
•	 The demographic transition in 
the People’s Republic of China 
(PRC) is unique in terms of the 
speed of aging, rising level of the 
elderly dependency ratio, and 
limited progress in preparing for 
it. Aging is progressing fast, even 
as the country is still developing 
the necessary soft and hard 
infrastructure to respond.

•	 A wide range of policy options 
can help prepare for a greyer 
demographic landscape. In 
particular, policies to respond to 
the three unique characteristics 
include (i) recognizing the trend 
and preparing for rapid aging, 
(ii) enhancing productivity and 
number of the working-age 
population, and (iii) strengthening 
old age security.

•	 Going forward, further 
development efforts can be 
made in the following areas: 
elderly care system, financial and 
fiscal reforms, and age-friendly 
city.
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The People’s Republic of China’s (PRC) demographic transition is unique in terms of its 	
(i) speed, (ii) increase in the elderly dependency ratio, and (iii) the slow progress in preparing 
for it. Aging is progressing fast, even as the country is still developing the necessary soft and 
hard infrastructure to respond. In particular, addressing the challenge of developing a long-
term elderly care system requires a rethink of delivery models, as well as reforms in pension 
and insurance systems. Infrastructure development also needs to cater to the needs of elderly 
citizens. This note provides possible directions to respond to the socioeconomic and fiscal 
impacts of aging.

Unique Features of the Aging Process  
in the People’s Republic of China

Two drivers of population aging in the PRC are an increasing life expectancy and a rapidly 
declining fertility rate.  People in the PRC are now expected to live 30 years longer than their 
counterparts did in 1960, when their life expectancy at birth was merely 44. At the same time, 
the total fertility rate has declined from 6.2 in the early 1960s to 1.6 by now. The rate is slightly 
higher than that of Japan or the Republic of Korea (ROK), the two countries also experiencing 
fast population aging; but much lower than the 2.4 in India, where the population is still 
relatively young.

Aging in the PRC differs in three ways compared to other already aged economies. First, the 
speed of aging is faster in the PRC compared with other higher-income countries such as 
France, Sweden, or the United Kingdom (UK). For the elderly population (percentage of 
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people aged 65 or over) to increase from 7% to 14%, for example, it took 
France 115 years, Sweden 85 years, the United States (US) 65 years, and 
the UK 45 years. However, it is projected that it could be just 25 years 
for the PRC, a similar trajectory to Japan, where its elderly population 
ratio rose from 7% in 1970 to breach 14% by 1995 (see Figure). This 
speed, if realized, is one of the fastest among those been observed so 
far, though Indonesia, the ROK, and Viet Nam may see even faster 
transition in the future.

Second, the PRC’s old age dependency ratio is also rising fast, which 
implies that the number of working-age adults to support the elderly 
population is declining relatively faster compared to other countries. 
The ratio is expected to breach 22% in 2040 when the PRC is likely 
to overtake the US. On average, five workers will have to support one 
elderly person then. The PRC is likely to surpass France by 2055, when 
every four workers have to care for one elderly person. Both France 
and the US started their demographic transition much earlier, but the 
increase in their old-age dependency ratio has been slow partly due to 
their flexible immigration policies and gradual decline in fertility, which 
prevented the working-age population from falling. Meanwhile in the 
PRC, the drastic fall in the fertility rate led to fewer people entering the 
labor market, resulting in the start of the decline in the working-age 
population in 2015. 

Third, the PRC’s demographic transition is unique in that the country 
will be aged at a much earlier stage of development compared with 

many other countries. When the UK’s elderly population reached 
7%, its per capita gross domestic product (GDP) was $5,541 at 1990 
international prices; for the US, it was close to $12,000; for Japan, 
about $10,000; and the ROK at $14,000. But it was $3,400 for the PRC 
in 2000. One implication of this is limited wealth accumulation and 
relatively low levels of savings of the elderly population by the time the 
aging process began. The PRC’s pension fund assets are still limited at 
1.2% of GDP as of 2014, which is a similar level to Indonesia, where the 
population is much younger. 

In countries where various financial products are available, workers 
can accumulate assets preparing for their retirement, either through 
property, funded pensions, and/or personal savings. As a result, they 
can achieve more financial independence in old age and depend less 
on government and their families. In this case, population aging will not 
only pose less strain on family and government support systems, but 
the accumulated assets are also invested and can contribute to boost 
productivity of the economy. In the PRC and possibly in other fast-
aging developing countries, however, the elderly have traditionally been 
assisted by their families.  With declining fertility and weakening family 
bonds, they will have to rely more on themselves, mainly drawing down 
on assets they have accumulated during their lifetime. In this case, the 
assets are not put into productive use, and benefits brought by the 
accumulated wealth, or so-called second demographic dividend, would 
be limited. 

Figure: Speed of Population Aging

7

8

9

10

11

12

13

14

1860 1880 1900 1920 1940 1960 1980 2000 2020 2040

Pe
rc

en
t o

f p
op

ul
at

io
n 

ag
ed

 6
5+

France
Sweden

UK US Japan
ROK

PRC
Viet Nam

Indonesia

PRC = People’s Republic China, ROK = Republic of Korea, UK = United Kingdom, US = United States.
Source: OECD. https://stats.oecd.org/Index.aspx?DataSetCode=POP_PROJ# (accessed January 2018).
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Policy Actions to Address  
the Challenges

The sheer speed and scale of the PRC’s population aging, plus its aging 
at a relatively low income, poses social and economic challenges. 	
A wide range of policy options can help prepare for a greyer 
demographic landscape. In particular, policies to respond to the three 
unique characteristics include (i) recognizing the trend and preparing 
for rapid aging, (ii) enhancing productivity and number of the working-
age population, and (iii) strengthening old age security.

Recognizing the Trend and Preparing  
for Rapid Aging

In the PRC, as in other Asian economies, a full awareness among 
public officials at all levels about the rapidly aging population and its 
implications is still lacking. This is an urgent issue, especially when 
the speed of aging is so fast. The government could consider setting 
up agencies or permanent interagency task forces that specialize in 
demographic issues. Heightened public awareness of demographic 
trends and their economic effects should give impetus to a number 	
of key reforms that are very important for long-term growth 	
and development.1 

Enhancing Productivity and Number  
of Working-Age Population

Population aging, stemming from declining fertility, reduces the 
proportion of the working-age population. This calls for improving the 
productivity of workers through education reform and human 	
capital investments.

Pro-natalist policies can be considered to revive fertility rates. Since 
the root cause of rapid aging is sharp declines in fertility, reversing 
or slowing those declines is the primary policy response. While the 
relaxation of the one-child policy is a good start, much more can be 
done to boost fertility. Specific policies include fiscal incentives that 
encourage childbearing and provide a supportive overall environment, 
e.g., more and better childcare. Also, the concept of working age has to 
be redefined and updated. The obvious policy implication, especially in 
countries in the advanced and middle stages of the transition, is to raise 
the retirement age (footnote 1). 

Population aging strengthens the case for training and retraining older 
Chinese workers. An analysis indicates that in Asia, the lower income 
of older individuals is only partly due to the fact that relatively few of 
them are employed. The major cause is their lower productivity and 
hence lower wages. Training and retraining older workers will not only be 
beneficial for the workers themselves but will also augment the quantity 
and quality of the workforce. Also, age-friendly cities with age-friendly 
infrastructure would help elderly remain productive in the labor market.2

Box: Key Challenges to Old-Age Security in PRC

Pension system. The current pension arrangements in the People’s Republic of China are under pressure. First, there is a significant 
heterogeneity in the pension burden across provincial governments. Second, the lack of pension portability has increasingly led to a loss 
of built-up pension when individual moves from one jurisdiction to another, and so has undermined social inclusion. Third, the current 
administrative fragmentation in pension schemes perpetuate unequal outcomes and rampant inefficiencies. 

Medical insurance. The current arrangements for medical insurance are characterized by a welfare focus and dominated by the 
reimbursement of relatively minor medical expenses. Consequently, they should be streamlined to be much more responsive to the medical 
needs of (i) people suffering from serious illnesses; and (ii) the medical needs of an aging population (e.g., treatment of age-related chronic 
diseases). Current reimbursement ceilings (from CNY3,000 to CNY10,000) for outpatients are inadequate to cover any major expenses. 

Long-term elderly care insurance. Financial arrangements to fund long-term elderly care are at the pilot level at best. The main challenge is 
to find financially viable solutions for the low- and middle-income households. Currently, the pilot long-term elderly care projects are mainly 
funded by medical insurance. However, in many localities where this is piloted, the medical insurance fund has run into deficits, which renders 
this approach financially unsustainable.

Note: CNY = Chinese Yuan (CNY6.9515 = US$1 as of 28 Nov 2018).
Source: Asian Development Bank.

1	 S.H. Lee, A. Mason, and D. Park. 2012.  Overview: why does population aging matter so much for Asia? Population aging, economic growth, and economic 
security in Asia. In D. Park, S.H. Lee, and A. Mason, eds., Aging, Economic Growth, and Old-Age Security in Asia. Manila: ADB.

2	 D. Park. and K. Shin. 2012.  Impact of Population Aging on Asia’s Future Growth. In D. Park, S.H. Lee, and A. Mason, eds., Aging, Economic Growth, and Old-Age 
Security in Asia. Manila: ADB.
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Finally, developing cost-effective and sustainable models for elderly 
care is a priority. Institution-based elderly care models are very costly 
and might not be affordable in the context of the PRC. Community 
and home-based models offer great potential and need to be further 
developed. To make the service delivery sustainable and efficient, 
the role of the private sector and the potential for public–private 
partnership needs to be explored.

Strengthening Old-Age Security 

Rapid population aging creates the risk of widespread old-age poverty 
in the PRC. Therefore, reducing the economic vulnerability of the large 
and growing elderly population is an urgent priority. The Box highlights 
the salient challenges to the achievement of old-age security in PRC. 

The first step toward adequate old-age support is to raise public 
awareness about the need to save for retirement. Relatively easy 
measures such as simplifying procedures for contributing to pension 
systems may raise compliance rates. Although financial education and 
literacy are critical, governments can take measure to provide a broader 
overall environment in which individuals are better informed and have 
stronger incentives to make sound financial decisions.3 

The PRC needs a stronger national pension system. Despite its rapid 
demographic transition to an older population, the PRC does not yet 
have efficient, effective national pension systems.  Pension reform that 
ultimately delivers an affordable and sustainable pension system with 
adequate benefits for a wide segment of the population is an urgent 
regionwide priority for old-age economic security (footnote 3). 

Nonetheless, public transfers to the elderly must be kept sustainable 
and should not significantly weaken the incentives of individuals to save 
for old age. Precisely because public transfers have played a smaller role 
in old-age support in the PRC relative to the advanced economies and 
Latin America, there is greater scope for increasing them in the future. 
Experience has shown that inappropriate policies and institutions are 
politically almost impossible to reverse once they become entrenched. 
The PRC has a great opportunity to build up a robust, efficient, and 
resilient old-age support system based on a healthy mix of individual 
responsibility and social risk pooling.4 

The current arrangements for medical insurance could be streamlined to 
be much more responsive to the medical needs of people suffering from 
serious illnesses, and to the medical needs of an aging population (e.g., 
treatment of age-related chronic diseases). This can be done by adopting 
a unitary risk pool approach (as opposed to the current welfare-based 
model), under which expenditure liability is transferred to a pooled 

arrangement. Pooling ensures that the risk related to financing health 
interventions is borne by all the members of the pool and not by each 
contributor individually. Its main purpose is to share the financial risk 
associated with health interventions for which there is an uncertain need. 

The arguments in favor of risk pooling in health care relate to more 
equitable outcomes and considerable efficiency gains. The equity 
arguments reflect the view that society does not consider it to be fair 
that individuals should assume all the risk associated with their health 
care expenditure needs. Small, fragmented risk pools, which are the 
norm in developing countries, have contributed to seriously adverse 
outcomes for health system performance, partly caused by rampant 
inefficiencies. 

As outlined above, for reasons of fiscal sustainability, the financing of 
long-term elderly care should be distinguished from regular medical 
insurance arrangements. One approach that can achieve a more 
effective arrangement is provided by Japan. With the introduction of 
a public, mandatory program of long-term care insurance in 2000, 
Japan has moved toward a system of social care for the frail and elderly. 
The program covers care that is both home-based and institutional. 
Fifty percent of the insurance is financed from general tax revenue 
and the other 50% from the premiums of the insured.  There are two 
types of insured: (i) those of ages 65 and above and (ii) those who are 
between the ages of 40 and 64. The first category of insured is asked to 
pay a premium deducted from pension, or direct payment for insurer 
according to their pension status. In the second category, the premium 
is withheld from the medical insurance premium.

Policy Implications

Going forward, further development efforts can be made in the 
following three areas: (i) elderly care system, (ii) financial and fiscal 
reforms, and (iii) age-friendly city.

Operational Challenges in Elderly Care

There is a strong need—backed up by the necessary political will—to 
identify models and implementation partnerships that can deliver quality 
and affordable elderly care services in the PRC. Under the Twelfth 
Five-Year Plan, 2011–2015, a three-tiered system of elderly care services 
was developed: home-based support (at the core); community-based 
support (where necessary); and residential care (i.e., nursing homes for 
the elderly, seen as supplementary). These arrangements, however, suffer 
from a number of operational weaknesses: 

3	 D. Park. 2012.  Policy options for reforming developing Asia’s pensions system. In D. Park, ed., Pension Systems and Old-Age Income Support in East and Southeast 
Asia: Overview and Reform Direction. New York: Routledge.

4	 Q. Chen, K. Eggleston, and L. Li. 2012.  Demographic change, intergenerational transfers, and the challenges for social protection systems in the People’s 
Republic of China. In D. Park, S.H. Lee, and A. Mason, eds., Aging, Economic Growth, and Old-Age Security in Asia. Manila: ADB. 
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(i)	 The provision of home- and community-based services is 
critically undermined by a shortage of funding and skilled 
workers.

(ii)	 Targeting of public services to the elderly poor is weak and, as a 
consequence, care services do not always benefit those elderly 
who really need them.

(iii)	 Government subsidies are mainly targeted at residential care 
providers and are input-based. 

Operational reforms to the long-term elderly care system can build 
on the experiences from the Elderly Care Development Project in 
Hebei Province, which was designed to have demonstration value for 
other provinces in the PRC; and the Hubei Yichang Comprehensive 
Elderly Care Service Demonstration Project. Key innovative operational 
features of these project included the development of (i) an integrated 
elderly care service model that links home, community, and residential 
care and management; (ii) pilot projects to support good practice 
elderly care system development in areas such as management, quality 
assurance, and new services development; and (iii) a human resources 
development program at the tertiary and continuing education levels, 
which anticipates the growth of the sector and demand for new skills. 

Financial and Fiscal Challenges

Addressing the challenges outlined above all have significant fiscal 
and financial ramifications, and this should be accounted for in the 
reform direction going forward. Future efforts could focus on the 
development of a unified pension system, including a national pooling 
arrangement, which has recently been announced by General Secretary 
Xi. The proposed national pooling arrangement would enhance fiscal 
sustainability by (i) doing away with inefficiencies; (ii) introducing 
equalization measures; (iii) strengthening the National Social Security 
Fund’s asset management (i.e., improving rates on investment); and 
(iv) introducing a more efficient and equitable way of collecting social 
security contributions. 

Elderly-Friendly City

By harnessing successful development experiences in the transport 
sector and in addressing challenges of urbanization, the agenda to 
develop age-friendly cities can be further explored and experimented 
on. The development agenda will likely be comprehensive, and should 
involve multiple components ranging from the transport system, to air 
quality control, to regulatory reform.
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