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Issues to Be Discussed 

• Why is pension reform in China’s public sector a critical 

measure to the whole economy? 

 

• How is the reform designed? 

 

• What are the expected outcomes? 

 

• How to assess the impact? 
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The Public Sector in China’s Economy 

• China’s public sector is defined as “government departments 

and public service units” in the context. 

 

• Important categories of services are still provided dominantly 

by the public service units, including education, medical 

services, research, and etc. 

 

• The number of public service units is about 1.3 million, 

employing more than 30 million formal employees. Retirees of 

these institutions are about 9 million.  
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Current Pension System of China’s Public Sector 

• The pension system of China’s public sector has inherited most 

characteristics of the planned economy.  

– Lack of contributory financing arrangements 

– Pensions pertaining to ranks before retirement 

– Pensions growing at the same speed with salaries of the corresponding 

ranks  

• Clear inequality between China’s public sector pension system and 

the urban employees’ basic old-age insurance system 

– Replacement rates for the public sector employees are 88-94% of the 

standard wage, compared to 40-60 percent of total wages. 

• Very Costly for public sector employees to enter private sector 

because implicit guarantee of pension is not monetized or portable. 
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Broader Social Security Reform took place 

 a long time ago… 

• During late 1990s, as private sector began to thrive thanks to 

the market reform, Chinese government faced mounting fiscal 

pressures from subsidizing uncompetitive and insolvent SOEs.  

• SOE reforms involved large-scale laying off of workers, 

inducing immediate demand for social security reform to 

monetize and replace the SOEs’ implicit pension and insurance 

obligations towards the workers. 

• The social security reform for SOE workers has also made 

labor mobility possible, thus being an integral part of China’s 

labor market reform.  
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Review of the Broader Social Security Reform 

Time Reform 

1997 Urban Employees’ Basic Old-Age Insurance system 

1998 Urban Employees’ Basic Medical Insurance System 

2003 Rural Medical Assistance System 

2004 New Rural Cooperative Medical System (Pilot) 

2007 Urban Residents’ Basic Medical Insurance System (Pilot) 

2007 Minimum Life Guarantee System of Rural Residents 

2009 New Rural Social Old-Age Insurance System (Pilot) 

2011 Urban Residents’ Social Old-Age Insurance Ssytem (Pilot) 



中国社会科学院   世界经济与政治研究所  
Institute of World Economics and Politics(IWEP)  
Chinese   Academy   of    Social    Sciences(CASS) 

    

Achievements of the Broader Social Security Reform 

Unit: million people 2002   2007 2013 

Basic Old-Age 
Insurance 

Urban employees 147  201 322 

Urban and Rural 
residents 

_ _ 498 

Sum 147  201 820 

Basic Medical 
Insurance 

Urban 94 223 573 

Rural Cooperative 
Medical System   

_ 730 800 

Sum 94 953 1373 

Unemployment Insurance 
  

103 116 165 

Work Injury Insurance 
  

44 122 199 

Maternity Insurance 
  

35 78 164 
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• During the last wave of labor market and social security reform, the public 

sector was not affected much.  

• There were considerable administrative barriers for private investment to 

enter education, medical services and etc., where public institutions 

dominate. 

• Unlike SOEs, which were mostly in the second industry, pressure for 

reform in major public service sectors was low while obstacles were huge 

due to vested interests of public institutions and their employees. 

• In terms of the pension system, all civil servants and 30% of public service 

units are not included in the social insurance program. The reform of the 

other 70% of public service units have been experimental, but far from 

formalized and complete. 

 

 

Lagged Reform in Public Service Sectors 
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Pressures for the reform has been building up… 

• With the majority of SOEs’ employees and private sector employees 
joining the urban social insurance system, the inequality resulted 
from the de facto dual-track social security system has become a 
great source of social dissatisfaction.  

• With an aging population, the current arrangement of pension and 
health care for the public sector employees will create great 
financial pressures on the government budget.  

• China’s economy is entering a conjuncture of structural 
transformation when more growth will come from the service sector.  

• Growing income induces upgrading of consumers’ demand for more 
and better services. Against this backdrop, education and medical 
services have been seriously complained by the public.  
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Public Sector’s Pension Reform as a Companion to the Public 

Service Sector Reform 

• Just like the former social security reform has been an indispensible 

companion to the SOE reform, the public sector’s pension reform assumes 

the similar role for the service sector reform. 

 

• Besides lowering the barriers for investment in the key service sectors, 

reforming the related labor market is also an imperative. 

 

• The current pension system prevents labor mobility. 
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Pension Reform for the Public Sector Started 
Time Milestone Documents Related Decisions 

Nov 2013 The Decision on Major Issues 
Concerning Comprehensively 
Deepening Reform adopted at the 
Third Plenary Session of the 18th CPC 
Central Committee 

• Establish a fairer and more sustainable social 
welfare system 

• Speed up reform of pension programs for 
employees in government departments and 
public institutions. 
 

Mar 2014 The Government Work Report 
delivered by Premier Li in People’s 
Congress 

• Reform the pension program of civil servants and 
public service unit employees 

• Encourage developing enterprise annuity, 
occupational annuity and commercial insurances 

Jan 2015 The Decision on Reforming the Old-Age 
Insurance Program of Civil Servants 
and Public Service Sector Employees 
issued by the State Council 

• Bring all the civil servants and public service unit 
employees into the same basic pension system as 
the enterprise employees have 

• Five “synchronizing” during implementation  

Mar 2015 The Notice on Circulation of the 
Measures on Occupational Annuity for 
government departments and public 
institutions by the General Office of 
the State Council 

• To supplement the basic old-age insurance for civil 
servants and public service unit employees, 
occupational annuity should be set up. 

• Contribution scheme and operation principles are 
set up. 
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Obstacles and the Dealing Approach   

Obstacles Dealing Approach 

Large disparity in replacement rates 
compared to the basic old-age insurance 
system 

Occupational annuity scheme to ensure 
similar level of pension  

Objection from the public service sector 
employees against being reformed earlier 
than the civil servants 

The reform takes comprehensive 
approach 

Objection against financial contribution 
from salaries 

Increasing the salary while implementing 
individual contribution 

Challenges from bridging the gap created 
by the reform 

Old system still applies for current retirees. 
New system applies for new employees. 
Transitional measures have been 
designed for current employees. 
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Expected Outcomes 

• Universal coverage and equality in basic pension system 

• Increasing incentives for individual contribution during the 

whole career 

– Under the old system, there is a distorted incentive in getting promotion 

before retirement to enjoy significantly higher pension 

• Providing the institutional ground for reforming the personnel 

system of government departments and public service units 

• Increasing labor mobility in key public service sector like 

education and medical services and inducing more private 

sector investment 
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Impact Assessment 

• Direct impact 

– Coverage of employees and financial resources pooled 

– Fiscal liabilities before and after the reform 

• Indirect impact 

– Other Reforms made possible by it 

– Labor mobility measurement 

– New investment in public service sector 

• Constraints in the assessment 

– Time lag 

– Statistics availability 

– Specifying the alternative scenario 

– The profound impact of a single reform can only be understood in the 
social economic context, which is made complex by other ongoing reforms. 
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Thanks！ 


