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China’s Social Security Reforms and the
Comparative Politics of Market Transition

JANE DUCKETT

Introduction

Market transition and social security reform are both fundamentally
political because they change the way resources are distributed and
redistributed across a society and so in turn affect the social contract
between governments and their people.1 This study examines China’s social
security reforms during the period of marketization since the late 1970s. It
sets out what the main policies have been and discusses why they have been
adopted. It does so from a comparative angle by assessing to what extent
and why these reforms resemble and differ from those of post-communist
marketizing economies in central Europe. At its core is the question of
whether continued one-party politics in China and democratization in
central Europe have produced different social policies and social security
systems during market transition.

A number of studies have documented how social security systems in
central Europe have been reformed in the dominant context of market
transition that began after the collapse of communist regimes from late
1989. These studies have described how since then governments in Poland,
Hungary and the Czech Republic have introduced assistance for the
unemployed and the poor, and reduced or eliminated the public goods
provided by former state enterprises.2 While governments across the region
initially sustained their significant fiscal commitments to pensions and
health care, reform of these provisions has been on the agenda since 1997.
Hungary began transforming its pensions in mid-1997 and Poland in
1997–98. And so far, although pension reforms have advanced ahead of
those in healthcare, ‘most countries appear to be moving away from
collective to individualized solutions’.3

In other words, governments are tending to move away from reliance on
tax-based systems by introducing features whereby individuals pay into
funded systems of insurance for their own future old-age and medical needs.
For example, in pensions, Poland and Hungary have introduced, alongside

191jcs06.qxd  10/06/03  14:00  Page 80



their collectivist tax-financed system, Chilean-influenced compulsory
savings and voluntary private old-age insurance, while the Czech Republic
has adopted German-influenced social insurance that links benefits to an
individual’s contributions.4

Social security reforms in central Europe are commonly argued to have
been shaped by a range of economic, demographic and ‘technical’ factors.
First, rapid market transition produced negative GDP growth, and rising
unemployment and poverty,5 and hence demands for unemployment
insurance and poverty-alleviation measures. But it has at the same time
limited government fiscal income, while marketization of the health sector
has increased healthcare expenditures by the state and individuals. In
Hungary, for example, this put pressures on systems for financing health
care. Second, pensions reforms have been both catalysed and constrained by
ageing populations across the region that are forecast to increase spending.6

Third, ‘technical’ difficulties in social security reform, for example the
complexities of health systems and lack of good international models for
workable health financing mechanisms, are argued to have delayed health
insurance reform in Poland and slowed its progress in Hungary.7

Central European social security reforms are also argued to have been
shaped by a range of political factors, notably vested interests, ideological
changes, and new, more democratic political institutions. Social groups
privileged in the communist era, for example pensioners, miners and
railway workers in Poland, have often successfully resisted the erosion of
their benefits. The interests of government ministries have also shaped
policies. For example, Poland’s ministry of finance pressed for a greater role
for private pensions, opposing the ministry of labour’s initial attempts to
defend the tax-based pay-as-you-go system. In both Poland and Hungary, the
ministry of health defended the interests of certain health-service providers,
hindering reform. 

Ideologically, a widespread backlash against the statist, interventionist
approach of the communist era has benefited those who prefer individualist or
privatized options for reform in both pensions and health. Finally, democratic
transition has meant that the process of social security reform in central
Europe has been characterized by consultation and lobbying, although to
different degrees in different countries. In Poland, for example, a tripartite
commission for social insurance reform was set up to help build a consensus
on the reforms among unions, private employers and the government. In
Hungary, although there were fewer formal channels and less transparency, a
‘council of elder affairs’ was created to deal with pensioners’ concerns, and
consultation was important to the reform process.8

China has undergone a similar market transition to the countries of
central Europe, but under continued communist party rule rather than
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democratic politics. This study examines China’s social security reforms
and the factors – economic, demographic, technical and political – that have
shaped them. It asks to what extent, and how, this different political context
has influenced social policy in China and set its social security system on a
different trajectory from its counterparts in post-communist Europe. I
confine my comparative discussion to central Europe, particularly Poland
and Hungary, since these are the countries most discussed in the literature
on European post-communist social policy and are among those where the
democratic transition has been most thoroughgoing. For reasons of space, I
discuss pensions, health and unemployment insurance, and poverty relief,
but not other types of social insurance, housing or education. I use ‘social
insurance’ to refer to state-mandated old-age, health and unemployment
insurance, and ‘social security’ to encompass both social insurance and
poverty relief.9

I argue that despite its different political system, social security reforms
under market transition in China have resembled those of central European
countries in terms of broad content. China too has introduced
unemployment insurance and new means-tested poverty assistance, and has
reduced state enterprises’ role in delivering social security. It has also
reformed pensions ahead of health insurance and moved away from
collective provisions towards more individualist social insurance. These
similarities are due to the common experiences and constraints of market
transition, demography, technical problems, vested interests and ideology.

However, there have been some significant differences, notably China’s
greater urban bias and erosion of benefits, and its slightly different
sequencing of reforms during a more protracted process. The main causes
of these differences lie in China’s distinctive rural, agricultural starting-
point, lower per capita GDP, and pre-reform system of enterprise-based
social security provision. Differences are also due to China’s political
institutions, most notably one-party rule and fiscal decentralization, which
have meant less consultation, popular participation and transparency in the
policy process. Although only one among a range of influences, political
systems have been an important shaper of social policy. Paradoxically,
however, social security provisions developed in the era of communist party
rule may have been better preserved under post-communist governments.

The study first sets out China’s experience of social security reform and
discusses the main factors that have shaped its pace and content. Section II
briefly describes China’s pre-reform social security system and section III
examines the introduction over the past two decades of unemployment
insurance and means-tested poverty assistance, and also reforms in the
spheres of pensions and health insurance. Section IV then discusses the
main similarities with the experience of post-communist central Europe and
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the reasons for them, and Section V examines the distinctive features of
China’s social security reforms. In the conclusion I consider what difference
political systems have made to the social policies of the market reform
period. 

China’s Social Security Under a Command Economy

In the 1950s, after the Chinese Communist Party (CCP) established the
People’s Republic of China, it began to create a command economy and on
this basis a new social security system.10 In both tasks, its leaders drew
heavily on the Soviet experience, so that the resultant economy and social
provisions resembled those of European communist-ruled states in aiming
to deliver security to citizens in old age, illness or injury, and on death. The
core features of the emergent Chinese system were full employment (at least
in principle), labour insurance for enterprise workers and their dependants,
and public employee insurance for those on the non-enterprise state payroll
(such as teachers, doctors and government officials). Labour insurance, set
up gradually in the cities after 1949 and extended in scope until the mid-
1960s, provided pensions, free health services and paid sickness leave,
maternity benefits, and compensation for injury at work, disability and
death. 

Under this system, enterprises financed labour insurance for their
employees, with some contributions paid to a national social pool and some
payments made directly by enterprises under the supervision of the All-
China Federation of Trade Unions (ACFTU) and local government labour
departments.11 Workers did not contribute to their pensions or pay for
medical treatment.12 The system for public employees was similar, but
funded from the state budget.13 During the Cultural Revolution (1966–69),
however, the labour insurance system collapsed. Labour Departments and
the ACFTU ceased their social security-related work, and from 1969
enterprises were given the responsibility for paying directly for their own
workers’ pensions, medical treatment costs and other welfare.14 In this way,
the Chinese social security system diverged from the tax-based model used
in central European countries. Enterprise delivery of social security in
China persisted into the market reform period, but has been subject to
scrutiny and reform since the early 1980s. As we shall see below, it has had
an important influence on the post-Mao reforms.

By 1978, 99.8 percent of urban employees worked in state and collective
enterprises or other state institutions.15 Since dependants were provided for,
by the late 1970s the employment-based labour and public employee
insurance schemes reached a majority of urban residents, although
provisions differed in their generosity from workplace to workplace. A
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further ‘residual’ system of state welfare assisted the narrow segment of the
population who were unable to work (and therefore had no workplace), and
had no source of income and no family – the so-called ‘Three Nos’, usually
elderly or disabled people and orphans. Social relief was also extended to
urban households in particularly straitened short-term circumstances, but
only for brief periods, and the number of households eligible was always
extremely small. For example, in Tianjin in 1997 – when this system was
still in place – in an urban population of about five million, only 500
households received such relief.16

There was a strong urban bias in China’s pre-reform social security
system. While provisions to urban residents were generous given China’s
level of economic development, only about one-fifth of the population lived
in the cities in 1978, and those living in rural areas and working in the
agricultural sector were not eligible for benefits derived from labour
insurance, notably pensions and medical care. Instead, following the
formation of the communes in the late 1950s, there was communal or
collective provision of basic healthcare and low-level social safety nets for
the very poorest rural households – usually the elderly, disabled and
orphaned children – again using the criteria that recipients should be unable
to work, and have no family and no other sources of income.17 Assistance
was provided also in times of natural disaster and famine.

Marketization and Social Security Reform in China

New Unemployment Protection

Unemployment benefits – non-existent before market reforms began – were
introduced in 1986, relatively early in China’s marketization process.18

However, at first they were limited to urban industrial workers in state
sector enterprises, who were eligible to register as unemployed only if their
state enterprise was actually declared bankrupt. They were then eligible for
unemployment insurance benefit for a maximum period of 24 months,
depending on how long they had worked. This was paid from a fund into
which state enterprises contributed one per cent of their wage bill. It was not
until 1999, when new national rules were issued, that unemployment
insurance participation became in principle mandatory for all urban
enterprises and their employees.19 Employers now contributed two per cent
of their wage bill and employees one per cent of their wage (see Table 1).
Individuals who had paid contributions for one year, had been involuntarily
made redundant and had registered as unemployed could claim benefits,
which were paid for up to two years, depending on the length of time for
which premiums had been paid.20 In practice, however, many enterprises,
particularly private ones, have evaded participation. Thus even according to
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official figures, only 104 million people were making contributions in the
unemployment insurance scheme in 2001, some 43 per cent of the
employed urban population (see Table 2).

However, central and local governments have limited unemployment by
controlling bankruptcies. In the 1990s, they also developed policies targeted
at so-called ‘laid-off’ (xiagang) workers, who were distinguished from the
unemployed because, although they were no longer needed for work, their
enterprise was still operating and was therefore required to provide them
with a ‘basic living allowance’ and pay old-age, health and unemployment
insurance contributions on their behalf.21 Laid-off workers received this
allowance for a maximum of three years if they did not find new jobs, and
then became eligible for unemployment benefit for a maximum of a further
two years if their former employer had paid premium contributions on their
behalf. A total of 2.4 million laid-off workers were reported to have
benefited from these provisions by the end of June 2001.22 From that year,
the laid-off worker provision system began to be abolished and in most
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TABLE 1
PREMIUMS CONTRIBUTIONS FOR SOCIAL INSURANCE

Unemployment Old-age Health

Enterprise* 2 20 6

Individual** 1 8 2

* Percentage of wage bill ** Percentage of wage

Sources: State Council, Labour and Social Security in China (White Paper) (Beijing: State
Council Information Office, 2002).

TABLE 2
PARTICIPATION IN SOCIAL INSURANCE SCHEMES, 2001 (OFFICIAL)

Unemployment Old-age Health

Participants (millions) 104 108 76

As % of urban employed pop. 43 45 32

As % of urban population 22 22 16

Sources: State Council, Labour and Social Security in China (White Paper) (Beijing: State
Council Information Office, 2002), State Statistical Bureau, 2001 nian guomin jingji he
shehui fazhan tongji gongbao [Communiqué of National Economic and Social
Development Statistics, 2001] (February 2002), at <http://www.stats.gov.cn/tjgb>.
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localities those losing their jobs now, at best, are eligible for unemployment
benefit or receive one-off redundancy payments.

New Means-Tested Poverty Assistance

Means-tested poverty assistance has been introduced in China as it has in
central Europe, although to a lesser extent in rural areas and later in the
market reform process. Initially, from 1985, rural poverty reduction
programmes mainly involved investing in the development of local
economies.23 They identified poor counties or townships on the basis of
local average per capita incomes and provided them with poverty-reduction
loans and food-for-work programmes. But while they have helped focus
efforts on the most deprived areas, these programmes have been criticized
because they ignore the fact that there are many poor families and
individuals in areas where incomes are on average above the poverty line.
For this reason, means-tested poverty assistance has been initiated in some
rural areas.24

In line with the view of poverty as mainly a problem of
underdevelopment and therefore of poor rural areas, urban poverty relief
was limited in the pre-reform period to those who satisfied the ‘Three Nos’
criteria. As market reform has progressed, however, urban income
inequalities have grown, and – particularly during the 1990s, when
unemployment increased – urban poverty began to be recognized as a
problem that would not be solved simply by economic growth and
development. In the latter part of the decade, the Chinese government
therefore introduced a new national system of means-tested ‘minimum
living security’ (MLS), provided on the basis of a locally-defined minimum
subsistence level. In households where the average per capita income falls
beneath that level, the local government provides financial assistance to
bring people up to it. Locally-defined levels range from about 140 yuan per
month (in the cities of the poor Gansu province) to 320 yuan (in more
affluent Shenzhen).25 Although they are sometimes drawn also on the basis
of how much governments can afford, and not all those falling beneath the
line actually receive assistance, by the end of 2001 this new programme had
assisted almost 12 million urban residents.26

A Shift Towards Contributory Social Insurance

As in central Europe, pensions were one of the first elements of the social
security system to be considered for reform. There were trials in cities
across China by the mid-1980s, and a new old-age insurance system was
extended and refined in the 1990s.27 Also similar to central Europe, notably
Poland and Hungary, is the direction in which pension reform has moved.
China has opted for a state-administered social insurance type of system,
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which, although it contains significant city-by-city risk-pooling of employer
contributions, also involves (since 1994) mandatory individual savings, and
a role, albeit still small, for voluntary private pensions. It has therefore
weakened what Fajth has called in the post-communist European context
the ‘solidarity features’ of pensions.28 In any case, in China the scheme is
only for urban enterprise employees, 108 million of whom were said to be
participating by the end of 2001 (see Table 2).29 Separate rural pensions
schemes have been developed only in relatively wealthy rural areas.30

As in central Europe, health system reforms have lagged behind those in
pensions.31 This has been particularly the case in rural China, even though
the rural commune-based system of health provision suffered much more
catastrophically than the urban one in the process of transition to the market.
When communes were dismantled in the very early stages of market reform,
the early 1980s, the collective medical system (CMS) collapsed rapidly.
While some three-quarters of villages had benefited from the CMS in the
early 1970s, just after it was introduced, by the mid-1980s the number had
fallen to about six per cent.32 Since then, repeated efforts to rebuild rural
CMS have met with only limited success, and by the late 1990s 86 per cent
of rural dwellers were understood to be paying for all their medical
treatment themselves.33

In urban areas, too, the pre-reform system of labour and public employee
health insurance provided through workplaces was eroded in the post-Mao
period. Owing to measures that allowed hospitals to generate revenues by
charging fees for treatment and medicine, marketization of pharmaceuticals
production and distribution, and older state enterprises’ difficulties in
meeting the medical costs of their employees, urban dwellers have
increasingly been paying for their own medical treatment. While reforms of
problem-ridden urban health insurance have been more successful than
those in the countryside, a new system is far from fully established.
Although there were local experiments in the 1980s, reform gathered
momentum only in the mid-late 1990s, and not until December 1998 was a
national ‘urban employee basic social health insurance programme’
announced. 

As with pensions, the new health insurance system has several ‘pillars’
and it increases individual responsibility. Its core is compulsory social
insurance involving risk-pooling of employers’ contributions, and
employees paying individual contributions into their own health accounts.
Less developed are the other pillars of supplementary insurance organized
by employers and private insurance.34 By the end of 2001, 76 million
employees were said to be participating in the state social insurance
system.35 Like pensions, health insurance is available primarily to urban
employees. However, in a major departure from the comprehensive
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coverage of the pre-reform health insurance system, dependants’ medical
treatment is not included in the new scheme. For those who are enrolled, the
scheme pays for specified medicine and treatment, but patients must make
supplementary payments alongside payments from the social insurance
fund. 

Reduced State Enterprise Role in Welfare Provision

In the pre-reform period, state enterprises financed and delivered pensions
and medical treatment to their employees, and often provided their own
hospitals, clinics and housing. As in central Europe, over the post-Mao
reform period, particularly in the 1990s, there have been growing efforts to
reduce the state enterprises’ role in providing these benefits. Enterprises are
still the main funders of insurance for unemployment, old-age (pensions)
and health benefits through premiums payments that are calculated as a
percentage of the wage bill, effectively a payroll tax (for amounts, see 
Table 1).36 However, these new social insurance programmes are
administered by local governments, enterprises are having their health
service providers turned over to the ministry of health, and housing reform
has sought to end the formerly widespread employers’ provision of
subsidized housing. Overall, therefore, there has been a significant
reduction in the public goods that enterprises provide.37 However, in many
state and perhaps also some private workplaces, employees will still receive
other extras, often in the form of goods in kind or bonuses on top of their
basic wage.38

Explaining Similarities in the Social Security Reform Experience 
of China and Central Europe

Broad similarities in the content of the social security reforms in post-
communist central Europe and China can be traced to similarities in the
experience of transition to the market, in demographic trends and technical
issues, and in political institutions and interests. The introduction in China,
as in central Europe, of unemployment insurance and new (if rather
parsimonious) means-tested poverty assistance is a response to the similar
problems of unemployment, inequality and poverty created in the process of
marketization.39 Even though China has sustained economic growth at an
average of 9.7 per cent each year between 1980 and 2000, whereas the
economies of central Europe contracted sharply in the early 1990s and have
since grown more slowly, China too has faced rising unemployment and
increases in urban poverty.40 Although its official national unemployment
rate has remained below four per cent as labour markets have been
introduced, this is still high in comparison with the pre-reform situation, and
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real unemployment is much higher.41 Similarly, inequalities have increased
significantly in the marketization process; and, although hundreds of
millions of people have been lifted out of poverty in rural China in the post-
Mao period,42 it is now recognized that urban poverty has begun to rise.43

Similar demographic and technical factors account for the fact that
pensions reforms – usually attempting to move from a pay-as-you-go
system to a partially funded one – have tended to precede those in health
care in China as they have in central Europe. First, in both cases, pension
reform has been forced on to the agenda by a realization that ageing
populations mean that in the future fewer current workers effectively will
have to support larger numbers of pensioners. In China, predictions are that
an unreformed system is unlikely to be sustainable in the future because of
increases in the numbers of pensioners. The ratio of workers to pensioners
declined from 30.3 in 1978 to 7.5 in 1985 and 4.8 in 1995,44 and better
longevity and the one-child policy are likely to continue to add to the
problems of the balance between pensioners and current workers. The urban
population aged 60 and over will reach 13 per cent in 2010,45 and there will
be an estimated 400 million pensioners by 2050.46

Even since the reforms, however, China has not overcome the problem
of how to pay for the current generation of pensioners while funding a
system for the future. The central government has created a national social
security fund to help with this task, but it has had problems raising finance
for it.47 As in central Europe, it had hoped to raise income from the
privatization of state enterprises, but China’s stock markets have reacted
badly to announcements of these plans and so they have repeatedly been
shelved.48 Similarly, the fund was to be invested in capital markets, but this
was delayed because markets were deemed too unpredictable.49

Second, technical difficulties involved in adjusting health financing
systems have contributed to health reform in China lagging behind pension
reform as it has in Poland and Hungary. As Joan Nelson has noted, health care
is more difficult to reform than pensions because it involves decisions about
health service treatment priorities and funding mechanisms that are prone to
creating perverse incentives among patients and health sector workers.
Furthermore, health policy-makers face the problem that there are no obvious
good international models to draw on in health system reform, as those in
most wealthy industrialized nations also seem to have significant problems of
one kind or another.50 Government policy-makers and researchers in China
have looked at many systems internationally and are still considering such
fundamental questions as how to manage health service providers and
whether to allow the expansion of private sector provision.51

Similar vested interests have shaped the reform of Chinese and central
European pre-reform social security systems. As in central Europe, China
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had created pensions and health schemes when the planned economy was in
place, and so rather than starting from scratch as it did with unemployment
insurance and means-tested poverty assistance, it was reforming existing
programmes.52 As a result, Chinese reformers have encountered problems
withdrawing the privileges that some industries and employees had under
the pre-reform system.53 For example, as in Poland, the Chinese government
has faced opposition to reform from some industries and their workers.
Successful state sector enterprises, particularly those with young and
relatively healthy workforces, were unwilling to join new social insurance
schemes that would increase their pensions and health spending by making
them effectively subsidize older state enterprises with more retirees.
Similarly, employees in these successful enterprises were against the
schemes because they meant paying premiums contributions for pensions
and health care while provisions were less generous than in the past.54 For
this reason, certain enterprises, and in some cases whole industries,
successfully resisted or delayed participating in the new schemes. Similarly,
just as employees in the legal system won concessions in Poland’s pensions
reforms, so cadres and civil servants in China have retained their generous
healthcare privileges.55 Finally, in China as in Poland, pensioners have
challenged the erosion of their pensions.56

Reforms in China have also been shaped by bureaucratic interests as
they have in central Europe. In pensions, for example, the ministry of
finance has been unwilling to expose itself to the prospect of potentially
steeply rising budgetary commitments. It has therefore been against tax
relief for pensions contributions.57 Similarly, in health insurance reforms, its
(and local governments’) attempts to contain state spending on health may
have contributed to decisions to introduce mandatory individual premiums
contributions, co-payments (that is, patients’ contributions to health care
costs) and private insurance. This was particularly the case in the early
1990s when, despite China’s economy sustaining high growth rates, state
revenues declined as a share of GDP.58 In contrast, the ministry of health’s
leadership of health insurance reform in the late 1980s and early 1990s is
understood to have failed to control the spiralling healthcare costs
encouraged by its constituency of doctors and hospitals.59 Similarly, the
ministry of the pharmaceutical industry and local governments, which seek
to maintain the viability of medicine producers, have also limited attempts
to control medicine prices and have thereby jeopardized early health-
financing reforms by contributing to rising healthcare costs.60

During market reform there has been a comparable backlash among
domestic reformers in China and central Europe against ‘collectivist’ social
security policies, for example those that involve risk-pooling and a strong
state role. In China as in central Europe, the planned economy had been
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closely tied to a collectivist ideological vision that encompassed social
security. Despite continued communist party rule, Chinese policy-makers,
like their central European counterparts, have tended to reject that vision,
and have been critical of the ‘dependency’ that they say a welfare state can
create. Although there have been some – especially officials in the ministry
of labour, the ACFTU and public sector workers – who have argued that
redistributive fairness should underpin social security reform, and that the
state should guarantee it, for much of the 1990s a more efficiency-oriented
position that favoured a reduced state role was in the ascendant.61 As part of
this, many reformers saw reducing the welfare burden as essential for state
enterprises to compete on open markets.62 Thus, although enterprises remain
an important source of funding for social security and there is risk-pooling
of their contributions, individuals must now make mandatory premiums
contributions for their own old age or health insurance, and must
supplement basic state systems with voluntary private insurance. There may
have been a return to greater acceptance of the role of the state in the late
1990s, however. Although there has been no move towards a tax-based
system, this is now discussed in some circles, and the central government
has begun to subsidize old-age and unemployment insurance as well as
minimum living security payments, increasing expenditure on social
security fivefold between 1998 and 2002.63

The Distinctiveness of China’s Social Security Reforms and Their
Explanation

The Distinctiveness of China’s Social Security Reforms

Despite the similarities, there are some significant differences in social
security in China and central Europe. First, in China there has been a greater
erosion of pre-reform provisions to certain social groups. States retained
their commitments to health and pensions provision in central Europe. For
example, Fjath argues that in Poland (and also in Slovenia and Lithuania)
the ratio of average pensions to wages has risen even though generally
benefits – including pensions – have often lost value.64 In comparison, the
erosion of benefits in China is much more evident in both rural and urban
areas, although rural dwellers have probably been the hardest hit. The
collapse of CMS and other safety nets with the dismantling of the rural
communes has left most of them paying privately for healthcare in clinics
and hospitals that are run on a profit-making basis, and dependent entirely
on their children and on personal savings. 

Although the communes never provided pensions and unemployment
benefits, their collective ethos and redistributive mechanisms meant that the
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elderly were less self-reliant than they are under household farming. But
many urban dwellers, too, have seen their pre-reform social security
provisions removed or eroded. A social survey across 11 cities in 2000 by the
central government’s state planning commission revealed that the proportions
of urban dwellers with social insurance were extremely low, and much lower
than is indicated in the official statistics (see Table 3).65 In addition, uncounted
numbers of people retired from failing state or collective enterprises have not
received the pensions they expected.66 Similarly, even now that new social
insurance schemes have been developed for urban employees, many –
particularly the growing numbers working in the private sector – are not
participating because their employers do not make contributions on their
behalf. They must therefore pay for their own medical treatment, and are
ineligible for pensions or unemployment benefit.67

As indicated above, a further difference between social security
provision in China and in central Europe is China’s greater urban bias.
Although pensions were extended to rural labour ‘relatively late’ in some
central European countries, they did reach most of this group by the end of
the 1980s.68 In China, however, where urban bias is a legacy of the pre-
reform social security system, the reforms have as yet done little to reduce
the gap. Although pensions have been introduced in some more affluent
parts of the countryside, employees in rural industries are now permitted in
principle to join health insurance schemes, and there have been attempts to
rebuild the rural collective medical system, the proportion of rural dwellers
actually participating in such schemes remains small. Meanwhile there is no
insurance cover for unemployment, work injury or maternity leave for
farmers and other rural dwellers, rural migrants to the cities are ineligible
for means-tested poverty assistance provided there, and embryonic means-
tested rural poverty relief is much less generous.69
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TABLE 3
PARTICIPATION IN SOCIAL INSURANCE, FROM A SURVEY OF 11 CITIES

Unemployment Old-age Health

% of urban household 18 52 18
heads in work

% of urban household 3 14 8
heads not in work

Source: State Planning Commission Macroeconomic Research Institute, ‘Jianli shehui baohu tixi
shi woguo shehui wending de guanjian’ [Establishing a system of social protection is the
key to national social stability], Neibu canyue [Internal reference], 5 May 2000, pp.8–14.
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Third, although as in central Europe pension reforms in China have
preceded those in health insurance, there have been differences in the pace
and sequencing of China’s social security reforms. Chinese marketization
began in 1979, earlier than in most parts of central Europe, and has been
gradual and protracted in contrast with the post-communist ‘big bang’
transition. Similarly, while social security reform in China has been
protracted, unemployment insurance and poverty assistance were
introduced very soon after central European marketization began in the
early 1990s. As a result, although urban pension reforms began in the mid-
1980s in China as labour markets began to emerge, it was not until the late
1990s that there were significant developments, and the widespread
introduction of unemployment insurance and poverty assistance occurred
comparatively late.

Explaining the Distinctiveness of China’s Social Security Reforms

China’s greater urban bias in social security reforms is perhaps best
explained by the different problems its policymakers have faced while
marketizing their economy. Most significantly, they have been managing
market transition simultaneously with industrialization and urbanization. At
the beginning of the market reforms some 70 per cent of China’s population
was engaged in agriculture,70 compared with between 12 and 30 per cent in
central and eastern Europe.71 Although the figure today is closer to 50 per
cent,72 rural incomes remain on average significantly lower than urban ones,
making it practically difficult to set up social insurance schemes in the
countryside, and politically difficult to set up national schemes that would
redistribute resources from the cities to rural areas. Although in health
insurance there is now a move towards including rural enterprise
employees, there is no indication that agricultural labour will be integrated
into social insurance schemes in the near future.

China’s social security reforms have been protracted in part because
state enterprises have been so central to the process. Unlike in central
Europe where marketization and privatization proceeded in tandem, in
China efforts were made to retain and reform the state sector. Despite the
many de-collectivizing, individualizing policies introduced since 1979, the
party has needed to retain some claim to a ‘socialist’ orientation, and from
the late 1980s this claim was staked clearly on a dominant role in the
economy for public sector enterprises. This complicated social security
reform efforts, however, because from the late 1960s enterprises had
provided welfare to their employees out of their own operating expenses.
This meant that enterprises with an older workforce had high expenditures
on both pensions and healthcare, while new ones with a young workforce
spent little.73 Urban social insurance reforms in the 1980s and early 1990s
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therefore focused on redistributing the social burden among state
enterprises through risk-pooling schemes rather than on more
thoroughgoing changes. In central European countries such as Poland,
where the state paid for social security from the national budget so that state
enterprises did not have such markedly varied social insurance burdens,
pressures for change came instead from a growing state burden.74

China’s introduction of comprehensive unemployment and means-tested
poverty assistance relatively late in the market reform process also is linked
to the retention of state enterprises. Because enterprises were not privatized
early in the process, and indeed continued to be subsidized by the state
while efforts were made to make them competitive, a wide-reaching
unemployment compensation system was less urgent. Urban unemployment
was controlled as enterprise reform was repeatedly postponed and
bankruptcies limited. It was not until economic growth slowed following
the Asian financial crisis (1998) that leaders sought to press for more
thoroughgoing state enterprise restructuring and pushed simultaneously for
an unemployment insurance system and poverty assistance that would
cushion the effects.

Urban bias, the erosion of benefits for many, and the late introduction of
unemployment insurance and poverty assistance may also be traced to
China’s political institutions, however. Lack of transparency and
representation under continued one-party rule in China means there has
been no open consultation over social security reform, nor are there
independent trade unions or NGOs to lobby policy-makers. While different
views on reform are voiced within the state bureaucracy, and academics and
the party-controlled ACFTU are consulted, stakeholder interests are not
permitted a free voice at the stage of policy formulation. As a result, these
interests are mainly articulated through protest, often at the stage of policy
implementation.75 While protests are often suppressed, they can sometimes
be effective in achieving local solutions to social security problems. Even
so, they are routinely ignored in the well-controlled media that consistently
present positive coverage of social policies and allow more comprehensive
responses to be evaded or delayed.

In any case, articulation of interests through protest is more effective for
urban than for rural dwellers. Although they are not dependent on elections
to achieve and remain in office, leaders have been sensitive to
dissatisfaction that might lead to unrest and threaten communist party rule.
Moreover, particularly since 1989, the leaders’ awareness of the risks of
unrest in the cities have been an important factor driving urban social
security reform.76 Decisions to retain and reform pensions and health
insurance, and to introduce unemployment insurance and means-tested
poverty assistance, have been influenced by the many labour protests that
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have taken place over the past decade.77 By contrast, rural protests, though
common, are not perceived to be as threatening.78 Without formal channels
to articulate their interests, rural dwellers, even despite their large numbers,
are marginalized in the reform process and have seen their social security
more eroded than other groups have.79

Also related to the question of the urban–rural divide and differential
erosion of provision, however, is the matter of China’s sheer size. In a
country of almost 1.3 billion people, establishing and operating a unified
national system would always be a challenge. It will be particularly difficult
in practice owing to the fiscal decentralization introduced in part to help
deal with this very problem of scale. In making local governments more
self-reliant (also part of a strategy to encourage them to promote economic
growth), the centre has allowed regional inequalities to develop, most
notably between coastal areas and the interior of the country. It has also
made wealthy areas unwilling to subsidize poor ones, so that social
insurance schemes are unlikely to move soon to national level risk-
pooling.80 Finally, through fiscal decentralization and permission to develop
social insurance with flexibility for ‘local conditions’, the centre has
devolved responsibility for social security to local governments. Non-
payment of pensions or unemployment insurance can now be portrayed as
a problem of particular local governments’ implementation of policy, rather
than of the central government’s policies themselves. 

Conclusion: Market Transition and the Difference Democracy
Makes

Marketization has profound implications for social security systems
because it redistributes resources and re-stratifies society, thereby creating
new social welfare needs. We would expect the way that governments deal
with these issues of redistribution through social policy to be influenced by
the ideologies they espouse as well as by the way that political systems
allow interests to be articulated and influences to be represented. It has been
argued, for example, that social security provisions have been defended in
post-communist central Europe because democratization led to more open
consultation and negotiation of social policy.81 How much difference has it
made, then, that marketization and social security reform in China has taken
place in the context of continued one-party rule?

First, despite differences in their political systems, there are some
significant similarities in the social policies adopted in China and in central
Europe. In both, governments have introduced unemployment benefits and
new means-tested poverty relief, and reformed old-age and health insurance
in the direction of greater individual responsibility. China’s leaders,
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although not dependent on the ballot box as their central European
counterparts are, have been motivated by the threat of unrest to retain or
introduce provisions. Moreover, when designing and introducing reforms,
its policy-makers have faced similar fiscal and demographic problems and
vested social and bureaucratic interests. Finally, with ‘socialism’
increasingly staked on the dominance of public sector enterprises in the
1990s, individualistic, market-led solutions were favoured in China in a
backlash against excessive state intervention much like that in central
Europe.

Second, the differences in social security between China and central
Europe can be often traced not only to political institutions, but also to other
factors. For example, China’s greater urban bias may be due in part to its
large agriculture-dependent population and fact that it is simultaneously
marketizing, industrializing and urbanizing. It may also be explained by
China’s relatively low per capita GDP and consequent inability to finance
social security for all. Despite high growth rates throughout the period of
market reform, China’s per capita GDP in terms of purchasing power parity
even today is only about one-third of that in Poland, Hungary and the Czech
Republic.82 And although China has risen from ‘low’ to ‘lower middle’
income economy by the World Bank’s measures, over the past 20 years, it
still lags behind the ‘upper-middle-income’ economies of those three
central European countries.83

‘Democracy versus non-democracy’ is not therefore the only issue in
market transition and social security reform.84 But political systems do make
a difference. China’s more protracted reform process and later introduction
of poverty assistance and unemployment insurance can be traced in part to
its leaders’ decisions to retain a semblance of ‘socialism’ through the
retention of state enterprises. The erosion of benefits that took place in the
meantime has in significant measure been due to the lack of channels for
interest articulation, poor transparency in the policy process, and the state’s
ability to suppress dissent. In the context of transition to the market,
political ideology and institutions intersect with economic, demographic
and technical problems, and make it difficult to say definitively that another
political path would have produced better results. What is clear, however, is
that the poverty and vulnerability of many in China have increased.
Paradoxically, perhaps, pre-transition social safety nets may have been
better retained and developed by post-communist governments than they
have under continued communist party rule. 
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