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to placate state-sector workers with social security benefits against
the need to control these costs?
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In the 1980’s, the reformist
government in the People’s
Republic of China seems to have
pursued a bifurcated social welfare
policy for the country’s rural and
urban populations. Government
reforms have apparently taken the
social safety net from under the
rural population while, at the same
time, they have further enriched
state-sector workers and retirees in
urban areas. By the decade’s end,
critics both in China and in the
West have pointed to the gross
inequity in social welfare treatment
between the rural and urban
populations. They have especially
noted the large sums provided for
the welfare of the comparatively
small group of state-sector workers
and retirees.' The “‘mini-welfare
state’’ (xiao shehui) in state work
units (danwei) seems to be alive
and well; state employees therefore
are far from being weaned from the
“iron rice bowl’’ that is considered
by many reformers as a systemic
drag on economic efficiency. 2

Of the employee welfare
expenditures (that is, nonwage
compensation), the government-
regulated social security programs
averaged 72.5 percent during
1978-88.2 Moreover, in late 1989
and early 1990, as China’'s economy
suffered from the government’s
austerity program of tightened
credits and investment, social
security programs for the urban
work force have become stabilizing
wands the government can wield
amidst widespread discontent. Yet

all is not well in the freely spending
social security programs in the state
sector.

Pre-1978 Social Security
Programs

General Description

In 1978, on the eve of the post-
Mao reforms, formal income-security
programs for the urban labor force
were limited primarily to those
persons employed in the state
sector. The state-sector workers,
almost 75 million strong, constituted
78 percent of urban workers, albeit
only 19 percent of the country’s total
civilian labor force. These workers

.represented two groups: About 80

percent of them worked in state-
owned enterprises, and the
remainder served in the civil service
system that included government
and party organizations (jiguan) and
cultural, scientific, and educational
institutions (siye).* These two
groups were protected by two formal
social security systems providing
extensive cash and in-kind benefits
as stipulated by two sets of
regulations for nationwide
application. First, the 1951 Interim
Labor Insurance Regulations (as
amended in 1953 and 1958, with
subsequent instructions for
implementation) detailed provisions
for those persons working in state-
owned enterprises. Second, a

separate set of regulations provided
comparable but somewhat more
extensive benefits to those
employed in the civil service
system. ®

The income-security programs for
those in state enterprises or civil
service included: retirement pay of
at least 60 percent of an individual’s
last month’s standard wage, paid
sick leave (up to 6 months per year)
and maternity leave at 90 to 100
percent of pay after 6 years’ service,
and free medical care for
employees and pensioners (50
percent of the cost for their
dependents). In addition, these
programs offered benefits and
grants for workers and dependents
in case of long-term disability (work
or nonwork related) and for
dependents upon the death of the
worker or pensioner.® Employees
did not contribute to the funding of
the program and their continuing
eligibility was contingent on their
employment at the work unit, which
was guaranteed regardless of
performance so long as they
adhered to the “correct” political
orientation. Finally, benefit payments
were guaranteed by the state
budget for all state work units. In
the case of state enterprises, benefit
expenditures were thus ensured
regardless of an enterprise’s
financial solvency.
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Incompatibility with Market-
Oriented Economy

Social security programs thus
constituted part of a large overall
package of nonwage compensation
items that characterized the “iron
rice bowl”’ for state-sector
employees, a package that aiso
included low-cost housing and
extensive food and nonfood
allowances. However, these very
benefits, that seemed to have
worked well under a centrally
planned economy designed to
reward its workers in the industrial
sector and to complement a wage
policy of ensuring job security and
equal compensation, have been
deemed by reformers as antithetical
to “market-oriented socialism.”
Such programs, it is argued, have
tended to foster workers’
dependence on the enterprise and
the state for their well-being without
demanding responsibility in return.

Under pre-1978 programs, state-
sector employees were tied to their
respective work units, which
administered all aspects of the
social security programs from
determination of eligibility to benefit
payments.” This highly
decentralized administration, in the
absence of an established
mechanism for portability of
eligibility and benefits, discouraged
labor mobility across enterprises,
industries, or sectors—a pre-
condition to an open economy. To
reformers, pre-1978 social security

programs were also seen as
inadequate for preparing workers 1o
face the brave new world of a
market-oriented economy. There
were no formal provisions for
adjusting benefit payments to price
changes and no unemployment
insurance. The special privilege of

benetits awarded to only state
employees were regarded as a
disincentive for workers to seek
employment outside the state sector,
thus indirectly hindering the
development of collective and
private enterprises. ®

The move toward an open
economy would by definition entail a
contracting state sector and
expanding collective and private
sectors. The so-called “‘big” urban
collective enterprises (or de facto
state enterprises) had adopted
provisions equivalent to those for
state enterprise workers. In addition,
some smaller collectives offered
modest retirement plans, their
finances permitting. For lack of
government backing, collective
plans were regarded as unstable
sources for income
maintenance.® There was no
income-security protection
whatsoever for workers in the then
negligible private sector.

Major Social Security Policy
Initiatives, 1978-89

Despite the reformers’ concerns,
the social security programs
established in the early 1950’s are
still operative today. The reformist
government has kept most of the
program regulations intact, making
changes in three respects only.
First, it improved many of the
retirement benefits including
making ad hoc adjustments to
pension benefits to offset price
changes. Second, in 1986 the
government set up a special
contract workers’ retirement pension
system for state employees hired
under a newly created labor
contract system. Finally, it
introduced unemployment insurance
for state enterprise workers, also in
1986. All three steps reflected the

government’s efforts to prepare the
state-sector labor force for the
transition to a market-oriented
economy.

Improvements to Existing Social
Security Programs

Most of the improvements to the
existing social security programs
have related to retirement pensions.
They were designed to retire older
workers and help make room for
unemployed youths. For example,
the 1978 amendments to the
retirement regulations and
subsequent instructions in the early
1980’s (1) enforced, for the first time,
the statutory mandatory retirement
age of 60 for men and 55 for
women (age 50 for female blue-
collar workers); (2) allowed
retirement 10 years sooner if poor
health was a factor; (3) relaxed
minimum qualifying conditions for
retirement (for example, the
continuous service requirement was
reduced from 20 to 10 years); (4)
raised pension benefits; (5)
promised the hiring of retired
workers’ unemployed offspring; and
(6) offered, to middle- and upper-
ranking Communist party and
technical cadres, a special preferred
pension benefit (lixiujin)—at full rate
of pre-retirement pay plus all the
perquisites associated with their
position. Since 1985, the
government has approved payments
by enterprises of periodic ad hoc
subsidies to retirement pensions to
compensate for inflation. Concurrent
with wage increases for state-sector
employees in late 1989, benefits for
retirees and the disabled were
adjusted upward as well.»

Social Security
for Contract Workers

The State Council’s 1986 Interim
Regulations for Implementation of
the Labor Contract System by State-
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Owned Enterprises support labor
force reform by putting new state-
sector employees on fixed-term
employment contracts.” Workers
thus employed would have their
contracts renewed if they performed
satisfactorily; they do not have the
protection of life-long employment
as permanent workers do. 1t is
expected that the life-tenure system
will, over time, phase out of practice
as enterprises will be populated by
a growing number of contract
workers replacing the aging
permanent workers.

The 1986 regulations offer
workers employed under the
contract system a package of
retirement pensions, medical care,
and other social security benefits
comparable to that for permanent
workers. There are two major
differences in the types of plans
offered, however. First, contract
workers must help finance their
retirement pensions (at 3 percent of
their wages, while the enterprises
contribute 15 percent toward the
buildup of a special retirement
fund). Second, instead of individual
enterprises, local governments—
specifically, newly created social
insurance agencies (SIAs) under
city or county labor bureaus—are
charged with the administration and
fund management of these
programs. Presumably, as workers
under labor contract gradually
outnumber permanent workers in
the state sector, the predominant
retirement pension will be one
funded with worker-employer
contributions together with state
subsidies and will be administered
by local governments.

Unemployment Insurance for
Dismissed State Enterprise
Employees

As economic reforms continued in
the 1980’s, the government
anticipated the need to provide

income security for redundant state
enterprise employees. These include
workers whose employment
contracts expire, employees in
bankrupt or near-bankrupt
enterprises, and workers who are
laid off from state enterprises. The
1986 Interim Regulations for State-
Owned Enterprise Workers’ Waiting-
for-Employment Insurance provide
compensation for temporary
unemployment to these individuals.
Unemployment benefits include
medical care as well as 65-70
percent of workers’ basic wage for
12 to 24 months, depending on the
length of service before
unemployment. These programs are
financed by employers, who
contribute 1 percent of the standard
wage bill, and by local government
subsidies. Employees do not
contribute, 2

Having decided to rely on the pre-
reform state institutions and
enterprises to carry out
modernization initiatives, the
reformist government seems intent
on protecting the privileges of their
employees by keeping the pre-1978
social security programs intact and
by improving benefits for retirees
and workers. On the one hand, the
post-1978 social security provisions
have thus further enhanced the
image of the state work unit as a
“mini-welfare state”’ On the other
hand, they represent the
government’s attempts to remold
social security provisions for
transition to a new economic order.
Provisions have been made to
prepare current state employees for
contingencies of reforms such as
inflation and unemployment. A
retirement program requiring
contributions from employees under
the contract system has been
introduced to gradually phase out
the noncontributory program for
permanent workers.

Program Implementation at
the Local Government and
Enterprise Levels

More important than central
government policies to social
security developments in the 1980’s
were the practices of city and
county governments and of
enterprises where central policies
and programs were implemented
and “‘experiments’ carried out. The
Ministry of Labor, which has the
responsibility for policy development
and oversight of social security
programs, has no locai offices to
implement or enforce compliance of
its regulations by individual
enterprises. Labor bureaus at
provincial, city, and county levels
are subordinate bodies of their
respective governments and only
indirectly subordinate to the labor
ministry in Beijing.

Throughout the 1980’s, the central
government allowed local
governments and individual
enterprises to conduct
“experiments’’ in social security as
they adjusted to changing
conditions induced by enterprise
and labor force reforms. In effect,
social security programs as
stipulated by the central government
could best be regarded as the
established *“‘national norm’ from
which local authorities can and still
do deviate for their own purposes.
The Ministry of Labor appeared far
more effective in promoting
particular “‘experiments’’ deemed
constructive to social security
developments than in terminating
practices that are contrary to its
policies.

This decentralized approach may
have been necessary in the
absence of institutional control from
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the Ministry of Labor over local
government and enterprise labor
officials. It was also in keeping with
the reformist government’s overall
policy of loosening central controls.
By the decade’s end, it has become
apparent that certain earlier
improvisations at the enterprise and
local government levels have
evolved into agendas with broad
regional and even nationwide
implications. Many practices,
however, remained local and
isolated with or without central
government blessings.

Retirement Pensions and
City/County Social Insurance
Agencies (SIAs)—Permanent
Workers

A good example of how enterprise
and local government experiments
evolved out of pressures from labor
force and enterprise reforms and
became adopted by the central
government as its policy agenda is
the resource pooling for retirement
pensions for state enterprise
permanent workers.

Rapid rise in retirees add to
administrative and financial
burdens of enterprises.—In
addition to improvements in
retirement benefits introduced by
the central government, three
developments in the 1980’s
contributed to mass retirement by
permanent workers who were
middle-aged or older. First, many
provincial, city, and county
governments took advantage of
loosened central control and further
improved benefits for retirees under
their respective jurisdictions.
According to one analyst, by 1988
retirement benefits for workers with
20 years’ service ranged from 80 to

95 percent of the pre-retirement
basic wage rather than the 75
percent stipulated under the 1978
retirement regulations. * Second,
since 1978, the increased
opportunity for pensioners to earn
extra income by working in a
“second employment” has made
the option of early retirement more
attractive. Wage-earning pensioners
continue to receive full retirement
benefits, complete with free medical
care.* Third, starting in 1986, a
central government initiative to
“‘optimize labor organization”
(viuhua laodong zhuhe) by urging
enterprises to reduce surplus and
unproductive workers has also led
to early retirement of middle-aged or
older workers.

Some enterprises, taking
advantage of their prerogative to
administer social security programs,
have relaxed the ‘“‘poor health” or
“total disability”” requirements so
that employees may retire 10 years
sooner than the statutory retirement
age.”® The total number of
pensioned retirees from the state
sector increased from 2.8 million in
1978 to 15.4 million in 1988.
Expenditures for pensioners—
including retirement pensions,
health care, and various
subsidies—rose from 1.63 billion
yuan to 25.7 billion yuan in the
interim.

The vast number of retirees has
placed unprecedented administrative
and financial demands on
enterprises. In older industries,
where the number of retired workers
made up a large proportion of or
even outstrips the number of active
workers, the administrative burden
of processing claims and paying
benefits places extra demands on
active employees’ time and
productive energy. Moreover, the
large and escalating retirement
expenses have precluded any
prospect of profits and bonuses—a

disincentive for active employees to
work hard, therefore contrary to the
overall objective of improving worker
productivity. ¥

Resource pooling and the role
of city/county governments.—The
intense pressure on enterprises with
an inordinately heavy financial
burden for retirement pensions has
prompted the government to
propose the pooling of retirement
funds. Resource pooling, or unified
financing (tongchou), began in 1984
as “experiments’ in isolated cities
and counties when hard-pressed
enterprises sought assistance from
local labor bureaus to help pay
pension benefits to their retirees.
By end of 1988, this practice had
expanded to 2,141 cities and
counties (out of 2,821) and 49
prefectures (out of 334). Local
governments have had to overcome
the resistance of enterprises with a
relatively young work force to take
part in the pool often reimbursing
them through tax write-offs. As a
result of negotiations involving local
labor and finance authorities, and
considerable promotion efforts by
the Ministry of Labor, these city and
county governments have adopted
compulsory resource pooling for
retirement insurance among
enterprises across industry lines. ™

The local labor bureaus have set
up subordinate SIAs (the same
agencies administering contract
workers’ pension programs) to take
on all the responsibilities involved in
carrying out pension pooling for the
retirement program for permanent
workers—for example, making
certain that enterprises keep
accurate accounts of their
respective total wage bills (the base
for computing enterprise
contributions to the pool), lists of
retirees, and benefit payments due.
These agencies must also verify
and transact the amount each
enterprise owes to the pooled fund
or vice versa. "
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Having begun as an improvisation
to pay benefits for enterprises
overburdened with a large number
of retirees, pension pooling has led
to two potentially significant
developments that have gone
beyond its original purpose. First,
the city and county governments
have set uniform contribution rates
and benefit levels for all
participating enterprises under their
respective jurisdictions. Furthermore,
for the first time, an enterprise’s
management of its retirement
pension program became subject to
local government supervision. One
report indicates that the trend is
heading toward not only expanding
the geographic base of pension
pooling, but also transferring a part
of retirement program administration
to local governments. By the end of
1988, one province (Fujian) had
begun region-wide pooling in
retirement funds. In addition, SlAs
in 235 cities and counties (or 11
percent of those practicing resource
pooling) assumed the direct
responsibility for paying benefits to
pensioners.

Nevertheless, the risk sharing is
still limited to individual cities and
counties, with the exception of the
Fujian Province. Cities and counties
have made their own arrangements
with local enterprises, and they
have set their own contribution rates
and benefit levels. Also, for most
city/county governments, the role of
SlAs at present is largely limited to
monitoring pension pooling; the
eventual takeover of the
administrative responsibilities
involving millions of workers remains
in the distant future. With
enterprises operating at losses or at
reduced capacity, or even lying idle,
as a result of the government’s
austerity program that started in
September 1988, these agencies
have had difficulty in ensuring that

participating enterprises make timely
payments to the pool, and that there
are adequate funds to pay
enterprises that stand to benefit
from the pool. Under pay-as-you-go
financing, SlAs still have to protect
the limited reserves (which amount
to only 1.9 months of benefit outgo
at year-end 1988, nationwide) from
erosion in value and from
misappropriation. In cases of
shortfalls, city/county governments
presumably provide subsidies. ?

Retirement Pensions and
City/County Social
Insurance Agencies (SIAs)—
Contract Workers

The SIAs monitoring pension
pooling for permanent workers are
not only responsible for the fund
management but also the
administration of retirement
pensions for contract workers.
Because contract workers are
comparatively young (typically under
age 35) and are years away from
retirement, these agencies’ primary
task at present is the collection of
retirement contributions from
enterprises and the registration of

- contract workers in the retirement

program. They have not yet begun
to process claims or distribute
benefits. At year-end 1988, workers
under labor contract exceeded 10
million; only 65 million were
registered to contribute to the
program a year later, however. 2
Protection of these pension funds
from erosion in value and from
mismanagement is especially
important because they are
established as a partially funded
program. Contributions collected are
deposited in special accounts to pay
contract workers for benefits due in
the future.

Unemployment Insurance and
City/County Labor Service
Companies (LSCs)

The implementation of
unemployment insurance rests with
city/county labor service companies
(LSCs). These companies were
established by city and county labor
bureaus as early as 1979. They
began by providing job referrals,
conducting occupational training,
and creating jobs by investing in
and setting up collectives for hiring
some of the new entrants (who are
averaging about 4.7 million per year
during the 1980's) in the urban
labor market. Their responsibilities
have expanded since 1986 to
encompass the administration of
unemployment insurance for
dismissed state enterprise
employees, including the collection
and management of the
unemployment insurance fund and
payments to beneficiaries. Benefit
levels and implementing procedures
are subject to specific provisions
determined by provincial, city, and
county governments based on the
national norm stipulated in the 1986
Interim Regulations.> In some
locales, these companies set up
branch and subbranch offices in
districts (qu) and at the street and
resident committee level to help
register the unemployed, process
claims, and make payments to
beneficiaries.

By 1989, there were over 3,000
local government LSCs nationwide.
With the majority of their services
centering on job training and
placement, information is scarce on
how well these LSCs have been
administering unemployment
insurance benefits. National totals
are not readily available for the
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number of state employees who
have become unemployed since the
1986 regulations took effect, for
those who have since been
registered on unemployment rolis, or
for those who actually have been
receiving benefits. It is believed
that, of the average 2.8 million
unemployed persons from 1986 to
1988, former state enterprise
employee’s constituted only a small
minority. Generally speaking, many
enterprises have been reluctant to
lay off workers—partly due to the
government’s lingering commitment
to full employment and partly
because of the government’s belief
that keeping workers tied to
enterprises can better ease workers’
resentment. In late 1989 and early
1990, when, reportedly more than
6,000 enterprises operated at a loss
and two-thirds of urban factories
were either closed or operating
below capacity, many kept their
workers on payroll with reduced
wages (by 30 to 40 percent), instead
of placing them on unemployment
rolls.

There are three sources of
funding for LSCs: local government
appropriations, income generated
from affiliated collective enterprises,
and contributions to the
unemployment insurance fund from
enterprises and local governments.
Their diverse activities and their
major focus on providing jobs for
new entrants to the labor force
make it difficult to determine
whether LSCs have set aside a
certain portion of their income for
benefit payments to laid-off state
enterprise employees. With the
central government’s rectification
campaign in full swing in late 1989,
many LSCs have been criticized for
laxity in accounting, for widespread
misuse and abuse of funds, and for
practices such as placing jobs for
those persons with connections
rather than ability. Besides, many
LSCs and their affiliated collectives

have been established as profit-
making enterprises with rather
unstable existence. =

Medical Care and Other Social
Security Programs

Besides retirement pensions and
unemployment insurance, the
central government issued no major
policy initiatives in social security
throughout the reform decade,
except for minor improvements, 2
Whereas retirement pension and
unemployment insurance programs
have had the benefit of local
government agencies (SlAs and
LSCs, respectively) in monitoring
the funding and, in some cases, in
taking over the administration of
these programs, this is not the case
for the remainder of the social
security programs—such as medical
care, work-injury compensation, and
cash benefits for sickness and
maternity leave. For enterprises that
have adopted the enterprise
contract responsibility system and
are accountable for their own profits
and losses, the funding and
administration of these social
security programs depend entirely
on enterprise management. The
status of these programs, therefore,
has become far more fluid, or
unstable, than retirement and
unemployment programs.

Other than retirement pensions,
the medical care program (whether
or not work related) has been the
most costly and problematic. Total
medical care cost for state-sector
employees and retirees has
constituted a large, if not always the
largest, proportion of social security
expenditures overall. Medical care
costs rose from 2.73 billion yuan in
1978 to 15.24 billion yuan in 1988,
and, respectively, constituted 54.6
percent and 40.0 percent of total
social security costs. The 1978 per

capita expenditure on medical care
for employees and retirees—35.3
yuan, or 665 yuan when adjusted to
the 1988 price level by the urban
consumer price index—almost
doubled to 132.3 yuan in 1988.

Attempts to control the rapid
increase in health care expenses
have met limited success, in part
because enterprises have no control
over health practitioners and/or
hospital administrators who are
prone to overcharges, wastes and
abuses (often in collusion with state
employees and retirees requesting
free medicines for themselves and
their families, for example).2 Some
cost-conscious factory managers
have introduced various measures
(or “experiments”) to control health
expenditures. The most common
approaches adopted, for example,
have been to impose co-payments
from beneficiaries or to pay each
employee a pre-determined sum per
month for medical expenses
regardless of actual costs of
medical treatments. This latter
policy has become especially
popular because of its effectiveness
in controlling cost and its simplicity
in administration. It nevertheless
has created hardship for employees
and their family members whose
treatment for ilinesses far exceeds
the alloted sum.#

The medical care costs cited
earlier represent only the
accountable totals of health-related
expenditures in social security; paid
wages for sick leave, maternity
leave, or absence due to work
injuries are computed as part of
wage totals and not available for
inclusion as social security
expenditures. Expenses of this type
can be substantial, given reports of
the widespread practice among
workers, who were generally
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underemployed, taking extended
sick leave (available for 6 months
per year at 90 to 100 percent of pay
after working in the state sector for
6 years) to engage in private
businesses or consultative ventures
outside the state sector. In some
cases, enterprise management has
awarded underemployed workers
extended leave for as long as 5
years at full or reduced pay as it
attempts to “‘optimize labor
organization’ or “eliminate’ or
“digest” (xiaohua) surplus and
nonproductive workers, ®

Another problematic aspect in the
largely unsupervised enterprise
administration.of all social security
programs is the arbitrary and erratic
approach to processing claims. The
determination of eligibility and
benefit amounts was not always
carried out according to central
government regulations or local
government guidelines, if any.
Sometimes there were no
observable standards within the
same enterprise. Benefit payments
were often dependent on the
availability of funds, favoritism, or
the aggressiveness of the claimant.
Such practices have become so
prevalent in the administration of
compensation for work injuries, for
example, that a recent report
concluded that government
regulations for this program exist
only on paper.*

Enterprises’ disregard for the
proper administration of income-
security programs became evident
by the late 1980's. Reports surfaced
that the personnel files—including
employee information such as
position titles, wage records, and
service tenure—upon which
enterprise officials determine
eligibility and benefit amounts were
in disorder and subject to
falsification and unauthorized
alterations. =

Further confounding the
breakdown in the administration of
social security is the absence of an
established appeals system whereby
a disgruntled employee can seek
redress. The 1987 Interim
Regulations for Settlement of Labor
Disputes at State Enterprises do not
cover disputes regarding social
security issues. Written complaints
have flooded local and central labor
offices reporting nonpayment of
benefits and willful redyction in
benefits, for example. Many retirees
or their offspring visit these offices
in person hoping to get better
results. The final resolution of these
problems often requires the
personal intervention of a local labor
bureau chief and other government
officials having direct jurisdiction
over the enterprise.=® Certainly, the
arbitration of disputes is more
difficult if only because of the
pervasive discrepancies between
enterprise ‘‘experiments’” and local
government guidelines and between
local government *‘experiments”
and central government regulations.

Summary Comments

In the 1980’s, as the central
government adhered to social
security programs established in the
early 1950’s, social security
developments in the reform decade
have been driven primarily by local
government initiatives and
enterprise “‘experiments.”’ The most
significant development has been
the evolution of resource pooling of
retirement pensions because it has
made social security less dependent
on individual enterprises for funding
and administration. However, this
development has not reached other
social security programs. Also
important, but with limited impact,
were experiments in social security
cost cutting (as in medical care)
carried out by some local
governments.

Two critical problems have
surfaced. First, the 1980’s witnessed
the unprecedented rise in social
security costs at the expense of
enterprises and, ultimately, of the
state tax revenues because social
security expenditures are operating
costs before tax. Total social
security expenditures multiplied
from 5 billion yuan in 1978 to 38.18
billion yuan 10 years later, or 1.4
percent and 2.7 percent of the gross
national product for the respective
years. Annual social security
expenditures per covered employee
and retiree rose from 77.4 yuan to
331.4 yuan during the same period.
The 1988 figure is more than twice
the 1978 amount adjusted for
inflation (145.8 yuan). *

Second, the arbitrary and
capricious practices of enterprises
in implementing social security
programs have made them a less-
than-reliable mechanism for income
protection. At a time when these
programs could have served as
effective tools to mollify worker
discontent during the 1989-90
economic downturn, the lack of
reliability in social security programs
may have in itself become a cause
of worker frustration. From the
perspective of workers, reform-
minded experiments such as cutting
benefits and imposing co-payments
to medical care were regarded as
unwelcome violations of central
government regulations by
enterprises and/for local
governments, and as such, they
became causes for appeals.

Recent Developments and
Remaining Policy Issues

Recent Developments, 1989-90

Central and local government
measures in 1989-90 have focused
on shoring up financing and
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administration and revisions of
central government regulations of
social security programs. In
financing retirement pensions, some
local governments have merged the
pension pools for permanent
workers and for contract workers,
hitherto set up as separate
accounts. As a result, shortfalls in
pension pools for permanent
workers (which are financed on a
pay-as-you-go scheme and are thus
vulnerable to enterprise losses and
shutdowns) can be made up, albeit
temporarily, by the accumulated
retirement reserves for contract
workers.* These city and county
governments, therefore, have moved
another step toward transforming an
enterprise-managed retirement
system into a social insurance
system by broadening the base of
risk sharing.

Proposals for setting up reserve
funds through resource pooling to
finance medical care programs and
workers’ compensation (cash
benefits for work-related injuries)
have emerged as well. Whether this
practice, following the development
of retirement pension pools, will take
hold and give rise to localized
standardization in programs and to
citylcounty government supervision
and control over the administration
of these programs remains to be
seen. Medical care and workers’
compensation programs are more
difficult to administer than
retirement pensions because of the
complicating role of health care
providers. The lack of established
standards for determining the
degree of injury and disability as
well as the level of reimbursable
care and compensation also causes
administrative problems.

Local governments and central
government agencies have taken
steps to improve the administration

of SlAs and their linkages with the
Ministry of Labor. Some city and
county labor bureaus have
announced their plans to acquire
computer technology to enhance
the SlAs’ ability to monitor resource
pooling for pension programs.
Presumably, automation will also
facilitate the SIAs’ gradual takeover
from enterprises of the
administration of the retirement
pension programs. Similarly, the
Ministry of Labor has announced its
support for the general application
of computer technology to the
management of social security,
including the development of a
networking capability between local
SIAs and a newly established
information retrieval center at the
Ministry in Beijing. Moreover, the
State Bureau of Technological
Assessment (Guojia Jishu Jianduju)
has approved the issuance of social
security numbers to workers
beginning in April 1990, another
step toward facilitating administrative
control of social security programs. ¥
Mindful of the inadequacy in the
existing institutional setup for
asserting centralized control over
social security administration the
Ministry of Labor has proposed the
creation of a separate agency under
its auspices at the central
government level. It is not clear,
though, whether this agency will
have its own subordinate branches
and subbranches throughout the
country. %

There are even indications that
the central government at last is
poised to revise the existing
regulations for the retirement
pension and work-injury programs.
Details are not yet available. The
government’s intention seems to
reassure workers that the
established benefit levels will at
least continue, if not be improved.
Permanent workers in state

enterprises, however, may be
expected to contribute to the
funding of the retirement program.
This would represent a major
breakthrough for making workers
responsible for part of the costs.
There is no sign of reforming the
medical care program or of revising
the much-abused practice of paid
sick leave for extended periods,
however.

All these developments seem to
follow the general trend of
spreading risk sharing among
enterprises and shifting
administration of the retirement
programs to local governments,
instead of depending on individual
enterprises for funding and
administration. Significant as these
developments are in the long-term
evolution of a social security system
suited for a market-oriented
economy, short-term necessities
have led to expedient practices that
might blunt, if not subvert, this
general trend—in particular,
practices that reinforce employee
dependency on enterprises for their
social and economic well-being or
make government funding readily
available for social security
payments.

As layoffs in late 1989 created
resentment among those who
became unemployed, the
government decided to retain
workers in factories at reduced pay
in order to avert social disorder. In a
January 1990 speech, Premier Li
Peng specifically lauded the
enterprise’s function as a “‘mini-
weifare state,” responding to
workers’ social and economic
needs.® Thus, the practice of the
enterprise’s functioning as a “‘mini-
welfare state” has regained official
sanction. Efforts to lessen workers’
dependence on enterprises in order
to facilitate labor mobility appear to
have taken a back seat to concerns
over social stability.
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When the general economic
downturn in late 1989 and early
1990 caused two-thirds of urban
factories to shut down or operate at
a reduced capacity, it also exposed
the weak financial base of resource
pooling in the permanent workers’
retirement pension programs that
are funded on a pay-as-you-go
basis. Dipping into the reserve
funds for contract workers has
helped to alleviate the shortfall
somewhat. But these reserve funds
can be easily exhausted given the
large number of retirees and the
relatively small number of contract
workers contributing into the funds.
Information is not available
regarding the extent to which
retirees have been paid during this
period of economic hardship
nationwide. Some local governments
have issued directives that retirees
be paid in full regardless of financial
status of their former employers
(that is, regardless of an enterprise’s
ability to contribute to pension
pools). They have also offered
government funding to make up for
enterprise shortfalls.« It is likely
that local and possibly central
government funds have been
tapped as a last resort to pay
retirement pensions.

It remains to be seen whether this
practice of government subsidies to
make up enterprise shortfalls is
merely a stopgap measure, or
whether it will evolve into a routine
procedure as during pre-reform
days. The pooling mechanism
evolved in the last decade would
then become one of channeling
local and central government
funding to retirement pension
payments (or even to medical care
and workers’ compensation), rather
than bona fide pooling of
contributions from enterprises. ©

Recent central and local
government measures and
proposals have only addressed

issues related to developing
resources to fund social security (for
example, employee contributions to
social security and resource pooling
for medical care and work injury
programs). No proposals have been
put forward to control rapidly rising
expenditures. This approach follows
the central government’s tendency
to raise rather than lower benefit
levels as evidenced in the 1980’s,
and probably is also prompted by
the current climate of appeasing
workers to maintain social stability. «

Implications for Transition to a
Market-Oriented Economy

During the 1980’s, the central
government enhanced the social
security programs designed in a
bygone era and made them the
operative programs of today. Only
limited progress has been made to
adjust social security to a market
economy. Both the newly
established contract workers’
retirement pension program and
unemployment insurance program
are yet to withstand the test of time.
At present, state-sector permanent
workers still do not contribute to the
funding of social security programs
and they remain tied to their
enterprises for receiving social
security benefits. As long as
resource pooling (for both
permanent and contract workers) is
limited to retirement pensions at the
city/lcounty level, and as long as city
and county SlAs operate primarily
as clearinghouses for funding rather
than administrators of social security
programs, the prospect for labor
mobility across enterprises even
within the jurisdiction of the same
city or county will be
remote. 4 More important, the
central government has yet to set
up any government-regulated

income-security programs for
workers in urban collective and
private sectors, even though such
programs would make these sectors
more attractive to new entrants to
the urban labor force so not to
overload the state sector. ©

Meanwhile, the skyrocketing cost
of providing social security to state-
sector employees—a relatively small
group of the country’s labor force—
and its drain on the financial health
of enterprises and of the state, is
expected to have an adverse impact
on the country’s national economy.
The cost issue will become
especially acute as China’s
population ages and as some 40
percent of its current urban workers
retire within the next 20 years. It is
estimated that the ratio of employed
urban workers to retirees will
change from 6.4:1 in 1988 to 4:1 by
the year 2000. During the same
period, China’s resources will also
be needed for investment in
economic development and to meet
the vast social and economic
demands of the rapidly aging rural
population who at present must rely
on their own resources or family
members for support, «

Remaining Policy Issues

How the government will resolve
this dilemma of allocating China’s
resources among contending
population groups and between
social versus economic priorities
remains the key social security
policy issue. The government might
begin with reviewing policy
alternatives for state-sector social
security programs. A continuation of
the current arrangements—that is,
reliance on local governments and
enterprises to initiate “‘experiments’
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conducive to the transition to a
market-oriented economy—wiill
probably exacerbate ongoing
problems of waste and abuse and
will perpetuate the workers’
perception that the social security
programs are unreliable.

Should the central government,
then, begin to assert leadership in
social security policy, as it has
begun to recentralize management
of state enterprises, prices, and
investment? If so, it may choose to
follow the 1980’'s policy of adhering
to the existing programs, ali the
while expecting that tightened
supervision and control from the
center will curb waste and abuse.
By taking this approach, the
government will be putting an end
to a decade of local cost-control
“‘experiments,’ especially in medical
care. Besides, given both the lack of
an institutional framework for central
supervision and control in social
security matters, as well as the
limited administrative experience of

Notes

SlAs and LSCs in cities and
counties, the savings that can be
achieved through regulating
administrative procedures, even with
the help of computer technology,
may be too little and too late to
significantly diminish the heavy
financial burden in social security
over the next two decades.

As an alternative, will the central
government decide to reexamine the
existing programs and initiate cost-
cutting measures as national policy?
Will the government overcome its
overriding concern for social stability
and roll back privileges that state-
sector employees and retirees have
grown accustomed to expect,
especially just after it raised their
wages for the purpose of mollifying
discontent? Even if that is the
direction it takes, to what extent can
the central government expect or
enforce compliance from enterprise
administration?

In sum, at the onset of the
1990’s, China's leadership faces two
policy alternatives. Neither promises
easy answers. First, it may continue
to use the existing social security
system (destabilized as it is) to
placate state-sector workers who are
disheartened by recent political and
economic policies. This will probably
drain the country’s resources at the
expense of meeting the needs of a
vast working population outside the
state sector and of further economic
development. The second policy
alternative is for the central
government to decisively control
social security costs by modifying
existing program provisions and
instilling discipline in administration.
Meanwhile, it can hold out the hope
that an improved economic outlook,
as the country deepens its
economic reforms, will help alleviate
restlessness among its workers.
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