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Introduction 
The Component 2 of the EU-China Social Protection Reform Project has the specific aim of 

enhancing the institutional capacity for financial management and supervision concerning social 

security funds in collaboration with the Ministry of Finance (MoF). More specifically, among the 

eleven results that the project is expected to achieve, three are explicitly assigned to this component, 

namely:  

ω Project Result 6: The capacity of MoF financial management and supervision of central 

and local model of social security system and the extension of social security system 

coverage are enhanced, in particular in the fields of division of expenditure 

responsibilities, mid -terms budgeting of fund, and performance assessment model. 

ω Project Result 7: Enhance the top-level design ability in the basic pension insurance; 

establish actuarial analysis models for basic pension insurance reform. 

ω Project Result 8: The capacity of the MoF in the management of social insurance funds, 

focusing on fiscal support budgeting, account system, investment techniques and 

adjustment mechanisms for pension benefits is strengthened. 

The Project foresees that the Component 2 EU Resident Expert in China will collect all the results of 

the Situational Analysis phase, which aims at ñunderstanding the current Social Protection 

framework in Chinaò, in order to point out information useful to achieve the expected results. The 

situational analysis would focus on a set of topics identified by the MoF.  

The present document is the collection of reports drafted in 2015 and 2016 by Chinese and European 

experts on four topics that directly contribute to the achievement of Results 6 and 7 (see table below). 

Component 2 

Enhancing institutional capacity for financial management and supervision concerning social security funds in 

collaboration with the Ministry of Finance (MoF) 

 

Result 
Topic 

ID  
TITLE  

Chinese 

Expert. 

EU Best 

practices 

Experts 

Date of 

Panel 

Discussion 

Date of 

Workshop 

R6 

2.1.2 

Division of decision power and 
expenditure responsibilities on social 
security between central and local 
government 

Zhao 

Fuchang 
Mel Cousins 

17th 

September 

2015 

15th 

December 

2015 

R6 

2.1.2 

Social security coverage on informal 
employment: methodologies and tools 
of analysis and management  

Zhou 

Xiao 

Mel Cousins 

Marta Fana 

16th 

December 

2015 

12th   

July 2016 

R7 

2.2.1 
Nominal personal account reform in the 
basic pension insurance system  Li Zhen Roberto Notaris 

17th 

September 

2015 

15th 

December 

2015 

R7 
2.2.2 

Models and Methodologies for the Wang 

Xiaojun 

Legini Angela 

Carlo Mazzaferro 

16th 

December 

12th   

July 2016 



     EU-China Social Protection Reform Project 
 Component 2 

 
 

   EU-China Social Protection Reform Project  / 4 

 

Social and Economic sustainability 
analysis in social protection system  

2015 

In line with the main priorities of the MoF, the C2 first started the situational analysis on topics 2.1.1 

and 2.2.1 in April 2015, while the research on the topics 2.1.2 and 2.2.2 started at a second stage in 

July 2015. Following this framework, Chinese experts were selected to conduct assessment reports 

on the respective topics, which include: 

- A general description of the current situation; 

- The most relevant statistical data; 

- An overview about ongoing activities and plans aiming at improving the current situation, 

including current reform, efforts, proposals and possible pilot projects; 

- A list of open issues. 

The draft reports were submitted to peer review through a panel discussion, involving also selected 

EU experts that presented a selection of EU experience on the same field. After the Panel Discussion 

meeting, the Chinese experts reviewed their papers, taking into account the suggestions received by 

the participants of the panel and the EU experts finalized their reports based on the consultation with 

Chinese experts, MoF officials and Resident Expert. Finally, during the Workshops EU experts 

presented selected EU practices and experiences aiming at debating reform proposals related to the 

analyzed topics. The workshop gathered MoFôs Staff and top managers, the Component 2 EU 

Resident Expert, Chinese Expert and other relevant Chinese Stakeholders. 
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Abstract 

Pension system, as the main part of social security system, is designed to provide basic living security for 

elderly people, as to maintain the social stability. Currently the aging problem has become more and more 

seriously in China, and the financial sustainability of social security is facing enormous challenges. Itôs time 

to reasonably determine the division of powers and expenditure responsibilities between the central and local 

governments, and enhance the financial constraint, which will helps improve the fund efficiency, as well as 

promote sustainability of the social security system. 

Firstly, this paper reviews the historical evolution of China's social security system. With transformation of 

planned economy system into market economy, Chinaôs pension system experienced a transformation from 

"unified labor insurance system" to the "social security systems", and, in coordination with the market 

economy, the framework of pension system with Chinese characteristics has been basically formed, which 

consists of five parts, namely the minimum non-contributory pension based on public financial, contributory 

public pension, mandatory individual account pension, voluntary supplementary pension and personal savings 

insurance. In this paper it is just focus on the former three parts which is concerned with fiscal responsibilities. 

Secondly, this paper summarized the Chinaôs present division of powers and expenditure responsibilities 

between central and local governments. The central government has the power of ñwhat to doò such as 

designing and enacting law, regulation and policy and most of the power of ñto what degreeò. And the power 

of deciding ñto what degreeò, the investment, operation and management of social security fund, as well as the 

power of supervision are shared by the central and local governments, while the local governments is mainly 

responsible for the management of social pension. For the expenditure responsibilities, the central government 

is only in charge of providing subsidies, and the responsibility of final balance of social pension is a duty of 

local government. 

Last but not least, this paper summarized the main problems of the division of powers and expenditure 

responsibilities between central and local governments̆which concludes the problem of ñthe central order, 

while the local paysò, the separation of powers and expenditure responsibilities, the moral risks in short term 

behaviors of local governments, the level of regulation is too low, implicit debts problem is still not clearly 

resolved and so on. 
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1. Introduction 

Decision power division among governments is a complicated issue for it is related to both economy 

and politics. And the division of decision power and expenditure responsibility in the field of social 

protection is one of the most important issues of the decision power division among governments in 

China. Following the transformation of Chinaôs economy and society in 1980s and the establishment 

of Chinaôs Socialist market economy with Chinese characteristics, China has reformed and 

established its social protection system in accordance with the new situation, in order to protect 

people from problems such as aging, disease, unemployment, work-related injury and risks of 

maternity, etc. 

Today Chinaôs social protection system, including social insurance, social assistance and social 

welfare, is already full-covered around the country. Pension insurance, medical insurance, 

unemployment insurance, work-related injury insurance and maternity insurance are the fundament 

of Chinaôs social insurance system, and they cover the majority of the population. Furthermore, 80% 

of the population is covered by the pension insurance and 90% of the population are covered by 

medical insurance. In the social assistance system, the Minimum Living Security is the most 

important institution. The enactment of the Social Insurance Law, in 2010, is the symbol that marks 

the progress of legalization of Chinaôs social protection. 

However, there are still challenges from both society and economy, such as aging population, to 

Chinaôs social protection system. Aged people in China are 200 millions, 14.8% of the population. It 
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is predicted that the problems will be even more serious by 2030 when Chinese population will reach 

to a peak. The percentage of aged people in Chinese population, then, will be higher than the average 

number of the world, and this will bring to the financial sustainability of social protection a big 

challenge. Today, China, under the economic new normal situation, is facing new problems of 

financial balance. It is worth making a rational division of decision power and expenditure 

responsibility between central and local governments, and improving governance efficiency and 

budget regulation.  

This report focuses on Chinaôs pension insurance system, describing regulations and policies applied 

to the targeted group and giving a brief analysis to the current situation  

2. Division of Decision Power and Expenditure Responsibility among 

Governments 

The so-called decision power is the responsibility that should be taken by the Government and the 

public power for manage the related affairs. Power comes from corresponding responsibility. It 

depends fundamentally on governmentôs function and responsibility. Governmentôs function in 

different countries share some common characteristics, but they also vary for the difference of 

economy, politics, geography and development. It is generally accepted that governmentôs function 

in the market economy environment is to provide public services. Hence, the governmentôs power 

should be its responsibility and obligation for providing public services.  

The decision power division in developed western countries relies on the division of public affairs. 

For example, in USA, the decision power of social insurance is hold by the Federal Government, 

while the decision power of unemployment assistance is hold by local governments. China divides 

different sorts of power on the basis of the factors of power. There are four sorts of power factors in 

Chinese government: power of decision (include whether to do and what degree to do), power of 

implementation, and power of supervision. Generally, the central governments possesses the power 

of decision (enacting law and regulation, making policy and establishing institution) while local 

governments hold the power of implementation (including management of daily affairs). The 

governments responsible for coordination take the expenditure responsibility. Lastly, governments at 

different levels will all be responsible for supervision.  
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2.1 History and Main Reforms 

At the beginning of the founding, China had established a pension system which fitted the planned 

economic system based on the Soviet model. With transformation of planned economy system into a 

market economy during the early 1990s, the basis of current pension system was built and gradually 

developed. However, as positioned as a supporting role in the reform of state-owned enterprises for a 

long time, the passivenessgradual nature of the reform itself and limited administrative level 

caused slow development of pension system. It was last 10 years that pension system became a 

protagonist in the reform. Since the transition to a market economy after 20 years of development, 

the framework of pension system with Chinese characteristics has been basically formed, which 

consists of five parts, namely the minimum non-contributory pension based on public financial, 

contributory public pension, mandatory individual account pension, voluntary supplementary 

pension and personal savings insurance. With no doubts, it has played an important role in the 

China's economic reform and social stability. 

2.1.1 Urban Employee Pension 

2.1.1.1 Establishment of the unified China Labor Insurance 

System. 

At the beginning of the founding of China, the old-age insurance designed for employees and the 

families in the form of labor insurance coordinated by state and implemented by enterprises 

gradually formed the urban employee pension system which is overall planned by the state, co-

ordinated by the social and combined with enterprise insurance. The main features of the welfare 

system in China were ñlow-wage, high-employment, high subsidies and high welfareò. Enterprises 

had unlimited liabilities for their employeesô health, old age, sickness, death and disability. As almost 

all enterprises were state-owned, Chinese government was responsible for the final debt. At that 

time, all the decision power, implementation power and supervision are belong to the state, because 

each unit is a part of the state, and the financial gap of each unit will be taken by the state/central 

government at last. The retirement system was an important part of the Labor Insurance System. The 

traditional retirement system had high coverage rate and high level of pension benefit (usually 80% 

of the last year personal wages). Also, there were strict conditions to obtain pensions: workers must 
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work for 30 years; retirement age for female blue-collar workers was 50 years, for female cadres was 

55 years, and 60 years for men. Relative to population life expectancy at that time, retirement age 

requirements were high. 

In traditional retirement system based on planned economy, enterprises and individuals did not need 

to contribute; pensions were part of labor cost of enterprises, but at the final phase, government was 

responsible for retirement pension. In sum, ñthe state-enterprise modelò social security system was 

established as seen as a big superiority of the socialist system. Whatôs more, since ñthe enterpriseò-a 

form of basic level social organization came into being, within such a system does not require the 

normal flow of labor, the workers and even their offspring could be completely subordinated to and 

dependent on their ñenterpriseò, the function of old-age social security transformed into ñthe 

enterprise endowment pensionò. While the nature of ñthe enterprise endowment pensionò is actually 

the indirect ñcommunal-dining system endowment pensionò since the goods and materials were 

unified allocated to enterprises in the planned economy system. The reform of state-owned 

enterprisesô contract system did not affect personnel system, neither spawned a market allocation of 

labor markets and resources, so that itôs impossible to put forward the question how to establish an 

independent social security system out of enterprises. It was until the implementation of labor 

contract system on some of the new employees of state-owned enterprises in 1986 that finally raised 

the question, although it makes the workers and enterprises formed a sort of independent relationship 

in a very limited degree. Yet the way to solve the problem of labor contract workers retire costs is 

ñsocial overall planningò, which means the government is still pay the final bill with pay-as-you-go 

financial system, it still didnôt touch the fundamental issue of old-age social security system. 

2.1.1.2 Establishment of social insurance system. 

With transformation of planned economy system into a market economy, central government 

retreaded from traditional pension system, which could not adapt to economic development. As a 

consequence, lots of problems were created: 1) the majority of state-owned enterprises operated in 

losses and could not afford the pension system; 2) risk pool is too small; 3) labors working in private 

firms and self-employees were excluded; 4) labor mobility between different ownership-type firms 

was hampered. It was urgent to reform the Labor Insurance System. 

In the history, the social protection system had been a scattered system for a long period. The power 
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over social protection affairs had been hold by different departments of the central government. In 

1991, the reform of the State-owned Enterprise Employee Pension Insurance was conducted, and the 

social pooling of pension insurance fund began to be promoted in urban areas with the aim of 

establishing, step by step, a system unifying basic pension insurance, enterprise supplementary 

pension insurance and individual account. It had stipulated that the payment ratio and accumulation 

rate shall be determined by governments of provinces, municipalities and autonomous regions with 

estimation of the current situation. And then it shall be reported and approved by the State Council. It 

also stipulated that local governments shall set up Pension Fund Committee to manage and supervise 

the pension fund (according to state council file issued in 1991).Meanwhile the Ministry and labor 

departments under local governments were in charge of the management of Pension Insurance of 

Urban Employee (including the employees of state-owned enterprises outside urban area). In 1997, 

the Basic Urban Employee Pension system was established. It is a comprehensive system unifying 

social pooling and individual account with the aim of balancing social equality and efficiency. This 

system had been managed by the Ministry of Labor and Social Security. In this system, the ratio of 

the basic pension contribution by enterprise (enterprise contribution) is determined by government of 

provinces, municipalities and autonomous regions. And the industrial pooling of pension is also 

managed by local governments at different level over the territories where the enterprises are located. 

By then, the employees of state organ and state-hold institutes were still covered by an old system for 

them, which was managed by Ministry of Personnel (later reformed into Ministry of Human 

Resource, Labor and Social Security). And in 2015, for aim of equality, the State Organ and State-

hold Institute Employee Pension System will be integrated into the Urban Employee Pension 

System.   

Table 1   Main contents of the basic public pension system for urban employees 

System Structure Social Pooling Individual Account 

Type of System PAYG System, DB Funded System (empty), DC  

Protection Target All urban enterprise workers, self-employees, flexible employees 
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Contributions of employees 20% of total wages (employer) 
8% of personal wage 

(employee) 

Contributions of self-

employees, flexible 

employees 

12% 8% 

System 

Parameters 

Retirement age Male 60, female cadres 55, female workers 50 

Contribution 

base 
60-300% of average social wage 

Minimum 

contribution 

period 

15years 

Rate of return on individual 

account 
One-year bank interest rate 

Monthly Pension 

 Basic pension = (indexation of the 

average monthly wage of  local 

workers in the previous  year +the 

insured personôs average monthly 

contribution wage) * 1/2 * n * 1% 

Individual account accumulated 

amount (determined by the one-

year bank rate) divided by 

139,170,195 relative to the 

insured personôs retirement age 

The expected replacement 

rate 
35% 24% 

 

Such public pension system was designed in accordance with the Third Plenary Session of the 

Fourteenth Central Committee, consisting of social pooling and individual account with the initial 

designing that the social pooling is pa-as-you-go system and the individual account is a fully funded 

system. But actually it was a pay-as-you-go financial system, in which the social pooling made the 

social insurance contribution by the pay-as-you-go form, while the individual account was not really 
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funded or even misappropriated, that does not fully comply ñsocial pooling and individual accountsò 

requirements of the Third Plenary Session of the Fourteenth Central Committee and involves the 

issues of implicit or historical debts when the public pension system established. At the beginning of 

establishment of the system, employees involved were classified into 3 categories: people retired 

before the establishment were called ñold age personò, those had worked but not yet retired when the 

system established were called ñmiddle age personò, and those had just started working after the 

system established were called ñnew personò. The above system did not meet the requirement of the 

Third Plenary Session of therefore Fourteenth Central Committee in practice, the reasons are as 

follows: firstly, the historical implicit debt of ñold age personò and ñmiddle age personò was not 

repaid; secondly, the individual accounts of ñmiddle age personò and ñnew personò were repeatedly 

misappropriated. These two reasons made the individual account not really funded and the 

accumulation system ineffective.  

On December 24, 2000, the State Council issued Pilot program on improving the urban social 

insurance system (guofa[2000] No. 42), launched personal accounts funded for the pilot. 

The comprehensive reform of social security in Liaoning province: Firstly, separately managed the 

social pooling and individual account, made the individual account actually ñthe solid accountò. 

Employee paid 8% of his or her wages which reduced from 11% goes into the personal account, and 

the contribution rate for employer is still 20% of employeesô wages which all goes into the social 

pooling. Social pooling funds are made for the basic pension of retirees and the future retirees, while 

the individual account funds pay for the personal account pension. Secondly, adjust and improve the 

pension plan. Maintaining the basic pension standard is 20% of the provincial or municipal average 

monthly wages of last year, the employee who has paid for 15 years increase certain percentage of 

his or her basic pension annually, keep the overall level at about 30%. The social pooling funds also 

pay for mortuary grant-in-aid to the survivors after the pensioner died. In addition, individuals pay 

less than 15 years cannot get the basic pension. Thirdly, encourage enterprises to establish the 

enterprise annuity. The amount of enterpriseôs payment within 4% of the total amount of wages can 

be disbursed from the cost. 

In order to support the pilot in Liaoning, the central government provided billions of dollars of 

special financial grant to cover the basic pension debts over the past few years.[Although the 
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financial can afford the huge costs, if implement the pilot of Liaoning in the whole country, it will set 

up a very difficult to maintain for a long time and a pay-as-you-go public pension system. For this 

consideration, many economists advocate the basic idea of the Third Plenary Session of the 

Fourteenth Central Committee and the compensation method proposed in 2000.] 

In 2004, the pilot of the reform of social security system was extended to Jilin and Heilongjiang 

province, one of the main tasks is to make the individual account really and fully funded. Compared 

with Liaoning, the pilot project in Jilin and Heilongjiang provinces made some adjustment: One is to 

increase the amount of employee pays of his or her wages from 5% to 6% in 2005. The other one to 

change the way the pension calculated, adjust the denominator 120 to the age of the average life 

expectancy at birth of urban population minus retirement age when the retiree get his or her pension 

from the personal account. From January 1, 2006, employee paid 8% of his or her wages which 

reduced from 11% goes into the personal account without enterprisesô payment. Now the individual 

account reform was extended to 8 provinces, municipalities and autonomous regions: Shanghai, 

Tianjin, Shandong, Henan, Shanxi, Hubei, Hunan and Xinjiang. Different with the three northeastern 

provinces, the individual account is starting at 3%, make which in good run with semi-dynamic 

subsidy.In the pilot of Liaoning, the individual account is starting at 8%, while Jilin and Heilongjiang 

are both 5%. Due to the different local conditions, the central government only stipulated the eight 

provinces of no less than 3%, and then gradually increase. The amount of personal account depends 

on the amount of individual contributions and individual accounts fund income, which regularly 

published by social insurance agencies and can be transferred and inherited. 

2.1.2 Urban and Rural Residents Pension 

In the planned economy period, urban residents are covered by the labor insurance system at that 

time, while the rural areas followed the traditional way of old-age security system that based on 

family and supplemented by social assistance. With transformation of planned economy system into 

a market economy, the traditional security model based on state-owned enterprises could not adapt to 

the market economy, the urban and rural pension system is urgent to establish. 

Since 1986, Chinese government had run pilot program on old-age social insurance for rural 

residents in some areas. In 1992, Ministry of Civil Affairs issued basic plan for County-Rural Old-

Age Social Insurance, which was regarded as a milestone for rural residents. Regulated by the plan, 
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the source of finance mainly came from individual contribution and was supplemented by collective 

subsidy with policy support, which was regarded as the feature of ñold rural pension systemò. For 

this system, central government is the decision maker and the local government takes the 

responsibility to implement it. The system only unifies at the county level, so its financial capacity is 

very poor and the corresponding benefit is very low. In reality, however, fewer and fewer take part in 

the pension plan because of their poor financial capacity and low benefit level it caused. Till July 

1997, the policy of ñold rural pensionò was stopped by state council.  

With the importance of rural issues becoming increasingly highly valued, the establishment of social 

security in rural areas has been reconsidered by Chinese government since 2002. Cities like Baoji, 

Donghai, Beijing, Shanghai and Dongguan, etc. began to pilot ñnew rural pension systemò driven by 

government subsidies. Under the background of population aging, economic crisis and the process of 

urban-rural integration, New-Rural Old-Age Social Insurance was started up nationwide in 2009. 

The essential difference between ñold rural pension systemò and ñnew rural pension systemò is that 

government subsidy is made up of the primary financial source of new-rural pension system. Policy 

contents are presented in the following table 2. 

Table 2. Contents of policy on ñnew-rural pension systemò 

System Structure Social Pooling Individual Account 

Type of System PAYG System, DB Funded System, DC  

Protection Target Rural residents above 16 years old  

Contribution 

Personal 

contribution 
 

Five grades: 100, 200, 300, 

400, 500 yuan/year 

(subjected to adjustment) 

Collective 

subsidy 

Subsidy standard determined by 

each village committee 
 



     EU-China Social Protection Reform Project 
 Component 2 

 
 

   EU-China Social Protection Reform Project  / 17 

 

Government  

Subsidy 

Central government: West and 

middle regions: 100% basic 

pension benefit; East regions: 50% 

of basic pension benefit 

 

 
Local government: no less than 

30 yuan/year/person 

Rate of return on individual 

account 
One-year bank deposit interest rate 

Monthly Pension 

 Basic pension = 55yuan (central 

government) + additional (local 

government) 

Individual account 

accumulated amount divided 

by 139 

Conditions claiming for 

pension benefit 

Pensioner age: above 60 (contribution by offspring) 

Specific contribution period 

 

In 2011, the Urban Citizen Pension System was also established. Similar to the Basic Urban 

Employee Pension System, it was a comprehensive system unifying social pooling and individual 

account, but mainly financed by the central governmentôs subsidy. Meanwhile, the former system 

was managed by Ministry of Civil Affair and the later by Ministry of Labor and Social Security. 

For quite a long period of time, urban residents without work have not had any public pension. In 

July 2011, public pension for urban residents was established and from then on the pension system 

was gradually extended nationwide. Policy contents are presented in the following table 3. 

 

Table 3. Contents of policy on public pension system for urban residents 

System Structure Social Pooling Individual Account 

Type of System PAYG System, DB Funded System, DC  
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Protection Target Urban residents above 16 years old without work 

Contribution 

Personal 

contribution 
 

Ten grades: 100, 200, 300, 400, 

500, 600, 700, 800, 900, 1000 

yuan/year 

(subjected to adjustment) 

Government  

Subsidy 

Central government: West and 

middle regions: 100% basic pension 

benefit; East regions: 50% of basic 

pension benefit 

 

 
Local government: no less than 

30 yuan/year/person 

other  
Other communities or social 

organizations 

Rate of return on individual 

account 
One-year bank deposit interest rate 

Monthly Pension 

 Basic pension = 55yuan (central 

government) + additional (local 

government) 

Individual account accumulated 

amount divided by 139 

Conditions claiming for 

pension benefit 

Pensioner age: above 60 

Specific contribution period 

 

In February 2014, the state council issued guidance on building unified public pension for urban and 

rural residents, putting forward a proposal that new-rural pension system and urban-residents pension 

system be merged into a unified system by the end of ñthe twelfth five-year planò, and gradually 

construct a universal public pension system for all residents. Thus, these two systems were finally 
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unified as the Urban and Rural Citizen Pension System in 2014, managed by Ministry of Labor and 

Social Security. According to the guidance, specific regulation can be generalized as table 4.  

 

Table4. Contents of policy on public pension for urban & rural residents 

System Structure Social Pooling Individual Account 

Type of System PAYG System, DB Funded System, DC  

Protection Target Urban & rural residents above 16 years old without public pension 

Contribution 

Personal 

contribution 
 

Twelve grades: 100ð2000 

yuan/year 

(subjected to adjustment) 

Government  

Subsidy 

Central government: West and 

middle regions: 100% basic 

pension benefit; East regions: 

50% of basic pension benefit 

 

 

Local government: no less than 

30 yuan/year/person (minimum 

contribution grade); no less than 

60 yuan/year/person (contribution 

grade more than 500 yuan) 

Collective 

subsidy 
 

Village committee and other 

communities or social 

organizations 

Rate of return on individual 

account 
One-year bank deposit interest rate 
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2.1.3 Minimum Living Security System 

In the planned economy period, urban residents are covered by the labor insurance system at that 

time, while the rural areas followed the traditional way of old-age security system that based on 

family and supplemented by social assistance.With transformation of planned economy system into a 

market economy,the pension for unemployeeis covered by the Urban and Rural Minimum Living 

Security, managed by Ministry of Civil Affair.  

In June 1993, Shanghai Civil Affairs Bureau issued the Notice on Level of Urban Minimum Living 

Security and first established the Urban Minimum Living Security System in China. In 1994, the 

tenth session of the national civil affairs proposed that the government should give assistance to 

people who meet the minimum conditions according to the local minimum living standard. Then 

some coastal cities, such as Qingdao, Xiamen, Dalian, Guangzhou, Wuxi, Haikou and the others 

started a pilot. By the end of 1996, 101 cities had established this system. It was until 1997 the State 

Council promulgated the Notice on the Establishment of Urban Minimum Living Security System that 

the system was officially established in the country. The notice stipulated the urban minimum living 

standard set up by the local governments, the Urban Minimum Living Security System financed by 

local government and listed in social assistance budget as a specific program.  

By 1996 the Ministry of Civil Affairs issued the Opinions on Accelerating the Establishment of Rural 

Social Security System clearly stated ñthe purpose of the Rural Minimum Living Security System is 

to subsidize those people whose per capita income lower than the minimum living standardò. 

Meanwhile, the document also establishes the funding principle of ñsecurity funds shared by local 

governments at all levels and village collectiveò.It was until 2007 the State Council promulgated the 

Notice on the Establishment of Rural Minimum Living Security System that the system was officially 

established nation-widely, and actually it is the social welfare, not the social insurance. The notice 

Monthly Pension 

 Basic pension = 70yuan (central 

government) + additional (local 

government) 

Individual account 

accumulated amount divided 

by 139 

Conditions claiming for 

pension benefit 

Pensioner age: above 60 

Specific contribution period  
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stipulated the Rural Minimum Living Security System managed and financed by local governments 

corresponding to their territories, and the central government would offer specific subsidy to poor 

areas. 

The State Council issued a regulation required the Minimum Living Security System mainly funded 

by the local governments in 1999, which caused a policy paradox that ñthe less development a region 

is, the more people who meets the minimum conditions are, while more serious financial difficulties 

the region facesò. So the State Council decided double increase the central financial burden of 

security funds every year from 2001-2003, and gradually raise the minimum living standard. In fact, 

according to the Social Services Development Statistics Bulletin published by the Ministry of Civil 

Affairs, the central government provides 70% of the financial subsidies every year which is the main 

source of the security funds.  

In September 2012, the Ministry of Finance and Civil Affairs issued Measures for the Management 

of Urban and Rural Minimum Living Security Funds, further regulated howto raise and distribute the 

fund.  

2.1.4 National Social Security Fund 

In 2000, the National Social Security Fund was established. The financial resource of the fund are 

the central governmentôs budget, the transformation of state-owned capital, the return of fund 

investment and other approaches approved by the State Council, which is irrelevant with contribution 

to the social pooling. So far it receives 20 billion from central governmentôs budget every year, 

Interim Measures for the management of social security funds raised by state-owned 

shares(2001)stipulated that when the sated-owned enterprises firstly issue the shares, 10% of the 

amount of financing should be devoted into the fund, and The transfer of some state-owned shares to 

the National Social Security Fund in domestic securities market(2009)also stipulated that the IPO 

sated-owned enterprises in the domestic securities market  should transfer 10% of the actual number 

of shares issued to National Social Security Fund. It is specifically used to supplement and regulate 

social security expenditures such as the pension in the peak period of aging population, and it is 

managed by National Social Security Fund Council. It had been run in form of entrusted investment 

in securities market, direct equity investment, equity fund and oversea investment, etc., and the 

investment of the central governmentôs subsidy to personal account began to be officially operated in 
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2006. But the right of utilizing the fund belongs to Ministry of Finance and Ministry of Labor and 

Social Security. Actually itôs a reserve fund that different with surplus funds of provinces, mainly to 

deal with the problem that population aging in the future may caused. 

At the end of 2014, the total fund assets reached 1.54 trillion yuan, including: Direct investment 

assets of 771.81 billion yuan, accounting for 50.26% of the total assets of the Fund; trust investment 

assets of 763.83 billion yuan, accounting for 49.74% of the total fund assets. Domestic investment 

assets were 1.41 trillion yuan, accounting for 91.50% of the total assets of the Fund; overseas 

investment assets 130.578 billion yuan, accounting for 8.50% of the total fund assets. 

At the end of 2014, liabilities of the fund were78.31 billion yuan, mainly short-term debts formed in 

investment operations. And the total equity of the fund was 1.46 trillion yuan, including: National 

Social Security Fund equity 1.24 trillion yuan, of which, the cumulative financial fund was 655.27 

billion yuan, the accumulated investment value was 585.53 billion yuan.  

The personal account fund equity was 110.97 billion yuan, which included funds 80.582 billion yuan 

and 30.39 billion yuan total investment income. 

As shown in the annual report of the National Social Security Fund Council, the annualized 

investment yield was 8.38% since the fund first established, and the cumulative amount of 

investment income was 561.20 billion yuan. 

The main responsibilities of National Social Security Fund Council are:1) Manage the central 

governmentôs budget, the transformation of state-owned capital, the transferred equity assets and 

funds raised by other approaches; 2) Formulate the national social security fund's investment strategy 

and organize the implementation; 3) Select and entrust managers and custodians to operate the 

National Social Security Fund, and inspect the operation; 4) Be responsible for financial 

management and accounting of the National Social Security Fund, periodically prepare financial 

statements, and draft financial report; 5) Regularly publish the assets and other financial information 

of the National Social Security Fund to the community; 6) Allocate funds according to the joint 

instruction of the Ministry of Finance, Human Resources and Social Security; 7) and other tasks 

assigned by the State Council. 
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2.2 The Current Situation of Decision Power Division 

According to the Constitution of Peopleôs Republic of China, the division of functions and powers 

between the central and local state organs is guided by the principle of giving full scope to the 

initiative and enthusiasm of the local authorities under the unified leadership of the central 

authorities. Therefore, the division of power in China is, generally, that the central government 

makes decisions, including law, regulation, policy and institutions, while local governments take 

implementation, including management of daily affairs. It is possible to say that the power of social 

pension in China is shared by both the central government and local governments, that is, the central 

government is responsible for legislation, making policy and setting up institution, and local 

governments are in charge of the implementation. The expenditure responsibilities are divided 

between the central government and local governments in accordance with different items. But the 

balance of pension fund is finally the responsibility of local governments. Considering deciding, 

implementing and supervising, some scholars divide the decision power into power of ñwhat to doò 

and power of ñto what degreeò. That is to say, the central government decides what to do, while ñto 

what degreeò is considered by both the central government and local governments. The central 

government settles down a benchmark standard of implementation, and then local governments can 

choose or alter the standard for practice. This report will explain the power division of pension 

management.  

2.2.1 Central Governmentôs Power of Pension Management 

Central government has the power of ñwhat to doò such as designing and enacting law, regulation 

and policy and most of the power of ñto what degreeò. The central government has the power to 

design the whole framework. The peopleôs council has the power of designing law and regulation, 

and departments of government have the power of designing policy and institution. The current 

pension systems include Urban Employee Pension System, Urban and Rural Citizen Pension System 

and Social Assistance (mainly, the Urban and Rural Minimum Living Security). Urban Employee 

Pension System, Urban and Rural Citizen Pension System are administered by Ministry of Human 

Resource, Labor and Social Security, while the Social Assistance is administered by Ministry of 

Civil Affair. The power of designing and enacting law and regulations on social protection projects, 

supervision of funds and management of investments belongs to the central government. The 

National Social Security Fund is managed by National Social Security Fund Council. And other 
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social protection projects, supervision of funds and management of investments are under the control 

of Ministry of Finance.  

The National Social Security Funds managed by National Social Security Fund Council. Social 

security funds can only be deposited in the bank or buy government bonds in the early days, after ten 

years of development, the field which social security fund can investment in has extended to 14 

species, including stock market, direct investment, indirect investment, industrial investment, equity 

investment, etc. Whatôs more, the yield of Social Security Fund Council has increased from the 

initial 2.25% to double-digit growth. 

2.2.2 Decision Power of Social Pension Shared by the 

Central and Local Governments 

On basis of the factors of power, the power of deciding the social security standard and the power of 

supervising social security management are shared by both the central and local governments.  

2.2.2.1 The Power of Deciding ñto what degreeò 

The central government would settle down unified, fundamental or basic security standards, while 

local governments can make some adjustments on basis of these standards. 

Urban Employee Pension: The central government settles down policies and institution, and the local 

governments at provincial level and lower levels take concrete implementation on behalf of these 

policies and institutions. That is: 

ð Basic pension contribution rate. Generally, enterprisesô basic pension contribution rate shall not be 

more than 20% of the salary that enterprises pay to an employee, including the sum in personal 

account. And the rate must be determined by governments of provinces, municipalities and 

autonomous regions. The provinces, municipalities and autonomous regions that are in need of 

enterprises contribution more than 20% of the salary for the pressure of overweight pension task and 

large amount of retirees, must report to Ministry of Human Resource, Labor and Social Security and 

Ministry of Finance and get approval from them. 

ð Individual account contribution rate is 8% of the salary determined by central government. 
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ð Informal employee (including self employee), the contribution rate is determined by local 

government. 

ð Standard adjustment. In accordance with the change of salary and price, the State Council shall duly 

adjust the basic pension standard of retiree. The adjustment shall be a certain rate in accordance with 

annual growth rate of salary paid by enterprises in each province, municipality and autonomous 

regions. Local governments can propose their adjustment proposals in accordance with local 

situation. The proposals can be implemented after having reported and having been approved by 

Ministry of Human Resource, Labor and Social Security and Ministry of Finance.  

Furthermore, the management of basic pension for the central organs and institutes stationed in 

Beijing is the responsibility of MHRLSS, while basic pension of the central organs and institutes 

outside Beijing is managed by the local government where the institute is stationed. 

The Urban and Rural Pension: The central government settles down policies and institution, and the 

local governments at from provincial level to lower levels adopt concrete implementation on behalf 

of the policies and institution. That is: 

ð The level and standard of individual contribution and the standard of government subsidy to Urban 

and Rural Pension are determined by local government on behalf of policies and institutions settled 

down by the central government. 

According to the State Councilôs Recommendation on Establishing Urban and Rural Citizen Pension 

System, the minimum standard of basic pension around the country must be duly adjusted in 

accordance with the change of the economical development and price. Local governments can duly 

raise the level of basic pension in accordance with local situation. And the basic pension paid to long 

term contributors can also be increased. The enhanced entitlement should be expended from local 

government. The implementation regulation will be settled down by governments at provincial level 

and the regulation must be reported to and approved by MHRLSS. 

Minimum Living Security System: The central government settles down policies and institution, and 

the local governments at provincial and lower levels can take concrete implementation on behalf of 

these policies and institutions. To the Minimum Living Security System, local governments can 
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settle down their standard and regulation of implementation within the framework designed by the 

central government.  

The following tables present the responsibilities divided to the central and local governments. 

Table5. Decision Power of Social Pension Shared by the Central and Local Governments 

 

 

 

 

 

 

 

 

 

 

 

Table6. pension expenditure responsibility Shared by the Central and Local Governments 

 Expenditure Responsibility 

central Generally, 

to meet 

system 

Law, regulation, policy, and institution expenditure   

Urban employee 

pension system 

Basic pension subsidy: about 4/5 

Individual account funded: around3/4 of 

 Decision Power Division 

What to do To whatdegree 

Central  

 

-law, regulation by peopleôs 

congress; 

-Policy, institution by related 

departments and agencies;  

-subsidy by MOF 

-investment policy, state 

council 

For urban employee pension: 

-basic pension contribution rateÒ20% 

-individual account rate 8% 

For urban & rural residents pension: 

-twelve grades 

- subsidy to individual  

100Ô ,Ó30;100-500, 30+; 500¥ĈÓ60 

éé 

Local  

 

 For urban employee pension: 

-basic pension contribution rate 

For urban & rural residents pension: 

-twelve grades adjustment a little bit 

- actual subsidy amount 

Social assistance: 

-standard 

éé 
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financial 

gap  

5% 

Urban and rural 

pension system 

Basic pension: Midwest,100%; 

                         East         50% 

Social assistance subsidy 

Local: 

balance 

respons

ibility  

Generally, 

to meet 

institute 

financial 

gap 

A little bit about local policy choose expenditure 

Urban employee 

pension system 

Basic: balance responsibility;  

Individual: around 1/4 of 5% 

Urban and rural 

pension system 

Basic pension: Midwest, 0%;  East    50% 

Individual: ͯ30¥ for choose 100 grade; 

30+for choose 200 to 400; ͯ60¥ for 500 

up 

Social assistance Balance responsibility 

 

2.2.2.2 Investment, Operation and Management 

National Social Security Fund Council has become a professional management organization for the 

fund investment. When the individual accounts are funded, how to increase and preserve the value 

will become a big issue. In the individual pension reform plan, individual accounts funds divided 

into central and local government to preserve and increase the value. The funds that central 

government subsidized are operated by the National Social Security Fund Council with the pilot 

provincesô entrust, and the National Social Security Fund Council promise a favorable yield. In 

March 2012, with the approval of the State Council, the National Social Security Fund Council 

entrusted by the Guangdong provincial government invested and operated Guangdong Province 

enterprise employees' basic pension insurance fund 100 billion yuan for two years. Nationally, it is 

the first time the National Social Security Fund Council entrusted by local government to operate the 

pension fund. As shown in the annual report of National Social Security Fund Council, at the end of 

2014, the accumulated investment income was 17.34 billion yuan. After recently expired, 

Guangdong province has signed a three-year contract with the National Social Security Fund Council 

in 2015.  



     EU-China Social Protection Reform Project 
 Component 2 

 
 

   EU-China Social Protection Reform Project  / 28 

 

Individual account subsidies except from central government are operated by provinces in 

accordance with state regulations, and the local government is responsible for increasing and 

preserving the value. According to the reform, individual accounts funds and social pooling fund 

shall be administered separately. The social pooling fund shouldnôt occupy the individual accounts. 

The personal accounts funds are administrated by the provincial social insurance agencies, orbited 

into special fiscal accounts.  

In June 2015, Shandong Provincial Social Security Fund Council-the first provincial-level social 

security funds operating organization was officially established. Similar to the National Social 

Security Fund Council, its main responsibility is to manage some state-owned capital of provincial 

enterprises, on behalf of provincial government to operate and increase their value. The financial 

resource of the fund is the transformation of state-owned capital, provincial finance budget, 

donations, various lotteries and the other approaches justifiable.  

In August 2015,the State Council issued the Measures for the Investment Management of the Basic 

Pension Insurance Fund stipulated that provinces, autonomous regions and municipalities can 

entrust the agency authorized by the State Council to operate the pension fund balances. The 

measures also specified other specific duties of the trustees and guidelines the trustees should follow. 

The introduction of the measures helps further regulate the investment, operation and management of 

the pension. 

2.2.2.3 Division of the Power of Supervision 

Both the central government and local governments have the power of supervision. The Social 

Insurance Law of Peopleôs Republic of China states: First̆ the supervision by the standing 

committees of people's congresses. The standing committees of people's congresses at all levels 

listen to and examine the specialized work report of the people's governments at their own levels on 

the status of the revenue and expenditure, management and investment operation and supervision and 

examination of the social insurance funds, organize law enforcement examination on the 

implementation status of this Law and exercise supervisory authority in accordance with the law. 

Secondly, the supervision by the social insurance administration departments. The social insurance 

administration departments of the people's governments above the county level shall strengthen the 
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supervision and examination of the status of the compliance with social insurance laws and 

regulations by employing entities and individuals. When the social insurance administration 

department conducts supervision and examination, the employing entity and individual under 

examination shall truthfully provide information relating to social insurance and shall not reject the 

examination or report false information or conceal information. Thirdly, the supervision by the 

finance departments and audit authorities. The finance departments and audit authorities shall 

supervise the status of the revenue and expenditure, management and investment operation of the 

social insurance funds according to their respective duties. Fourthly,  the supervision by social 

insurance administration department. If a social insurance administration department discovers any 

problem when supervising and examining the status of the revenue and expenditure, management 

and investment operation of the social insurance funds, it shall put forward a rectification proposal, 

make the decision on the handling of the case or present the proposal on the handling of the case to 

the relevant administration department. The examination result of the social insurance funds shall be 

open to the public on a regular basis. A social insurance administration department is entitled to 

adopt the following measures when supervising and examining the social insurance funds: consult, 

record and copy data relating to the revenue and expenditure, management and investment operation 

of the social insurance funds and seal the data that may be transferred, concealed or lost; enquire the 

entity and individual related to the investigation matters and request them to explain on the issues 

relating to the investigation matters and provide relevant documentary evidence; prohibit and order 

the rectification of acts involving the concealment, transfer, embezzlement and misappropriation of 

social insurance funds. Fifthly,  the supervision by supervision commission. A people's government 

of the coordinated region shall establish a social insurance supervision commission that comprises 

the representatives of the employing entities, the representatives of the personnel participating in 

insurance, the representatives of trade unions and experts, to keep abreast of and analyze the revenue 

and expenditure, management and investment operation of the social insurance funds and provide 

consultation opinions and recommendations on social insurance work and implement social 

supervision. A social insurance agency shall report to the social insurance supervision commission 

the status of the revenue and expenditure, management and investment operation of the social 

insurance funds on a regular basis. The social insurance supervision commission may engage an 

accounting firm to conduct annual audit and specialized audit on the status of the revenue and 

expenditure, management and investment operation of the social insurance funds. The audit results 
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shall be disclosed to the public. If the social insurance supervision commission discovers any 

problem in the revenue and expenditure, management and investment operation of the social 

insurance funds, it is entitled to put forward a rectification proposal or present to the relevant 

departments the proposal on handling the illegal behavior of the social insurance agency and its staff 

in accordance with the law. Sixthly, complain dealing with. Any organization or individual is 

entitled to report or complain about acts in violation of the social insurance laws and regulations.The 

social insurance administration departments, health administration departments, social insurance 

agencies, social insurance premium collection departments, finance departments and audit 

departments shall handle the reports and complaints within the scope of duties of their own 

departments and institutions in accordance with the law. If the report or complaint is not within the 

scope of duties of their own departments and institutions, a written notice shall be issued to and the 

case shall be transferred to the department or institution entitled to handle the case for handling. The 

department or institution entitled to handle the case shall handle the case in a timely manner and 

shall not pass the buck. 

According to these statements, we can see that the central government supervises at general, while 

local governments supervise in details. All the concerned departments or agencies at deferent level 

take the supervision and examination power and responsibilities for social insurance at deferent level. 

Their supervision is over the process of implementation and the result of it, and there is also a 

commission in charge of supervision. 

2.2.4 Local Governmentsô Power in Management of Social 

Pension 

Local governments are responsible for the implementation of the management of social pension. 

That is to say: 

Local governments are responsible for pooling and operating the funds. Social pension agencies of 

local governments must be strict on collecting the any sort of contribution stipulated in the law. 

Besides, local governments are expected to refining the expenditure structure so that the expenditure 

to social pension fund is capable of ensuring fully and duly delivery of basic pension. At the same 

time, the employment annuity can also be ensured so that the reform of government and state hold 
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institute pension system can stably proceed. 

Local governments are also responsible for the management of contributor. Local governments are 

expected to promote socialized management of retiree and improve   services for them. Local 

governments shall also improve the institutional capacity of social pension agency, employ enough 

workers and provide necessary financial support and equipment on behalf of the reform of social 

pension system.  Local governments shall make efforts on work of registration of pension 

contributors, declaration of contribution, transfer of pension relationship, determination of pension 

treatment and payment, etc. Besides, on behalf of national administration procedure and information 

management system, local governments shall set up efficient, standardized, digitalized and 

professional management system of contributor data under the leadership of provincial government. 

At the same time, local government must strictly ensure the implementation of social pension 

registration and contribution declaration system and reinforce the investigation of social pension and 

labor security in order to increase the quantity of contributor. Local governments shall charge, on 

behalf of the law, he or she who rejects to contribute or contributes less than the standard sum. Local 

governments shall still make efforts on investigation of those who do not contribute in time. By all 

these approaches, the contribution of pension can be entirely collected as it is stipulated.  

Local governments are still responsible for the management of funds and the investment of cash 

surplus. Provincial governments are in charge of coordinating the management of basic pension fund. 

In case that the coordination cannot be fully conducted, it is expected to adopt the provincial fund 

bond system to solve the problem. In this system, the fund budget is strictly managed and operated 

through specific financial account in Social Security Fund. That is, the revenue and the expenditure 

belong to two managements, so that the fund is ensured to be utilized in specific way. Local 

governments manage the investment of pension fund on behalf of national unified regulation, and 

shall make sure the value of pension is stable or is possible to increase. In the Urban Employee 

Pension system, capable enterprise can adopt complete accumulation of annuity fund and manage it 

in market way in order to ensure the retired life of its employee. 

2.3 Division of Expenditure Responsibility of Pension 

The division of expenditure responsibility of social pension is strong related to the division of power. 

Since China is a state under the governance of the central government with administration of local 
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governments at different levels, the power of decision is mainly possessed by the central government 

while local governments are in charge of implementation, and both the central and local governments 

share the power of supervision. When power belongs to the central government, then the 

corresponding expenditure responsibility also belongs to it; when power belongs to local government, 

then the corresponding expenditure responsibility also belongs to local government. In case that the 

power is shared by both the central and local governments, the corresponding expenditure 

responsibility is also shared by them. But the responsibility of final balance of social pension is a 

duty of local government. The central government in this case is only in charge of providing 

subsidies.  

2.3.1 The Central Governmentôs Expenditure 

Responsibility on Social Pension System 

When the power belongs to the central government, then the expenditure responsibility also belongs 

to it. The power of designing and enacting law, regulation and policy of pension insurance, social 

welfare and fund investment all belongs to the central government, and the central government 

assume the expenditure responsibility. Since the pension programs are decided by the central 

government and shall be implemented by local governments, when the standard determined by the 

central government is overweight to local finance, the central government will provide certain 

subsidies. But other issues should be still resolved by local governments. 

2.3.2 Expenditure Responsibilities shared by both the 

Central Government and Local Government 

Now social protection system mainly includes two parts, social insurance and social welfare. Social 

insurance is financed by contribution from employee and employer, and also with limited fiscal 

subsidies. The urban employee system mainly depends on contribution while the rural and urban 

residents pension system mainly depends on government subsidies. The social welfare programs of 

them are all basically subsidized by central government, and the local government is responsible for 

the balance. While the social assistance and relief programs rely more on central government 

subsidies. But China as a centralized state, in any case the local governments faced with the financial 

crisis, the central government will be the final payer. 
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2.3.2.1 Expenditure Responsibility in Urban Employee 

Pension System 

The funds shall be balanced in the scope of insurance in principle, if the incremental factors arise, the 

institutional gap will be borne by central government, such as adjusting the standard, while the local 

government will be responsible of financial gap caused by system. In sum, local governments are in 

charge of the expenditure responsibility with the central governmentôs subsidy. Local governments 

shall establish a public finance system and then adjust the financial structure in order to increase the 

investment to social security.  

ð Expenditure Responsibility for ñold age personò and ñmiddle age personò divided among 

governments. Now it is still carried forward according to pay-as-you-go system, namely social 

pooling and individual accounts funds are both relying on insurance funds or financial subsidies, the 

specific responsibilities of central and local governments have not clearly defined. 

ð Expenditure Responsibility of Personal Account. To the 8% standard of Liaoning province, the 

central subsides 75% to the 5% of it, the local is responsible for the rest 25%, and the other 3% will 

be compensated by fund levied, which is same to the Jilin and Heilongjiang province. Although the 

sharing ratio between central and  local government is still 75% to 25%, the new 8 provinces takes 

the way of  dynamic raising and semi-dynamic subsiding to manage the individual accounts. 

Dynamic raising means that the amount of personal account increases as the wage increases; semi-

dynamic subsiding means the central subsidized fixed lump to the original part, do not influenced by 

the total wages. The relevant officer in Hunan province said that to raise the individual pension 

accounts fund, the new part was calculated by the total wages employee contributed. The central 

government subsidies 0.75 percentage to every one percentage, but not exceeding 3.75 percentage; 

and the local subsidies 0.25 percentage to every one percentage. 

ð Expenditure Responsibility of Social insurance fund subsidies. To social insurance, it shall be 

balanced according to the nature of insurance. The current fund is mainly relying on the insurance 

itself, that is to say, mainly on the contribution, and the fiscal subsidy is less than 15%. Up to now, 

the responsibilities of both contribution collecting and management are expenditure responsibility of 

local government, and also the balance responsibility is taken by local government.   



     EU-China Social Protection Reform Project 
 Component 2 

 
 

   EU-China Social Protection Reform Project  / 34 

 

Table 7. Revenue and Expenditure of Public Pension Fund for Urban Employees 

Year 
Gross 

revenue 

Growth 

rate of 

gross 

revenue 

Contributio

n 

revenue 

Interest & 

other 

revenue 

Financial 

subsidies 

Gross 

expenditure 

Growth rate of 

gross 

expenditure 

Cumulativ

e balances 

2001 2489 9.26% ðð ðð ðð 2321 9.74% 1054 

2002 3171.5 27.42% 2551.4 211.9 408.2 2842.9 22.49% 1608 

2003 3680 16.03% 3044 106 530 3122 9.82% 2207 

2004 4258 15.71% 3585 59 614 3502 12.17% 2975 

2005 5093 19.61% 4312 130 651 4040 15.36% 4041 

2006 6310 23.90% 5215 124 971 4897 21.21% 5489 

2007 7834 24.15% 6494 183 1157 5965 21.81% 7391 

2008 9740 24.33% 8016 287 1437 7390 23.89% 9931 

2009 11491 17.98% 9534 311 1646 8894 20.35% 12526 

2010 13420 16.79% 11110 356 1954 10555 18.68% 15365 

2011 16895 25.89% 13956 667 2272 12765 20.94% 19497 

2012 20001 18.38% 16467 886 2648 15562 21.91% 23941 

2013 22680 13.4% 18634 1027 3019 18470 18.69% 28269 

Source: Statistical Yearbook of China,MOHRSS Bulletins on Social Security Development 
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On responsibility of social insurance financial subsidy, the subsidy when system was established and 

the later adjusted formed a pattern of financial grant for the current pension fund. As shown in the 

Table 7. In financial subsidy over the years, the proportion of central and local is about 4: 1, and the 

central government has improved steadily. 

Table 8. The subsidy of Public Pension Fund (100 million) 

  2007 2008 2009 2010 2011 2012 2013 

Subsidy 1157 1437 1646 1954 2272 2648 3019 

Central 893 1127 1326 1561 1847 2170 2557 

Local 264 310 320 393 425 478 462 

Pecentage of central 

government% 77 78 81 80 81 82 85 

Source: Finance Yearbook of China, MOHRSS Bulletins on Social Security Development 

 

2.3.2.2 Expenditure responsibility in Urban and Rural 

Resident Pension System lies on both the central government 

and local governments 

The central government provides full-rate subsidy to western areas and 50% subsidy to eastern areas 

in accordance with the Basic Pension Standard. Local governments shall provide subsidy to 

contributors. The subsidy to contributor at lowest level shall not be more than ͜30 per year and it 

shall be increased in accordance with the level of the contribution. The subsidy to contributors at 

level of ͜500 or even higher shall not be less than ͜60 per year. The practical standard and 

implementation shall be settled down by governments at provincial level. Local governments shall 

provide partial or full-rate pension at minimum level. At the same time, local governments shall also 

make efforts on media campaign in order to promote social philanthropic organizations to help 

contributors.  
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 Table 9. The Expenditure Responsibilities shared by the Central Government and Local Government 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.3.3 Expenditure Responsibility of Social Pension on Local 

Governments 

Since the pooling of social pension is managed by provincial or government sat lower level, the 

responsibility of financial balance lies on shields of local governments. According to the provision of 

the Social Insurance Law of Peopleôs Republic of China, (Article 66) the social insurance funds 

establish budgets based on the coordination levels. The budgets of the social insurance funds are 

prepared separately based on the social insurance items. 

ð The expenditure responsibility in Urban and Rural Minimum Living Security System lies on local 

government on the basis of the central governmentôs subsidy. The necessary fund for Urban Citizen 

Minimum Living Security System shall be in budget of local governments. It is managed in form of a 

specific item in social assistance expenditure. The specific fund for Urban Minimum Living Security 

set by the central government shall be coordinated by the central government.  

  Central Local 

basic 

pension 

Midwest all  

East 50% 50% 

individual 

contribution 

Lowest 100 yuan  Ó30yuan/year 

Higher (200-500 yuan  can be appropriately 

increased 

Highest>500 yuan  Ó60yuan/year 



     EU-China Social Protection Reform Project 
 Component 2 

 
 

   EU-China Social Protection Reform Project  / 37 

 

3. Achievement and Challenges of Public Pension System 

In China, the central government designs the laws, regulations, policies and institutions at the top for 

the social pension system and then local governments are in charge of the implementation. The 

balance of the expenditure of social insurance is duty of local governments while the central 

government shall provide subsidies. Being adapted to the reality that China is still a developing 

country and it is not rich in recourses, this institution helps to establish a comprehensive and full-

covered public pension system and helps some developed areas ensuring the necessity for peopleôs 

life.  

But we should recognize that Chinaôs decision power division in public pension system is still facing 

many challenges and there are still potential to improve it.  

3.1 Problem of ñthe central order, while the local paysò 

The mismatch between power and expenditure responsibility on pension system may cause the 

problem of ñthe central order, while the local paysò, which is not good for pension budget constraint 

and sustainability, neither do favor to the regional equity. 

On the one hand, the social security system is overly generous corresponding to the economic 

development level. Since the one who makes policy does not assume the expenditure responsibility, 

and the one who assume the expenditure responsibility cannot influence the policymaking, which 

leads to Chinese social security system is overly generous. The collection of funds are inadequate 

since the management is not strict enough or the choice of last resort to solve the problems of state-

owned enterprise reform. To the Urban and Rural Pension, the government pays for the majority, 

including central government and local governments, the non-insurance programs belong to social 

welfare, etc. However, rural and urban resident pension is not built as a true insurance, but as a mix 

of social assistance and social insurance. These are not in line with the properties and requirements 

of insurance, which increase the burden on the pension system. If it is a insurance, we should do it as 

an insurance, otherwise, we should do it as a welfare, the ñmixò system makes the financial 

constraint not easy to work. 

On the other hand, the local governments assume the expenditure responsibility, thereôs inequality 

among Areas for the limit of coordination level .In 1991, the central governmentôs documents had 

stated that the aim of our public pension system is to have a coordination at provincial level. Actually, 
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for most of the provinces, the coordination are at county level. Therefore the provincial governments 

have no the power to manage the social insurance. Though in some provinces it is coordinated at 

provincial level, the funds cannot be use for other provinces when necessary. Therefore it prevents 

social insuranceôs function of reciprocal help among areas. As a result, the provinces that is lack of 

sufficient pension funds can only relies on the central government transfer payment while the 

provinces with much surplus become richer and richer in terms of social insurance. Then the 

difference among areas becomes larger and larger. 

3.2 Challenges to the sustainability due to decision power 

and responsibility being separated 

The design of pension system is not so scientific for that the power and expenditure responsibility are 

committed to different departments in the central and local governments, resulting challenges to the 

sustainability of public pension system. 

In the current system, the nation-wide public pension system is managed by MHRLSS, MoCA and 

Ministry of Public Health etc, under the leadership of State Council. Therefore the management 

cannot be unified. The communication between different Ministries cannot be always fully 

conducted. At the same time the management of social insurance at local level is conducted in 

accordance with the policy settled down by the central government. Yet, there is still difference 

among areas. It lacks coherence and coordination between institutions and mechanisms. And there 

are also errors and even conflicts in decision making and implementation between the central 

government and local governments, between areas and between internal departments of government. 

Therefore it results big waste of government resources, and it has slow down the governmentôs 

administration efficiency. Furthermore it doesnôt help to enhance the rationality of power division 

among governments at different levels. Thus it has prevented the progress of public pension system.  

3.3 There are moral risks in short term behaviors of local 

governments 

Therefore pressure of financial sustainability on the central government becomes heavier and heavier. 

For the sake of the economic development of our country, the coordination level of social insurance 

is still low. The division of expenditure responsibility is inappropriate to the interest of governments. 

So it is inclined to confront problems such as inefficient management and collecting of contributions 
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when local governments deal with social insurance. In this case, the central government must provide 

subsidies to local governments. Even in the management of the funds, there are many bad loans for 

the sake of unregulated operations. Then the central government has also to provide subsidies to 

local governments. Therefore the pressure on the central government becomes indeed heavier. 

3.4 The level of regulation is too low and the legislation is 

not updated to the reality. 

3.4.1 The level of regulation is low 

Letôs take a look at the process of the issue of social insurance regulations and institutions of our 

country: In 1991, the State Council had promulgated the Decision on the Reform of the State-owned 

Enterprise Employee Endowment Insurance System. In 1994, Ministry of Finance and former 

Ministry of Labor had enacted the Temporary Regulation on Reinforcing the Management of the 

Investments of State-owned Enterprise Employeeôs Social Insurance Funds. And then in 1995, the 

State Council had promulgated the Notice on Deepening the Reform of State-owned Enterprise 

Employeeôs Pension Insurance System. In 1997, the State Council had made the Decision on 

Establishing an Unified System of Basic Enterprise Employee Pension. By 1999, MOF and Ministry 

of Labor and Social Security had enacted the Financial System of Social Insurance Funds. In 2005, 

the State Council had promulgated the Temporary Regulation on Social Pension Premium. It is easy 

to find that the regulations promulgated by the government are all named in terms as ñtemporary 

regulationò, ñdecisionò, ñexperimental procedureò, ñrecommendationò. And these regulations are 

enacted in name of the State Council or the ministries. Therefore their legal value is inadequate. And 

it is also proved by the practice that these regulations are not fully implemented. Though the 

National Peopleôs Congress had enacted the Social Insurance Law of Peopleôs Republic of China, 

this law is only a principle framework. It doesnôt define the relation between the central government 

and local governments in field of social insurance.  

3.4.2 The level of the supervision regulations and 

institutions of the management of funds investment are too low, 

and the legislation is not updated to the reality. 

As it is mentioned above, the regulations and institutions are not so legally efficient. Though the 
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Social Insurance Law has been enacted, one of its provision states: The social insurance funds shall 

engage in investment operation in accordance with the provisions of the State Council to preserve 

and add value under the premise of guaranteeing the safety of the funds. This is only a principle, so 

its legal efficiency is not enough as expected. Furthermore, when this law was being designed, there 

is no a strict procedure, and it changes frequently, therefore it lacks seriousness and stableness as a 

law should have. 

3.5 Implicit debts problem is still not clearly resolved 

The current public pension system follows the pay-as-you-go model, which did not meet the 

requirement of the Third Plenary Session of therefore Fourteenth Central Committee that ñcombine 

the social pooling with individual accountsò. Firstly, the historical implicit debt of ñold age personò 

and ñmiddle age personò has not been repaid. Secondly, the individual accounts of ñmiddle age 

personò and ñnew personò were repeatedly misappropriated.  

The key point why individual account funds were repeatedly misappropriated is the transition cost is 

difficult to solve. As implemented the pay-as-you-go system in the past, governments did not set up 

personal accounts for the old employees and accumulated pension funds, that the individual accounts 

established after public pension reform are essentially empty accounts. What's more, the pension 

deposit administrated by government is only 30 billion yuan, and the structure is quite uneven. The 

proportion of the older workers in some old industrial base are relatively high, that pension payments 

there cannot be balanced. In this case, the way to solve the problem is to compensate for the implicit 

debts of the old employees (including ñold age personò and ñmiddle age personò) by the state. Some 

economists have put forward  two compensate methods when discussing the problems of social 

security system reform in 1993-1995, one is to ñcut a piece of existing state -owned assetsò, the other 

is to issue the ñindorsed bondò by the Ministry of Finance. However, due to the opposition of some 

government departments, the compensation failed to achieve. So thereôs no way but to use the social 

pooling levied from enterprises which borrow from the ñthe new manò to raise the ñold age personò. 

    Individual account being funded is to deal with the challenge coming from the population aging. 

Now the challenge is still there, while the individual account being funded is still hard to finish. 

Actually under the current situation, even the individual account is full funded, it still is lack of the 

market operation and difficult to deal with the aging problem, because it still depends on the 

government credit and is similar with the pay as you go system. In this sense, we think it not 
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necessary for government to fund the individual account, and it also is unaffordable. But the aging 

problem is still there, it is very important for government to work out a proposal to do the insurance 

actuarial to settle a constraint for intergenerational balance. 
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Executive summary  

This report looks at the international experience in relation to the division of power and 

responsibility in relation to social protection policy between the different levels of government 

(national, state, local). The main focus of the report is on the situation in two selected EU countries 

(France and Germany) and the role of the EU government vis-à-vis the Member States.  

At national level, in EU Member States the division of power and responsibility between different 

levels of government is limited, especially for pensions. Primarily the national level is responsible 

for decision and expenditure and, at most, the local level has some responsibility for implementation. 

At EU level, power and responsibility is mainly at Member State level. However, there have been 

two important recent innovations which show the importance of social protection and pension and 

the need for co-ordination of policies at EU level even if this was not recognised in the original 

Treaties. The first is the sharing of information and practices by way of the OMC. The second is that 

pension policies have become very important under the Stability and Growth Pact leading to specific 

recommendations to Member States on pension reform. One could perhaps describe this as an 

additional power: that of financial supervision. 

The EU example of the monitoring of pension policy and debts at a national level would appear to be 

relevant to the Chinese Ministry of Finance. In a Chinese context, this might involve MoF 

monitoring social insurance (including pension) expenditures and (explicit and implicit) debts at 

provincial/municipal level. This topic could be linked with that relating to Models and 

Methodologies for the Social and Economic Sustainability Analysis in Social Protection System in 

China (2.2.2) as this topic covers the tools necessary for MoF to be able to monitor social insurance 

expenditures at provincial level. The development of such tools would allow MoF to compare and 

contrast the performance of provincial/municipal level funds and to develop indicators and 

benchmarks for best practice (e.g. for level of contribution collections, levels of administrative 

expenditures, etc.). This would help to reduce the possibility of ógamingô by lower level 

administrations and, as requested by MoF, would help to provide an empirical basis for deciding 

where and when central government subsidies might be necessary for social insurance funds. 
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Context 

This report looks at the international experience in relation to the division of power and 

responsibility in relation to social protection policy between the different levels of government 

(national, state, local). Following the national report, we look at three powers and one responsibility: 

¶ power of decision  

¶ power of implementation,  

¶ responsibility of expenditure, and  

¶ power of supervision. 

The main focus of the report is on the situation in two selected EU countries (France and Germany) 

and the role of the EU government vis-à-vis the Member States. We also annex some discussion of 

the situation in the USA where there is a greater level of national-state level co-operation in social 

protection policies. 

 

Comparing the EU and China 

In considering the European experience, it is important to bear in mind that there are many structural 

differences ï demographic, economic and political ï between China and the EU. For example, the 

population of the largest EU states is about the same as a large Chinese province. On the other hand, 

the level of economic development in the EU is significantly higher than that which has currently 

been achieved by China and there are significant differences in the structure of employment. Chinese 

statistics indicate that about 40% of the workforce is employed in primary industry (agriculture). In 

contrast, in most EU countries well below 10% of the workforce is engaged in agriculture (in France 

and Germany this is 2-3%). The EU is not, unlike China, a single nation but is rather a quasi-federal 

arrangement involving limited sharing of sovereignty in certain policy fields by a group of nations. 

As we will see, the EU itself (unlike the central Chinese government) has limited competence in 

relation to social protection matters and responsibility for social protection policy remains primarily 

a matter for the member states. However, there are important recent developments in this area with 

the establishment of the Open Method of Coordination (OMC) and the role of the Stability and 

Growth Pact. 
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Introduction to EU countries 

EU Member States adopt different approaches to the internal division of responsibilities for social 

protection policies. In most European countries, social protection services started off at municipal 

and local level. For example, in the United Kingdom, social assistance was originally organised at 

the parish level (a small administrative district). However, over time, planning and administration of 

social protection moved towards the national level. This was particularly the case with the 

introduction of social insurance schemes which were generally legislated at a national level and 

which, in several countries including Germany, played an important role in nation and state-building 

(Manow, 2004). 

France and Germany have been selected as examples of the approaches adopted. Both are amongst 

the largest Member States (populations of 66 million and 80 million respectively). France is 

generally seen as being a highly centralised state while Germany is a federal state with the lander 

having significant powers. However, as we will see, social protection policy is quite centralised in 

both countries although administration of social protection is more decentralised in Germany than in 

France. 

 

France 

There are four levels of administration in France: National, Regional, Department (county), and 

communal. Each ministry has its own agency at the regional and Department levels. Each Region 

and Department has a Préfet  who represents the national government and coordinates state agencies. 

The state system co-exists with locally elected bodies including 26 regional councils (regional level), 

101 general councils (Department level) and 36,000 municipal councils (communal level). These 

bodies have their own administrative agencies, and reserved fields of intervention, as well as areas of 

jurisdiction which overlap with those of the state. 

The French social protection system is divided into several branches including health, maternity, 

disability and death; family; old age pension; etc.1 The main component of the social security system 

                                                      
1 http://ww w.cleiss.fr/docs/regimes/regime_france/an_index.html 

http://www.cleiss.fr/docs/regimes/regime_france/an_index.html
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is the general scheme  which covers workers in commerce, services and industry. About 85% of the 

population is covered by the general scheme. There are separate schemes for the self-employed, 

agricultural workers, etc. and there are a range of ócomplementaryô schemes agreed between 

employers and workers or on an individual basis. The laws in relation to the basic social security 

schemes are adopted by the national state and implementation is by national agencies. The social 

partners (trade unions and employers) are directly involved in the management of the social security 

system. There is a separate unemployment insurance scheme. Again this is a national scheme but it is 

manged by the social partners and Benefits and contributions are set by the independent body 

called UNEDIC which is controlled equally by Trade Unions and Employer associations. These 

schemes are funded by social contributions which are set nationally. In addition, there are a range of 

ósolidarityô or social assistance payments which are discussed in more detail below. 

In recent decades (1983-2004), there have been a number of moves towards decentralisation in 

France and this has had some impact on social protection. In particular, the French minimum income 

payment (revenu de solidarité active (RSA)) is the responsibility of the department. The department 

is also responsible for payments to people with disabilities, as well as for social assistance to children 

and older people. Including all types of social aid, in 2013 departments provide some form of support 

to about 3.5 million people. However, the responsibility for the legislation remains at a national level 

and the national level sets the amount of the minimum social payments and the conditions of 

entitlement.  

Studies of the decentralisation of the minimum income payment suggest that its implementation has 

been óproblematicô (Eydoux, 2013; Eydoux and Tuchszirer, 2011). This is due to the limited 

financial capacity at departmental levels and weaknesses in terms of the definition of competences 

between the national and departmental level. 

 

Germany 

The Federal Republic of Germany consists of sixteen states (Länder) in a governance arrangement of 

"co-operative federalism". In practice, this means that the federal government and the governments 

of the sixteen Länder have to work together politically, as well as administratively. Thus, there is a 

                                                                                                                                                                                  
 

https://en.wikipedia.org/wiki/UNEDIC
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division of labour between the federal, the subnational Länder, and the local governments: County 

and local governments, by and large, are responsible for policy implementation, whereas decision-

making is the prime tasks of the federal government acting in close co-operation with Germanyś 

Second Chamber, the Bundesrat, which constitutes the representative forum of the German Länder. 

The social protection system in Germany consists of two pillars:  

¶ a social insurance system tied to formal employment with benefits or services in recognition of 

peoples  contributions and  

¶ a tax-funded unemployment and social assistance system to guarantee a minimum subsistence level.  

There are five different insurance schemes within the public social insurance system: public health 

insurance, care insurance, accident insurance, pension insurance and unemployment insurance. These 

are funded by compulsory social insurance contributions and about 90% of the population is covered 

by insurance. These schemes are legislated and manged at the federal level. The schemes are 

managed by public-law corporations under their own responsibility and with legal control by the 

federal government. Responsibility for administering various benefits lies with agencies designated 

by the German states (Länder). In the case of pensions, administration is carried out by regional 

insurance funds ï originally independent and now a legally independent regional level 

part of the new organization of German pension insurance.  

Unemployment benefit for insured employees is managed and implemented by the Federal 

Employment Agency (Bundesagentur für Arbeit, BA). The BA is also in charge of the active labour-

market programs in Germany. 

In relation to the minimum subsistence/unemployment system, a recent reform (Hartz IV) has led to 

changes in relation to the role of lander and municipalities.  This involved a major reform of the 

system of social assistance and of labour market administration with an amalgamation of some 

benefits and services provided by the federal and municipal levels. The municipalities now pay for 

the majority of the costs of housing of the long term unemployed, while the cash assistance is paid 

by the central state. In addition, local job-centres have been created with services co-funded and co-

administered by municipal assistance departments and staff from the local offices of the hierarchical 

system of labour market administration. 
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Division of responsibilities  

Thus, as we can see, the division of the powers and responsibilities is limited in most EU countries. 

In the area of pensions, for example, the powers and responsibilities are mainly at a national level. 

 

Powers & responsibilities in relation to pensions France Germany 

Decision National National 

Implementation National National/local 

Expenditure National National 

Supervision National National 

 

This is typical of EU countries and it is only in the case of social assistance and some social services 

that local/regional governments tend to play a greater role. 

 

EU power and responsibility vis- -̈vis Member States 

The EU has limited power and responsibility in relation to social protection (as set out in the EU 

Treaties) and main responsibility remains at Member State level. Thus, in principle, the EU only has 

competence in relation to a number of key issues: 

¶ Free movement of workers ï which involves co-ordination of national social security schemes for 

persons who have lived and worked in more than one EU country (Regulation 883/2004) 

¶ Free movement of services ï in certain circumstances, people who live and work in one EU country 

are entitled to avail of health services in another EU country (subject to certain conditions) 

¶ Equality ï there are EU laws which require equality between men and women in matters of social 

security (Directive 79/7). A proposal to introduce a law on equality in other areas (e.g. disability) has 

been under discussion for several years. 
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Thus, in relation to pensions, for example, there is no EU requirement that a pension be set at a 

particular level or structured in any particular way. This is entirely the responsibility of the Member 

States. EU law simply requires that there should be co-ordination of pensions between Member 

States in the case of migrant workers. Thus for example, a person who has worked for 60% of her 

working life in Germany and 40% in France will have her pension calculated in both countries on the 

basis of her entire working life and will then receive 60% of the appropriate German pension and 40% 

of the appropriate French pension. In addition, EU law requires that Member States cannot 

discriminate between men and women in their social protection schemes. 

 

Open Method of Coordination 

Given the limited competence in the area of social protection, the EU has introduced a non-binding 

system now as the Open Method of Co-ordination (OMC). The OMC is used by Member States to 

support the definition, implementation and evaluation of their social policies and to develop their 

mutual cooperation. It is based on common objectives (for pensions: adequacy, sustainability and 

modernisation) and indicators and forms part of the implementation of the process of coordination 

of social policies 

This involves a sharing of experience between Member States, setting of guidelines, national 

reports, peer review, etc.  The OMC involves ósoftô (legally non-binding) measures through which 

Member Statesô policies in areas such as pensions and social inclusion are benchmarked and 

compared. In the area of pensions, there have been Joint reports by Social Protection 

Committee/Economic Policy Committee assessing national situation and reports on specific issues, 

e.g. pension adequacy. 

The difficulty in clearly identifying the impact of the OMC is identified by de la Porte and Pochet 

(2012, 345) in their review of the OMC literature. They found that the OMC had ónever been the 

single cause of policy reformô but was óone factor among others in a given reform process, hence 

the understandable difficulty for researchers to attribute the weight of the OMC in policy changeô. 

In the case of the pensions OMC, Natali (2014) found that OMCôs influence on EU-level 

governance have proved ómixedô. However, he also found that the OMC has contributed to 

building up institutional capacities and common knowledge that are both decisive for mutual 

learning and the future coordination of pension reforms (Natali, 2014). 
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Stability and Growth Pact 

The Stability and Growth Pact (SGP) is a set of rules designed to ensure that countries in the Europea

n Union pursue sound public finances and coordinate their fiscal policies. The SPG aims 

both to prevent fiscal policies from heading in potentially problematic directions 

and to correct excessive budget deficits or excessive public debt burdens. 

Under the SGP, a budgetary target, known as a Medium Term Budgetary Objective (MTO) is set for 

each Member State to bind EU governments to their commitments towards sound fiscal policies and 

coordination. These budget deficit (or surplus) targets are defined in structural terms, which means 

that they take into account the business cycle. In the ócorrective armô of the SGP, the Excessive 

Deficit Procedure (EDP) ensures the correction of excessive budget deficits or excessive public debt 

levels. The EU Treaty defines an excessive budget deficit as one greater than 3 % of GDP. Public 

debt is considered excessive under the Treaty if it exceeds 60 % of GDP without diminishing at an 

adequate rate. 

Countries that fail to respect the SGPôs rules may ultimately face sanctions. For Member States 

sharing the euro currency, this can take the form of warnings and ultimately financial sanctions 

including fines of up to 0.2 % of GDP, if they fail to abide by either the preventive or the corrective 

rules, or 0.5 % of GDP, if they repeatedly fail to abide by the corrective rules. In addition, all 

Member States (except the United Kingdom), could see a suspension of commitments or payments 

from the EUôs Structural and investment funds.  

As part of this process, the EU issues ócountry-specific reportsô to the Member States. Pension 

liabilities are an important issue in public finances and about 50% of country reports in 2015 mention 

pension issues. To take the case of France as an example, in 2013 the EU Council recommended that 

France should take measures by the end of 2013 to bring its pension system into balance in a 

sustainable manner no later than 2020, for example  

Á by adapting indexation rules,  

Á by increasing the full-pension contribution period,  

Á by further increasing the effective retirement age,  

Á by aligning the retirement age or pension benefit to changes in life expectancy and  
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Á by reviewing special schemes,  

Á while avoiding an increase in employers' social contributions. 

The implementation of these recommendations is monitored over time. France introduced important 

pensions reforms in 2013. However, in the 2015 report, the EU found that the pension system would 

ócontinue to face deficits up to 2020 and previous pension reforms will not suffice to eliminate the 

system's deficitô. It recommended that decisive action is needed to restore the financial health of the 

complementary pension system and proposed that France should take additional measures to bring 

the pension system into balance, in particular ensuring by March 2016 that the financial situation of 

complementary pension schemes is sustainable over the long term. Again, it is difficult to establish 

the extent to which the SPG process has an impact on pension reform but it is clearly one important 

influence amongst others.  

 

Conclusion 

At national level, in EU Member States the division of power and responsibility between different 

levels of government is limited, especially for pensions. Primarily the national level is responsible 

for decision and expenditure and, at most, the local level has some responsibility for implementation.  

At EU level, power and responsibility is mainly at Member State level. However, there have been 

two important recent innovations which show the importance of social protection and pension and 

the need for co-ordination of policies at EU level even if this was not recognised in the original 

Treaties. The first is the sharing of information and practices by way of the OMC. The second is that 

pension policies have become very important under the Stability and Growth Pact leading to specific 

recommendations to Member States on pension reform. One could perhaps describe this as an 

additional power: that of financial supervision. 

In terms of the development of this topic as part of the overall work plan of the EU-China Social 

Protection Reform Project, the EU example of the monitoring of pension policy and debts at a 

national level would appear to be very relevant to the Chinese Ministry of Finance. In a Chinese 

context, this might involve MoF monitoring social insurance (including pension) expenditures and 

(explicit and implicit) debts at provincial/municipal level. This topic could be linked with that 

relating to Models and Methodologies for the Social and Economic Sustainability Analysis in Social 
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Protection System in China (2.2.2) as this topic covers the tools necessary for MoF to be able to 

monitor social insurance expenditures at provincial level. The development of such tools would 

allow MoF to compare and contrast the performance of provincial/municipal level funds and to 

develop indicators and benchmarks for best practice (e.g. for level of contribution collections, levels 

of administrative expenditures, etc.). This would help to reduce the possibility of ógamingô by lower 

level administrations and, as requested by MoF, would help to provide an empirical basis for 

deciding where and when central government subsidies might be necessary for social insurance 

funds. 

 

Annex: Experience in the USA 

 

It is perhaps interesting to compare with the situation in the USA (population 320 million). The USA 

is a federal system and responsibility for social protection policies is shared between the federal 

government and the state level. In some cases, (such as old age pension and disability insurance), the 

systems are almost entirely federal. The laws setting out all the details of these schemes are adopted 

by the federal government and funding is provided by federal taxes (although there is some element 

of state involvement in administration of schemes). In other areas (such as workersô compensation, 

i.e. benefits for injuries at work), the responsibility is entirely at state level. The laws in relation to 

workers compensation are adopted at state level and the schemes are funded by the states.2 However, 

there are also a number of interesting examples of federal-state co-operation in the field of social 

protection, e.g. unemployment insurance (UI), social assistance (TANF) and Medicaid (the provision 

of health care to low income persons). 

In the case of unemployment insurance, the basic rules are set by federal law (Whittaker and Isaacs, 

2014). Federal laws and regulations provide broad guidelines on UC benefit coverage, eligibility, and 

benefit determination, the specifics of regular UC benefits are determined by each state. UI is 

administered by the states and states have considerable autonomy in relation to conditions such as 

the rate of social contributions, rate of benefit, qualification conditions and duration of benefits. This 

                                                      
2 This is largely for historic reasons as the schemes of workers compensation were established before the establishment 

of a national social security system in 1935. 
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results in essentially 53 different programs.  Thus there are significant variations in the level of 

benefits (e.g. the minimum level of UI benefits varies from $10 per week in Louisiana to $148 in 

Washington), contributions (from a minimum of 5.4% to 12.27% in Massachusetts), and the duration 

of UI in different states. 

UI is 

funded by a combination of federal and state employment taxes (roughly 10% federal-90% state). 

The federal tax pays for both federal and state administrative costs, the federal share of the EB 

program, loans to insolvent state UC accounts, and state employment services.  

Temporary Assistance for Needy Families (TANF) is a program that provides cash assistance and 

supportive services to assist families with children (Falk, 2013). It is a form of minimum social 

assistance (Dibao). Federal law sets out the objectives of the system and imposes certain 

requirements on the states which wish to participate. TANF funds must be used for families in 












































































































































































































































































































































































































































































