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  Abstract   Current income security    policy in China includes two polarized systems: 
social insurance and social assistance. Social insurance consists of fi ve categories 
of contributory social insurance programs in areas such as old-age pensions, unem-
ployment, medical care, workers’ injury and compensation, and maternity benefi ts. 
Social assistance is composed of a series of government funded, means-test benefi t 
programs, providing assistance to individuals and households falling into absolute 
poverty for the maintenance of a basic living, medical care, education, housing, or 
other needs. For most of the time since economic reforms started in the early 1980, 
the major efforts of the Chinese government have been focused on establishing an 
insurance-based social security system. While social insurance has been extended 
substantially in recent years, covering people in both formal and informal sectors 
and the rural population, levels of benefi ts vary markedly between people under 
different schemes. Social assistance began to play an increasingly important role 
during the mid-1990s in response to emerging poverty in the cities and persistent 
poverty among the rural population. However, due to the absence of more broad-based 
policy interventions particularly in health and education, the effects of social assis-
tance in reducing elderly poverty tends to be limited. This chapter described 
the development of income security policies for old people in China, including 
pensions and social assistance.  

  Keywords   Old-age pensions  •  Social assistance  •  China      

    Y.   XU    (*) •     X.   ZHANG  
     School of Social Development and Public Policy, Beijing Normal University ,   Beijing ,  China  
  e-mail: xuyuebin@bnu.edu.cn    

    Chapter 4   
 Pensions and Social Assistance: 
The Development of Income Security 
Policies for Old People in China       

       Yuebin   XU    and    Xiulan   ZHANG     

S. Chen and J.L. Powell (eds.), Aging in China: Implications to Social Policy 
of a Changing Economic State, International Perspectives on Aging 2, 
DOI 10.1007/978-1-4419-8351-0_4, © Springer Science+Business Media, LLC 2012



44 Y. XU and X. ZHANG

   Introduction 

 Since China’s economic reform started in the early 1980s, social insurance has been 
seen by both the government and academics as the most appropriate tool to fi nance 
social security for old people in China. On the one hand, social insurance is 
viewed as matching the spirit of individual responsibility generally thought to be 
compatible with a market economy that China’s reform has been moving toward 
(Chow & Xu,  2001  ) . On the other hand, it was also necessitated by the then urgent 
need to facilitate the restructuring of state-owned enterprises, which has been a 
crucial part of China’s reform. As such, for most of the time following the inception 
of the reform, the major efforts of government in reforming the social security 
system have been focused on establishing various employment-related social insur-
ance schemes, including old-age pensions, unemployment benefi ts, medical insurance, 
and workers’ injury and compensation benefi ts. Programs were fi rst set up for 
the urban and formal sector and then gradually expanded to the rural and informal 
sector. In terms of the old-age pension system, currently it consists of four separate 
schemes, catering respectively for enterprises, government organs and public insti-
tutions, rural population, and urban residents outside the workplace. More recently, 
an increasing number of cities have developed retirement pension schemes for rural–
urban migrant workers, either attached to urban employee pension schemes or 
created as separate pools. Pension reforms have been focused mainly on the one for 
enterprises in the cities and old-age pensions for the rural population, while others 
were launched only recently on an experimental basis. 

 Entering the mid-1990s, a shift of emphasis was made from social insurance to 
social assistance in response to emerging poverty in the cities and persistent poverty 
among the rural population. A means-tested social assistance scheme, the Minimum 
Living Standard Guarantee System (dibao), was fi rst established nationwide in 
the cities in 1999 and extended to the countryside in 2007. The scheme provides 
cash assistance to families with incomes falling below the local poverty line. While 
it is not a program designed specifi cally for old people, it has turned out that a 
substantial number of benefi ciaries are old people, mostly those out of coverage of 
the pension system. In the rural areas, a traditional social assistance program, named 
the “fi ve guarantee system” (wubao), has remained a major program for old people 
deprived of family support. In the cities, in recent years there have been an increasing 
number of cities setting up universal social pensions for old people reaching a 
certain age. As such, current formal income security policies for old people in China 
include two polarized systems: old-age pensions and social assistance for house-
holds living in poverty. While the former covers mostly the urban and formal sector, 
the latter is a safety-net program to catch those people who are deprived of social 
insurance coverage and fall into absolute poverty. In 2009, China had a total number 
of 167 million old people aged 60 years and above, occupying 12.5% of the national 
population (   National Bureau of Statistics,  2011 ). Among them, roughly 89 million 
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lived in the countryside and 78 million in the urban areas. 1  In 2010, around 92 
million or 55% of old people received pensions, including 63 million urban and 29 
million rural pensioners (   Ministry of Human Resources and Social Security, 
 2010 ). On the other end of the social security system, in 2009 there were about 
15.35 million or 10% of old people aged 60 years and above receiving dibao, including 
3.35 million or 5% of nonagricultural and 12 million or 12% of agricultural elderly 
population, respectively 2  (Ministry of Civil Affairs,  2011  ) . In terms of payment 
rates, average pension payment increased from less than 600 Yuan per month in 
2001 to about 1,300 Yuan per month in 2009, with replacement rates dropping from 
around 60 to 50%. 3  For old people living on social assistance, the monthly benefi t 
rates were 165 Yuan for the urban elderly and 64 Yuan for the rural ones in 2009 
(Ministry of Civil Affairs). 

 The following sections of this chapter will fi rst give an account of the reform 
processes in China’s pension systems and the resulting products, fi rst for the urban 
and then for the rural population. This is followed by description of the develop-
ment of social assistance, focusing on its relation with and impact upon the aged. 
The chapter concludes with an assessment of the policy-making process and eco-
nomic security policies for old people in China and suggestions for further efforts 
from the government.  

   Pension Reforms for the Urban Population 

 The fi rst nationwide pension system in China was established in 1951 when State 
Council issued Regulations on Labor Insurance, which applied to all types of work-
units including state-owned enterprises (SOEs), government organizations, public 
institutions, and social organizations all over China. Benefi ts covered pensions, 
medical care, workers’ injury and compensation, maternity benefi ts, and a number 
of temporary relief programs. In 1955 a separate system was created for employees 
in government organs and public institutions. In 1958 the two systems were com-
bined into a single system, and in 1978 it was divided again into two systems, one 
for employees in enterprises and another for those in government organs and public 
institutions. This divide has continued into the present period as the major pension 
systems in China. Both systems were urban-based and operated as pay-as-you-go, 
and defi ned benefi t schemes, covering mainly the public sector. 4  One difference 

   1   Figure for rural elderly population was calculated based on  China Population Statistical Yearbook  
-  2010 .  
   2   Including roughly seven million dibao and fi ve million “fi ve guarantees” recipients (Ministry of 
Civil Affairs,  2011  ) .  
   3   Calculated based on  China Labor Statistical Yearbook  – 2010.  
   4   The public-ownership economy of China during the plan era consisted of two subeconomic sys-
tems: state-owned and collectively owned economy.  
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between the two schemes was that the pension system for government organs and 
public institutions was fi nanced with central avenues and administered by individual 
work-units while that for enterprises was both fi nanced and administered by 
individual enterprises—insurance by the work-units. Being a noncontributory 
benefi t system in nature, employees from government organs and public institutions 
are not required to make individual contributions during the years of employment. 
Upon retirement, he/she is paid with different levels of benefi ts based on his/her 
wage levels and structure prior to retirement and the number of years of employ-
ment. Usually, a retiree from a government organ can get 90% of the basic wage if 
he/she has worked for 30 years. In 2009, the system covered 15.24 million employ-
ees and 4.6 million retirees from government organs and public institutions (China 
Labour Statistical Yearbook,  2010  ) . In 2004 average annual pension benefi ts were 
9,715 Yuan, which were 16,532 Yuan for retirees from government organs, 14,911 
Yuan for retirees from public institutions, and 8,081 Yuan for retirees from enter-
prises (   China Labour Statistical Yearbook,  2005  ) . While sources of offi cial data 
after 2005 are unavailable, it is widely acknowledged that the disparities between 
the different systems in pension benefi ts have been increasing. In recent years, there 
have been wide claims from the general public as well as attempts of the government 
for reforming the pension system for government organs and public institutions, but 
progress has been slow. 

 As such, reform of the pension system in China has been focused on the one for 
employees in enterprises, which started with in the early 1980s when rapid increases 
in the number of retirees relative to that of employees in SOEs had resulted in huge 
pension burdens in the state sector, leading to a “pension crisis” for most SOEs. 
Between 1978 and 1985 the number of retirees increased fi vefold, and pension costs 
rose from 2.8% of total wages for urban employees to 10.6% (World Bank,  1997  ) . 
As such, early pension reforms were implemented in the form of local experiments, 
which were intended to relieve SOEs of pension burdens through social pooling 
across enterprises. By the mid-1980s a variety of locally administered pension 
schemes were set up. The schemes were mostly based on counties or districts, differ-
ing widely in both design and administration. Because pooling was limited mainly 
within the state sector, its effects in reducing pension burdens of SOEs were limited. 
In addition, wide diversity in pension benefi ts and contribution rates as well as 
in pension burdens across enterprises frequently led to disincentives for well-off 
enterprises to pay contributions to the pools while the poor ones were unable to pay 
contributions (Chow & Xu,  2001  ) . 

 Nationwide reform of the pension system for enterprises started in the early 
1990s and was completed by the mid-2000s. Between 1991 and 2005, the central 
government issued a number of documents, which gradually brought the system 
into the current shape. Specifi cally, State Council Document 33 of 1991, entitled 
Resolutions on Reform of the Pension System for Enterprises, called for the 
establishment of a provincially unifi ed social pooling system covering all types 
of employees and enterprises. Different from the previous pooling across enterprises, 
Document 33 required workers to make individual contributions to the pools. 
This was followed by State Council Document 6 of 1995, which decided to turn the 



474 Pensions and Social Assistance…

pay-as-you-go system into a defi ned-contribution and partially funded one: a social 
pooling plus a funded individual account. This change was made based on several 
widely assumed advantages of the funded approach, including effi ciency, equity 
as well as effectiveness in combating population aging (Chow & Xu,  2002  ) . It was 
held that the previous pay-as-you-go system was designed mainly to meet the needs 
of employees in the state sector. If employees in the non-state sector are included 
in such a system, inequity will result, as they would become net contributors. On the 
other hand, a funded approach is viewed to be not only being able to refl ect the 
market economy principle of self-reliance and individual enterprise that China has 
been encouraging since the economic reforms, but also would motivate employees 
from outside the public sector to participate in the system. 

 In practice, State Council Document 6 proposed two plans in which social pooling 
and individual accounts could be combined with different emphasis, and allowed 
local governments to choose between them or design their own plans based on their 
local situation. This led to wide variations in contribution rates, the size of the individual 
account, and benefi ts across the nation, depending on local ideologies about or 
interpretations of the principle of combining effi ciency and equity. Such a widely 
variegated national pension system was not only diffi cult to administer by central 
government, it also posed problems of portability and gaps in benefi ts across and 
between localities. To correct the problem, State Council issued Document 26 in 
1997, Decisions on the Establishment of a Unifi ed Pension System for Employees 
in Enterprises, proposing to make three “unifi cations” to the system in the years to 
come: First, the contribution rates were unifi ed to be 20% of the total wage for 
enterprises and 8% of the wage for individual contributions. Second, the size of the 
individual account was unifi ed to be 11% of a worker’s wage, into which individuals 
contribute 8% and enterprises 3%. Finally, the method of providing benefi ts was 
unifi ed. Retirement benefi ts were to consist of a basic pension and an individual 
account pension, taking into consideration both the wage and the accumulated 
savings in the individual account. A worker who reached retirement age after 
contributing for at least 15 years was to get a monthly basic pension equivalent to 
20% of the average local wage in the year prior to his/her retirement, plus a monthly 
individual account pension equivalent to the funds in the individual account divided 
by 120 (months). 

 In the subsequent years, reform of the urban enterprise pension system was 
mostly focused on adjusting the benefi t structure and size of the individual account. 
In 2000, State Council revised the pension scheme again through its Document 42, 
which contained three major changes: First, the size of individual account was 
reduced from 11% of the wage to 8% to be based solely on individual contributions. 
Second, funds in individual accounts were to be managed separately from social 
pooling funds. This separation was intended, on the one hand, to make individual 
accounts into fully funded funds to be managed through the capital market, and on 
the other hand to prevent social pooling from borrowing money from individual 
accounts. Third, to compensate for benefi ts reduced due to reduction in the size of 
individual accounts, the level of the basic pension was raised by relating it more 
closely to the years of contribution in excess of 15 years. A worker reaching retirement 
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age after contributing 15 years would get a monthly basic pension equivalent to 
20% of the average local wage. If the worker has contributed more than 15 years, 
he/she will get another benefi t from the basic pension for each additional year of 
contribution until the total benefi t reaches 30% of the average wage. After several 
years of experimentation of the revisions in three provinces in the northeast of China 
where pension burdens were particularly high, the benefi t structure and the size of 
the individual account were confi rmed in 2005 in State Council’s Decisions on 
Perfecting the Pension System for Employees in Enterprises, which required nation-
wide adoption of the revised system starting from 2006 on. The Decisions also 
made some modifi cations in the benefi t formula. The amount of pension from the 
individual account is determined with reference to life expectancy, retirement age, 
and interest accumulated in the account. A retiree is able to receive a monthly pay-
ment equivalent to the funds in the individual account divided by 139 (life expect-
ance at age 60) instead of being divided by 120 (months). The amount of the basic 
pension was made to take into account both the average and individual wage prior 
to retirement as well as the number of years of individual contribution. That is, a 
worker reaching retirement age can get a monthly payment of 1% of the mean of the 
average wage plus the indexed individual wage for each year of individual contribu-
tion. Since then, the major efforts of the government have been to expand the cover-
age to the informal sector and turn the individual accounts from notional to fully 
funded accounts. 

 The pension system for urban residents began in local trials in 2009 and 2010 in 
a number of cities such as Beijing, Chongqing, Xi’an, and Kunming. The experi-
ment was proposed to expand to cover 60% of the cities all over China in 2011, 
expecting for nationwide adoption by 2012. According to State Council 2011 
 Guidelines for Establishing Pensions for Urban Resident , eligible participants 
include all urban residents aged 16 or above other than current students, who are not 
engaged in wage-earning activities and are covered by urban pension schemes for 
employees. The system operates in the same approach as the New Rural Pension 
System (NRPS), except that individual contribution rates were divided into ten 
levels ranging from an annual amount of 100 to 1,000 Yuan for participants to select. 
Both central and local governments provide subsidies for the schemes. The central 
government bears full funding for the basic tier for counties in the middle and western 
regions and 50% for those in the east region, and local governments are required to 
subsidize at least 30 Yuan for each participant in 2011. Benefi ts also include two 
tiers—a basic pension and individual account pension. The basic pension is funded 
with subsidies from the central government and matching funds by local govern-
ments, while individual contribution and subsidies by local governments for each 
participant both goes into the individual account. A participant reaching 60 years 
after contributing 15 years can get a monthly minimum of 55 Yuan from the basic 
pension plus a monthly sum equal to 1/139 (based on life expectance at age 60) of 
the total funds accumulated in the individual account. For currently old people aged 
60 years and above, benefi t from the basic pension is a universal benefi t and does 
not require individual contribution. Local governments are allowed to determine the 
structure of both individual contributions and benefi ts according to the local context.  
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   Pension Reforms for the Rural Population 

 In the countryside, concern for rebuilding the rural social security system came to 
the attention of the government in the mid-1980s. In the “Seventh Five-year Plan” 
passed in 1986, the government fi rst proposed to build “a socialist social security 
system with Chinese characteristics.” Population aging and the implementation of 
the single-child family policy, which also contributed to the acceleration of popula-
tion aging, were among the widely acknowledged imperatives for building the rural 
social security system. Again, priority was given to the establishment of old-age 
pension schemes. This was also facilitated by the fact that an increasing number of 
rural labor force were employed in nonagricultural production particularly in the 
mushrooming village and township enterprises (VTEs). In many of these places, 
most of the labor force worked in VTEs, and their family farm plots were often 
managed as “collective farms” by village committees. As such, the mid-1980s began 
to see an increasing number of locally initiated rural pension schemes in the wealthier 
localities, which were largely a modifi ed version of the urban schemes. 

 The implementation of the rural pension schemes also went through a process of 
experimentation and promotion, as was the case with other reform policies. As early 
as in the early 1980s a variety of community-sponsored and managed rural pension 
pools appeared in the rich regions where employment in VTEs was the dominant 
source for farmers to earn income. The schemes differed widely in terms of funding, 
management, coverage, and benefi ts. In 1987, the Ministry of Civil Affairs was put 
in charge of investigating the schemes and “exploring rural grass-roots social secu-
rity” by State Council (Ministry of Civil Affairs,  1987  ) . After several years of 
experiment, MCA began to promote the establishment of “county-level unifi ed rural 
old-age pension scheme” in economically developed areas in the early 1990s, and 
most of the former community-based schemes were merged into the new county-
level schemes. 

 The funding of the rural pension schemes was based on the same principle as that 
of the urban enterprise pensions. That is, individuals, collectives, and the govern-
ment shared the responsibility for fi nancing. According to the Basic Plan of Rural 
County-based Pensions issued by the Ministry of Civil Affairs  (  1992  ) , the schemes 
were run on a voluntary basis. Eligible participants included all farmers aged 
between 20 and 59 years old, who can decide both the rates of individual contribu-
tions (ranging from a monthly sum of 2 to 20 Yuan) and the method of contributing 
them (monthly or in lump sum). Collective economic entities or villages were 
required to subsidize the scheme with a maximum limit of 50% of individual 
contribution out of the collective income. However, the government’s share of the 
fi nancing responsibility was in the form of preferential taxation policies—it allowed 
collectives to use profi ts for subsidizing the scheme before taxation. Finally, fund 
reserves were required to invest in government bonds. Special sections were set up 
within the local civil affairs department to manage the schemes, with 3% of the 
funds being allowed to be used for administrative costs. 
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 With the enthusiastic promotion of the Ministry of Civil Affairs, the county 
pension schemes were rolled out across the country rapidly in the following years. 
By the end of 1997, over 90% of the counties had implemented the schemes, 
with 74.5 million farmers participating in the schemes and 0.61 million old people 
receiving pensions (Ministry of Civil Affairs,  1998  ) . Following the establishment of 
the Ministry of Labor and Social Security in 1998, the management of the rural 
old-age pension schemes was handed to the new ministry, which was given the 
responsibility of designing and managing social insurance schemes for both urban 
and rural areas. Afterwards, the number of counties implementing the schemes 
began to decline steadily following the 1998 Asian Financial Crisis, which led to a 
negative assessment of the government of the fi nancial viability of the community 
pools as a means to provide rural old-age security. Most schemes particularly in the 
less-developed regions came to a halt. By the end of 2006, the number of partici-
pants declined to 53.74 million, with 3.55 million old people receiving pensions 
(National Bureau of Statistics,  2006  ) . 

 The resumption of the rural pension schemes began cautiously in the early 2000s. 
In the 2002 CCPC 16th Plenary Session the central government encouraged only 
those localities with sound economic conditions to explore the establishment of 
rural old-age pensions, medical insurance schemes, and minimum living standard 
guarantee schemes. A number of wealthier localities took the lead to establish 
new rural pension schemes subsidized with government revenues. Nationwide 
experiment of this new model began in 2007 following the CCPC 17th Plenary 
Session which encouraged all local governments to experiment on government 
subsidized rural pensions. The experiments fi nally led to the launch of the NRPS 
in 2009 when State Council issued Document 32 “Guidelines for Experiment of the 
New Rural Pension System.” The new scheme adopted the partially funded approach 
similar to the urban enterprise pensions, which consists of two tiers of benefi ts: a 
basic pension and an individual account. The basic pension is set at a minimum of 
55 Yuan per person per month. For current old people aged 60 and above, this tier 
of benefi t is a universal benefi t and does not require individual contribution. The 
benefi t from the individual account is a monthly sum equal to 1/139 (based on life 
expectance at age 60) of the total funds accumulated in the individual account. 
A major departure from the old rural pension scheme of the 1990s is that the central 
government shares a substantial proportion of the funding: It provides cash transfers 
to subsidize local governments for the basic benefi t tier. In particular, the central 
government bears full funding for the basic tier for counties in the middle and 
western regions and 50% for those in the east region. Local governments are required 
to subsidize at least 30 Yuan for each participant in 2009. The document also 
proposed that the new schemes cover 10% of rural counties in 2009 and gradually 
cover all counties by 2020. Central transfers have provided not only incentives for 
local governments to establish the new schemes, but also necessary fi nancial sup-
port for localities in the middle and western regions which are mostly economically 
constrained. Between 2009 and 2010, the number of counties implementing the new 
schemes increased from 320 to 840, participants from 87 million to 102.77 million 
and pensioners from 15.56 million to 28.63 million (Ministry of Human Resources 
and Social Security,  2009,   2010  ) .  
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   Experiment for Pensions for Rural–Urban Migrant Workers 

 This patch of pension system caters specifi cally to rural–urban migrant workers. 
Local trials such as those in Guangdong, Shenzhen, Beijing, and Shanghai where 
rural migrant workers have been concentrated, started mostly around the turn of the 
1990s following the passing of Labor Law in 1994 and State Council 1999  Temporary 
Regulations on the Collection of Social Insurance Premiums.  While the labor law 
stipulated that all workers including contract and self-employed ones participate in 
local pension schemes where they work, the  Regulations  provided specifi c methods 
for the inclusion of migrant workers in the enterprise pension system. In the subse-
quent years, various policy guidelines and methods were provided by the central 
government to channel the efforts of local schemes, which varied considerably 
across cities. In 2009, the Ministry of Human Resources and Social Security issued 
 Methods of Rural Migrant Workers Participating in the Pension System , which 
contained the basic blueprints for the implementation of the system. Funding is 
shared between individual participants and enterprises. Enterprises contribute 12% 
of the wage, and individuals contribute 4–8% of the wage. Similar to enterprise 
pensions, pension benefi ts consist of a basic pension and an individual account 
pension. If a worker has contributed for 15 years or above, he/she is able to receive 
a monthly payment of both basic pension and individual account pension. In case 
the worker has contributed for less than 15 years, there are two methods: If he has 
participated in NRPS, his account is to be transferred to NRPS; if not, he will be 
paid with the money accumulated in the individual account in a lump sum. Similarly, 
local governments are allowed to determine the structure and levels of both individual 
contributions and benefi ts according to the local context. By 2010, the schemes 
covered a total number of 32.84 million rural residents (Ministry of Human 
Resources and Social Security,  2010  ) .  

   Social Assistance for the Urban Population 

 During the planned economy era, China had a government-funded social relief 
program which was established in the early 1950s for childless old people outside a 
work-unit named “Three Nos” households, that is, people without work ability, family 
caregivers, and sources of income. The program provided cash and/or in-kind help 
in order for them to maintain a basic living. Because most residents had a work-unit 
to take care of their needs, few people were in need of this support, making social 
assistance a negligible element in the social security system. 

 Since the mid-1990s, poverty became an increasingly disturbing issue in the 
cities. There were many factors leading to the phenomenon of what was termed 
“new urban poverty”—increasing numbers of urban residents falling into poverty. 
Apart from rapid increases in the number of unemployed or laid-off employees due 
to the restructuring of SOEs, the incomes of current employees and retirees were 
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also affected due to generally poor economic performance in most SOEs. Many 
SOEs had diffi culty in delivering pensions for retirees and fi nancial assistance for 
laid-off employees. 5  In some SOEs even wages for current employees could not 
be guaranteed. People may fall into poverty even though they had a job, pension, or 
other benefi ts. Furthermore, as increasing numbers of urban labor force shifted from 
the state to non-state sector where social security policies were virtually absent, this 
rendered the coverage of the ongoing social insurance schemes extremely limited. 
Finally, due to increased commodifi cation of many basic social services such as 
education and health care previously provided by work-units to their employees and 
family members free of charge, urban families were faced with huge fi nancial 
burdens, leading to the phenomenon of “poverty due to high medical or educational 
expenses.” As most of the newly poor came from among laid-off employees from 
SOEs, social stability was threatened. 

 Obviously, the social insurance schemes failed to function as was expected. Thus, 
toward the end of the twentieth century the attention of the central government was 
drawn to social assistance as a tool to deal with the problem of urban poverty. This 
led to a general shift of emphasis in social security reform from social insurance 
to social assistance. In the following years, a series of social assistance programs 
were set up throughout the country, fi rst in the cities and then expanded to the rural 
population. The schemes include dibao and a number of supplementary assistance 
schemes for medical care, education, housing, and a variety of other preferential 
policies such as in heating. Among them, dibao is the most important program 
which also provides the basis for eligibility for other benefi ts. The scheme was 
fi rst introduced in 1993 in Shanghai, followed by voluntary trials in a number of 
wealthier cities, and extended nationwide in 1999 following State Council’s 
Regulations on the Establishment of a Minimum Living Standard Guarantee System 
for Urban Residents (urban dibao), which required all cities to establish dibao for its 
urban residents before the end of 1999 and spelled out some specifi c requirements 
with regard to the eligibility and fi nancing of the scheme. In brief, dibao was 
designed as a means-tested benefi t program fi nanced out of government revenues. 
It provides cash assistance for households with per capita incomes falling below 
local poverty lines (or social assistance lines), which are determined mostly at 
city or county levels based on the standard budget methods and also taking into 
consideration local fi nancial capacity. An eligible household receives the difference 
between the total benefi ts eligible (the assistance line times the number of persons 
within the household) and the total household incomes. The objective of dibao is 
to provide a “safety-net” to households falling into absolute poverty. In practice, 
its benefi ts cover mainly food, clothing and a few daily necessities such as fuel, 
electricity, and water. 

   5   Assistance for laid-off employees was a temporary benefi t program jointly funded by SOEs, local 
governments, and unemployment insurance funds. It was provided to them to maintain a basic living 
for a maximum period of 3 years. In 2003 this benefi t was merged into the unemployment insurance 
scheme, and the laid-off employees began to be treated as the unemployed.  
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 The implementation of urban dibao witnessed the increasing role of the 
government in delivering social welfare in the past decade. The earlier trial schemes 
were set up by local governments based on local conditions, varying markedly 
across cities in terms of fi nancing, levels of benefi t rates, and eligibility criteria. 
For various reasons, local governments were generally reluctant to take up the 
burden of fi nancing benefi ts for poor people emanating from enterprises. The early 
schemes, therefore, operated mostly in the form of “taking home your own child” 
approach—dibao provided assistance only to the “three nos” households who were 
the targets of publicly funded social relief administered by the Ministry of Civil 
Affairs. For those households affi liated with a work-unit, the role of civil affairs was 
only to determine eligibility while applicants were required to submit application 
to the work-units. Upon approval, the work-units were supposed to deliver benefi ts 
to them together with their wages. As such, the receipt of dibao benefi ts for the non-
civil affairs targets depended on the fi nancial ability of the enterprises. 

 State Council 1999 Regulations put an end to local trials by providing a nation-
ally unifi ed basic structure for the program. One important change brought about by 
the Regulation is the extension of eligibilities from previously only a few categories 
of people to all urban households with incomes falling below the poverty line. 
The Regulation, however, continued with the principle that fi nancing of dibao was 
primarily the responsibility of local governments, and that funding from the central 
government would only be available when local fi nance was diffi cult. 6  This was 
also changed in 1999 when the central government for the fi rst time allocated 400 
million Yuan to subsidize local governments for setting up dibao. In the following 
years, accompanying increases in the amount of central transfers, the number of 
dibao recipients also increased rapidly from 2.66 million in 1999 to 4.03 million in 
2000 and further to 11.7 million in 2001 (Ministry of Civil Affairs,  2002  ) . It seemed 
that more money from the central government would result in more people eligible 
for benefi ts. Baffl ed by the fi gures, in early 2002 the Ministry of Civil Affairs made 
a national investigation of poor households, which identifi ed a total number of 19.38 
million poor people eligible for assistance. It was also realized that reliance on local 
governments for funding was insuffi cient, a main reason for the heretofore generally 
low benefi t levels and small coverage across cities. In the following years, central 
transfers increased substantially. By 2008, total expenditure for dibao amounted to 
around 40 billion Yuan, of which transfers from the central government reached 
over 60% of the total costs (Ministry of Civil Affairs,  2008  ) . Along with the increases 
of central transfers, the number of dibao recipients also increased rapidly from 22 
million in 2002 and further to 23.48 million in 11.42 million households in 2009, 

   6   Starting from 1980, fi nancial responsibilities were decentralized by dividing both revenues and 
expenditures between the central government and localities. Since then the fi nancing of social 
programs have been the responsibility of individual localities, including provincial governments, 
municipalities and counties. Local governments were not motivated in setting up social programs, and 
they tended to decide on the number of recipients to be covered based on how much money they 
could afford for the task.  
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accounting for about 6% of the urban population at an average cash allowance of 
CNY 165 per person per month. Among the recipients, around 3.35 million were 
people over 60 years old, representing over 14% of the recipients or around 5% of 
the urban elderly population (Ministry of Civil Affairs,  2010  ) .  

   Social Assistance for the Rural Population 

 During the collective economy period, rural collectives functioned as a welfare 
mechanism for the rural population in a similar way to that of the work-units in the 
cities. Community-based welfare provisions were made into an integral part of 
the collective economic mechanism, covering the basic needs of the commune 
members in an all-inclusive way. The number of people who might fall out of the 
collective protection was also negligible. Old people deprived of family support in 
their later years were taken care of by the collectives through a social relief program 
named “Five Guarantees” program (wubao) which was for old people without 
family caregivers and sources of income. The reform of the planned economy and 
collective safety-net resulted in the absence of social protection for most of the rural 
population. Assistance by the government steps in only when family resources are 
exhausted. Main efforts of the government were focused on reducing development-
related poverty through a series of geographically targeted antipoverty measures 
named Development-based Poverty Alleviation Policies. 7  Although the number of 
rural poor fell from 250 million in 1981 to 35.97 million in 2009, based on the 
offi cial poverty line of an annual per capita net income of 1,196 Yuan, 8  the remaining 
poor, which mostly consist of the elderly, children, the sick, and disabled people, 
can hardly benefi t from the Development-based Poverty Alleviation Policies, leading 
to vast unmet needs for the rural population. Entering the twenty-fi rst century, 
increased attention of the government was given to the setting up of rural social 
assistance programs targeting the households. Among them, the major ones include 
wubao and dibao. 

 Wubao provides income support and services to old people without family 
caregivers and sources of income. Those eligible for Wubao benefi ts include orphans 
aged below 16 and old people who are unable to provide for themselves through 
labor and cannot avail themselves of the support of family caregivers, as defi ned by 
State Council Regulations on the Work of Rural Five Guarantees in 2006 (Ministry 

   7   The project started in the mid-1980s which consists of a number of county-based programs. Poor 
counties were chosen by either the national or local governments as targets for poverty reduction. 
The main focus was to create income-generating sources and improve living conditions for rural 
people, by such measures as improving rural infrastructure, providing employment opportunities 
through public works or enterprises funded by state poverty alleviation funds, and organizing the 
migration of poor people to well-off places.  
   8   “Situation of China’s Human Resources”,   http://news.xinhuanet.com/politics/2010-09/10/c_
12540033_3.htm    .  

http://news.xinhuanet.com/politics/2010-09/10/c_12540033_3.htm
http://news.xinhuanet.com/politics/2010-09/10/c_12540033_3.htm


554 Pensions and Social Assistance…

of Civil Affairs,  2006  ) . The program was established in the early 1950s as a 
collectively fi nanced safety-net for the rural elderly and continued into the reform 
era as a major welfare policy for the aged. Provisions included fi ve categories: food 
and fuel; clothing, bedding articles, and pocket money; housing with the basic 
necessities; medical care, and for those elderly unable to perform the daily activities, 
a person was to be arranged to provide nursing care; and an adequate burial funeral. 
While the basic features of the program such as eligibilities and types of benefi ts 
remain unchanged, it has undergone several revisions in response to changes in the 
rural social and economic context following the reforms. In the beginning years of 
the rural reform, the main efforts of government were to ensure continued provision 
by villages and townships for wubao households (Ministry of Civil Affairs,  1982  ) . 
This is mainly because the dismantling of the collective economy following rural 
economic reforms that started in the early 1980s lead to an abrupt collapse of the 
former collective welfare programs in many parts of the rural areas. Another reason 
was that these services tended to be neglected by local government authorities who 
were preoccupied with the economy (Chow,  1988 ; Leung,  1990 ; Tian & Hu,  1991  ) . 

 One major measure concerning wubao during the 1990s was State Council’s 
Regulations on the Work of Rural Five Guarantees passed in 1994, which laid down 
the basic principles with regard to eligibility, fi nancing, types and levels of benefi ts, 
and methods of providing the service. Wubao was still defi ned as a collective 
welfare, but the township government was put into charge of its administration. 
Sources of funding were reaffi rmed as to include the rural collective economy 
and the “township unifi ed collections and village retainings,” whichever was suitable 
for the local situation. Eligibility for the benefi t included a defi nition of legitimate 
caregivers which were those persons who bore the legal duty of family support in 
accordance with the Marriage Law of 1980. Provisions remained unchanged 
but levels of benefi ts were left to the discretion of the local government. The only 
requirement of the central government was that it should not be below the general 
living standards of the local villagers. The 1994 Regulations met with some diffi culties 
in fi nancing the scheme. The “township unifi ed collections and village retainings,” 
which were originally intended to cover village administrative costs and a limited 
number of communal welfare items, including care for the needy elderly, soon 
became abused by the local government as new sources of incomes. Both the items 
and amount of collections climbed rapidly in the following years, which became an 
increasingly heavy burden on the farmers as well as a major source of social distur-
bance in the countryside. For these reasons, throughout the 1990s the central government 
took various measures to “reduce peasant’s burdens.” This led to the implementation 
of the “Fee-to-Taxation” reform policies in 1998, by which the previous practice of 
collecting fees from villagers was removed and replaced by levying an agricultural 
tax on the farmers. Further in 2003, agricultural taxation was also abolished. Thus, 
townships and villages were no longer able to rely on “unifi ed collections” for sources 
of funding, and the fi nancing of the Five Guarantees program again became a problem. 

 This led to the second revision of the  Regulations on the Work of Rural Five 
Guarantees  in 2006, which eventually turned wubao from a collective to state-run 
scheme. The fi nancing responsibility was taken over by the government in the form 



56 Y. XU and X. ZHANG

of a block grant by the central government for township and village administration, 
which includes money for fi nancing benefi ts for the elderly cared separately in the 
villages. Meanwhile, county government was held to be responsible for the funding 
and management of the “Homes for the Aged.” Thus, wubao was divided into two 
separate programs with the central and local government sharing the fi nancing 
responsibility. The Regulations also redefi ned the benefi t levels for the Five Guarantees 
targets as the average standards of local residents, which are regarded as a progress 
over the previous vague defi nition of “general” standards. It also provided a defi nition 
of legitimate caregivers, which includes parents, children, and grandparents who 
bore the legal duty of family support as set by the Marriage Law of 2001. Benefi ts are 
grouped into fi ve categories, including food and fuel; clothing, bedding articles, and 
pocket money; housing with the basic necessities; medical care and a person to be 
arranged to provide nursing care for those elderly unable to perform daily activities; 
and an adequate burial funeral. Levels of benefi ts were left to the discretion of local 
governments. Under this program, wubao households can be cared for either sepa-
rately in villages or collectively in “homes for the aged,” depending on the physical 
condition of the elderly or the availability of beds in the homes. In 2009, the program 
covered 5.53 million rural elderly people, of which 1.72 million were cared for collec-
tively in the homes for the aged and 3.82 million separately in villages, with an average 
benefi t rate of 2,600 Yuan for those in the homes and 1,840 Yuan for the separately 
cared (Ministry of Civil Affairs,  2009  ) . 

 The most important cash benefi t program for the rural poor population was dibao. 
Being also a means-tested benefi t, rural dibao began in local trials in the mid-1990s 
in a few economically developed provinces. With the promotion of the Ministry 
of Civil Affairs, it was adopted by an increasing number of counties in the less-
developed regions in the following years. Due to economic constraints, however, 
most of them dropped out of the dibao experiment and moved to a temporary assis-
tance scheme named Tekun, which provided temporary relief to rural households 
impoverished by major illness or loss of family labor. Since 2006, the central gov-
ernment began to pay increasing attention to social assistance programs focusing on 
household-level interventions. Following the 2006 CCPC Sixth Plenary Session, 
local governments were all encouraged to set up rural dibao. The decision to establish 
rural dibao nationwide was restated in Premier Wen Jiabao’s Government Work 
Report to the March 2007 National People’s Congress, and was announced fur-
ther in the State Council Circular on Establishing Rural Dibao Nationwide in July 
2007, which proposed that dibao would be established throughout the country by 
the end of 2007. 

 Inspired by the widely acknowledged success of urban dibao, rural  dibao  was 
rapidly extended to most counties by the end of 2007. One major stimulus for local 
governments to adopt the schemes was the availability of central transfers for the 
program. Before 2007, dibao schemes were almost fi nanced exclusively by local 
governments, which often shared the funds among different administrative levels 
(e.g., provincial, prefecture, municipal, county and township governments) and village 
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collectives. In 2007, for the fi rst time, the central government allocated 3,000 million 
Yuan to subsidize local governments for the schemes, an amount that increased 
substantially in the following years. The design of the rural schemes is a modifi ed 
version of the urban ones. In general practice, a poverty line or standard of benefi ts 
would fi rst be determined by the county government. Households with a per capita 
income falling below the poverty line would be eligible for benefi ts. By 2009, the 
program covered 48 million rural residents, accounting for 5.5% of the agricultural 
population at an average cash allowance of CNY 64 per person per month. Among 
the recipients, around seven million were old people, accounting for 34% of the 
total recipients (Ministry of Civil Affairs,  2010  ) . If the fi ve million elderly “fi ve 
guarantee” households were included, the number of rural old people living on 
social assistance may amount to about 12% of the rural elderly population. 

 In fact, the proportion of the old population covered by the  dibao  underestimates 
the magnitude of the elderly poverty. In most places, old people tend to be system-
atically excluded from eligibility for  dibao  due to the integration of family obligations 
into social assistance. Based on the household as the benefi t receiving unit, social 
assistance in China functions to substitute family support, which is identifi ed as the 
main source of support for individuals in need. The general practice is that if old 
people have adult children, either living separately or under the same roof, the 
incomes of children would be taken into account in measuring the incomes of their 
parent household. They are eligible for  dibao  only if their children are proven 
through a means-test to be economically unable to support them. As current old 
people tend to have more than one adult child, it is possible for them to have at least 
one child who has the fi nancial ability to support them. There are also cases that 
adult children are reluctant to be means-tested even though providing the support to 
their elderly dependent is a fi nancial burden. This would lead to the denial of the 
elderly for social assistance. This practice particularly disfavors the rural elderly, 
who are mostly uninsured but tend to have more children for sources of family 
support. It is expected that the rapid population aging trends in China in the coming 
decades, 9  the increasing mobility of family, the ongoing social transformation, and 
the “4-2-1” family structure resulting from the one child policy will substantially 
affect the family support pattern in the future. Recently, some localities have circum-
vented the eligibility criteria to  dibao  based on family and means-testing support 
by separating the household registration of the elderly from that of their children 
and thus enable them to apply for  dibao  without considering their adult children’ 
incomes. Many provinces established categorical social assistance or social pension 
schemes where the  dibao  benefi ts are paid to old people and people with disabilities 
on an individual basis instead of the household as the receiving unit.  

   9   It is estimated that the population aged over 60 in China will reach 248 million or 17.17% of the 
total population by 2020, growing at an annual average rate of 3.28%, which represents fi ve times 
the national population growth rate (0.66%). As a result, by 2050, the population over 60 of age 
will reach a peak with over 430 million or 31% of the total population.  
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   Conclusion 

 Policy making and implementation in China typifi es the Chinese approach to 
delivering social protection programs. Largely a crisis management process, the 
development of the social security system has been mainly for the purpose of 
resolving the urgent problem of the socially threatening consequences of restructuring 
SOEs (Chow & Xu,  2001  ) . Issues of stability have played the most important role 
in shaping China’s post-reform social security system into the current form. In the 
course of reforming the pension system, the government has experiment fi rst and 
adjustments later based on a learning-by-doing approach and advices from interna-
tional organizations particularly the World Bank. The role of the central government 
has been limited for the most part to establishing broad guiding principles, while 
local governments are encouraged to experiment with different solutions or models 
based on local circumstances and fi nancial capacity (Leung,  2003,   2006  ) . While 
social insurance has covered mainly those people in the formal labor market 
particularly those in the state sector, social assistance has been both stringent and 
insuffi cient (Leung,  2006  ) . It has proved that the role of the central government in 
fi nancing social programs is the most important factor in the establishment of an 
effective social security system. Although the establishment of a social security 
system has long fi gured on the agenda of the central government since the mid-1980s, 
due to the practice of fi scal and welfare decentralization, most of the responsibility 
for fi nancing social programs was transferred to local governments—a factor which 
has contributed greatly to the absence of social protection programs in China. 
Indeed, overreliance on local governments for fi nancing social protection measures 
for the rural population has not only left vast unmet needs in the poor areas, but has 
increased regional and rural–urban disparity in social and economic development. 
Poverty among the elderly is still a signifi cant phenomenon. In 2009, nationally 15.35 
million or 10% of old people aged 60 years and above lived on dibao benefi t. 

 With regard to the pension system in particular, the transition from a pay-as-you-go 
system to a partially funded system could not fail to be a challenging issue for all 
nations undertaking such a change, because it requires substantial increases in 
the amount of payroll taxes taken from the current labor force which will further 
increase costs for enterprises. In addition, the transition has also resulted in consid-
erable liabilities in respect of both old and new workers. This all required that the 
government should substantially increase its responsibility for covering such 
defi cits. Recent years have seen an important shift of China’s developmental priori-
ties from predominantly economic growth to social development, and the central 
government has taken an increasing role and responsibility for the funding of social 
programs through central transfers. This is a good indication of progress.      
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