension model is worth
learning.

China started relatively late in social security. So far, China has basically built a
social security system that is compatible with the socialist market economy. China’s
current social security system has some differences as well as commons with the social
security systems of modern Western countries. Overall, China’s social security system
reform is still very backward. The World Bank’s multi-pillar pension system model has
made a huge impact to China’s social security system. In recent years, China has built a
three-pillar pension system. This system has played a role in improving institutional
efficiency, promoting equity, safeguarding the smooth running of the community and

preventing poverty in old age, but it is still not perfect and in urgent need of reform.
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China has the necessity and feasibility for implementing the five-pillar pension model.
Therefore, it is necessary for China to actively build a five-pillar pension system in line
with our national conditions and in accordance with the standard of the World Bank’s
five-pillar model.

¢ Goals of the Social Security System

The goals of the social security system can be divided into primary goal and
subsidiary goal. The primary goal mainly includes four indicators: The first is
sufficiency, i. e. the social security system should provide adequate income guarantee for
the elderly including the absolute level and relative level. The absolute level means
preventing old age poverty and the relative level means achieving a certain degree of
income replacement. The second is affordability, i.e. the burden of social security
should be kept in a reasonable range and the contribution rate can not be too high. The
third is sustainability, i. e. the suddenly security plan can keep financial balance in the
long term with no need of suddenly increase of contribution or reduction of treatment or
large-scale financial transfer. The fourth is stability, i. e. the social security scheme can
cope with the impact of external factors such as economic, demographic and political
risks. The subsidiary goal refers to that the social security system can promote economic
development with two specific channels. One is achieved by reducing the negative
effects such as reducing the distortion of the pension system to the labor market and the
macro economy; the other is achieved by increasing the positive effects such as
increasing national savings and promoting financial market development.

The indicators are of important guiding significance for analyzing China’s basic old-
age insurance system objectives. In adequacy, China’s basic old-age insurance average
replacement rate has decreased with the year with currently about 48% . As the first
pillar, this rate is acceptable but we should vigorously build a multi-level old-age security
system. In affordability, China’s basic old-age insurance contribution rate is high and
corporate staff has a pretty heavy burden in paying, which impairs expansion of social
security and improvement of competitiveness of enterprises. In sustainability, from the
perspectives of institutional structure, institutional parameters and fiscal expenditure,

there are a good many of factors impairing sustainability of the basic old-age insurance
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system in urban areas, particularly the efficiency losses are serious for considerable fiscal
subsidies and huge fund balance. In stability, China’s population aging is ferocious with
the features of coming soon, coming quickly and sustaining long time, which squeeze
the policy space for reforming the social security system, imposing certain pressure on
financial sustainability of the social security system and having a higher requirement for
economic growth quality. In promoting economic development, China’s social security
system has initially adapted itself to the socialist market economy and changes of the
external macroeconomic situation; China’s social security system reform serves the
overall objective of social and economic reform and has made significant contributions to
it.

e Reform of the Social Security System

The ongoing social security system reforms in the world are mainly divided into six
modes; small-sized parametric reform, large-sized complete market-oriented reform,
medium-sized nominal account system reform, public financing accumulation, the
multi-pillar reform, and the integration system reform. The six models are not
absolutely exclusive with each other. While selecting a reform model as the major
model, one country can integrate other models to support it. Therefore, the
relationship between social security system reform models provides a wide space for
policy options. According to the international social security system reform experience,
successful reform policy sets of many countries can be summarized as priority type,
supporting reform type and complementary type with Jordan, Sweden and Chile as
typical representatives respectively.

Since 1993 when it was determined at the Third Plenary Session of the 14th CPC
Central Committee to implement the institutional model of combining contributions
from various sources in society with personal retirement accounts for the old-age
insurance system, China’s social security system reform has advanced continuously.
China’s social security system reform has its own features. But to classify it according to
the aforementioned six reform models, China’s social security system reform is sort of
parametric reform; furthermore, China’s social security system also experiences the

public financing accumulation reform, multi-pillar reform and pilot reform of the
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integration system. In the parametric reform, China’s social security system reform has
made considerable achievements but there is still something to desire in reform concept,
reform strategy and convergence of systems. In public financing accumulation system
reform, China has made some achievements in it but still needs to improve the national
social security funds in source of funds, investment management, governance structure
and information disclosure. In the multi-pillar reform, the multi-layer social security
system has been initially established but it is lack of organic links between layers. In
integration reform, China’s pilot reform in it has just started and needs overall planning,
positive action to build a unified national social security system as soon as possible.

¢ Legal Construction of the Social Security System

Developed countries such as the United Kingdom, Germany and the United States
have a typical pattern of social security legislation. The Beveridge Report of the United
Kingdom established a sound social security system’s basic principles, which have pushed
the United Kingdom into a “cradle to grave” welfare state, the top of the world.
Germany is an example of civil law countries in legal construction. Its social security
system consists of social relief, social insurance, social welfare and social special care.
The United States’ Social Security Act of 1935 laid the foundation for its social security
system. It is the world’s first comprehensive act on social security norms and establishes
the model of one law governing several laws reflecting the legislation by rating of
effectiveness. These three countries’ social security legislation is worth our reference.

Since the reform and opening-up, China has initially established a basic framework
of social security law that is compatible with the socialist market economy but its slow
development of state legislation at this stage is still serious. The first is lack of a mature
concept of social security legislation with more emphasis on economic efficiency at the
expense of social equity. The long-term urban-rural split structure and the unbalanced
economic development between regions make troubles for forming a unified economic
foundation, which has resulted in no unified core social security law with extensive
application. In practice, there is the coexistence of old and new systems and the lack of
convergence of various insurance related provisions. As a result, the social security

system is of an incomplete architecture with serious  fragmentation”. The social
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security system is with weak law enforcement mechanism and oversight mechanism and
no matched with a legal liability system.

Legislation first is the successful experience of many countries in establishment of a
social security system and also an objective sign of a fixed and stable social security
system. On October 2010, Social Insurance Law was passed, marking the construction
of China’s social security system formally entered the track of legislation. The legislation
process of the social security system is actually the process of continuous improvement of
the social security system. The major concept for China’s social security legislation
should be to protect the citizens’ right to social security and realize social equity so as to
establish a sound social security legal system. In strengthening the social security
legislation, we must make efforts to solve the compatibility of the social security law
with other laws such as the labor law, the administrative law and the criminal law.

e Social Insurance in the Social Security System

The social insurance system is an important pillar system to improve the socialist
market economy, build a socialist harmonious society and a moderately prosperous
society.

Since reform and opening up, China has made great achievements in social
insurance, mainly including: The institutional construction is used as the basis to
promote the enterprise reform and economic restructuring; Expanding the coverage is
taken as the goal to expand the social insurance coverage continually; Solving the
problems left by history is well utilized to maintain social stability; the goal of social
management has reduced the burden on enterprises and institutions; the Initiative to
improve the regulatory level has strengthened the social insurance fund management.
But under the new circumstances, with the continuous development of economy and
society, there are also some issues that constrain and impair the sound and sustainable
development of the social insurance system. These issues include: The social insurance
coverage is small for the population, employment and policy constraints; the social
insurance level is not high with low overall operation, difficult collection of insurance
premium and weak regulation; the social insurance system is incomplete with low

effectiveness, lack of equity and weak sustainability.
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China’s social insurance system construction should consider China’s national
conditions, keep pace with the economic development, match with the market
mechanism and link with the laws and regulations. Its development should follow four
principles, namely, sophisticated system, scientific system, optimized mechanism and
sound legal system. Specifically, we should make a legislation to make some compulsory
social insurance, establish a government goal responsibility system and accelerate
expansion of social insurance coverage; second, we must set up incentives to expand the
sources of funds, improve the unified arrangement level, strengthen collection of
insurance premium in accordance with the law and intensify collection of social insurance
funds; Third, take basic old-age insurance and unemployment insurance as the key items
to play the role of social insurance in promoting employment, guiding and encouraging
laborers to actively seek employment; Fourth, the policy adjustment should be made to
minimize irrational gaps, improve the payment of various social insurance items, reduce
the contribution rate appropriately to expand the payment coverage, improve the multi-
channel financing mechanism for social insurance funds and effectively implement the
contribution responsibilities of the government, the employer and the employee. Fifth,
coordinate the integration of the basic old-age insurance, basic medical insurance with
other relevant social insurance systems; Sixth, we should insist on a multi-pronged
reform on the social insurance regulation system and mechanism and strengthen social
security management services; Seventh, we must improve and perfect the social
insurance policies and regulations and speed up the pace of establishing them, carry out a
classification standard, play a better policy role of the social insurance and prevent
problems institutionally.

o Social Assistance in the Social Security System

Social assistance is one of the three pillars of China’s social security system.
Accelerated construction of the social assistance system has an important practical
significance for guaranteeing the life of poor people, promoting social equity and justice
and maintaining social harmony and stability.

Since the reform and opening —up, the Party and the government have carried out

social assistance work actively and improved the social assistance system continuously,
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