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Public Pension Systems in China
» Urban Enterprise Pension Scheme
(UEPs, 342.6 million)

» Pension scheme for civil servants and public institutions
(public employees, 36.7 million)

» Urban and Rural Resident Pension Scheme
(URRPs, 508.5 million)

Totally 887.77 million population are covered by public
pensions in China



Table 1. Public Pension Systems in China
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Brief History of URRPs

For rural residents provision for old-age continued to be largely the
responsibility of the family.

Rural residents who were childless were guaranteed a very modest
level of support in the form of the “Five Guarantees,” a social
assistance program.

During the 1980s and 1990s several other voluntary small scale old-
age pension schemes were piloted in some regions of rural China.

But the rural population remained largely ignored by government
sponsored pension schemes.



Brief History of URRPs

In 2009, the government introduced the New Rural Pension
Scheme(NRPs), which was the first time 1n history for rural elders
getting social pension benefit.

In 2011, the central government launched a new program called the
Urban Resident Pension Scheme (URPS) to include this relatively
small segment of urban residents who are out UEPs.

Starting in 2014 the NRPS and URPS were merged into one system
with the new name of Urban and Rural Resident Pension Scheme
(URRPS) since the two schemes share a similar structure.



Design of URRPs

* Two pillar scheme:

* (1) anoncontributory social pension component (SP)

* (2) a“voluntary” funded defined contribution (FDC)
component.



Design of URRPs

* The SP is currently ¥70 (US$10) per month and is available to
urban and rural residents who are already of retirement age
(currently age 60) even if they have never contributed to the
scheme, but this benefit 1s usually contingent on their adult
children “voluntarily” enrolling in and contributing to the FDC
component of NRPS(called “family binding incentive
mechanism”).

* This SP 1s entirely financed by the central government in the less
affluent central and western provinces. In the more affluent eastern
provinces the SP is typically financed half by the central
government and half by local government.



Design of URRPs

* For FDC part, there are a number of alternative contribution
levels available that range from ¥100 to ¥2000 (US$15 to
US$290) per year.

* . In addition the local government is required to contribute
between ¥30 (US$4) and ¥60 (US$8) per year (depending on
how much the resident elects to contribute within this range) to
the enrolled participant’s FDC account.



Design of URRPs

* Retirement age rural residents who meet certain conditions
become eligible for a pension that combines the benefits due
from both of these pillars.

* Working age rural residents eventually become eligible for a SP
benefit after they have contributed to the FDC pillar for at least
15 years and have reached retirement age.



Coverage

Figure 1. Development of URRPs 2009—2016
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Table 2. Urban Residents and Rural Residents covered under URRPs

2009—2014

(URRPs is mainly a rural pension system)

Year Number of covered Urban and | Number of Urban and Rural | Number of Uran and Rural
Rural Residents (million) contributors(million) beneficiaries(million)
Total |Rural Urban Total |Rural Urban Total |Rural Urban
2011 379.9 326 53.9 268.6 241 27.6 111.3 85 26.3
2012 483.7 460 23.7 353 339 14 130.7 121 9.7
2013 497.5 474 23.5 359.8 346 13.8 137.7 128 9.7
2014 501.1 477 24.1 358 344 14 143.1 133 10.1




China has realized universal pension coverage of rural elderly

Figure 2. The Inverse Relationship between Pension Coverage in Rural Areas and the
Percentage of the Population Living in Rural Areas in Latin America



Adequacy

Table 3. URRPs contribution and benefit level 2009—2016

Average yearly Average pension benefit
contribution one person | per month

2015 196 119
2016 206 117



Adeguacy: Relatively low level of URRPs protection

The current monthly SP minimum benefit of ¥70 (US$10) used in many areas is
clearly very low, making voluntary participation in the NRPS of little interest to
affluent rural residents.

In 2014, the SP benefit was about 36.5 percent of the official poverty line in rural
areas, 8. 5 percent of the average income in rural areas, and 3.5 percent of the average
pension benefit of urban retirees.

Benefit adequacy is also an issue in connection with the DC pillar of the URRPs.
Given that the majority of participants select the minimum allowable annual
contribution level, ¥100 (US$15), pension credits generated in these FDC accounts
will remain very small even after contributing for the required minimum of 15 years.

In addition, there 1s no automatic mechanism in place that indexes the FDC benefits to
inflation or income growth either before or after pension payments begin.



Figure 3. Social Pension (SP) Benefit Adequacy in China and Latin/Caribbean

America
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Sustainability

* Currently China is spending about 0.11 percent of its
GDP on 1ts URRPs;

* Far below the 0.42 percent average for Latin
American countries and other developing countries.



Figure 4. Cost of Social Pensions (SPs) in China and Latin/Caribbean America
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Future Challenges

New urbanization process
Rural population aging
Rural elder poverty

Low social protection 1n rural



Figure 5. Trends of Population Aging (65+) in Rural and Urban China,
2008-2030
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Table 4.Comparing conditions between rural elderly and Urban elderly

60+ Population (2015) 115.44 million  106.56 million

60-+/total population(2015) 15.0% 17.66%

Average income yearly (2014) 23930 Yuan 7621 Yuan

Income from social protections %  79.4% 36%

(2014)

Average pension benefit monthly 2268 Yuan 119 Yuan (45% of

(2015) Minimum living
guarantee, “Dibao” )

Poverty ratio 28.9%(3200 Yuan) 9.5%(2433 Yuan)

(consumption poverty line )

Source: # PUR H [E 3 £ 245 NAETE IR A (2016)

(The fourth urban and rural elderly living conditions survey in China)



Reform Recommendations

* (1) increase the generosity of the SP pillar;

* (2) make the currently voluntary FDC pillar
into a mandatory pillar;

* (3) transform the current FDC pillar into a

matching notional defined contribution pillar
(MNDCO).



Reform of SP Component

SP : a universal pension separate from FDC component

Increasing the benefit level of SP. For example, assuming an
average benefit level of ¥100 (US$15) per month in 2014 for all
aged 60, the overall SP expenditure would have been
approximately 0.3 percent of GDP in 2014.

Indexed SP benefit to GDP per capita or social wage growth



Table 5. Proposed Parameters for SP

Applicability | All urban and rural residents age 60 and over.

Recipients -Elderly that apply and have no pension income

-‘Benefit design: percentage of regional average wage or per capita income.
=E0E T VA - Minimum benefit above “Dibao”  standard.
-indexed to income growth or living cost growth

‘No contribution from individuals
Financing ‘Financed from general revenues
-Shared responsibility between central and sub-national governments.



Reform of FDC Part

* (1)Gradually make the currently voluntary FDC enrollment into
a mandatory one as participant gains confidence in the system,;

* (2) Make the FDC pillar into a matching defined contribution
pillar (MDC) and increase the subsidies from the government;

* and (3) Make the FDC account into Notional Defined
Contribution one by providing a notional interest booking
mechanism.



Conclusions

China has made great progress in pushing forward
URRPs 1n a short period, especially in the extension of
rural pension coverage.

However, the adequacy of URRPs protection remains
a major problem and challenge in the future.

We recommend suggestions on reforming URRPs:
(1)increase the generosity of SP pillar;

and (2)transform the FDC part into a MNDC model.
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