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Abstract: The basic endowment insurance system for enterprise employees has already covered migrant workers in China. 

However, a number of migrant workers have withdrawn from insurance system in economically developed regions in recent 

years. And the number is on the rise. The root cause for it lies in the institutional barrier of trans-regional migration. Besides, it 

also closely linked to the internal contradictoriness in the endowment insurance system. This paper aims at discussing how to 

break the trans-regional migration obstacles of endowment insurance system and promote the current pooling account from 

provincial level to national level. Based on the analysis on China's basic endowment insurance system, four main problems has 

been found. They are county-based system and low level of pension pooling, trade-off in local governments caused by fiscal 

backstop, restrictions from the existing fiscal system, and implement of policies relies heavily on execution of basic-level 

governments. In order to solve these problems of existing endowment insurance system, establishing an integrated endowment 

insurance system which covers the whole Chinese citizens is further proposed. In addition, confronted with the current fact that 

we have a big gap of social security treatment between urban and rural areas, among different regions and among various groups, 

the feasible solution is to complete transformation from differential universal-type social welfare system to fair universal-type 

social welfare system. To promote the current pooling account from provincial level to national level, it needs to be carried 

forward systematically and stage by stage. 

Keywords: Endowment Insurance System, National Pooling, Local Governments' Interests, Tax Federalism,  

Universal-Type Social Security System 

 

1. Introduction 

Social insurance is one of the most important and 

fundamental parts in social security system [1-4]. And 

endowment insurance plays a significant role in social 

insurance system because of its wide-ranging and profound 

impact [5, 6]. Many researchers have paid more attention to 

the operation of the endowment insurance systems all over the 

world [7-10]. However, it should be noted that each country 

has its own characteristics. According to Statistical 

Communiqué of the People’s Republic of China on the 2014 

Labor and Social Security Development published jointly by 

Ministry of Human Resources and Social Security of the 

People’s Republic of China and the National Statistical 

Offices of China, the total revenue of social security fund 

amounted to 3982.8 billion yuan in 2014, more than two thirds 

of which comes from endowment insurance fund whose total 

revenue is 2762 billion yuan [11]. The total revenue is very 

steady these years. Not surprisingly, the endowment insurance 

carries a big weight in the whole social security system of 

China. 

Endowment insurance which is on the top list of China’s 

insurance system has experienced transformation over a 

decade under the progressive reform guiding ideology of the 

authorities and has established a basic framework for social 

endowment insurance system for urban employees 

successfully. cIn a comparison with other parts of China’s 

insurance system it is more advanced. However, the way how 

endowment insurance performs is still problematic and there 

appears to be a lot of contradictions inside because of China’s 

urban-rural dual structure, unbalanced regional economic 
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development between eastern and western areas, an enormous 

rural population, household registration system and so on. 

Under this background, on one hand, the rate of insurance 

coverage of migrant worker is pretty low, and it was only 

16.7% in 2014 [12]. On the other hand, the surrender rate is 

very high. The average level of whole country is 40% [13], 

and this percentage rises to 80% in some cities of Guangdong 

where numerous migrant workers live and work [14].  

Why don't the migrant workers participate endowment 

insurance and even if they do, why would many of them 

withdrawn from it in several years later? The main reason is 

the difficulty of trans-regional migration for migrant workers. 

That is the biggest institutional barrier for the endowment 

insurance. Under this background, this paper wants to discuss 

the cause of the trans-regional migration obstacles and provide 

a solution to solve this problem. In this paper, the problems of 

China's basic endowment insurance system has been analyzed. 

And the results indicate that it is necessary to establish an 

integrated endowment insurance system which covers the 

whole Chinese citizens. This system should be carried forward 

systematically and stage by stage, because there is a big gap of 

social security treatment between different regions and 

various groups. This approach gives attention to the 

requirement of both operability and compatibility, and has 

great significance for the development of endowment 

insurance system. 

2. Analysis on the Essential Problems of 

China’s Endowment Insurance 

2.1. County-Based System and Low Level of Pension 

Pooling 

When China’s endowment insurance system was 

established, it was based on counties and districts to balance 

its development, which means employers and employees from 

the same county have unified endowment insurance base pay, 

payment ratio and payment items, and unified standard for 

fund management. Although the policy orientation of 

government is to unify basic endowment insurance at the 

provincial level and 28 provinces claim that they have reached 

the goal, by now there are only 7 provinces (including Beijing, 

Shanghai, Tianjin, Chongqing and so on) which have 

accomplished the goal and the rest of them still stay at the 

county level. 

The reason why the basic endowment insurance of China is 

carried out at such low administrative level lies in the original 

path choice of the system design. In the early 1990s, the 

development path of the pension pooling level erupted an 

emotive discussion. The central government expects overall 

planning in the whole china and to realize the integration 

strategy in endowment insurance. On the contrary, the local 

governments desire to be given greater autonomy. And local 

officials believe that more marketization a region becomes, 

more autonomy it should have. As local governments’ 

interests have been deepen, it makes it very difficult to 

transform to a higher pooling level. In the game playing the 

local governments took an advantage because the central 

government didn’t have enough money for the national 

pooling and didn’t want to burden the whole responsibility as 

there weren’t a clear number of the historical debts. One 

typical example is that the money in individual account paid 

by younger people is used to support aged ones. The “empty 

account” of individual endowment insurance account in the 

whole China has become a reality and the shortfall has already 

been over hundreds of millions yuan. Unfortunately, it is still 

on the rise. The relationship between province and city, city 

and county are in the same way. So, it is imperative to conduct 

a top-down development path. In recent tax-sharing system, to 

raise pension pooling level from down to top will make the 

inter-government fiscal relationship very complicated because 

of so many uncertainties between different hierarchies. As a 

consequence, it isn’t feasible to raise the pooling level, which 

means it is easier said than done. The existing county-based 

pooling system is small-scale and low-level. It has weak 

anti-risk capabilities and the insurance files can’t be 

transferred easily from one place to another, which is the 

reason why law of large numbers and mutual-help function of 

insurance can’t be full played. Governments at all levels work 

totally independently, which makes it very difficult for social 

insurance to continue to work effectively in another different 

place. The large-scale collective withdrawing from 

endowment insurance among migrant workers is the result of 

low-level pooling and inter-provincial flow restriction [15]. 

2.2. The Trade-off in Local Governments Caused by Fiscal 

Backstop 

Pension insurance fund in China conducts independent 

accounting. And the job of local government is to make sure 

that the pension insurance fund makes its both ends meet and 

the pension of retirees can be paid on time and in full, if not, 

the local finance bureau backstops. Contemporarily, most of 

areas in China are county-pooling combined with 

province-level adjustment fund. To put it another way, 

endowment insurance of China is based on county finance 

mainly and the provincial finance is just for emergency 

situation, which is the reason why the county finance take the 

responsibility of balance of payments. There turns out to be a 

shortfall in pension fund in most regions of China and local 

governments are facing with great pressure to provide enough 

pension to retirees, which is a barrier to insurance transfer 

because local governments believe that insurance transfer is 

harmful to the balance of payments. All these have caused 

benefits division and circumvention of liability. 

Compared with urban employees, migrant workers have a 

high mobility and they tend to pay their premium in relatively 

more advanced areas and when they retire and need to be 

supported by insurance they go home where is less developed 

economically. According to the existing system it is admitted 

to transfer the total premium paid before your retirement but 

not the part paid by local governments’ finance. However, 

when it comes to benefits of retirees, it is closely related to 

how long you have paid, which suggests that insurance 

transfer will damage local interests. To be more specific, for 
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emigration places transferring money out of social pooling 

account means a reduction of pooling fund. For immigration 

places, without pooling fund transferring in they have to 

capitalize on local pooling fund to support theses 

to-be-retirees while emigration places have more pooling fund 

accumulation. The insurance transfer is risk-taking and 

money-losing for economic less-developed regions. 

Contrarily, it means less economic burden for developed 

regions [16]. As a result, although the central government has 

introduced preferential transfer and continuation policies, the 

majority of immigration places set institutional barriers 

against insurance transfer. 

2.3. Restrictions from the Existing Fiscal System 

In order to improve the macro-control ability of central 

government and to handle well with the relationship between 

central and local finance allocation, China began a taxation 

reform named as tax federalism in 1994 that central and local 

governments work independently with respect to items of 

taxation, taxation right and taxation management. This is a 

system of dividing revenue and expenditure between the 

central and local governments. Governments at each 

administrative level are just responsible for their own budget. 

From the perspective of social security construction, the 

existing fiscal system has three major drawbacks as follows.  

Firstly, with financial strains caused by the existing fiscal 

system, the local governments have no extra money to invest 

in social security. After taxation reform, as central fiscal 

revenues better, the ability of central transfer payment has 

been improved effectively. For local governments, that is a 

totally different picture. Their financial power isn’t equal to 

their administrative power. Governments at lower level have 

to take part of their tax revenue to the higher level, which 

greatly weakens the financial power of county-level 

governments and causes financial strains in grass-roots 

governments. Meanwhile the local governments have more 

duties and responsibilities especially heavy expenditure 

responsibilities that their expense is large and grows fast. 

Besides, the administrative power of basic-level governments 

is rigid. The direct influence is that there is a big shortfall of 

public products supplied by basic-level governments and the 

financial situation of basic-level governments is the weakest 

part of the whole finance system. Grass-roots governments are 

in a financial swamp and even don’t have enough money to 

pay all employees, which means they don’t have extra money 

to invest in social security [17]. 

Secondly, because of the historical restrictions social 

security wasn’t listed on the fiscal expenditure project and its 

expenditure was underestimated when tax federalism reform 

was started at first. Under this circumstance, structural 

difficulties and institutional barriers of social security come 

into being. Even later as social security expenditure increases 

gradually, social security responsibilities aren’t divided 

reasonably between central and local governments. Even if we 

have Organic Law of the Central and Local People’s 

Governments of the PRC in China, the criteria of segregation 

of duties aren’t specific and clear and the boundaries of 

finance and administrative power of governments at all level 

aren’t clear-cut, which causes a lot of randomness in the 

practice. None of governments invest money in social security 

actively and without any reluctance as a result of unclear 

powers and responsibilities. The fact is that the finance of 

local governments depends on the central government's [18]. 

Thirdly, the public finance has become officials’ finance 

because fiscal revenues can just cover the civil servants’ 

salaries and office expense and have no remaining money to 

improve people’s livelihood. The taxes are taken from citizens 

but not used to improve citizens’ life quality. Since the reform 

and opening up policy in 1978, Chinese fiscal revenues 

increase by 20 percent or 30 percent every year, only 12% of 

which are used to support social security. However, over 30% 

of American fiscal revenues are invested in social security. 

And the number in Canada is 39% with western and northern 

Europe both over 45% [19]. Meanwhile the administrative 

costs of China rank first in the world. 

Because of these shortcomings as above, the existing fiscal 

system poses a structurally and institutionally bad influence 

on China’s social security system construction as follows. 

On one hand, the tax federalism reform just makes it clear 

that the central and local governments have different financial 

administrative power under the historical condition at that 

time. But as the financial and administrative power in one 

province, the top-down power division isn’t clear-cut [18]. 

When it comes to endowment insurance transfer, separated 

and independent financial system makes insurance transfer 

damage local interests. Insurance transferring out means a 

reduction of responsibility and transferring in means to be 

burdened with more old-age people. The basic national 

situation of China is obvious and apparent unbalanced 

regional economic development and this situation is also 

reflected in one province. Take economically developed 

provinces such as Guangdong province and Jiangsu province 

for example. Yuebei district are less developed than Yuenan 

district. And Jiangsu province is the same, Subei district are 

less developed than Sunan district. Unbalanced economically 

development causes different level of social security in whole 

China. Even under the national relevant regulations and 

policies all local governments prefer insurance transferring 

out to transferring in. In particular, urban areas can’t accept 

individual accounts from rural areas and developed areas 

don’t want insurance transfer from underdeveloped areas. 

On the other hand, as tax federalism reform doesn’t handle 

the problem concerning social security responsibility division. 

When confronted with social security investments, the local 

governments always have "money issues" and find it hard to 

have enough resources. If the central government holds the 

whole responsibility, the financial burden on it will be too 

heavy. If the central government cooperates with the local 

governments, the ratio of contributions isn’t clear 

institutionally. And if the local governments’ finance covers 

all social security expenses, some underdeveloped 

prefectural-level cities and counties will have finance 

troubles. The final resolution in most areas is local finance 

combined with inter-government transfer payment that the 
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central government transfers payments to the central and 

western regions and provincial finance transfers payments to 

poor counties. But the way how transfer payment works lacks 

of reasonable foundations and efficiency and gives rise to 

further social security inequality. For many years China’s 

social security construction with these institutional 

contradictions has struggled ahead which inevitably causing 

increased decision-making costs, financial difficulties and so 

on [18]. Fiscal system is a man-made factor and causes 

inter-government game-playing. 

2.4. The Implement of Policies Relies Heavily on Execution 

of Basic-Level Governments 

The governmental hierarchy in China is characterized by 

five and half different government levels, which is unique in 

the world. Compared with any great powers in the whole 

global, this administrative feature gives rise to complex 

relationships among governments at different level on matter 

in a country or in a province, which hinders policy execution 

and institution unification. Local governments always evade 

the duties and responsibilities assigned by central government. 

The responsibility boundaries of governments at different 

level in endowment insurance system for migrant workers 

aren’t clear and how the capital management and control right 

was allocated isn’t regulated by provisions. As a result, 

whether the central policies can be carried through or not 

depends heavily on county-level governments’ execution 

which is closely linked with how much the local governments 

can benefit from. 

Undeniably, local governments are responsible for social 

security fund’s management and functioning, which means the 

social security departments of local governments are not only 

supervisors and asset managers but also clients and investors, 

which is susceptible to appropriation and corruption when 

restriction and close supervision are neglected. 

Four major institutional barriers to endowment insurance 

trans-regional transfer are low-level pooling, separate fiscal 

system, local interests conflict and unsound cohesive 

mechanism which directly causes a reduction of insurance 

participation of floating population. Migrant workers which 

are the main body of the floating population can’t accomplish 

the shift-and-renewal of endowment insurance because of 

transformation of identity and region. 

3. Discussion on the Establishment of an 

Incorporate and Universal-Type 

Endowment Insurance System in 

China 

The main functions of social security is to serve as the 

social safe net, to realize social justice to the utmost through 

national income redistribution [20], to remove social 

uncertainty in the operation of competition mechanism and to 

eliminate social instability [21]. The ultimate goal of China’s 

social security is to establish an incorporate and universal-type 

endowment insurance system which is available to all Chinese 

citizens. However, in view of the fact that there is a big gap of 

social security treatment between urban areas and rural areas, 

among different regions and among different groups, the 

feasible path is to narrow the gap gradually and complete a 

transformation from discriminating social security treatment 

to fair treatment which is a big step to promote social fairness 

and national well-being. Only national co-ordination is 

achieved can a universal-type social security system be 

established. One of the big steps to strengthen and perfect the 

social security system is to build a national co-ordinate 

universal basic pension system. However, it still has a long 

way to go to achieve a national co-ordination [22]. 

In the existing informatization condition, the technical 

obstacles in the endowment insurance policy design caused by 

regional economic difference and great wage disparity can be 

conquered with public management abilities. Great wage 

disparity enjoys its popularity in the world. But many 

countries have established a relatively mature social security 

system under which insurance can be transferred and 

continued freely with the aid of information technology, 

network management platform and endowment insurance 

design in keeping with high employee mobility rates. There is 

no unsolvable technical problem if China wants to be one of 

them, the top priority is that central government should 

cooperate and coordinate with local governments and a new 

institutional arrangement for capital pooling should be made 

to balance regional differences. It may take 30 or 50 years for 

China to complete this ultimate goal because it is highly 

associated with the schedule of regional development 

coordination and regional differences removal [23]. 

To make the long-term goal of national pooling come true, 

the plan needs to be carried forward systematically and stage 

by stage. 

Firstly, implement a national budget. Take regional 

differences into account, evade the most difficult parts of the 

system and break division. The whole train of thought is that 

employees pay their premium at their working places and all 

the details related to premium will be recorded in divided 

periods and when they retired they can get their pension at 

their living places. To be more specific, under the divided 

endowment insurance system it is necessary to establish social 

security payments accounting centers at central and provincial 

governments which aim at helping retirees and mobile 

workers get their deserved pension at their living places. 

According to labor service records and corresponding 

provincial population base the provincial centers keep 

separate accounts. Then, central accounting center takes a lead 

and implements fund flow among various provinces and 

cities. It successfully evades issues concerning individual 

account and pooling fund transfer and also gives full 

consideration to how to work with the existing region-divided 

endowment insurance system. This innovation has 

enlightening significances [24]. 

Secondly, improve and perfect legislation. Market economy 

needs a legal environment, so does social insurance. The basic 

principle is to establish related laws first. When many 
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industrialized countries and developing countries begin to 

establish and reform the endowment insurance system, they 

base the establishment and transformation on laws and 

regulations made by legislature combined with implementing 

rules enacted by administrative departments. China lacks of 

endowment insurance laws and regulations and the 

transformation is based on policy documents issued by 

administrative agencies. It won't be helpful to 

institutionalization and stability of new endowment insurance 

system. Without endowment insurance legislation means lack 

of legal authority and legal sanction, which will make related 

duties and responsibilities burdened by nation, companies and 

individuals unclear. It is imperative that it should observed 

Social Insurance Law, which will make endowment insurance 

go further on the road to legalization and standardization [25]. 

Meanwhile different legal departments need to cooperate 

and coordinate with each other. For example, when social 

security tax replace premium is used, it should be collected by 

tax department and compatible with tax law. When social 

security funds are changed into security rights which come 

first compared with general creditor’s rights, it should take 

property law which is being made right now into account. And 

when employers’ endowment insurance payment obligation is 

put into contract, it needs to consider Contract Law fully. 

Thirdly, make social security rights and liabilities clear and 

fiscal responsibilities of government at all levels need to be 

distributed scientifically and reasonably [26]. The current 

problem which needs to be solved immediately is which level of 

financial budget can be used to cover a county or a city’s 

endowment insurance fund shortfalls. According to Decision of 

the Central Committee of the Communist Party of China on Some 

Issues Concerning the Improvement of the Socialist Market 

Economy issued by the Third Session of the 16
th
 Central 

Committee of the Party, it is necessary to figure out gradually the 

central and local governments’ roles and responsibilities in social 

security in accordance with their division of economic and social 

affairs management in liabilities. There are three rules to comply 

with. The first is clarity. In the long-term planning of social 

security the obligations for payment of governments at all levels 

in each project need to be clearly outlined. The second rule is to 

be scientific. Considering the fact that central and provincial 

governments are richer than basic-level governments in terms of 

finance, it is supposed to evaluate the social security 

responsibilities of governments at all levels and are expected to 

transfer some projects which local governments can’t be 

responsible for to central and provincial governments. The third 

one is unification of financial and administrative powers. No 

matter how we divide the social security responsibilities it is 

essential to evaluate the original fiscal revenue distribution. 

Therefore, it should be necessary to adjust the distribution ratio of 

fiscal incomes in line with their financial responsibilities [18]. 

When solving social endowment insurance transfer for 

migrant workers and non-working urban residents, it should 

be necessary to see the whole picture and be fair, square and 

realistic. And our policy arrangement should be systematic 

and it should be a low-level, widely-covered, flexible and 

well-adapted policy. As to places where national treatment 

policy has been implemented and migrant workers have been 

included into urban insurance system, it should be not 

expected to return to migrant workers’ endowment insurances. 

Besides, setting up pension insurance for migrant workers 

alone is still open to discussion. Migrant workers who have 

permanent jobs in urban areas should be covered by basic 

endowment insurance system for the urban working group and 

their insurance transfer should also adhere to the standard of 

urban insurance transfer. If the overall planning and national 

pooling of endowment insurance is accomplished, migrant 

workers can go anywhere they want with their social security 

number which has the information of their payment records. I 

believe that migrant workers will choose to continue their 

insurance rationally rather than withdrawing it under the new 

insurance system. 

4. Conclusion 

In this paper, the essential problems of China's Endowment 

Insurance have been analyzed. We find these four most 

important factors, which are County-based system and low 

level of pension pooling, the trade-off in local governments 

caused by fiscal backstop, restrictions from the existing fiscal 

system, and the execution ability of basic-level governments, 

could lead to the low rate of insurance coverage and high 

surrender rate of migrant workers. Based on the further 

analysis on how these four factors affect China's basic 

endowment insurance system, we propose that the ultimate 

goal of China’s social security is to establish an incorporate 

and universal-type endowment insurance system which is 

available to all Chinese citizens. And national budget, legal 

environment, clear social security rights and liabilities are 

indispensable to the universal-type endowment insurance 

system. However, the ultimate goal needs to be achieved 

systematically and stage by stage because of the big gap of 

social security treatment between different areas and different 

groups. And the feasible path is to narrow the gap gradually 

and complete a transformation from discriminating social 

security treatment to fair treatment. 
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