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WHAT IS THE ECHINA SOCIAL PROTECTION REFORM PROJECT?

As a successor of the HIhina Social Security reform project (2€8Bl1), the Europeat
Commission and the Government of China hpxemoted i K S -Chifa! Social Protection Refor
t N2 2SO0¢ wchopesatian hitiakive girBed at promoting social equity and inclusivenes
economic development throughout Chinese societys well as cooperation and dialogue betwe
the EU and China in the same field.

The Commission implemesd the projectthrougha grant contract with a consortium of specializ

public authorities and mandated bodies of the EU Member States in the area of social protg
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The consortium is led by ItaBnd gathers institutions from Belgium, the Czech Republic, France,

Poland,Ranania,and Spain.

The objective of the EChina SPRP is to strengthen institutional capability for developing pc;Lcies,

for implementing legal and regulatofyameworks and for supervising systems of social insur
social assistance, and financial mgament in the area of social securityy” LJ- NJi A O dzt
purpose is pursued through three Componentgach of one connected to apecific Chinesg

government entiy playing the role of partner of the consortium

Component 1 Consolidation of ingutional capacity for social protection policy development g

reforms in collaboration with the National Despment Reform Commission (NDRC)

Component 2 Enhancing of institutional capacity for financial management and superv

concerning social sedty funds in collaboration witlthe Ministry of Finance (MoF)

Component 3 Improving of legal framework and policy for social assistance in collaboration

the Ministry of Civil Affairs (MoCA).

Website:http://w ww.euchinasprp.eContact:bjoffice@eucsprp.org
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This publication has been producetth the assistance of the European Union. Its contents are
sole responsibility of thEU-China Social Protection Reform éjectComponent 2nd can in no

way be taken to reflect the views of the European Union
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Introduction

The Component 2 of the E{China Social Protection Reform Project has the specific aim of
enhancing the instititnal capacity for financial management and supervision concerning social
security funds in collaboration with the Ministry of Finance (MoF). More specificaltyong the
eleven results that the project is expected to achieve, three are explicitly assitinedcomponent,
namely:

W 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 bfisidn of expenditure
responsibilities, midterms budgeting of fund, and performance assessment model.

w Project Result 7: Enhance the tofevel design ability in the basic pension insurance;
establish actuarial analysis models for basic pension insuraiocen.

() 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 Projecforeseeshatthe Component 2 EU Resident Expert in China will collect all the results of
the Situational Analysiphase, which aims atunderstanding the current Social Protection
framework in Chinag, in order to point out information useful to achieve the expeasults. The

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

The present document is the collection of reports draft@@15 and 2016y Chirese and European

experts orfour tofcs that directly contribute to the achievemehResuls 6 and7 (see table below).

Component 2
Enhancing institutional capacity for financial management and supervision concerning social security funds
collaboration with the Ministry of Finance (MoF)
Topic Chinese EU Bed Date of Date of
Result D TITLE Ex practices Panel Workshop
pert. . .
Experts Discussion
R6 Division of decision power an i7h 15"
expenditure responsibilities on socii Zhao . September | December
212 security between central and loci{ Fuchang Mel Cousins 2015 2015
government
R6 Social security coverage on inform Zhou Mel Cousins 16M 120
2.1.2 | employment: methodologies and tool . December | July 2016
. Xiao Marta Fana
of analysis and management 2015
R7 Nominal personal account reform in th 17 15h
2.2.1 | basic pension insurance system Li Zhen | Roberto Notaris| September | December
2015 2015
R7 59 | Models and Methodologies for th{ Wang Legini Angela 16" 12n
o Xiaojun | Carlo Mazzaferroy December | July 2016

; EU-CHINA
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Social and Economic sustainabil 2015
analysis in social protection system

In line with the main priorities of the MoF, the @gst started the situational analgon topics 2.1.1
and 2.2.1 in April 2015, while the researchtbatopics 2.1.2 and 2.2.2 started at a second stage in
July 2015. Following this framework, Clase expds were selected to conduct assessment reports
on the respective topicahich include:

- A general description of the current situation;

- The most relevant statistical data;

- An overview about ongoing activities and plans aiming at improving thesrgusituation,
including current reform, efforts, proposals and possible pilot projects;

- Alist of open issues.

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

EU experts thapresented selection of EWxperience on the same field. After the Panel Discussion
meeting, the Chinese experts reviewed their papatsg into account the suggestions received by
the participants of the panel and the EU experts finalized their reports based on the conatittation
Chinese experts, MoF officials and Resident Expeéirially, during the Workshap BJ experts
presented selected EU practices and experiences aiming at debating reform proposats tekted
analyzed topics. The workshagatheredMo F6 s St a fnénagers) theCampopent 2 EU

Resident Expert, Chese Expert and other relevant Chinese Stakeholders

gm-(‘mw,« EUChina Social Protection Refn Project/ 4
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Topic 2.1.1 Division of Decision Power and Expenditure Responsibilities
on Social Security between Central and Local Government

Zhao Fuchang, Mimsitry of Finance Research Institute
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Abstract

Pension systengs the main part afocial security system, is designed to provide basic living security for
elderly people, as tmaintain the social stability. Currently the aging problem hasrhbecmore and more
seriously in Chinaand thef i nanci al sustainability of soci al sec
to reasonably determine the division of powers and expenditure responsibilities beteveentral and local
governments, ahenhance 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 Chisasial security systenWith transformation o
pl anned economy system into mar ket economy, Chi na
"unified labor insurance system" to the "social security systems”, and, in coordination with the market
economy, the framework of pension system withn€be characteristics has been basically formed, which
consists of five parts, namely the minimum reamtributory pension based on public financial, contributory
public pension, mandatory individual account pension, voluntary supplementary pension andl garsngs
insurance. In this paper it is just focus on the former three parts which is concerned witkgisoasibilities.

Secondl vy, this paper summarized the Chinadbds pr es
betweencentral and loal governmentsThec ent r al government has the po\
designing and enacting law, regulation and policy and most of the moiver it o what degr eeo.
of deciding fito what degr eeo, ofsbomlseécuarityéusd anwell &s,theo p e
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 centraligovernme
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
responsibilitiesbetweencentral and local governmentswhi ch concl udes the probl e
while the | ocal payso, the separation of powers a
behaviors of local governments, the level of regulation iddag implicit debts problem is still not clearly

resolved and so on.

gm-(‘mm EUChina Social Protection Refn Project/ 6
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1. I ntroduction
Deci oiwer @i vi si onntasnoing aovemmlimecat ed i ssue f
and politics. decdptiwer dandserwrpenfliture respon
protection is one of tdlee i mowdér i dipwirsiaomt&sHe ME

Chi na. Foll owing th®e dcoamsesrhyranmad i mc iodt Y Chiimal
of Ghi ®aci al i st mar ket economy with Chinese
established its soci al pr et encetw osni tsuyasttieomm , i ni n

people from problems such as-reggahgd dnhpspeaeayge,.;

maternity, etc.
Today &8Chs @i al protection system, including
wel f arieseadlyc ofvelr le d around t he country. Pensi

unempl oyment s+ etatadcenjwoykinsurance and mat
of @Ghisaci al i nsurance system, and utrh ehye rano v eer,
of the pepwleateidonby the pension insurance and
medi cal i nsurance. I n the soci al assistance
i mportant institutionnsurmhanceceaalcawenitn 0201 Mh,e IS

the progress of&l egail akapioneofi €hi na

However, there are stildl challenges from bot!

Chimasoci al protectionasyste@®@O0O0Agned |peownpl, e 1idn
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i's predicted that the problems wil/ be even m
to a peak. The percentage of aged people in C
numboefr t he worl d, and this wild.l bring to the
chall enge. Today, Chi na, under the economic
financi al bal ance. It i's wdoerctihcomaki naghda ex pe
responsibility between centr al and | ocal gov

budget regul ati on.

This report Gopesssopbpni €Eunance system, descr

to the tupr gemtdedigriong a brief analysis to the

2 . Di vi si on of Deci si on Power and

Government s

The-cabdedipowenrr i s the responsibility that sh
public power ther rmbhaagd affairs. Power comes
depends fundamentisal fl yncotni ogo vaenrdn mre e dsp ofnisn dti il a nt
di fferent countries share someytommdrhee ldaffd e
economy, politics, g e oggea merhayl layn da cdceevpéa| eddpumedmidit. o

in the market economy environment i's & opowervi
should be its responsi bpidbiltiyc asnedr voibcleesg.at i on f
Theecipdawewr division in developed western coul
For exampl edec insouda®n, otfhesoci al insurance i s h
whil elet hppawenrr o f u nsesmpd toaymeeenti sa hol d by | ocal

di fferent sorts of power on the basi sf acft atrhse
Chinese gover nmen(i:ncploudeer whetdheecri stioond@oaerd v
i mpment ati on, and power of supervision. Gener
of decision (enacting | aw and regulation, ma
governments hold the (poweémnwdionhgti maihadweimeéyt abdh
governments responsible for coordination take

di fferent | evels wild/ al | be responsible for

gm-(‘mw,« EUChina Social Protection Refn Project/ 9
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2.1 History and Main Refor ms

At the beginni,@hi odi ehshtea bfl o usnhdeidn ga fpietntseido nt hsey sp

economi basest em t he Soviet model. Wi th transf
mar ket economy during the early 1990s, t he ba
devpled. However, as positioned -aswnadsepperprn
l ong ti me, t dhrea dpuaasl s i weetnierses o f the reform its

caused slow development of @ enmsti opne nssyi sothe ns.y Slt:
protagonist in the reform. Since the transiti
the framework of pension system with Chinese

consists of f iev emi mda rmosnn tnroemmet gyr Yy hpensi on bas

contributory publ i c pensi on, mandatory i ndi v
pension and personal savings insurance. Wi t h
Chimz'onnomic reform and social stability.

2.1.1 Urban Employee Pension

2.1.1.1 Establishment of t he 1
System.

At the beginning of thgefouonsdragcef d€sigaedt i

families inbohei isumanmnde lcacoor di nated by stat
gradual |l y rfboarnmeelmptlhoey ele pensi on system wéai ch
ordi mhygtadcde soci al and combined with enterpri:

system i n AlCowamgee ,@ep ggdy ment |, hi gh s uobEsnitdeirepsr iasr

had unlimited | iabbhkeatitbds Dobd their semgphegses
al | ent er proivwsneesd ,weQhei nsetsast eges@romme il ewd or t he
ti me, al |l the decision power, i mpl ementati on
each unit iIis a part of the state, and the fi
goveramehast . The retirement system was an i m
traditional retirement system had high covera
of the | ast year personal wa g es )o.btAalisno ,p etntsea roa

a,,.(w EUChina Social Protection Refn Project/ 10
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work for 30 year s; reoil t amewbr &gesf wasf &Malyea
55 year s, and 60 years for men. Rel ative to |

requi remenht.s wer e hi

I n traditional retirement system based on pl a
to contribute; pensions were part of | abor <co
responsi bl e for r efiihseeantad € r pedssoeco naol d éshe csurm,t y

established as seen as a bigs smpreeaft e i @ gpa®f p |

form of basic | evel soci al organi zation came
nomal fl ow of |l abor, the workers and even the
dependentfie mtne otphteieésref un c taigeen smwfci al d securfi heg tr
enterprise ermdWhwren tt hpite meait asmeteeaopidd wmeéing aensgal
t he | ficdoimnmeddntani ng system eéesdowmenthepgmodiden and
uni fied all ocated to enterprises in tohweegl a
ent erbponseact sygstemedisdnmet @sfyfsd em, neither

abor markets ansl rmpousiclelse tso phtatf onrward t

ndependent soci al security system out of en

contract system on s omeownfedt heen tneerw rei nspel so yiene sl ¢

the question, although it makes the workers a
in a very | imited degrodd.e mYeotf tlhaeb owa yc otnd racalt v
fisoci al ovewdallchpmamamisnd he government-agegatil|

financial syistteaych tt Isd ifl U natieadesnd ail ali ssaiccu roift

2. 1. 1abl Eshment of soci al i NSt

With transformati on of pl anned eccnntamy sgysvtea
retreaded from traditional pension system, w h
consequence, | et crefat pdobllé¢med wwednagmotrernr pyr o e s

|l osses and could not afford the pension syste

firms -ampgl|l cgeds were excluded,; 4) | a-bgpembbr h
was hampered. It was urgent to reform the Lab
I n the history, the soci al protection system

a,,.(w EUChina Social Protection Refn Project/ 11
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over soci al protection affairs badt balngbdwédn
1991, the reboneddoEnt aep St ¢ eEmpl oyee Pensi on

soci al pooling of pension insurance fund beg
establishing, stepng ybasstiecp, p ean s9 yonnt einn swrriafnycie ,
pension i nauwnaadn aerc caonwn t . I't had stipulated th:
rate shall be determined by governments of pr
esttiiman of the current situation. And thdn it
al so stipulated that | ocal governmeansdg shbhaklyv

t he pensaiccrorfdumdy (t o st ant el QB@la)mwhil | & i1 ke i Mismies
departments wunder | ocal governments were in
Urban Employee (includwngdtbetempliioyeesoofsisd
the Basic UiPerasi Bmplsypeem was established. |t
soci al piorod iavhigdamodunt with the aim of balanci
system had been managed by the Ministheg rodt iLa
the basic pension contribution by enterprise
provinces, municipalities and autonomous regi
managed by | oaxtal digfofeagw enmmtetnites t erri t ori es wher e
By then, the employéded dofi nstattetesgarerandtst &1
t hem, whi ch was managed by Ministry of Per s
Resbce, Labor and Socifalr Seaamuroihteye)§ t aMAned ¥Arng a2n0
hold I nstitute Empl oyieet ePgernattiremch USntsane nE mpil loly e
System.

Tabl Mailn contents of the lhadian puipll oy epesnsi on systen

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

Protection Target  |All urban enterprise workers, samployees, flexible employees

gw.cm EUChina Social Protection Refn Project/ 12
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o 8% of personal wage
Contributions of employee| 20% of total wage (employer)
(employee)
Contributions of self
employees, flexible 12% 8%
employees
System |Retirement agt Male 60, female cadres 55, female workeds
Parameters

Contribution )
60-300% of average social wage
base

Minimum
contribution 15years
period

Rate of return on individue )
Oneyear bank interest rate
account

Basic pension = (indexation of t|{Individual account accumulat
average monthly wage of local lamount (determined by the 6
Monthly Pension workers in the previous year +thyear bank rate) divided by
i nsured per son (139,170,195 relative to the

contributionwage) *2*n*1% i nsured perso

The expected replacemet
35% 24%
rate

Such public pension systen hwatsh ed eTshiigrnde dP lienn aa
Fourteenth Centcroanlesf Gdammigtatle ep o o laicrcgwiatnid ti e i iv i
designing that tawseogoocsiyasit epnpodndngt hes ipmadi vi du:
system. |IButiwasdasaepayfi nanci al system, i n whic

soci al i nsur anc e -acyoongtor ifbourtm,o nwhbiyl et tehepayhdi vi d

Qumm EUChina Social Protection Refn Project/ 13
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funded or even misappr opiisicacieall,a ptdhaitin ddgovei 8d unaol t
guiremkeet $Shiofd Plenary Session a@afndt henvieod wret

sues of implicit or historical debts when t
tabli shment lodyeeise isnywadlevred ewspr e cl assi fied
fore the est aiollids hmgen thpewesrotmadalwloeded but no

e
S
s
e
ystem est abl fimsihdedd ew eadgeen dpaetrhseodne h ad jadf ®trhest al
ystem establinewedsna ealtaaMd edystem did not m
h

-4 v v T o

ird Plenary Session of therefore Fourteent|
foll ows: firstly, t foel alf e s Peamisho ad d | iempabgves $ @ enraseot
repaid; secondl y, imheadilrediagediuyegresasmem ent epeht

mi sappropriated. These two reas onfsunndaedde atnhde
accumul ati drercdyvteem i nef
On December 2 4, 2000, the State Couwumnbialh is®siU

insusygmstecem (guof,a[l2a0u0n0clh eNdo . pfedr2s)bench | t lme ciulna ts.

The comprehensive reform of Fosital, seeparayel
soci al pooling and individual acitbentsol mddeac
Empl oyee paid 8% of his or her wages which re
t hceontri buti onerr aitse dtoirl le o6ipl goey® f wieimph og b ks goe:
pooling. Soci al pooling funds are made for th
the individual account funds pay ford timprmperes
pension pl an. Mai ntaining the basic pension s
mont hly wages of | ast year, the empl oyee who
his or her basic peregiadn drrewwdl layt, akbeceupt t3h0e%.
pay for moeraiudartyo gtrltaemmtsur vi vors after the pen
|l ess than 15 years <cannot get the basic pensc
enterprise annuitys&G Tphe memdumti tdfi ne Mt%e rodr it shee
be di sbursed from the cost.

Il n order to support the pil ot in Liaoning, t

speci al finanrci ahe gbastctperoiven debts over

a,,.(w EUChina Social Protection Refm Project/ 14
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nancial can afford the huge costs, i f Iimple
a very difficult to -sagiogbaipubi oct @mehekRgmt
nsideration, many economi sts advocate the

urteenth Central Commi ttee and the compensart

20014, the pilot of the refordn lofn saoncdi aHe isl
ovince, one of the main tasks is to make th
th Liaoning, the pilot project in Jilin and
rease the apmeoyusntofofhiesmpdroyleer wages from 5¢
nge the way the pension calcul ated, adj ust
ectancy at birth of wurban popul ati o@nsni oamus
m the personal accaonpnito.yefr ocpmai Ha mBwa royf 1hi s2
uced from 11% goes i nto t épeaypneernsto n aN o wa ctchoeu
ount reform was extendendd taout®  npmowisn aesy,i O
njin, Shandong, Henan, Shanxi, Hubei , Huna
vinces, the individual account i s -dsyytnarmti icn (
sidy. I n trhge, ptiHeti mdi WLiidawanli adcoumt ainsg $Healt

bot h 5 %. Due to the different | ocal condi

o ®© T O Y O o O W L O

vinces of no | ess than 3%, andl theocognadde
t he amount of i ndi vi dual contributions an

bli shed by soci al i nsurance agencies and cal

2. 1.2 Urban and Rur al Resi dent

the pl anneod, e cuorrboanmy rpeesri dents are covered
me , whil e the rural areaasgd os¢owridt t hey gtrear
mily and suppl emented by soci al as sdtsdmnicret. «
mar ket economy, the tradownedaénsecprisgs mo

e mar ket economy, the wurban and rural pensi

nce 1986, Chinese governmagtecibaald irnusnur @inlccet
sidents in some areas. I n 1992, Mi-Rursda k yOlod

e Soci al |l nsurance, which was regarded as a

a,,.(w EUChina Social Protection Refn Project/ 15
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the source of ef ifraommt e nndaiivinldyuadanmontri buti on a
subsidy with policy support folwhirir avlas Fegiaag

t his system, centr al gover nment i s t he deci
reensibility to i mplement it. The system only
very poor and the corresponding benefit is ve

the pension plan becapaeci oy tmedi 1 ojwodrenkef nanc
1997t he fdldi cawraflaspesnsoipopned by state council

With the i mportance of rural i ssues becoming
security in rueaebnardeasedhaby bEkBhnese gover nme
Donghai, Beijing, Shanghaifineawdr Droalg gmeams V eer cb )
government subsidies. Under the backgr ewsmrsd odf
ur braunr al i nt eRgurr aatlA g@l , dS Ne iwa | l nsurance was st a

The essential idi 8f enenatepdbrEitbevwansiyaslt emenst bat

government subsidy is madercoerofahbhéadpgempsi onargy
contents are presented in the following table
Tab2 eContent sinefwumpal i ggrm®inon system

Type of System PAYG System, DB Funded System, DC

Praection Target Rural residents above 16 years old

Five grades: 100, 200, 300,

Personal 400, 500 yuan/year
contribution

Contribution (subjected to adjustment)

Collective  |Subsidy standard determined |
subsidy each village committee

gmmm EUChina Social Protection Refn Project/ 16
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Central government: West and
middle regions: 100% basic
Government Pension benefit; East regions: 5

of basic pension benefit
Subsdy

Local government: no less th

30 yuan/year/person

Rate of return on individual

Oneyear bank deposit interest rate
account

Basic pension = 55yuan (centreindividual account
Monthly Pension government) + additional (local faccumulated amount divided

government) by 139

Conditions claiming for Pensioner age: above 60 (contribution by offspring)

pension benefit Specific contribution eriod

In 2011, the Urban Citizen Pension System w:
Empl oyee Pension System, it was a coimpdiahiec s i
account , but mai nly fin@ncaydshbMe atntwehi ¢ ent rtahle
was managed by Ministry of Civil Affair and t|
For quite a | ong period of ti me, urban reside
July 2011, puwhblbian pessidemt Somwas established a
was gradually extended nationwide. Policy cont

Table 3. Contents of policy on public pension sys

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

Ten grades: 100, 200, 300, 4
500, 600, 700, 800, 900, 100!

yuan/year

Personal

contribution

(subjected to adjustment)

Central government: West and

middle regions: 100% basic pens

Contribution benefit; East regions: 50% of bas

Government
pension benefit
Subsidy
Local government: no less thi
30 yuan/year/person
Other communities or social
other

organizations

Rate of return on individual o
Oneyear bank deposit interest rate
account

Basic pension = 55yuan (central|
Individual account accumulat

Monthly Pension government) + additional (local o
amount divided by 139

government)

Conditions claimindor Pensioner age: above 60

pension benefit Specific contribution period

Il n February 2014, the state council i ssued gu
rur al residents, putt-i mgalf opevas dbamyiodp@mtash nd e
system be merged into aft e i f weydefashy soihebvmegly yva dtula
construct a wuniversal publ i ct hpeesnes i towmo ssyysst teermsf
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uni fied as the UribPamsaond BysalkmCini 26114, man a

Soci al Axeccourdiitnyg to the guidance, specific reg

Tabled4d. Contents of policy on public per

Type of System PAYG System, DB Funded System, DC
Protection Target Urban & rural residents above 16 years old without public pe
Twelve grades: 1@ 2000
Personal yuan/year
contribution
(subjected to adjustment)
Central government: West anc
middle regions: 100% basic
pension benefit; East regions:
50% of basic pension benefit
| Government
Contribution
Subsidy Local government: no less thar
30 yuan/year/person (minimurm
contribution grade); no less tha
60 yuan/year/perso(contributior
grade more than 500 yuan)
_ Village committee and other
Collective . .
_ communities or social
subsidy o
organizations
Rate of return on individual o
Oneyear bank deposit interest rate
account
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Basic pension = 70yuan (centra/Individual account
Monthly Pension govenment) + additional (local |accumulated amount dividec

government) by 139

Conditions claiming for Pensioner age: above 60

pension benefit Specific contribution period

2. Midhimum Living Security Sys:i

I n the plannead e@chbmomy egpeérdiemts are covered b
ti me, while the rural areaasgd os¢owridt t hey gtrar
family and supplemented by soci al assimsti aan we .a
mar ket ®weompaemy, on f or unempl oyeeis covered b

Security, managed by Ministry of Civil Affair.

Il n June 1993, Shanghait h@i Wiolt i Afef ainr sL eBerl e aou il
Secuandiybt estbbbash&dMdnt mem Living Security S
tenth session of the national ci vil affairs

people who meet the minimum conditstoarsdarcdk.orT

some <coast al cities, such as Qingdao, Xi amen,
started a pilot. By the end of 1996, 101 ci ti
Counci l ptrroenuN @tait el o h Wékta BefMani mum Li wihmg Se
the system was officially estathe shekdannmiihiem

st andeatr dup by t he,tlhec aJr bgaoav eMimmemutns Li vi ng Sec

| oga@alver nment and | isted in social assistance

By 1996 the MinisttheoDpCnvohsAbhaAcsel esaedn
Soci al Seccudreiatryl igyShyesttpaune g os e of t hee®Ruwmriaty MEns t
to subsidize those peolpdwerwhtolsa&n ptehhe craipn.it mu ni
Meanwhi |l e, the document al sosecumbliy shesdds heh
governments at al |l odletvewas awnndt ivli | 200g7e tchhdhleRtca t
Notice on t heRursalabMiimihmemtLiofhag BebeusiybyeBy s

establ i swieddelInyat iaonrnd actually it i's the soci al
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ssi putt lme eBur al Mi ni mum Living Security System
corresponding to their territories, and the c

ar eas.

The State Councirlegius FecdtimailLme guwmigatSieamr i ty Sys

by the | ocal governments i n Tt9MO ,| evchd cdche walusper
i's, the more peopl € owldoatrime,atsveh itlhee muorna msuenT i 0 U ¢
the regd®dn titraeeceeSt ate doOaubnei |li nceeciaded t he cent
security funds -20@By gpdrgfadmablD®lraise the
according to the Soci al Servicey DbaeelMopmenty
Affairs, the central government provides 70%

source of the security funds.

I n September 2012, the Mini sMerays uorfe sFifnoarn cteh ea nv
ofrWan and Rur al Mi ni mu rh ulritvhiemrg r egaid raitteyd Fhwnmwd <
fund.

2.1.4 National Social Securit.y

Il n 2000, t he National Soci al Security Fund wa
the centreattt Qodgethm t he t roavmsefdo rcnaaptiitoanl , o0 ft het
invest ment and other approwbhheb approvebebant |
to the soBbalffapoolti mececensr 210 b d @atme §f tr p ena
l nterim Measures for t he management -owhedsoc
sharestd2@®@l)at ed t hawn ewdh eenn ttehreprd asteesd f i rstly i
amount of financing s haonundhe e adhesvf e add d snet b

the National Soci al Security &lusmna 3§ tnhi pdwinetsad c
satoemhed enterprises in the domestic securitie
of shaerdest o sNsaut i onal .Bocial sfecufitgl Fyndsed
soci al security expenditures such as the pen:
managed by National Soci al Sefcarmtygf Femtdr (Cotua
in securities market, direct equity invest me

i nvest ment of t 6e sawdrstirdayl tgo perr rermenmatl account
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06. But tihzei nrgi gthhte offu nut iblel ongs t o Ministry
cial Secudi tay.r eScectrweel Ifwnidt t hat di fferent wi

al withthbhmep plratbil@m aging in the future may

t hef e2@1 4, the total fund, aisseltuywdirng ¢t h e d v i
sets of 771.81 billion yuan, accounting for
seff 83.83 billion yuan, adcdwmtdi nags sfedrs . 4 D.o Mk
swerde 41 trillion yuan, accounting for 91. 5

vest ment assets 130.578 billion yuan, accou!l

the end obDf 2f0ubréd WwWearadb78.i 31 elsi Hleironsfdoenberd imr
est mentAndopheer attatoanls .equi ty of the f dNadi waal
ci al Security Fwwan,equwfi twhilclt2,4 tthewaiSooml 227 i

<

' l'i on yuan, the awab&bl|l a88eldi il hvestmeah. val u
e personal account fund equity was 110.97 b
d 30.39 billion yuan total i nvest ment i ncom
shown in thoé¢ HBNhohruahalrepfpoctit LloudSdiel raintnyu akF o |
vest ment yi el d fwad B8s t38 s tsa micies htehde, and tl
vest ment income was 561.20 billion yuan.
e main responsibilities a@afncNhtiaoreall) SMainalg
ver@méennutdget , the towneflorcmaptitan , oft het dtrans
nds raised by other approaches; 2) Formul at
d organi zenttahe onmplB3é¢mSel ect and entrust m a
tional Soci al Security Fund, and i nspect
nagement and accounting of the National So
atement s, and draft financi al report; 5) Re
t he National Soci al Security Fund to the

struction of the Minisamg ®bciFalnaGeeuyr iHuyna
signed by the State Counci l
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2.2 The Current Situation of C

According to the Const it utthe divisiom df furetems @ahdepdvers Re p
between the central and local statrgans 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 govanhared 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 centrgovernment 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 intogpdweri wh at t o
and power of Ato what degreeo. That i s to say
what degreedo is considered by both the centr
government settles down a benchmark standamhpiiementation, and then local governments can
choose or alter the standard for practice. This report will explain the power division of pension

management.

2. Zehtr al Gaev Powmentof Pensi on
Centr al government tthasdotohe ughwers afesiwmatng al
and policy and most of the power of At o what
design the whole framework. The peoplebs coun

and departm@s 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 SecurityanUgmployee
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 lamdaregulations 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 projectsupervision of funds and management of investments are under the control

of Ministry of Finance.

The National Soci al Security Funds managed b

security funds can only be tdebosdsedni hheheab

years of devel opment , the field which soci al
speci es, including stock market, direct inves
i nvest mentds, neotrce., Whhae vyield of Soci al Securit

initial 2 ~d2i59% tt og rdoowut bhl . e

2. 2De&ci si on Power of Soci al I

Centr al and Local Government s

On basis of the factors of power, the power of decidingtiogal security standard and the power of
supervising social security management are shared by both the central and local governments.

2. 2TRBelPower dtfo Dwnehcaita idneggr e e

The central government would settle down unified, fundamental or basidtgestandards, 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 aiacimplementation on behalf of these

policies and institutions. That is:

8 Basic pension contribution rate. Generally, e
more than 20% of the salary that enterprises pay to an employee, includingntha 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 ®ptkssure 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.

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

government.

8 Standard adjustment. In accordance with the change of salary and price, the State Council shall duly
adjust the basic pension stiand 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 accordancecalith |
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 amdesstiationed 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 governméthéeselown 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:

8 The level and standard of individual contribution and the standagdw&rnment 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 Council s Recommendat:i
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 situatiahthenbasic 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 beuated 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 ingfiions. 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 thealearid local governments.

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

Decision Power Division

What to do To whatdegree
Central H aw, r egul a tfForurban employee pension:
congress; -basic pension cont
-Policy, institution by relate-individual account rate 8%
departmers and agencies; [For urban & rural residents pension:
-subsidy by MOF -twelve grades
-investment policy, state | subsidy to individual
council 1000 , -6®30+1500€£06 0
e é
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

e e

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

Expenditure Responsibility

central | Generally, | Law, regulation, policy, and institution expenditure

to meet Urban employeg Basic pension subsidy: aliot/5

system pension system | Individual account funded: around3/4
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financial 5%

gap Urban and rura] Basic pension: Midwest,100%;

pension system East 50%

Social assistanc| subsidy

Local: | Generally, | A little bit about local policy choose expenditure

balance| to meet Urban employeg Basic: balance responsibility;

respons| institute pension system | Individual: around 1/4 of 5%

ibility | financial | Urban and rura| Basic pension: Midwest, 0%; East 50¢

gap pension system | Individual: * 30¥ for choose 100 grade
30+for choose 200 to 400; 60¥for 500

up
Social assistanc| Balance responsibility

2.2.2.2 Invest mdaangg@©mpentat i on

National Social Security Fund Council has become a professional management organization for the
fund invesinent. 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 valeefufidis that central
government subsidized are operated by the National Social Security Fund Council with the pilot
provincesod entrust, and the National Soci al
March 2012, with the approval of the Stateu@cil, 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 timethe 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. Admantly expired,
Guangdong province has signed a thyear contract with the National Social Security Fund Council

in 2015.
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Individual account subsidies except from central government are operated by provinces in
accordance with state regulations, aheé 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 soci al
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 Cetlnecifirst provinciallevel social
security funds operating organimm was officially established. Similar to the National Social
Security Fund Council, its main responsibility is to manage someaitated capital of provincial
enterprises, on behalf of provincial government to operate and increase theirfvau@ancial
resource of the funds the transformation of statwned capitgl provincial finance budget,

donations, varioubtteries and the othepproachegustifiable.

In August 2015,the State Council issubd Measures for the Investment ManagementeoBtsic

Pension Insurance Fungtipulated 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 trustdaguadelines the trustees should follow.

The introduction of the measures helps further regulatmtiestmentpperation and managemeoft

the pension.

2.2.2.3 Division of t he Power

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

|l nsurance Law of Peopl efrst” tRee supetvisioncby thef star@ing n a
committees of people's congresséhe 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 remue 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 wétv.the
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 ptamce 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 prode information relating to social insurance and shall not reject the
examination or report false information or conceal informatibmrdly, the supervision by the
finance departments and audit authorities. The finance departments and audit authadities sh
supervise the status of the revenue and expenditure, management and investment operation of the
social insurance funds according to their respective dugesrthly, the supervision by social
insurance administration departmelfita social insurancadministration 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 otne 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 administogartment 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 operatior
of the social insurance funds arehkthe 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 evidencbit @otiiorder

the rectification of acts involving the concealment, transfer, embezzlement and misappropriation of
social insurance fundgifthly, the supervision by supervision commissidnpeople's government

of the coordinated region shall establissagial 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 analyzadhe reven
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 socialint®isupervision 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 audihd 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 sociedrnios agency and its staff

in accordance with the lawSixthly, 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 administratiodepartments, 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
departmats 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 institatititied 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 supervisesaiatwjele

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 processimplementation and the result of it, and there is also a

commission in charge of supervision.

2.2.4 Local 6PGovweer nme nMasn ag e men

Pensi on

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

Tha 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 tairgf 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 imgve 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 upieetf 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 contribuin 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 leghéhstandard 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 resporsidor 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 provmkcial fu
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 ethsiorebe 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, capal#aterprise 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 REe

The division of expenditure responsibility of social penssostrong 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 localgovernments 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 beddingaltgovernment,

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 teeponsibility 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 Centrél EGpeerdnim

Responsibility on Soci al Pensi or

When the powr 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 governmentthandentral 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 localdimte, the central government will provide certain

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

2. 3.2 Expendi ture Responsi bil

Centr al Government and Local Go v

Now social protection system mainkyciudes 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
resdents 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 programsmire 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 Expendi ture Responsi b

Pensiom Syste

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 financia@pgcaused by system. In sum, local governments are in
charge of the expenditure responsibility with
shall establish a public finance system and then adjust the financial structure in order to increase the

investment to social security.

Expenditure Responsibility for Aol d age per
governments. Now it is still carried forward according to-payou-go system, namely social
pooling and individual accounts funds albrelying on insurance funds or financial subsidies, the
specific responsibilities of central and local governments have not clearly defined.

Expenditure Responsibility of Personal Account. To the 8% standard of Liaoning province, the
central subsides 76 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 P&%etv 8 provinces takes

the way of dynamic raising and sedynamic 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 substlfeeed 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
govermment 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.

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 andnagement are expenditure responsibility of

local government, and also the balance responsibility is taken by local government.
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Table 7. Revenue and Expenditure of Public Pension Fund for Urban Employees
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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 finangi@nt 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 subsi dylOOmillioubl i c
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
governmerito 77 78 81 80 81 82 85

Source: Finance Yearbook of ChiddOHRSS Bulletins on Social Security Development

2.3.2.2
Resi dent
and | ocal

Expenditure

Pensi

on

System

governments

Pensi on

f

responsib

i es on

The central government provides fudite subsidy to western areas and Sf#sidy 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 _tB@nper 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 tha®0 per year. The practical standard and

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

provide partial or fulrate 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.

; EU-CHINA
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Table 9. The Expenditure Responsibilities shared by the Central Government and Local Government

Central Local
. Midwest all
basic
PENSION 1 East 50 % 50 %
Lowest 100 yuan O 3yoarfyear
individual Higher @ 0-B0 0 y u a C a n apprepriately
contribution increased
Hi ghe$00 yua O 6yoartyear

2.3.3 Expenditure Responsibili

Government s

Since the pooling of social pension is managedtmyincial or government sat lower level, the
responsibility of financial balance lies on shields of local governments. According to the provision of

t he Soci al |l nsurance L aw Article 66) ¢éhe gotiat inssiranBeefyndsb | i «
establishbudgets based on the coordination levels. The budgets of the social insurance funds are

prepared separately based on the social insurance items.

The expenditure responsibility in Urban and Rural Minimum Living Security System lies on local
governmentonte basi s of the centr al government 6s s
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 fonWbamum Living Security

set by the central government shall be coordinated by the central government.
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3. Achievement and Chall enges

In China, the central government designs the laws, regulations, policies and institutions@fdhe

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 tiéyréhat 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 hel ps some

life.

Butweshoud recognize that Chinab6s decision power

many challenges and there are still potential to improve it.

3.Plr obl Btnheofcentr al or deo, whi |

The mismatch between power and expenditurparsibility on pension system may cause the
problem of Athe central order, while the | oca
and sustainability, neither do favor to the regional equity.

On the one hand, the social security system mrlpvgenerouscorresponding to the economic
development levelSince 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 s@l 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 governmgsrfopghe majority,
including central government and local governments, theimsurance 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 irsswce. 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, ot her wi se, we sSshoul d do ndak as
constraint not easy to work.

On the other hand, the | ocal governments ass.
among Areas for the | imit of coordination | ev

stated that the aim of opublic 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 @atisceoordinated at
provincial level, the funds cannot be use for other provinces when necessary. Therefore it prevents
soci al I ns ur aecigrazd selpadmong aréas. A a restlt, the provinces that is lack of
sufficient pension funds cannly 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 theomsupbweéen

and responsibility being separat

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
sustaimbility of public pension system.

In the current system, the natiande 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 communicatiobetween 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 ares 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 adepaftgevernment.
Therefore it results big waste of gover nment
administration efficiency. Furthermore it doe

among governments at different levels. Thusas prevented the progress of public pension system.

3.3 There are mor al ri sks in
governments
Therefore pressure of financial sustainability on the central government becomes heavier and heavier
For the sake of the ecomic 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 managemenbo#adting 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 opeoats. 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 | evel of regul ation i

not updated to the reality.

3.4hé& Tevel of regulation is |

Letbs take a |l ook at the process of the issu:
country: In 1991, the State Council had promulgatedtbesion on the Reform of the Statened
Enterprise Employee Endowemi Insurance Systemin 1994, Ministry of Finance and former
Ministry of Labor had enacted thBemporary Regulation on Reinforcing the Management of the
Investments of Statwned Enterprise Empl oy/Andthen in3996,itha | I
State @uncil had promulgated thBotice on Deepening the Reform of Stataed Enterprise

Empl oyeedbs Pensi oln 1997n the: Staten Coancil Sgds nmademibecision on
Establishing an Unified System of Basic Enterprise Employee Pesid®99, MOF ad Ministry

of Labor and Social Security had enacted the Financial System of Social Insurance Funds. In 2005,
the State Council had promulgated ffemporary Regulation on Social Pension Premiliris easy

to find that the regulations promulgated by tlee\ge r n me n t are al/l named i
regul ationo, Adeci si ono, Aexperi ment al proceod
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
Nati onal Peopl eds Congress had enacted the Sc
this law is only a principle f rnadhmeentalrgbvernmertt do

and local governments in field of social insurance.

3.4.2 The |l evel of t he sup
i nstitutions of the management

and the | egislation is not wupdat

As it is menioned 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 provisiotie @tate 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 proceda, and it changes frequently, therefore it lacks seriousness and stableness as a
law should have.

3.5 Implicit debts problem is

The current public pensy emo smedelm fwHil ohws ditd
requitr esmfent he Third Plenary Session ofcombhemnef
the soci al pool i nggFwirtsht liyn dit\whied tha Isd bod ¢ epéd t 9 enp
aninidile ageohpsr :mon been repadual Seacfinmaley, a gteh ¢
percamimewerdmMmenr e repeatedly misappropriated.

The key ipodimdi dadcy ount f unndiss awpeprreo prre paetactde dilsy t |
di fficult to sol veasy oo ismpEltemegbtueed hdetdeo t sasye t L

per sonal accounts for the ol d tehiagileoy enals varddi ad
established after publ i c pensiVhnatr efhoamomp eanrset o
deposit adm wersimartedi ©yomly 30 billion yuan,
proportion of the older workers in some ol d i
there cannot be bal anced. I n t hiensatsee ,f drh et hw
debts of theé¢iakthulddnp@ o @aengisir ddlne adgoey pehres osnt at e
economi sts have put forward two compensate
security syst-PWM95 f domomt iian pli %93k -oown eedx d gsst s entays s e
i's to findwe sediye btohned Mi ni stry of Fi nance. Howe
government departments, t Be b ampe nway i louti Aithd |t

pooling |l eviewhifclhmbemtiewefrn eveosimthao td Blhe. per s
I ndi vi dual account being funded is to deal W
Now the challenge is a&ltiatcdubretrebeiwmg Ife wnn dad

Actually wunder the current sitwuati on, even th
mar ket operation and difficult to deal wi t h
govme mt credit and is similar with the pay a
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necessary for government to fund the individu
problem is still there, it awt vaeryr opnpoalt atnd
actuarial to settle a constraint for intergen:
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International experience on the division of power and

expenditure responsibility in the social protection field
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Executive summary

This report looks at the international experience in relation to the divisiopoofer and
responsibility in relation to social protection policy between the different levels of government
(national, state, local)lhe main focus of the report is on the situation in two selected EU countries

(France and Germany) and the role of thegédernment visxvis 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 ad 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 socitdgbieim and pension and

the need for cordination 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 becomeyé@mportant 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 ppland 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/munigpal 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 marigbmsorance
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 countrdm collections, levels of administrative
expenditures, etc. ). Thi s woul d hel p t o red
administrations and, as requested by MoF, would help to provide an empirical basis for deciding

where and when central gawment subsidies might be necessary for social insurance funds.
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Cont ext

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 adrgment

(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 thiuation in two selected EU countries (France and Germany)
and the role of the EU government-awis the Member States. We also annex some discussion of
the situation in the USA where there is a greater level of naigtatd level capperation in socia
protection policies.

Comparing the EU and China

In considering the European experience, it is important to bear in mind that there are many structural
differencesi demographic, economic and politiGabetween China and the EU. For example, the
populaton 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 differendle 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 2-3%). The EU is not, unlike China, a single nation but is rather a-tpdesial
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 governnies)limited competence in
relation to sociaprotectionmatters and responsibility for socalotectionpolicy remains primarily

a matter for the member states. However, there are important recent developments in this area with
the establishment of thep@n Method of Coordination (OMC) and the role of the Stability and
Growth Pact.
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Il ntroduction to EU countri es

EU Member States adopt different approaches to the internal division of responsibilities for social
protection policies. In most European courstyisocial protection services started off at municipal
and local level. For example, in the United Kingdom, social assistance was originally organised at
the parish levelg small administrative districtHowever, 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 impaméin nation and statieuilding
(Manow, 2004).

France and Germany have been selected as examples of the approaches adopted. Both are among
the largest Member States (populations of 66 million and 80 million respectively). France is
generally seen aseing 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 dalisedl in Germany than in

France.

France

There are four levels of administration in France: National, Regi@epartment ¢ounty), and
communal. Each ministry has its own agency at the regionaDapdrtmentevels. EachRegion
andDepartmenhas aPrdet who represents the national government and coordinates state agencies.
The state system esxists with locally elected bodies including 26 regional councils (regional level),
101 general councilsDgpartmentievel) and 36,000 municipal councils (commal 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 inchelitty maternity,

disability and death; family; old age pension; €fthe main component of the social security system

Lhttp://ww w.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 soke There are separate schemes for theesgifioyed,
agricul tural wor ker s, et c. and there are a
employers and workers or on an individual basis. The laws in relation to the basic social security
schemes aradopted 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. Agaim thggional scheme but it is
manged by the social partners aBdnefits and contributions are set by the independent body
calledUNEDIC which is controlled equally by Trade Unions and Emploassociationd hese
schemes are funded by social contributions which are set nationally. In addition, there are a range of

6solidarityd or soci al assistance payments wh

In recent decades (19@®04), there have ba a number of moves towards decentralisation in
France and this has had some impact on social protection. In particular, the French minimum income
payment (evenu de solidaritéactive (RSA)) is the responsibility of the department. The department
is alsoresponsible 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 responsibftir 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
bee npréobl emat i ¢ 6 Eydaux drmduTxichszirdrB0113. ;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.

Ger many

The Federal Raublic of Germany consists of sixteen stateader) in a governance arrangement of
"co-operative federalism". In practice, this means that the federal government and the governments

of the sixteerL&der have to work together politically, as well as adisiratively. Thus, there is a
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division of labour between the federal, the subnatidéddier, and the local governments: County
and local governments, by and large, are responsible for policy implementation, whereas-decision
making is the prime tasks dfi¢ federal government acting in closeagperation with Germanys

Second Chamber, tlBundesratwhich constitutes the representative forum of the Gelrézdter.
The social protection system in Germany consists of two pillars:

a social insurance systenedi to formal employment with benefits or services in recognition of

peopl es contributions and
a taxfunded unemployment and social assistance system to guarantee a minimum subsistence level.

There are five different insurance schemes within the pubti@kinsurance system: public health
insurance, care insurance, accident insurance, pension insurance and unemployment insurance. Thes
are funded by compulsory social insurance contributions and about 90% of the population is covered
by insurance. Thesechemes are legislated and manged at the federal level. The schemes are
managed by publitaw corporations under their own responsibility and with legal control by the
federal government. Responsibility for administering various benefits lies with agedesigaated

by the German states (Ldnder). In the case of pensions, administration is carried out by regional
insurance fundsi originally independent and now legallyindependent regional level

partof theneworganizatiorof Germanpension insurance.

Unemployment benefit for insured employees is managed and implemented by the Federal
Employment Agency (Bundesagentur fir Arbeit, BA). The BA is also in charge of the active 4abour

market programs in Germany.

In relation to the minimum subsistence/unemplepinsystem, a recent reform (Hartz 1V) 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 ervices 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 jobntres have been createih services cdunded 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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Di vi sion of responsibilities

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

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

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 rol

EU power and r-esiponiMembedn t§t asti

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 workeiis which involves ceordination of national social security schemes for

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

Free movement of servicésn 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)

Equalityi there are EU laws which require equality between men and women in mattecsabf so
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
partiaular level or structured in any particular way. This is entirely the responsibility of the Member
States. EU law simply requires that there should berdmation of pensions between Member
States in the case of migrant workers. Thus for example, a petsohas 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 Frehcpension. In addition, EU law requires that Member States cannot

discriminate between men and women in their social protection schemes.

Open Met hod of Coordination

Given the limited competence in the area of social protection, the EU has introducebdiadirog
system now as the Open Method of-@dination (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 objectivespdosions: 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
repors , peer review, et c. T hl@Endi@hzasuresthoough etich 6 s o f
Me mber States6 policies in areas such as pen
compared. In the area of pensions, there have been Joint reports by Batedtion
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 theirravew of t he OMC |l iteratur e. They f ou:
single cause of policy reformd but was o6one f
the understandable difficulty for researchers to attribute the weight of the OMCganypolic han g e 6
I n the case of t he pensi ons oMC, N a t-laveli (20
governance have proved &émixedd. However, h e
building up institutional capacities and common knowledge that are detisive for mutual

learning and the future coordination of pension reforms (Natali, 2014).
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Stability and Growth Pact

The Stability andGrowth Pact(SGP)is asetof rulesdesignedo ensurehatcountriesn the Europea
nUnion  pursuesoundpublicfinances andcoordinatetheir fiscal policies. The SPG  aims
bothto preventfiscal policiesfrom headingn potentiallyproblematiadirections

andto correctexcessivéudgetdeficitsor excessivgublic debtburdens.

Under the SGP, a budgetary target, known Ekedium 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 theyt ake i nto account the business <cycl e. I n
Deficit Procedure (EDP) ensures the correction of excessive budget deficits or excessive public debt
levels. The EU Treaty defines an excessive budget deficit asreateigthan 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 SGP6s rul
sharing the euraurrency, 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 caoreectles. In addition, all
Member States (except the United Kingdom), could see a suspension of commitments or payments

from the EUOGGs Structur al and investment funds

As part o f this procepesci ftihce rElW oir 4 s 10 Patsion ct ohuen
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 tha
France should take measures by the end of 2018ring its pension system into balance in a

sustainable manner no later than 2020, for example
by adapting indexation rules,

by increasing the fulpension contribution period,

by further increasing the effective retirement age,

by aligning the retement age or pension benefit to changes in life expectancy and
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A by reviewing special schemes,
A 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
6continue to face deficits up to 2020 and pr e
system's deficité. I t r eeedediiorestok ¢hd findanbiad ealtd & the s |
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
complementarypension 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.

Concl usi on

At national level, in EU Memdx 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 responsitiititylémmentation.

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 cordination of policies at EUevel 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 théhifld Social
Protection Reform i®ject, 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) ditpess 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 ¢opovers 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 indicata and benchmarks for best practice (e.g. for level of contribution collections, levels
of administrative expenditures, etc. ). This w
level administrations and, as requested by MoF, would help todercan 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). Phe US

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), th
systems are almost entirely federal. The lawsrgetiut 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 sch
i.e. kenefits 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 tiéostates,

there are also a number of interesting examples arébdtate ceoperation in the field of social
protection, e.g. unemployment insurance (Ul), 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 gt fadef\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. Ul is
administered by the statesdastates have considerable autonomy in relation to conditions such as

the rate of social contributions, rate of benefit, qualification conditions and duration of benefits. This

2This 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 significaatimasi in the level of
benefits (e.g. the minimum level of Ul benefits varies from $10 per week in Louisiana to $148 in
Washington), contributions (from a minimum of 5.4% to 12.27%&ssachusettsand the duration

of Ul in different states.

Ul is
fundead by a combination of federal and state employment taxes (roughly 10% {@d&sadtate).
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 emplog@néoes.

Temporary Assistance for Needy Famili@ANF) is a program that provides cash assistance and
supportive services to assist families with child(€alk, 2013) It is a form of minimum social
assistance (Dibao). Federal law sets out the obgstiof the system and imposes certain

requirements on the states which wish to participate. TANF funds must be used for families in
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