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Demographic Aging and Employment in China

Abstract

[Excerpt] The China study discusses the main economic and labour market issues and implications related to
population ageing in China and presents an overview of current policy responses. Section 1 of the study
describes the main current and future demographic trends. Section 2 analyzes overall labour market trends in
China and labour market outcomes of the older population. The section also explores the key determinants
for termination of employment of older workers and illustrates key issues related with extending working lives
of older workers as well as employers’ attitudes towards them. Section 3 focuses on the poverty incidence in
the old age in urban and rural areas and presents recent government interventions targeting poor elderly
people. Section 4 presents the main challenges of the current pension system in both urban and rural China.
The final section puts forward some policy suggestions towards ensuring a secure and decent old age for the
Chinese population.
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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, inithg women and young people, a goal
embedded in the ILO Declaration 2008 $acial Justice for a Fair Globalization, ahd
which has now been widely adopted by the intermaticommunity.

In order to support member States and the socréhgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises faterrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wdrkn the Employment Policy Convention, 1964 (No2)l2nd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body's Employment andigbd?olicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasg@e of technical support and
capacity building activities, advisory services gulicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming e tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwtad8s publications consist of
books, monographs, working papers, employment tepmd policy briefé.

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepadtments and programmes of the
Sector. The working papers are intended to enceueaxghange of ideas and to stimulate
debate. The views expressed are the responsibflitie author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmithload/dg_announce_en.pdf

2 See the successive Reports of the Director-Gemethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

®See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.






Foreword

Since its inception the ILO has directed particid#tention to the implications of
demographic changen the world of work. The first instruments on tmatter, adopted in
the 1930s set out to provide invalidity, old-agel aarvivors’ insuranceén 1980 the ILO
adopted the most comprehensive instrument on thgectu the Older Workers
Recommendation, 1980 (No. 162). The Recommendatios to protect the right of older
workers to equality of treatment and focuses onnteasures that should be implemented
to protect their needs.

This study by D.U. Yang and W. Meiyan brings tohtighe current and emerging
issues concerning the implications of demographange on the labour market in China.
While population ageing is a major achievementwftomes it presents major challenges
for the world of work that need to be addressedn&s population is ageing very rapidly.
Sharp declines in fertility combined with increaskfé expectancy are changing the
population structure in a major way. The low legébenefits and their limited coverage
push large numbers of older people (particularleolwomen) to continue working in the
informal economy. The combination of old-age, ptywand exclusion is therefore of great
concern.

The China study discusses the main economic andutainarket issues and
implications related to population ageing in Charad presents an overview of current
policy responses. Section 1 of the study descthresnain current and future demographic
trends. Section 2 analyzes overall labour markends in China and labour market
outcomes of the older population. The section asplores the key determinants for
termination of employment of older workers and dthates key issues related with
extending working lives of older workers as well exaployers’ attitudes towards them.
Section 3 focuses on the poverty incidence in tideage in urban and rural areas and
presents recent government interventions targgtig elderly people. Section 4 presents
the main challenges of the current pension systeboih urban and rural China. The final
section puts forward some policy suggestions tosvarguring a secure and decent old age
for the Chinese population.

This study has been jointly commissioned by the IBympent Policy Department of
the ILO Employment Sector and the Regional Econcamid Social Analysis Unit of the
ILO Regional Office for Asia and the Pacific. Itshbeen conducted under the technical
supervision and overall coordination of Mariangeétstuny from the ILO Employment
Policy Department and Rika Fujioka from ILO ROAPpizrt of a series of studies about
the demographic change that the employment seawuuhdertaken in different countries
and regions. Comments and contributions were pealvidy Roddy McKinnorfrom the
InternationalSocial Security Associatioand Gyorgy Sziraczki from ILO ROAP. The
study has contributed to a major report on emplawnaad social protection in the new
demographic context that has been prepared by mm@dyment and Social Protection
Sectors.

Azita Berar Awad
Director
Employment Policy Department
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1. Introduction

China has undergone rapid demographic change beepdst three decades. Largely
due to a significant decline in the fertility rathjs transition has meant that China may
already be described as an ageing society. In @86ple aged 65 and above accounted for
8.1 per cent of the country’s total populatio@hina, a grey country but not rich, faces the
many challenges involved in supporting a growingbar of elderlf.

Another transition complicates these challengesin&his in the process of
transforming its economy into a market system. luabuarket dislocation resulting from
this transition, as well as the fact that in thenpled economy there was not a well-
established pension system, has led to old agertyowor old people in rural areas, the
experience has been even worse than in urban d@espite efforts by the Chinese
government to establish a rural pension systenpauor the elderly in rural China has
come primarily from family members. However, houddrsize has been declining.

Furthermore, older people are facing substantibeua market disadvantages. In an
economy dominated by labour intensive industryepldorkers are not seen as competitive
as their younger counterparts. Furthermore, fotohal reasons, such as the Cultural
Revolution, older workers have lower levels of eatian.

This report explores the main economic and laboarket issues and implications of
population ageing in China and presents an ovengéwurrent policy responses. It is
organized as follows:

Section 1 describes the main demographic transiéeunlting from population ageing
in China. Section 2 analyses overall labour matilexids and labour market outcomes for
older people. It also explores retirement patterasemployment of older workers and
employers’ attitudes towards them. Section 3 deesrthe overall state of poverty in China
and of poverty among the older population in batban and rural China and also looks at
government interventions aimed at reducing pové&ection 4 analyses the pension system
in both rural and urban areas and the final seamncludes the report with some policy
suggestions.

2. Main demographic transition and population
ageing

Thanks to fast economic growth and strict familgrpling policy, China'’s fertility
rate has been declining in the past three decétdesvidely accepted that the total fertility
rate (TFR} in China is below 1.8. However, some demograpbelieve that the TFR is
even below 1.5.In addition, China experienced a significant dexlin the death rate
during the 1960s and 1970s. Furthermore, aveifigedpectancy at birth has substantially

®> World Bank (2008), World Development Indicatorst@lzmse.

® In this report, definitions vary for “the elderlyduch as 60 and above or 65 and above, depending
on the issue being examined. We specify where sacgs

" TFR (Total Fertility Rate) is the average numbechildren that would be born to a woman over
her lifetime if (1) she were to experience the ¢&xagarent age-specific fertility rates through her
lifetime, and (2) she were to survive from birthaihgh the end of her reproductive life.

8 Zhigang Guo (2008), “China has entered a new &lavofertility”, China’s First Financial Daily

June 30.



increased - from 66 years to 73 years in the |astet decades. The result of the
abovementioned trends has been rapid ageing @iojnalation.

2.1 The demographic transition

During the past three decades China has undergeapich demographic transition.
Strict family planning policies implemented sinte t11970s, dubbed the “later, longer, and
fewer” (wanxishad campaign, encouraged later marriage, a longeniat between births
and fewer children. In urban areas married couplee allowed to have one child, the
famous “one child policy”. In many provinces, ru@uples were allowed to have their
second child after a certain interval if the fithkild is a girl.

As Figure 1 shows, in the 1960s China had both bigde death rates and high birth
rates’ typical features of a country before a demograptainsition. Since the end of the
1970s, China has achieved significant economic tiramith crude death rates declining
and remaining at a low level since the 1980s. A&t shme time, birth rates have been
decreasing, which makes China a country with lowility rates and low mortality rates. In
2008 the crude birth and death rates were 12.14&o/806%o0 respectively and the natural
growth rate only 5.08%o.

Both the strict population control policy and econo development have played an
active role in the decline of fertility, makingpbssible for China to experience within 30
years a demographic transition that took more th&windred years in most industrialized
countries.

Figure 1 Changing patterns of China’s population (1949-2008)
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Sources: National Bureau of Statistics, China Statistical Yearbooks (various years), China Statistics Press

° The crude death rate is the number of deathsdiven population during a given time period
divided by the total population, multiplied by otteusand; the crude birth rate is the number of
births in a given population during a given timeipe divided by the total population, multiplied by
one thousand. Natural growth rate is the crudé bate minus the crude death rate. It represents th
portion of population growth (or decline) determdrexclusively by births and deaths.



In 1971, the TFR stood at 5.4. Since then it planige2, below the replacement rate
(usually 2.1). Currently it is approximately 1.8eamly half the average level for low-
income countries (3.5) and very similar to the leg® high-income countries (1.'}5’.
China’s population growth rate has been consigtdrglow 10%. since 1998, with a further
decline from slightly above 6%. in 2003 to 5.08%2b08*

2.2 China’s population structure and ageing

The United Nations definition of an ageing societya country or region in which
people aged 60 or more make up 10 per cent ofotaépopulation. China has crossed the
threshold of an ageing society by the United Natiatriteria. China’'s percentage of
population over 60 years of age reached 7 perine2@00 from 4.4 per cent in 1953, 3.6
per cent in 1964, 4.9 per cent in 1982, and 5.6cget in 199d? Thus, by the UN's
criteria, China had virtually become an ageingetycat the time of its fifth census in 2000.
According to thel% Population Sample Survegnducted in 2005, the proportion of those
aged 65 or older had increased to 7.69 per ceimaGhpopulation age structure has shifted
from a typical pyramid dominated by a young popgafatto an olive shape featuring an

increase in the elderly and dominance of the middled (Figure 2).

Figure 2 Changing population pyramids, 1953 — 2005 (%)
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Sources: Fan, Jingjing (ed.) (1995), China’s Population Structure by Age and Sex, China Population Publishing House; National
Bureau of Statistics (2007), Tabulation on the 2005 1% Sample Survey of the People’s Republic of China, China Statistics Press;
National Bureau of Statistics (2002), Tabulation on the 2000 Census of the People’s Republic of China, China Statistics Press.

9 World Bank (2008), World Development Indicatorst&lmse.
' National Bureau of StatisticEhina Statistical Yearboofvarious years)China Statistics Press.
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The changing age structure will continue to shaperé population dynamics.
Various predictions of China’s population suggdws trend will continue. While total
population is likely to increase, reaching its peakhe next two decades, the age structure
of the population — which is one of the main detieants of labour supply and ageing in
the long run — is set to reach a turning poinhimnext decade. As Table 1 shows, there is a
decreasing share of children in the population temext decade and an increasing share
of elderly, while the population of labour age siamtil it peaks in 2016 at 1 billion and
then decreases after 2016. Those aged 64 and aldbaecount for more than 10 per cent
of the total population after 2016.

Table 1 Age profile of total population in next decade

Year 15-64 Changes 15-64 0-14 64 and above Dependent ratio
(million) (million) (%) (%) (%) (%)
2001 88,573.1 - 69.4 235 7.2 441
2002 90,045.6 14725 70.1 22.6 7.3 427
2003 913635 1317.9 70.7 218 75 414
2004 9238114 1447.9 714 21.0 76 40.1
2005 94 275.1 1463.7 72.1 20.1 7.8 38.7
2006  95036.9 761.8 72.3 19.7 7.9 383
2007 9538233 786.4 72.5 194 8.0 37.9
2008  96,613.9 790.6 72.7 19.1 8.1 376
2009  97286.3 672.4 72.8 18.9 8.3 374
2010 97,8359 549.6 72.8 18.7 8.4 374
2011 98384.8 548.9 72.8 185 8.6 374
2012 9892356 538.8 72.8 184 8.9 374
2013 99167.2 2436 72.6 18.3 9.1 37.7
2014 992455 78.3 72.3 18.2 9.4 383
2015 99280.8 35.3 72.0 18.2 9.8 38.9
2016 99,3985 17.7 71.8 18.1 10.1 39.3
2017 99,327.1 714 715 17.9 106 39.9

Sources: Hu, Ying (2007), “Predictions on major population indicators of rural and urban China”, NBS unpublished memo

In addition to general demographic transition agdirag in China, it is interesting to
look at trends by gender and by rural and urbaasasance the patterns differ, as do support
systems for the elderly.

Figure 3 shows that while the proportion of thoseerothe age of 65 has been
increasing for both sexes, it has been higherdorales. In 1953, this proportion was 5.2
per cent for females and 3.7 per cent for malesra@000, 7.7 per cent for females and 6.5
per cent for males.



Figure 3 Proportion of population aged 65+ by gender (%)
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There has also been a growing gap in the propodiguopulation aged 65 and above
living in rural and urban areas (Figure 4). In 20056 per cent of the population in rural
areas were 65 and over, 1.14 percentage pointemtpan in urban areas. By 2008, the
proportion in rural areas was 8.96 per cent angrliran areas 7.18 per cent, a gap of 1.78
percentage points. By 2020, this gap will haverrise 3.79 percentage points as the
proportion of 65 and above reaches 14.17 per oaniral areas and 10.37 per cent in urban
areas.

Figure 4 Proportion of population aged 65+, by rural/urban classification (%)
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3. China’s labour market trends and
employment of older workers

Alongside China’'s demographic transition, the regtiring of state-owned
enterprises (SOESs) initiated in the late 1990s d¢tenged the country’s labour market
substantially. In this section, we describe Chinaigrall labour market situation, in
particular how these changes have affected thelglideboth urban and rural areas.

We also look at differences in the termination ofpboyment and in recruitment of
old workers compared with younger ones and anatfiee main issues regarding re-
employment of older workers and employers’ attiutiavards them.

3.1 China’s overall labour market situation
The Chinese labour market has experienced rapiitiuitisnal change. Furthermore, it
has faced a turning point in recent years knowthas‘Lewisian Turning Point*® As a
result of economic restructuring, the labour mankeitticipation rate in urban areas has

been decreasing over the past decade, as Tabtvd.sh

Table 2 Labour force participation and unemployment in the urban labour market

Economically Employed Labour force Surveyed Registered
Year active population persons participation unemployment unemployment
(million) (million) (%) rate (%) rate (%)
1990 176.15 170.41 78.0 3.3 25
1991 180.65 174.65 83.0 33 23
1992 184.91 178.61 726 3.4 23
1993 189.22 182.62 66.9 35 26
1994 193.33 186.53 72.3 35 28
1995 198.30 190.40 75.9 4.0 29
1996 207.37 199.22 729 39 3.0
1997 217.61 207.81 72.1 45 3.1
1998 230.66 216.16 71.2 6.3 3.1
1999 238.09 22412 729 59 3.1
2000 250.58 231.51 66.1 7.6 3.1
2001 253.47 239.40 67.3 5.6 3.6
2002 264.00 247.80 66.5 6.1 4.0
2003 272.82 256.39 63.4 6.0 43
2004 280.99 264.76 64.0 58 42
2005 293.83 273.31 62.5 52 4.2
2006 301.54 283.10 - - 4.1
2007 310.05 293.50 - - 4.0

Sources: Calculations from NBS; China Statistical Yearbook (various years); China Statistical Press

13 Fang Cai (2007the Coming Lewisian Turning Point and Its Policypliations Social Science
Documentation Press. The Lewisian Turning Poinhéstransition from an era of unlimited labour
supply to that of finite labour surplus.



First, during the planned economy era, China hactlatively high labour force
participation rate in urban areas. At that timee af the priorities of China’s economic
strategy was to develop heavy industry. To do thikh few capital resources, it was
necessary to lower input costs, including laboud &mod products. The government
therefore monopolized the circulation of agricudluproducts through purchase and sale at
low prices fonggou tongxiap The policy included collectivization of agricutal
production, under which People’s Communes were édrnfurther restricting the mobility
of labour — through adoption of the household tegii®n (ukoy system.Tonggou
tongxiaqg People’s Communes aridikou thus constituted a “troika” in the institutional
arrangement of agriculture in the planned econperiod.

At the same time, a dual social structure that sedged rural and urban areas was
developed. In urban areas, several employmentveniéons were put in place that led to
relatively high labour force participation ratess Auch, the recent decline in labour
participation rates may be considered an adjusttoethie market economy.

Second, a radical economic restructuring of SOBK filace from the middle of the
1990s. With the economic slowdown brought on byAkmn economic crisis that began in
1997, the so-called shattering of the “iron ricaviid* started. This brought not only lay-
offs and unemployment but some discouraged workersirban areas chose to be
economically inactive, resulting in a dramatic @ase in labour force participation rates
since the middle of the 1990s — in particular foomen, as they tend to be more
disadvantaged in response to labour market shéaarding to the China Urban Labour
Survey (CULS1Y in 2001, from 1996 to 2001 women’s participatiates decreased 10.6
per cent while those of their male counterpartsetesed 6.9 per cent in the same petiod.

Third, an improvement in the social protection eystin urban areas lowered labour
force participation rates. For instance, since 1@8&a has set up thdibao (minimum
living standard guarantee) system, a social assistarogramme in urban areas subsidising
low-income households. According to the MinistryQif/il Affairs, the per capita benefit
level for urbandibao recipients was estimated to be ¥141per month BB2&ince the
dibao benefit was separated from employment statusag mwevitable that it would create
an incentive to quit the labour market.

During the planned economy, the State guarantdehiemployment and government
institutions did not assume that unemploymenttegisHowever, with the reforms and
restructuring of the economy, “registered unempddygtarted reflecting demand for jobs.

According to the official definition, registered employed in urban areas refers to
persons with non-agricultural household registratid certain age (16 years and above),
who are capable of working, unemployed and wilimgvork, and have been registered at a
local employment service agency to apply for a |dhder such a definition, working status
and willingness are not the only conditions for lquiag as unemployed. Mukou status”
and registration are also indispensable factors.

14 Prior to the reforms, employees working in SOEsaweell protected in terms of employment and
comprehensive welfare and employers found it hardire workers. This has been compared to
holding an iron rice bowl.

> This survey was conducted by the Institute of Ratipn and Labour Economics, Chinese

Academy of Social Sciences in 5 Chinese cities ii$&eg, Wuhan, Shanghai, Fuzhou and Xian) in
2001 and 2002.

!¢ Giles John, Albert Park and Fang Cai (2006), “Haas Restructuring Affected China’s Urban

Workers?”,China Quarterly 185, pp.61-95.



It is possible to estimate the urban unemploymeate¢ according to various data
published by the NBS. Both surveyed unemploymetgsrand registered unemployment
rates are shown in Table 2. As the table showsstiheeyed unemployment rate is always
higher than the registered unemployment rate. Tdpe lgetween the two rates has been
more substantial since the middle of 1990s whenuti®n labour market suffered a
significant dislocation. The gap also implies tteg registered unemployment rate is not an
adequate indicator of the labour market in urbam&h

Along with the changes described above, the Chitedseur market has undergone
substantial “informalization”. Employment in thefanmal economy in China includes
those types businesses or production unitsdhatot recognized or protected under the
legal and regulatory framework$n general, employment that is not registered wlith
“Labour Comprehensive Reporting System” (LCRS) d@hd Industrial and Business
Administration can be considered informal. Furthemsm there are workers working
informally in the formal economy, which are of ceerregarded as part of the formal
economy but they do not have a contract or enjojakeecurity benefits.

Figure 5 presents a breakdown of total employmgrarterprise ownership. Since the
disaggregated data comes from the LCRS and thieetmialoyment is based on the labour
market survey, a significant residual exists. Thap g(discrepancy) between total
employment and aggregated employment in the uRBE(in the figure) is regarded as the
size of employment in the informal economy.

Figure 5 Changes in employment structure since economic reforms
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Note: SOU - state-owned units, COL - collective-owned units, CU — cooperative units, JOU — joint ownership units, LLC — limited liability
corporations, SHCL - share holding corporations limited., PE - private enterprises, HMT — units with funds from Hong Kong, Macao and
Taiwan, FFU - foreign funded units, IND — self-employed individuals, RSD - residual.

Sources: NBS; China Statistical Yearbook (various years), China Statistics Press

Another important change in recent years in theuabnarket is associated with the
so-called “Lewisian Turning Point”. As a result of both the strict implementation loé t
one child policy and rapid socio-economic developineChina has undergone a

Y The Lewisian Turning Pointeans the transition from an era of unlimited fagapply to that of
finite labor surplus.



demographic transition in about 20 years, a vergrtsiperiod compared with most
developed countries. In absolute terms, China'skingrage population will peak at
approximately 1 billion in 2015 before embarkingoupa gradual decline. This projection
sends an important message: in the near futureizbeand proportion of China’'s working-
age population will change in ways which are défdr from those that we have long
observed moving towards an increasingly seriousuabhortage.

3.2 Labour market outcomes for the elderly

As already mentioned, the urban labour market iin&as undergone significant
changes over the past decade. Due to the downtuthei macro-economy and rapid
structural change in industry, many SOEs lost theimparative advantage and
competitiveness and have been unable to fullyzetitheir production capacity since the
late 1990s. This has resulted in job losses fodheds of thousands of urban workerbe
restructuring of the urban economy resulted in labroarket dislocations since the middle
of the 1990s. The share of employment by SOEsmitlirom 59.1% in 1995 to 22.7% in
2006'® No matter what type of termination of employmemiswised, including compulsory
early retirement, it is clear that the dismissagsewnot voluntary.

The impact of these policies on older people wasethi In general, older workers
were more vulnerable than their young counterp&itsce their pensions were attached to
their “work units”, the loss of their jobs meaneyhhad to rely on private support or intra-
household resource reallocation, which meant tldtpeople were more vulnerable to
poverty.

However, the situation improved in the new centwhen the pension system was
gradually socialized and was detached from thosgla@mrs unable to afford to support
retirees. As a result, compared with those who @@tk enterprises that were unable to
pay their employees on a regular basis, older geapb retired had more stable incomes
from the pension system.

The China Urban Labour Survey (CULS2) of 280b6ffers an insight into the
employment status of those 60 or above (FigureS#)ce most of the retirees from
enterprises were able to get relatively generoussipas, they tended to quit the labour
market. In our sample, the total number of elders 1,182 and only 4 per cent said they
were working. Among the inactive older people, 8@re in “normal retirement®, 108
were in early retirement (of whom 16 retired edryoluntarily). The average monthly
pension for the retirees was ¥758, which is moas B0 per cent of the average monthly
income of those in work. For male retirees, theraye monthly pension was ¥892 (63.3
per cent of current workers’ average monthly eaysiiwhile female retirees received ¥665
(63.3 per cent).

'8 Calculated from data iBhina Statistical Yearbook

9 This survey was conducted by the Institute of Ratipn and Labour Economics, Chinese
Academy of Social Sciences, in five Chinese ci(i&senyang, Wuhan, Shanghai, Fuzhou, and Xian)
and seven other cities in 2005.

% Defined as “retired at official retirement age’e. 60 years for males, 50 for female workers and
55 for female cadres.



Figure 6 Distribution of employment status for the elderly, 2005 (%)
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Source: Calculated from CULS2.

Thanks to the generosity and stability of the pemgystem in urban China, labour
participation rate for older people is very low.we look at the findings of the labour
survey according to age group, as Table 3 showeslattour market participation rate for
people below 50 years is more than 80 per cerdedlines dramatically for those aged
more than 50. Most of female employees retire leehér, leading to a sharp decrease in the
female participation rate between 51 and 60 yéamswomen, the participation rate is only
22 per cent, and for men 66 per cent in the sameyegup.

Table 3 Outcomes by age group on urban labour market, 2005

Age group Labour force participation Unemployment rate Average monthly wages
rate (%) (%) (¥/month)

Total sample

40- 86.6 8.4 1,271

41-50 80.0 6.9 1,167

51-60 43.9 2.3 1,443

61+ 4.1 - 1,423

All 60.7 5.2 1,257

Male

40- 91.3 8.7 1,422

41-50 89.7 7.2 1,346

51-60 66.0 4.0 1,523

61+ 6.4 0.2 1,532

All 69.9 5.7 1,416

Female

40- 82.4 8.1 1,118

41-50 70.3 6.7 936

51-60 221 0.7 1,178

61+ 1.9 0 1,043

All 51.9 4.7 1,049

Source: Calculated from CULS2

Given the low labour force participation rates, i not surprising that the
unemployment rate among old workers is very low.Table 3 shows, the unemployment
rate declines as age increases. For people betseamd 60, the overall unemployment
rate is 2.3 per cent. Considering that male workerhis age group have a much higher
participation rate than female workers, it followkat they also have a higher
unemployment rate, i.e. 4 per cent.

10



According to the table above, older workers dogestm particularly disadvantaged in
terms of earnings, but there is a substantive ggralegap across all the age groups. Apart
from the effect that experience has on earningsetls a small percentage of older workers
beyond the official retirement age that remainha tabour market at relatively high pay
levels.

The difference in labour market outcomes by sexotsble. Labour force participation
rates of women are lower than for men. The mosoiamt reason for this is the different
roles men and women play in the family and soci¢tlarge. A large part of the economic
contribution of women is through their care-giviswgd household chores. According to the
second wave of the China’'s Women’s Social Statugefun 2000, women do most of the
housework (Table 4). Overall 85 per cent of houkklhores are undertaken by women.
Throughout their life cycle, women accumulate labmarket disadvantages that pile up at
older ages and are therefore more vulnerable tleantmpoverty and social exclusion.

Table 4 Time spent on housework by gender (hours: minutes per day)

Men Women
Urban 1:26 3:34
Rural 1:35 4:27
Total 1:33 4:14

Source: “A report on Second Wave of China’s Women's Social Status Survey”, downloaded from website of Institute of Women'’s Studies,
http://www.wsic.ac.cn/Browse/Index.aspx

3.3 Factors affecting termination of employment of the
older population

To further explore the issue of the effects of agelabour market outcomes, we
looked at the reasons the elderly quit the laboarket; namely: (1) What factors led the
elderly to leave their last jobs? and (2) Did tltgrn of leaving their last jobs differ for
men and women?

In accordance with the relevant provisions of Clsirraurrent retirement policy male
and female workers retire at different ages (womedite 5 years earlier than their male
counterparts). This results in a different ageriistion men and women workers leave
their last jobs. As we can see in figures 7 and@ female workers, the age of leaving
their last job was around 50-55 (Figure 7). The dig&ibution, however, is more even than
for their male counterparts (Figure 8).

Figure 7 Age last job was left: females (2005)

Probability
15

1
1

T T
40 50 60 70
Age of Termination of Last Job

Source: Calculated from CULS2
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By contrast, the majority of male workers leaverthest job at around age 60, which
is the official retirement age for men. The diattibn is therefore concentrated around 60
while for female workers it is evenly distributedtlyeen 50 and 55, which indicates that
the ratio of women leaving their last job at th&owdl retirement age is lower than for men.
The different pattern of age distribution may iradée that female workers face specific
labour market disadvantages throughout the lifdecgince they were found to have left
jobs at different ages while males did so in a nawecentrated way around the official

retirement age.

Figure 8 Age last job was left: males (2005)
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Source: Calculated from CULS2

To explore this further, we used the CULS2 to utad&r a multinomial logit analysis
on determination of the employment terminationrf@ie and female workers respectively.
The sample was truncated by keeping those agedkbrtd0 and 70.

As shown in Figure 6, the employment status of e¢lderly can be divided into
working (“Working” category) and non-working (altfeer categories). Furthermore, there
are several different reasons that explain whyedlderly leave their last jobs, including
retirement at the official retirement age, voluityaearly retirement, involuntarily early
retirement and unemployment.

As we have already noted, the elderly who retirthatofficial retirement age can get
stable and relatively generous incomes from thesipansystem. But those who do not
participate in the pension system and who werelimiarily retired are likely to be in a
different situation. More importantly, the reas@eople leave their last jobs are not solely
determined by policy. Individual as well as houddeircumstances can play an important
role. Workers with lower levels of education prdseémportant labour market

disadvantages, for instance.

In the regression model, some basic individualaldes were included. Even though
the sample was truncated, age is still a relevatdrins of influencing retirement decisions.
In order to have a more detailed analysis To loake closely at the role of age in
employment termination three age groups were alggi@gmmies): 41 to 50, 51 to 60 and

61 to 70.
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The other individual variables include educatioathinment, political status (party
membership) and health. To observe the impact otribmtion in the social security
system, variables such as whether the person ltadsato a pension or medical care when
leaving his or her job were included. This was sota reflect the impact of social
protection on the decision to terminate employm@&amnsidering that previous experience
of labour market “shocks” may have an impact onreitemployment decisions, a variable
was included on whether the person had been pralyitaid off .

Household composition is another factor that affetie employment decision, in
particular for female workers. This regression mpeluded variables such as the ratio of
pre-school children to household size in orderaptare the effect of time devoted to care;
ratio of in-school children to household size; gatf labour to household size; and
household size.

Regional “dummies” were included in the regressioodel to capture the effect of
labour demand variations among regions, retirenpelity differences across cities and
some other factors correlated with geographicahsardhe degree of disadvantage of
employment status varies across all groups. In rgénthe unemployed are the most
disadvantaged in terms of income and, in turnjekiel of social protection increases from
involuntarily early retirement, voluntarily earlgtirement to normal retirement.

The regression results are presented in Table STabte 6 for males and females
respectively. The dependent variable is categoriasd working (reference group),
unemployed, involuntarily early retirement, voluiiia early retirement, and normal
retirement.

Table 5 Male employment termination: a multinomial logit analysis

Unemployed/out Involuntarily Voluntarily early Normal retirement
of labour market early retirement  retirement

_Age: 51- 60 0.18 (0.84) 1.48(2.6) 2.03 (4.86) 4.01 (5.46)
Age: 61-70 0.10 (0.16) 3.19(4.67) 3.84 (7.56) 7.62 (10.00)
Years of schooling -0.14 (-3.75) -0.12(-1.83) -0.12 (-2.88) -0.11 (-2.98)
Party membership -0.60 (-2.22) -0.48 (-1.06) -0.35 (-1.21) 0.03 (0.14)
Health status -0.49 (-7.76) -0.36(-2.58) -0.46 (-4.96) -0.22 (-2.61)
Pension and medical -0.51 (-2.75) -0.18 (-0.43) 0.39(1.30) -0.18 (-0.75)
care
Household size 0.02 (0.14) 0.03 (0.12) -0.09 (-0.57) 0.16 (1.24)
Ratio of children below 6  1.94 (1.11) 1.67 (0.50) 5.63 (2.59) 1.22 (0.72)
to household size
Ratio of children 1.52 (2.21) -2.51 (-0.66) -3.00 (-1.09) -1.76 (-0.96)
between 7~16 to
household size
Ratio of labour to 0.50 (0.82) 3.73 (1.81) 2.95(2.34) 1.82 (1.72)
household size
Experience of being laid-  1.50 (8.36) -1.23 (-1.90) -1.26 (-2.94) -1.95 (-4.37)
off
Wuhan -0.09 (-0.36) 3.05 (2.86) 0.70 (1.84) 0.78 (2.26)
Shenyang -0.28 (-0.94) 1.84 (1.62) 0.74 (2.04) 0.82 (2.46)
Fuzhou -0.37 (-1.3) 1.71 (1.56) -0.98 (-2.12) -0.03 (-0.08)
Xian 0.38 (1.35) 242 (2.17) 0.32(0.7) 0.55 (1.49)
Cons 1.63 (1.89) -6.32 (-2.48) -2.76 (-1.85) -5.37 (-3.78)
Pseudo-R? 0.41
Number of obs. 1,789

Note: z value in parenthesis
Source: Calculated from CULS2
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Table 6 Female employment termination: a multinomial logit analysis

Unemployed/out Involuntarily Voluntarily early Normal retired
of labour market early retired retired

Age: 51- 60 0.30 (1.25) 0.46 (1.12) 1.53 (5.54) 2.98 (15.51)
_Age: 61- 70 2.69 (5.11) 1.94 (2.66) 3.34 (6.01) 5.55 (11.35)

Years of schooling -0.22 (-6.67) -0.14 (-2.45) -0.04 (-0.86) -0.10 (-3.30)

Party membership -1.27 (-3.51) -0.20 (-0.45) -0.34 (-1.07) -0.40 (-1.82)

Health status -0.25 (-3.77) -0.36 (-3.18) -0.34 (-3.70) -0.18 (-2.74)

Pensions and medical -1.16 (-6.29) 0.33 (0.97) 0.67 (2.65) 0.46 (2.75)

care

Household size 0.38 (3.83) 0.29 (1.59) 0.24 (1.85) 0.38 (4.02)

Ratio of children below 6 -1.32 (-0.64) 7.02 (2.00) 8.66 (3.85) 7.38 (3.69)

to household size

Ratio of children between  -0.62 (-0.82) -4.03 (-1.85) -0.64 (-.41) -3.13 (-3.09)

7~16 to household size

Ratio of labour to 1.02 (1.90) 0.78 (0.72) 3.38 (3.40) 1.72 (3.00)

household size

Experience of being laid- 1.44 (7.95) -1.49 (-2.40) -1.33 (-2.73) 0.05 (0.24)

off

Wuhan 0.11 (0.43) 1.34 (2.38) 0.76 (2.20) 0.11 (0.46)

Shenyang 0.30 (1.12) 0.26 (0.38) 0.48 (1.32) 0.57 (2.47)

Fuzhou 0.07 (0.26) 0.09 (0.13) -0.14 (-0.37) 0.02 (0.10)

Xian 0.87 (3.07) 2.38 (4.25) 1.25 (3.25) 1.03 (3.89)

Cons 0.44 (0.55) -1.60 (-1.06) -4.51 (-3.56) -2.90 (-3.52)

Pseudo-R? 0.34

Number of obs. 1,800

Note: z value in parenthesis
Source: Calculated from CULS2

It is not surprising that age is a significant det@ant in all types of retirement.
Human capital (measured by years of schooling)dmasnportant impact on employment
outcomes for male and female workers, when theisagentrolled. That is why years of
schooling scores negative for all categories of dapendent variable. The other human
capital variable, health status, shows similar ltesiBy contrast, the political variable
(party membership) is only significant for the unqeoyed group.

The household composition variables have diffenmpiacts. The ratio of pre-school
children to the household size captures the efdéathildcare on employment. Elderly
females in households with pre-school children haweore important tendency to retire
compared to elderly males. This implies that mgkime for childcare is more important
in the employment decision of females.

Household size is statistically insignificant foal®a workers, but it is significant for
female workers suggesting that females’ work clo@e not as independent as those of
males. In addition, male and female workers areentiely to retire early voluntarily in
households where other family members are workiihg is because the family has further
income sources. Both, men and women that have freerously laid off are more likely to
become unemployed instead of retiring.

3. Poverty in old age

Before the 1990s, poverty in China was looked ug®ra phenomenon that affected
only in rural areas. As a result poverty reductmongrams have long been effectively
pursued and well received in rural China. Urbann€be, meanwhile, were well protected
and far away from poverty. Despite poverty alldgeiatefforts in rural China, there is an
important poverty gap between urban and rural areas
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Given that a large proportion of the urban eldéslgovered by the pension system,
poverty is not severe in comparison with both yarmgrban people and rural elderly. The
situation for the latter is more serious as eviéeruy higher poverty rates.

4.1 General situation of poverty in China

Before the radical reform of the SOEs in the 18880k, the majority of China’s poor
were located in rural areas. It is estimated tating those years, there were about 250
million rural people living below the poverty lin8ince economic reforms initiated in the
late 1970s, China has achieved the fastest econgnoiwvth and the largest poverty
reduction in the world. While the per capita incooferural households increased from
¥134 in 1978 to ¥981 in 2007 in real terms, thaltoumber of rural residents living below
the official poverty line decreased from 250 mitlieco 14.79 million, with a decline of
poverty incidence from 30.7 per cent to 1.6 pert @erthe same period (Figure 9). China
has won widespread recognition from the internai@mommunity for its achievements in
poverty reductio*

Figure 9 Number of poor and poverty incidence in rural China
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Sources: NBS, China Statistical Abstract (various years), China Statistical Press

Since the late 1990s, however, poverty reduction dlawed down with decreasing
marginal effects of poverty alleviation efforts. W¢hsome scholars assert that there is

2L Overall poverty incidence in China decreased f&8per cent in 1981 to 8 per cent in 2001. See
Martin Ravallion and Shaohua Chen (2004), “Chin@&seven) Progress Against Povertyolicy
Research Pape3408, Development Research Group, Washington,.D. C

15



widespread poverty in rural arédshere is a consensus that the rural poor in Chine
been marginalized both in a geographic and dembigaensé®

The poverty alleviation process in rural China tendivided into three phases. The
first one dates back to the period 1978 to 1985 #oed adoption of the household
responsibility system. During this short periode tlumber of rural residents living below
the absolute poverty line was halved. Poverty rednauring this phase stemmed from the
effects of economic reform in rural China under evhhundreds of thousands of farmers
were released from the shackles of the People’'sn@ora System and raised agricultural
productivity through improved incentives.

The second phase of poverty reduction in rural €lstarted in the mid-1980s. The
government budgeted for special poverty alleviationds (PAF) consisting of “fiscal
alleviation funds”, “food for work funds”, and imst-subsidized loans to support
economic growth in designated poor areas. Poverfs woncentrated in remote
mountainous and border regions sometimes populatezthnic minorities, and the funds
were aimed at these selected areas known as Naflesmgnated Counties. There were 592
such counties accounting for about a fifth of cgtlevel jurisdictions across the country.
As a result, from 1986 to 1993, poverty incidenteaural areas decreased from 14.8 per
cent to 8.7 per cefit.

The regional concentration of the rural poor becamee and more obvious after that
period. Poverty was concentrated in central andtesesChina, such as the south-west
rocky areas, the north-west loess plateau, the &mbuntainous areas and the Qinghai-
Tibet Plateau. In addition to the weak infrastroetin these areas, social services were less
developed and natural conditions had long beenmiapbors causing poverty. In 1993 the
Chinese government put forward tBe7 Poverty Reduction Programme/ith a goal of
reducing the number of rural poor by 80 million ptlee course of the last seven years of
the twentieth century, it was the largest-scalegmme of poverty reduction since the
mid-1980s. As Figure 9 shows, poverty reductiomongsfin rural China seemed to slow
down after the late 1990s. This indicates the diedtdmarginalization of rural poverty” as
the total number of rural poor declined. The tiptdhse of poverty alleviation began in the
late 1990s and was characterized by policies tagyetarginalized pooiThe new policies
aim to reach the remaining rural poor directly amdift them out of poverty through both
improved targeting and financial utilizatioHowever, on-going poverty alleviation policies
through regional development need to be revised.ekample, a better option would be
extending the social security system to reach tbst wulnerablé®

Unlike rural poverty, urban poverty was not acknedged until the 1990s. By the
middle of the 1990s, urban areas had experienceduseeconomic restructuring that
affected the urban labour market and led to airisgnemployment. In response to these
labour market shocks, safety nets were set uphiaruareas, including temporary payment
to those laid off from SOEs, social security prognges and thelibao (minimum living

22 Azizur Rahman Khan (1998), "Povetry in China ie fheriod of Globalization: New Evidence on
Trend and Pattern”|ssues in Development Discussion Papéo.22, Development Policies
Department, International Labour Office, Geneva &arl Riskin (1994), “Chinese Rural Poverty:
Marginalized or DispersedAmerican Economic Reviewol.84, No.2, pp.281-284.

% Fang Cai and Yang Du (2004), “Conditions of Settirp Dibao in Rural Areas Ripen”, Chinese
Cadres Tribune, No.9.

4 Office of Leading Group of Poverty Alleviation $tate Council (2004), Poverty Reduction: Efforts
of Chinese Government, mimeo.

% Fang Cai and Yang Du (2004) “Conditions of SettiqgDibao in Rural Areas Ripen,Chinese
Cadres TribungNo. 9.
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allowance) programme. All these programmes weredionly at urban people with local
hukoy thus excluding migrants.

Unlike in the case of poverty in rural areas, urkdmna has no poverty line against
which to measure the extent of the problem. Thetmommon and feasible way is to
estimate the number of poor based ondi&o line defined by local government. If the
dibao line is taken as representing the poverty lin@ppe whose per capita incomes are
below the locatibao line might be defined as poor. THdbao programme was initiated in
the 1990s and has become the most important sss@tance programme in urban China.

As Figure 10 shows, there were 23.35 million urpaople below thelibao line in
2008. In 2003, the Chinese government claimedttieatlibao programme covered all the
poor in urban areas, which is why we can see destednd of urban poor since then. The
nominal benefit level per capita has risen oveetineaching ¥141 in 2008.

Figure 10. Coverage and benefits of the urban dibao programme
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4.2 Poverty incidence among the elderly

In a transition country like China, the incidendepoverty is not evenly distributed
among different age groups because of poor labankeh performance and the social
protection system is not well established. Besittes rural-urban income gap complicates
the situation and is reflected in welfare dispastamong the elderly between both areas

There is no recent national representative surymcifically focused on poverty
among the elderly. However, a survey conductedd@®02by the China Ageing Working
Committee and the China Ageing Association coliéctata in both urban and rural areas
in 20 provinces. In addition to measuring povenyoag the elderly through traditional
economic indicators, the survey also investigatedbjective” poverty through a self-
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evaluation of respondents’ economic situation aagpines$® The poverty incidences
were calculated based on this information (Table 7)

Table 7 Poverty incidence among the elderly in urban and rural areas, 2000 (%)

Province Urban area Rural area
Economic situation Unhappiness  Economic situation Unhappiness

Beijing 1.5 4.8 6.2 8.5
Tianjin 4.0 3.8 1.9 3.3
Shanghai 24 3.8 3.7 11.2
Heilongjiang 54 55 10.3 6.1
Shaanxi 2.6 4.7 111 12.6
Jilin 7.0 5.1 4.3 6.3
Jiangsu 51 6.7 10.4 11.3
Zhejiang 1.8 45 5.1 141
Hubei 3.4 4.0 8.3 9.1
Sichuan 4.2 34 9.6 74
Yunnan 6.5 10.3 13.8 12.3
Guangdong 8.1 8.5 7.7 10.7
Fujian 4.7 5.1 8.0 15.5
Jiangxi 4.6 9.5 9.3 15.3
Anhui 3.4 5.4 7.2 15.0
Hebei 24 5.1 6.5 104
Shandong 2.3 4.3 10.1 7.5
Henan 2.2 4.5 6.7 11.8
Gansu 10.9 12.1 9.3 8.7
Xinjiang 6.2 6.4 13.6 9.2
Total 4.5 5.9 8.2 10.2

Source: Wang, Dewen and Kaiti Zhang (2005), “The Chinese Elderly: How They Live and How Many of Them Are in Poverty?”, Chinese
Journal of Population Science (Zhongguo Renkou Kexue), No.1

Based on the evaluation of their economic situgtitbe poverty incidence of
the elderly is 4.5 per cent in urban areas andp8r2cent in rural areas, which is very
similar to the results based on the evaluatiorheirthappiness, though the latter is a little
higher.

In urban China, the pension system is relativelyunega and could be qualified as
guite generous. For this reason, urban residents kdve participated in the pension
system are likely to be out of poverty when theyeeTable 8 shows poverty rates by age
group at individual level and illustrates the issliearly. Using data gathered by China’s
Urban Employment and Social Protection Surtethe poverty status for different age
groups is calculated. Two poverty lines are applied localdibaoline and half of median
of per capita household income.

% people were asked to evaluate whether they weisfisd with their economic situation and
whether they felt happy or not.

2" This survey was conducted by the Institute of Ratan and Labour Economics, Chinese
Academy of Social Sciences, in 14 cities in 200de Tampled cities are Wuxi, Shenzhen, Zhuhai,
Zigong, Daging, Hegang, Liaoyuan, Fushun, Benxizl3ou, Tongchuan, Baoji, Xiangfan, and
Yichang.
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Table 8 Poverty rates at individual level (%)

dibao line Half of median of per capita household
Age Group - - income -

With Without All With Without All

pension pension pension pension
All sample
40- - - 14.94 - - 24.04
41-50 - - 18.91 - - 28.05
51-60 5.66 18.00 9.28 11.82 28.31 16.63
61+ 2.39 20.22 8.79 7.58 27.42 14.83
All - - 14.05 - - 22.47
Male
40- - - 14.16 - - 23.11
41-50 - - 19.21 - - 28.82
51-60 7.22 23.93 10.80 13.61 36.51 18.48
61+ 2.11 16.17 5.55 6.96 2246 10.89
All - - 13.48 - - 21.87
Female
40- - - 15.73 - - 25.00
41-50 - - 18.67 - - 27.36
51-60 3.84 14.74 7.86 9.74 23.81 14.90
61+ 2.79 22.37 12.00 8.52 30.04 18.76
All - - 14.64 - - 23.12

No matter what line is used, the incidence of piyvdrops dramatically at 60 years,
as can be seen in the first and fourth columns@tdble. The pattern is similar if we break
it down by gender. Poverty rates for elderly feraadove 60 are slightly higher than for
males while poverty rates for females of all ageugs are slightly lower at both lines.

Women have a longer average life expectancy than mkich also means they may
live longer in poverty than men. According to paiidn census data, the average life
expectancy in China has been increasing steadil\l982, it was 67.77 years, in 1990
68.55 years and in 2000 71.4 years (Table 9).

Table 9 Life expectancy by gender (years)

Year Men Women Total
1982 66.28 69.27 67.77
1990 66.84 70.47 68.55
2000 69.63 73.33 71.40

Source: National Bureau of Statistics, China Statistical Yearbook (2007), China Statistics Press

Thus, average life expectancy increased, as didlfthexpectancies of both men and
women. However, the life expectancy of women hankm@ways much higher than that of
men and the gap has been increasing. In 1982 #mtwvas 2.99 years, rising to 3.63 in
1990 and 3.7 in 2000. This may mean that womenidimger in poverty.

When we look at the effects of participation in thension system on poverty
reduction for the elderly, it is not surprising thhose outside the system are much more
prone to fall into poverty. When measured accordinthedibao line, the poverty rate for
those 60 and above is 2.4 per cent for those whicipated in the pension programme and
20.2 for those who did not. Coverage by the penpimgramme is therefore key to the
eradication of urban poverty. This issue is elatealén the next section.

Table 8 also shows how older workers who haverttrgached retirement age face

also disadvantages -poverty rates for those betdgea 50 are higher than for the younger
age groups.
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Poverty among the elderly in rural areas is a nser@ous problem than in urban ones
due to the lack of a pension system. As it willdigcussed in the next section, thdedy
haveto depend orfamily support in their old-age. Since there is no micro-surveyad
available for rural areas, it is difficult to estite the extent of poverty among the rural
elderly and its share in total rural poverty. Aaiog to the NSB (2007}, the number of
persons receiving “the Five Guarantees”waibaq (see next section) was 5.03 million in
2006, which accounted for 23 per cent of the tptadr in rural China. Furthermore, this
measure of the number of persons receivindpaoreflects the lower limit of the elderly
poor in rural China because it does not includeesefderly who do not qualify for the
programme. For example, it is reported that theeeewd 5.9 million persons supported by
the ruraldibao programme and it is reasonable to assume thatemgle are a large share
of this group.

In addition, the benefits from current rural so@asistance programmes aimed at the
elderly are limited, which means that even thosmntified as poor do not get enough
support to escape poverty.

4.3 Government interventions

Since the foundation of the People’s Republic oin@hn 1949, the government has
issued a series of laws and policies on social rigcuvelfare and services and the
protection of the rights and interests of the diddrhe government has also implemented a
number of policy guidelines on older people, indhgdthe “Development Outline of Seven
Years on Work Concerning Ageing People in Chind94t2000)", “The Tenth Plan on
Development of China’s Undertakings for the Age@d0®-2005)” and “The Eleventh Plan
for the Development of China’'s Undertakings for tAged”. All these plans have
addressed the problem of poverty in the old age

Furthermore, the China National Working Commiss@n Ageing (CNWCA), an
advisory and coordinating organization of the Sdeincil, was established in 1999. The
commission was mandated to supervise work on ageiatonwide. The main
responsibilities of the CNWCA include: (1) undeitak research on the formulation of
development strategies and policies on ageingC@@rdinating and facilitating the relevant
departments to implement development plans on ggé&inprotect the rights and interests
of the elderly and to strengthen macro-level gusdaand comprehensive management of
work on ageing; (3) Promoting various kinds of wtes for the physical and
psychological well-being of the elderly; (4) Guidirmonitoring and supervising work on
ageing in the provinces, autonomous regions andiaipatities; (5) Organizing and
coordinating important activities on ageing in Ghinitiated and sponsored by the United
Nations and other international organizations.

As it has already been mentioned, tliteao programme, established throughout urban
China in 1999, is the principal means by which ¢gozernment helps the elderly poor.
Every urban resident whose per capita householumeacfalls below a locally determined
minimum living standard can enjoy this assistantetiver or not the person gets a basic
living subsidy, unemployment insurance or any otirgurance. Local governments
determine their minimum living standard by calcuigtthe basic cost of living.. The
assistance that a household receives is equalusehold size times the gap between per
capita household income and the minimum living déad.

28 NBS, China Statistics Yearboq®007), China Statistical Press.
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Although China has made some progress on povedyction among the elderly
living in rural areas, further efforts are need@dirrent programmes in rural areas are
devoted to overall regional development and do properly target individuals. And of
course the elderly are even less in a positioneefit from poverty alleviation funds
projects due to their advancement in age, lowesllezeducation and poorer health.

In addition the characteristics of the rural poavénchanged. About a fifth anaibao,
more than a third are people with disabilities amore than a quarter live in areas with
extremely adverse natural resources. In short, #mey not in a position to take full
advantage of the projects that are aimed at reppmeerty reduction.

Most of the rural elderly depend on support fromnifg members and government
assistance from is limited. There is, however whbaoprogramme, which is financed by
local governmentsWubaois aimed at the elderly, people with disabiliteesd children
aged 16 and below who are unable to work, haveonrcs of income and no one with that
can support them. Recipients of wubao are providigldl a locally defined rate of benefits
in cash and in kind, which includes food and fugdithing, bedding articles and pocket
money; housing, along with the basic necessitiesdiocal care; and funeral costs. The
standard of living of people who receiveubao cannot fall below the average living
standard of the local people and is adjusted agaptd any improvement in the latter.

For rural people not eligible fovubaq there is periodic assistance in the form of
rations. There is also temporary assistance foremly poor households. Given the
number of people who are extremely poor, the dstabknt of a minimum living standard
guarantee (odibao programme is a pressing matter. Thoughdibao programme has not
been set up all over rural China, some rich ruraés have introduced such a system. In
1999, some 2.66 million rural people receivdidao. In 2007, the State Council issued a
document which requires the setting upddfao programmes throughout rural China. The
number of ruratibao beneficiaries increased to 35.66 million in 200d 43.05 million in
2008. The ruratlibao programme shall be developed rapidly in the future

There is no properly developed social security esysin rural areas. The present
mechanism in rural areas is officially called sbcglief, and is financed by the central
government. In spite of the gap in social protechetween rural and urban areas, the funds
spent on rural social protection has increased taedmechanisms through which the
government does this have improved in recent y&@dlsle the total number of rural poor
declined from 125 million in 1985 to 21.48 milliam 2006 (Figure 9), the number of rural
people covered by the social relief programme &sed from 1.17 million in 1985 to 1.39
million in 2002% This suggests that with an additional effort mhgehe government, the
remaining marginalized poor in rural areas couldwsl covered solely by the social
protection programme.

4. Security for the elderly: challenges to the
current pension system

Pension systems are one of the essential pillaassotial security system. Prior to the
reform initiated at the end of the 1970s, urbandeegs enjoyed comprehensive welfare
through their employers while rural residents wsupposed to receive family support in
old age. The economic transition brought aboutrsdwhallenges to this system.

29 Ministry of Civil Affairs, China Civil Affairs’ Statistical Yearbodarious years), China Statistics
Press.
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Since SOE employees had no individual pensionsCtiieese government has had to
take responsibility for setting up a new supporsggtem. As it has been said before, those
already in the pension system, receive relativagegous monthly payments. However,
two issues challenge the current system. One of ikethat those who do not participate
fall behind in terms of social support, and thisaggravated by the trend towards
informalization. The other challenge is relatedwmite sustainability of the “pay as you go”
system and the possible dangers this could holthéofuture of older people’s welfare.

Second, establishing a rural pension system is mlmalenging. To a large extent, in
rural China the elderly largely rely on family swppor production from the land but this is
not sufficient. Furthermore, despite the introdmetof pilot schemes for a rural pension at
the local level, a unified rural pension systemdsded.

Finally, looking into the future, migration from mal to urban areas, while being
currently dominated by young workers, will in dueucse also further challenge the
pension system.

5.1 The urban pension system

Under the old planned economic system, a uniforgiabsecurity provision was
confined to urban workers, ensured and implemebyetthe Labour Insurance Regulations
of the People’s Republic of Chimssued in 1951. Workers with urbaokouemployed in
enterprises were insured for retirement, workingury) illnesses, maternity, and
widowhood, and were entitled to housing, childredey care, education, etc.

As part of this social security system, the pensgsiem had several features. First,
enterprises carried out the function of old-ageuiasce. Second, the level of pension
payment was determined according to the seniority wage level of workers before
retirement, and generally the rate was relativelyagous. Finally, as in the case of general
social security and the welfare system, pensiorigian excluded rural residents.

The restructuring of SOEs highlighted the problehsuch a system: the reform of
the social security system that followed was aimednly at heightening the scope and
level of “social pooling”. The state aimed at entiag the “social pooling” level of pension
provision up to provincial level and introducingraulti-pillar scheme of social security as
suggested by the World BafkThis scheme intended to cover as many benefisiarie
possible at relatively low benefit levels and wagerred to as “wide coverage, low level”.
As a result, by the end of 1996, an overwhelmingpprtion of SOE workers, 70-80 per
cent of collective enterprise workers, and a thifdnon-public enterprise employees
participated in this new pension programme, withn@ilion participants throughout the
country paying insurance premiums.

With the lessons learned from this pension refoting State Council issued the
Decision on Establishing a Uniform Basic Pensiost&y for Enterprise Workeis 1997,
adopting a combination of individual accounts andia pooling as the uniform pension
system. The individual account is based on an Ilceet wage contribution, of which 8
percentage points are paid by individuals and #st by their employers. The provincial
governments determine the contribution rate byrentes to form the pooling funds, in
general not more than 20 per cent of the total wageenditure of the enterprise. Since

30 wWorld Bank (1994)Averting the Old Age Crisis: Policies to Protecetdld and Promote
Growth New York: Oxford University Press.
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1998, the management of pension provision has Imeved to provincial level and
experimenting in social provision has begun in soeggons.

Because there was no accumulation of pension fahdsiterprise level, the newly
established funds have to fill the gap betweenahgayment needed and money collected.
Under this scheme, workers who began employmeat #ie reform started can save for
their own retirement, but those already retired,cofirse, have no accumulation. And
workers who joined the enterprise before the reftgave a gap uncovered by their own
savings. As it happened, the latter’s individualamt turned out to be emptyTo fill that
gap, therefore, is a major aim of further reforntr@ pension system.

The most serious problem the pension system fdeesinl the shortage of funds,
mainly a cash flow gap between the expenditure estethd revenue collected. Taking old-
age insurance as an example, as the population #gesatio of retirees to incumbent
workers increases continuously.

In addition, during the transition period and staual change in industry, many SOEs
were unable to meet their old-age insurance presiiwlume to loss-making, a high
proportion of layoffs and retirees and because tatial security fund payments became
unaffordable. At the same time, the newly emergedrerises in profitable industries, with
their employees relatively young, lacked the int@nto participate in social pooling
insurance. Many tried to evade payment into therarsce programme, which led to a
further shortage of social security funds. 2003, the Shanghai Bureau of Labour and
Social Security launched tlehenbao(town insurance) programme known as “25 plus X”.
This scheme is regarded as an important experimestcial security reform and has been
lauded for extending social security to areas whaeviously only segments of the
population had mandatory coverage. However, re@sgarch suggests that while it does
represegzt an extension of benefits for some, faryniarepresents a considerable dilution in
benefits:

The current pension system is actually a pay-asgg(PAYG) type in which the
individual account is only nominal and in realitg used to fill the gap between
accumulated and provided pension. According teridtional experience, the PAYG
system is conditioned by three factors, withoutahhit is difficult to sustain the system.
The first is a relatively young demographic strueturhat is, a large enough working-age
population to support the existing retirees. Theored is an effective taxation system that
enables the state to collect all the contributioesded for the pension fund. The third is a
soundly operated management and governance ofuticg fvhich ensures that pension
funds are correctly invested and provided.

It is apparent that the second and third conditamsot yet exist in China. As for the
first condition, while the proportion of the workjnpopulation is still large today, the
supporting ratio is already increasing dramaticahig rapidly and the current demographic
structure in China tends to speed up this chanlgerefore, it is inevitable that the scheme
will face a huge fund deficit for supporting Chisaklderly. And as this deficit is
accumulated, the current PAYG system cannot béeckttirough to the end. In reality, if

1 In reality, the accounts of individual contributi@nd those of social pooling were not divided
clearly and the two funds were mixed. The accurmtafrom the individual account was very
commonly used to make up for insufficiency of tbeial pooling fund.

%2 “The 'X Component' in Shanghai's Social SecuritgfdRms”. International Social Security
Review, Vol. 62, Issue 2, pp. 31-54, April/June 20Davies et. al.
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there were no government subsidy or funds fromviddal accounts, the annual social
pooling fund revenue would not be enough to payterpresent pension.

Despite the sustainability challenges that theenrurban pension system is facing,
the elderly who have already participated in theteay are relatively well paid and secure,
as is evident from Table 8. However, those eldarho are not supported by current
programmes or who do not participate in the pensgstem, either are or will be
experiencing the threat of poverty without alterves. As we have already seen in Figure
5, shrinking employment opportunities in SOEs pashwre and more workers into the
informal economy. According to the two rounds ofveys by the CULS, a significant
trend towards informalization has been found inuhgan labour market. As we see from
Table 10, the share of informal employment for lagarkers increased from 18.5 per cent
in 2001 to 32.6 per cent in 2005 while migrant vesgkare employed predominantly in the
informal economy (84 per cent in 2005). The incrggsize of employment in the informal
economy implies that those working in this sectdl mot be able to benefit from a pension
system.

Table10 Increasing ‘informalization’ of the urban labour market (%)

Local workers Migrant workers

2001

Share of informal employment 18.5 725

of self-employment 65 73

of unregistered work 35 27

2005

Share of informal employment 32.6 84.3

of self-employment 37 69

of unregistered work 63 31

Source: Calculated from CULS1 and CULS2

The situation for local workers and migrant workdiers in different ways. When
leaving SOEs, urban workers usually had alreadrtagart in the pension system.
According to CULS2, 78 per cent of urban workerdivwe cities had participated in the
pension system. However, only 18 per cent of mignastkers had done so. While migrant
workers in cities have been increasing rapidlyyaniery small proportion of them have
participated in the pension system. This is a wagortant issue that should be considered
by the government.

If we look at employment in the informal economy &ye group and by gender, as
shown in Figure 11, we see that female workersdisproportionately represented. The
share of workers in the informal economy are sinfitet workers aged 40 and below and
workers between 41 and 50. The share for the agepgbetween 51 and 60 decreases
compared with that for the age group between 41 %hdThe share for the age group
between 61 and above is the highest particularlytmmen.
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Figure 11 Informal employment by gender and age (%)
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Due to the expanding informal employment, the propo of workers who have
participated in the pension scheme has not incdesigmificantly with the expansion total
employment. In 1990, the pension coverage rated®aser cent for the retired and 30.5 per
cent for the employed. In 1997, when the State Cibget forth the unified urban pension
scheme the pension participation rates were 75.@qm@ for the retired and 41.7 per cent
for the employed. By 2005, while the participatiate of the retired increased up to 85.8
per cent, it remained low for the employed (48.0 pent). In 2007, the pension
participation rate for the employed rose to 51.7gemt (see Figure 12).

Figure 12 Pension scheme participants (%)
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Source: National Bureau of Statistics, China Statistical Yearbook (various years), China Statistics Press

Since 1997, the increase in urban employment has Ipeainly attributed to the
expansion in the non-public sectors, and partibuldre expansion of employment in the
informal economy. While these newly emerged seghtag a vital role in absorbing local
and migrant workers in urban areas, they lack itiees for participating in a social
pension scheme, which reduces the coverage ofl gmigion and raises serious concerns
for future coverage.
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5.2 The pension system in rural areas

The Seventh-Five-Year Plan (1986-1990) calledGbina to set up a basic
social security system in rural areas and raise acwlmulate funds through various
channels. In 1991 No.33 document of the State Gbdesignated the Ministry of Civil
Affairs as responsible for reform of the old-agegien system for rural areas (including
employees of Township and Village Enterprises)1892 the Ministry of Civil Affairs
formulated the Basic Plan for Rural Social Pensisurance.

From 1991 to 1994 some counties started to edtablEension system. By the end of
1992, more than 700 had drawn up regulations fora social pension system and nearly
20 had established basic rural old-age pensiormsgstovering all farmers. More than 35
million rural people had participated in this systeBy 1994, 28 provinces, autonomous
regions and municipalities had tried to developralrold-age pension system.

From 1995 to 1998 the rural pension system devdiggeadily. By June 1995,
governments of 26 provinces, autonomous regions randicipalities had issued local
regulations on a rural old-age pension system. Mbam 16 million rural people from
Shandong Province had participated in a rural gkl-pension system. In Yantai City,
Shandong Province, 197 townships from 13 countiad &stablished a rural old-age
pension system and pension funds amounted to ¥4006min Shanghai City, 850,000
people had participated in a rural old-age pensigstem, which is 65 per cent of the
population who should have participated.

In 1995, the General Office of the State Councdig&ibuted the Circular of the
Ministry on Further Improving Work on Rural Pensimsurance which urges government
at all levels to pay more attention to the issug¢hst they could make steady progress in
this reform. According to Figure 13, before 1998 ttumber of contributors increased very
rapidly. In 1994 it was 27.18 million and rose ta@ million in 1998. The average annual
growth rate was 24.2 per cent. The proportion dafitidoutors among rural labourers
increased from 5.6 per cent in 1994 to 16.4 pericebh998.

Figure 13 Coverage of the rural pension system
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Source: Data for 1994 to 1997 are from Ministry of Civil Affairs, “A Statistical Report on the Development of Civil Affairs”
(various years); data for 1998 is from Ministry of Labour and Social Security, “A Statistical Report on the Development of
Labour and Social Security in 1998”; data for 1999 to 2006 are from NBS and Ministry of Labour and Social Security, “China
Labour Statistical Yearbook” (various years), China Statistics Press; data for 2007 is from Ministry of Labour and Social
Security, “A Statistical Report on the Development of Labour and Social Security in 2007”.
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The administration of the rural pension system wassferred from the Ministry of
Civil Affairs to the Ministry of Labour and Soci8ecurity in 1998. In 1999 it was evident,
however, that rural areas had not been of congstu@ universal pension system and
decided to stop accepting more participants. Samasastarted to gradually shift towards
commercial pension insurance arrangements.

However, a report to the T6National Congress of the Communist Party of Clina
2002 pointed out that “wherever conditions permig, should try to establish systems of
old-age pensions, medical insurance and subsistdlmeances in rural areas”. Both the
document “Some Regulations by the Central Commitieel the State Council on
Promoting a Socialist New Countryside” and the 1Eitbe Year Plan urged that China
should establish a rural old-age pension system patibie with rural economic
development level.

Though some efforts have been made, contributdisstoural old-age pension system
begun to decrease and the operation of pensiors foechme more and more difficult since
1999. By the end of that year there were 64.61ionilcontributors. By 2007 they had
fallen to 51.71 million. The proportion of contrdous among rural workers therefore
decreased from 13.2 per cent in 1999 to 10.9 parice2007.

In recent years, however, rural pension systems baen piloted in various regions.
Unlike the urban pension system that has maturedissa nationally universal plan, the
rural pension system is still at the “experimentailbt stage and has large variations in
terms of programme design, level of benefit, lefgbooling and coverage rates. As Figure
13 shows, the proportion of contributors from thepylation aged above 15 varied
significantly between provinces because of theatigpin fiscal capacity. In developed
areas, for instance, Shanghai, Jiangsu, Zhengjamt)Shandong, the coverage rate of the
rural pension programme was more than 20 per denral adults. However, in some less
developed areas, the coverage rate was low. Thrtugge experiments, several models
have developed at local levels. As the central gowent starts encouraging such local
experiments, the implications for the rural pensigstem nationwide are still unclear.

Figure 14 Coverage of rural pensions by province, 2006 (%)
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The central government has been actively promdhiegestablishment of a new rural
pension programme. On 1 September 2009, the Statmol issued a document on
piloting a new rural pension programme which intkdathe formal start-up of the system.
According to the document, the new rural pensistesy will be piloted in 10 per cent of
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counties from 2009. The basic idea is that the $uraburces come from personal
contributions, collective additional contributiorlecal and central government subsidies
and social donations, all of which would go inte thdividual account. Payments will be in
two parts: individual account accumulation and baginsion provided by government.

The coverage rate of the pension programme forantgrvorkers is very low. There is
some controversy over what to do about a pensiogramme for migrant workers. While
it does not seem a good idea to simply apply tlieeatiurban plan to migrant workers due
to their mobility, exclusion of migrants from theban pension system would maintain the
social gap between them and urban residents.

From 2004 the Chinese government began to implementpport system for rural
families which complies with family planning policiFamilies that have only one or two
girls and the couple has reached 60 years of agargend ¥600 a year, financed by central
and local governments. By the end of 2005, 1.3%anilpeople were getting this support
nationwide.

According to statistics from the National Populaticand Family Planning
Commission, 2 million people qualified to get thigpport in 2006. If one person gets ¥600
a year, it will take ¥1.2 billion to implement tipelicy all over the country. It is our view
that because China has been growing very rapidthénpast decades it has the ability to
pay for this policy.

6. Conclusions and policy implications

In the past decades, China has been experiencingatic population changes. Due to
population policies and fast economic growth, Chivees completed the demographic
transition in a short period of time. As a resGhina, a greying country but not rich, faces
important challenges associated with supportingpavipg number of elderly population.

According to the analysis, since a large proportainthe current urban elderly
contribute the pension system and the substittéeafapension payment is quite generous,
the majority of older people with a pension tenavithdraw from the labour market. Those
working in the informal economy, however, need émttue working due to the lack of
pensions. The analysis of micro-level data has shibvt in urban China the incidence of
poverty among the elderly is much lower than fouryger people which is particularly true
for those older people with pensions.

The pension system in China, however, is facindlehges. First, the current system
does not cover enough people. While the elderly areosupported by the system are likely
to be free of poverty, those not in the systenlese secure. Second, the system itself is not
sustainable and constructing a sustainable persgistem constitutes a challenge to the
whole Chinese economy in the near future. Finakisting disparities between rural and
urban China in terms of pension coverage and levbenefit need to be improved so that
the rural elderly can enjoy a decent old age.

Several recommendations stem from the analysiseabéivst, the current pension
system needs to be improved particularly in terimogerage. A transition from the PAYG
system to a fully-funded pension system might mely. Widening the coverage of
pensions is another important challenge in ordexetture the elderly. As we have seen in
Section 3, elderly people with a pension have niaaler poverty rates than those without.
With the rapid increase of migrants from rural areaurban ones, expanding coverage in
urban areas is becoming an important issue. Howeuer to the disparities in the pension
system between rural and urban areas in termswarage and benefit, the incidence of
poverty among the rural elderly is much worse.urar China, the remaining poor consist
mainly of those with low education attainment ambmphealth and live in regions with
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harsh conditions. There is a lack of adequatelget®d programmes aimed at poor older
people - most poverty reduction programmes are lmfoad regional development nature.
Thus, the on-going poverty alleviation policieslduaround regional development need to
be revised. Furthermore, extending social secudtyhe elderly rural poor is of utmost
importance. In this respect, the rud#bao programme would be an important component
of such rural social security systém.

Secondly, improving labour market performance giacal condition for helping to
improve the pension system. With the relatively limaome level and rapid demographic
ageing, financial sources for pensions are scé&bodutions must be sought above all
through measures to achieve higher levels of qumtée economic growth leading to
additional numbers of people in productive and defabs.

China is currently debating increasing employmer¢s of the older population and
extending the retirement age as possible policypogtfor contributing to the support of the
current pension system particularly in urban ar8asne developed countries have already
increased their retirement age and others are pngp do so. However, the situation in
China is different. In developed countries, inciregghe retirement age is partly related
with a labour shortage problem. However, Chinatii ia the process of undergoing a
transition from unlimited labour supply to finiterplus. Key challenges for China is that
older people currently approaching their retirensege have relatively lower human capital
and skills as a result of the Cultural Revolutfoand are therefore at relative disadvantage.
Furthermore, as we have seen large numbers of ptdgle in China continue working in
the informal economy.

Third, China could tap various sources of financedources for financing pension
system reform. Public, private, as well as inteéomatl resources can all become sources for
pensions. Actually, a large number of difficultierscountered during reform to the pension
system were related to the narrow ways of accesBmancial resources. Figure 15
represents various ways to access financial reesdor pensions. Transition from Model
A to Model C would provide more opportunities foicsessful pension reform.

Figure 15 Multiple ways of accessing financial resources
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Fourth, the government should carry out a varidétgadicy adjustments and a public
education campaign to make society well informed repared for the issue of ageing and
older people. Furthermore, the current one-chilticpocould be revised in a gradual
manner in order to prevent the population from eaging, maintaining a moderate
productive age population structure and thus tlexadvsocial capacity for supporting older
people.

Employment policies and legislation are of key imipoce for older workers. Since
the end of the 1990s, with the mass lay-offs apilrancrease in the urban unemployment
rate, the government has adopted a series of aatiygoyment policies, including setting
up public employment services system; enhancing l@mpgent and re-employment
training, providing re-employment support and dasise, as well as setting up some
passive measures (the so-called three security)in@hese have played an important role
in promoting employment for all age groups and sdoceised specifically on the elderly.
For example, the main target of re-employment stppal assistance is males aged 50 and
above and females aged 40 and above who are abl®rto and would like to work.
Furthermore, th&mployment Promotion Laadopted by the Standing Committee of the
10th National People’'s Congress on 30 August 20Q¥ @ut into effect from 1 January
2008 is a legal tool for implementing active emph@nt policies. The law was formulated
to promote employment, improve working conditiomsl a&combat discrimination.  The
Employment Promotion Laimcludes regulations on fair employment, employtsamvice
and supervision, occupational education and trgingmployment assistance, monitoring
inspection and legal liability, etc.

The 18" National Congress of the Communist Party of Chima&2002 urged the
country to establish a lifelong learning societyd goromote people’s comprehensive
development. Compared with younger people, therlgldesually have relatively lower
human capital and skills. A lifelong learning pglimight help the elderly improve their
competitive capacity on the labour market and prgltheir working lives.

% Three security lines refers to the “system of désing subsidy for laid-off workers from state-
owned enterprises”, an “unemployment insuranceesystand the “minimum living standard
guarantee programme”.
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