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Practices and Inspiration of Multi-tiered Design of Pension System Training
in France

— Summary of Training in France
Department of Employment and Income Distribution
National Development and Reform Commission
(July 16, 2015)
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According to the workplan of EU— China Social Protection Reform Project
(SPRP), the Department of Employment and Income Distribution (the Department)
and International Cooperation Centre (ICC) of the National Development and Reform
Commission (NDRC), and 16 sub-national (provincial, autonomous regional and
municipal) development and reform commissions dispatched 20 people for the two-
week training and idea exchange in France on multi-tiered design of pension system
from June 21 to July 5.
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To guarantee the effect of this training, the Department organized a one-day pre-
training in Beijing on June 2 and invited well-known experts home and abroad to
introduce the general situation of China’s social security system and the pension
system of the European Union, France in particular. Before leaving China, we had a
basic understanding of the topic. During the training abroad, we had specialized
training and idea exchange from more than 10 French agencies or institutions,
including: the Ministry of Health and Social Affairs, the Ministry of the Economy,
Finances and Industry, Conseil d'orientation des retraites (COR), Pension Advisory
Council, National Old-Age Insurance Fund, Union Retraites, Regional Fund for
Pension and Occupational Health, Regional Social Security Fund for the Self-
employed. From various perspectives and levels, we have gained a deep insight into
the general framework, organizational structure and possible reforms of the pension
system in the European Union and France. We also had face-to-face interaction and
exchange with experts from these countries. On July 3, we held a training summary in
Paris with the French organizers. We all agree that after two weeks of field study and
visits, we have broadened our horizon, identified the difference and learned ways to
improve. This training helps us gain confidence and determination to reform China’s
social security system. The French organizers also highly recognized the achievement
of training.
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First, the basic framework of the French pension system.

France, a typical western welfare state, boasts a pension system with broad
coverage and high benefit level. Its current pension system was gradually built and
has evolved since World War II. Due to historical reasons, France did not establish a
universal pension system. The pension system is based on previous pension schemes
of separate industries. Different sectors (public or private sectors), employees of
different trade (industry, commerce or agriculture), employees of different ranks (staff
or executives), and different types of employment (employees and the self-employed)
all fit into different pension schemes. It is like a “collage” as each interest group has a
different piece. Generally speaking, the system can be divided into three main regimes
or three pillars: the basic pension, supplementary pensions and commercial pension
scheme.
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The first pillar is the basic pension system. This is a mandatory pension on a pay-
as-you-go (PAYG) basis (PAYG is a system based on horizontal balance in which
contributions from those working pay the expenses for the current recipients). There
are laws and regulations to ensure its mandatory enforcement. The contribution rates
and benefit levels of this scheme are defined by state regulations. The basic pension
system in France covers all labor forces. The system is divided into four major
categories: the regime general for employees in private sector (about 83%), the
special regime for public sector employees (about 7%, including civil servants, rail
workers, and electricity and gas employees), scheme for the self-employed (about
5%), and agricultural scheme for farmers (about 5%).
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The second pillar is supplementary pensions set to complement the first tier of
the basic pension system. It is also mandatory on a PAYG basis and is managed by
both employees and employers. It includes: Association des Regimes de Retraite
Complémentaire (ARRCO), Association Générale des Institutions de Retraite des
Cadres (AGIRC), Régime de Retraite additionnelle de la fonction publique (RAFP),
and régime agricole (RCO). Apart from RAFP (which is on a funded system), the
calculation of supplementary retirement pensions is points-based. Each year, the
amount of contributions paid is converted into points. To calculate the pension, the
number of points accrued during the total period of insurance is multiplied by the
value of the point at the time the pension is calculated.
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The third pillar is commercial pension schemes, mainly commercial old-aged
insurance and some life insurance schemes that can be used for old-age saving. These
schemes are based on funded system. Individual can voluntarily choose to contribute.
Their contribution rates vary every year in accordance with interest rates. Individual
contributors can enjoy tax reduction and exemption, but the income above the base of



taxation at retirement is still taxable. Over the recent years, the growth of commercial
pension scheme in France has been dramatically accelerated.
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During the training, we have learned that with these three pillars and 35 pension
schemes, France sets up a safety net of pension security for all people.
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Second, the administrative and operational structure of the French pension
system.

The pension system in France is administered with a semi-official autonomous
management. At present, there are three levels of administration: national decision
making level, regional and local execution level, and supporting agencies at national
and local levels.
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National decision making level consists of the Ministry of Health and the
Ministry of Finance. Their main functions are: first, to formulate and promulgate laws
and regulations on social insurance (for instance, Social Security Financing Act) to
the public after a vote by the Parliament and the Senate. The judiciary authorities take
charges in explaining the promulgated laws and regulations as well as handling major
legal disputes; second, to deal with major administrative affairs on social insurance,
such as establishing the financial system of social security funds, determining the total
administrative budget of these funds, defining contribution rates and adjust benefit
level; third, to carry out important supervision on social insurance, such as financial
supervision and the appointment and dismissal of managers of first-class national
funds.
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The Social Security Administration (SSA) in France is a specialized organization
of the Ministry of Health and the Ministry of Finance in charge of social insurance. Its
main functions are: to draft related laws and regulations on social insurance, set up
management goals and agreements of social security funds, and get the central
government’s support. Meanwhile, SSA also need to sign administrative contracts
with local social security funds every four years (usually) and discuss the framework
and other major issues of local subsidiaries.
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Local level mainly refers to regions, provinces and cities. In France, there are 22
regions, 96 provinces and 36, 400 cities, townships or villages. There is a council and
a council president in each region, province, and city. Only chief executives and
administrative region councils have the right to promulgate laws and regulations on
social insurance.
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At present, local executives run three main social security regimes: the general
pension fund for employees in private sector, the social insurance fund for agricultural
workers, and the social insurance fund for the self-employed.
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To investigate and monitor the administration of the pension system and help the

government make right decisions on pension reforms, France established certain
institutions for national consultation and reference in decision making. At national



level, there is the COR. The COR, founded in 2000, is an independent organization
directly subject to the Prime Minister. Its main functions are: to conduct thorough
research in the pension system and present the research reports directly to the Prime
Minister; participate in the management of the pension system; and disseminate
information. At local level, Caisse de Retraite is composed of 35 pension schemes. Its
main functions are: to strengthen the coordination and communication of different
pension schemes, deal with the complexity of multiple schemes, represent these
schemes to have effective communications with the central government, issue the
common appeals of different schemes, improve the transparency of social security
schemes and enhance the insured’s right to be informed.
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During the training, we have observed that by establishing these administrative
and operational structure, France has ensured a pension system with scientific
decision, effective guarantee, smooth operation and strong supervision.
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Third, problems and reform of the pension system in France.

The French pension system boasts a history of more than a hundred years. From
what we learned in France, this system has played an irreplaceable role in maintaining
people’s basic lives, preventing social risks, promoting social fairness and justice, and
increasing effective social demand. It is indeed a “stabilizer” and a “pressure release
valve” in the French society. However, with the aging of the population and changes
in demographic and social structure, the pension schemes in France are confronted
with common problems, such as the increase of public pension expenditure and the
effective retirement age. In addition, the financial crisis in 2008 and the European
sovereign debt crisis in 2009 made the situation even worse than ever.
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With increased payment pressure, the pension schemes on PAYG basis are
confronted with sustainable crisis. In 2013, the biggest pension scheme for private
sectors—Cuaisse Nationale d'Assurance Vieillesse (CNAV) had a deficit of 3 billion
euros. The income was 112.3 billion euros but the expenditure of 115.6 billion euros.
Most of other pension schemes also face the same problems of fiscal deficit and
operational unsustainability. Their payment pressure is on the rise because of three
major reasons: first, as the baby boom generation begins to retire, the number of
retirees increases dramatically. Besides, as the average life span continues to increase,
the scale of pension payment becomes larger; second, the aging population reduces
the ratio of labor force to retirees. The ageing of population is an irreversible trait and
trend in the world. Continued low birth rate and high life expectancy increase the old-
age dependency ratio in European countries. The fertility rate of women of child-
bearing age in France is 1.7. It is predicted to fall to about 1.4 while the old-age
dependency ratio is about 1.3 (namely 1.3 workers support one retiree); third, in the
post-crisis period, the economy grows sluggishly. High unemployment rate and the
decrease of income reduce the amount of contribution. The current pension schemes,
the ones on a PAYG basis in particular, currently face high fiscal pressure.
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The continued decrease of basic pension benefit level damages inter-generational
fairness. Affected by aging population and other factors, the pension system in many
EU countries, including France, suffered a heavy fiscal blow after the 2008 financial
crisis. Many countries adopted a series of measures, such as the extension of
retirement age and the indirect increase of contribution rate to deal with the deficit.
However, the downward momentum of basic pension benefits remains the same. The
benefit level that should follow the rise of income levels is forced to freeze or
decrease due to increased operational pressure. The continued decrease of benefit
level hurts inter-generational fairness and to a certain extent damages the youth’s
enthusiasm to consume.
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The pension system in France is highly fragmented facing strong reform
resistance. The current pension system in France still consists of 35 pension schemes
and various regimes, covering four kinds of social and economic groups. With an
inclusive system for all, the pension benefits of different beneficiaries vary under the
same or different regime(s). This has provoked a conflict of interests among different
sectors and departments. Participants of different regimes compete for higher
treatment, resulting in higher fiscal pressure; institutional fragmentation and interest
conflicts make it even more difficult to universalize pension regimes. A fragmented
pension system also damages social harmony and stability. The French government
has implemented several proposals to reform the pension system since 1993. Yet,
most of these reforms faced resistance of different interest groups for threatening the
interest of a certain class or group. Some reforms even resulted in strikes and riots,
making it even more difficult to restore the structural balance between diverse
managing bodies and the fiscal deficit in the pension system.
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To ensure the sustainable operation of the pension system, the French
government issued the Retirement Reform Act on December 15, 2013. This has been
the fifth retirement reform in 20 years aimed to balance the income and expenditure of
pension schemes and save the retirement system that is unable to sustain in the long
run.
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Increase pension contribution rate. While maintaining the minimum retirement
age of 62, the Act gradually increases basic pension contribution rate of working
employees and employers before 2020: increase the contribution rate by 0.15
percentage points in 2014, 0.3 percentage points in total between 2015 and 2017 with
a 0.05 percentage points increase per year. The contribution rate of salaried
employees will increase from 6.75% at present to 7.05% in 2017 while the employer’s
contribution rate will increase from 8.4% to 8.7%.
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Progressively raise contribution period. From 2020, the legal retirement age will
rise by a quarter every three years. It is estimated that in 2035, a 62-year-old retiree’s
legal working period will be extended from 166 quarters to 172 quarters or 43 years.
This means that an individual who starts working at 22 and has an unremitted
insurance period of 43 years can claim a full pension at the age of 65. To ensure
fairness, the Act introduces special provisions for jobs with tough working conditions,
allowing workers in such conditions to benefit from vocational training, switch jobs
or retire earlier. Maternity leave will be included in insurance period. After 2020, the
French government will gradually align pension insurance period to changes in life
expectancy.
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The latest reform on French pension system will have major impacts on salaried
employees born after 1960. Individuals born after 1961 will have a longer
contribution period, but enjoy less benefits in a shorter benefit period.
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Indirectly reduce benefit. Besides the direct reform measures mentioned above,
the French government has also frozen or adjusted pension benefits and indirectly
reduced retirees’ benefit level
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In exchanges with French government officials, scholars and experts, we had a
deep impression that they are worried about the sustainable development of the
pension system and are active in exploring possible reform directions and methods.
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Fourth, inspiration for China’s pension system reform.

Through this training, we have found that although two countries vary
significantly in economic development, market maturity and social system, China and
France share some inner and common laws in social and economic development. We
can learn from French successful practice and experience in Multi-tiered Design of
Pension System. We also need to pay attention to their mistakes and lessons as soon
as possible so as to avoid repeating them.
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We should accelerate the full coverage of the social security system and
demonstrate social fairness. In the 215 century, developed countries’ social security
reforms mainly aim to increase income, reduce expenditure and control rapid cost
growth. But the principle of a universal pension security system for all remains the
same. To maintain social fairness is still the fundamental value orientation. At present,
China has established a primary multi-tiered social security framework that covers
urban and rural areas. The framework consists of basic protection including social
insurance, social relief, social welfare and philanthropy, supplementary insurance, and
commercial insurance. But the building of a universal social security system for all
still needs time. Social insurance that includes basic old-aged insurance system is the
main body and core of basic social protection. Therefore, the government needs to
improve the basic old-aged insurance to cover all eligible groups of people.
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We should promote the building of a multi-pillared pension system and actively
develop supplementary and commercial pension schemes. Based on the aging of the
population and the lesson of developed countries, many emerging countries preferred
to a multi-tiered social security system in system design or early reform. As early as
in 1972, France stipulated that all employees in the private sector need to join in
supplementary pension schemes. After integrating the first and second pillars,
France’s social security replacement rate can reach to about 75%. Meanwhile, the
French government also takes tax reliefs and other measures to encourage capable
people to join in voluntary pension reserve funds and improve their benefit level. The
average living standard of retirees in France is slightly higher than the average social
living standard. French pension reforms show that building a multi-tiered pension
system is crucial for promoting social harmony and stability and improving people’s
lives. To implement a multi-pillared pension system can let companies, individuals
and social institutions play a bigger role, increase benefit level and promote
sustainable development of the pension system. China’s pension system designed a
multi-pillared blueprint from the beginning. However, the development of China’s
pension system is extremely unbalanced in reality. The basic pension scheme grows
rapidly while the second and the third pillar lag far behind. It is unreasonable.
According to the figures of the National Bureau of Statistics, by the end of 2014, the
nation-wide number of employees participating in supplementary pension schemes
was merely 22.92 million, just 7% of the number of employees in the basic pension
scheme. To a certain degree, people’s over reliance on the basic pension scheme is
due to the weak governmental policy support and lack of incentives to the building
and development of supplementary pension schemes. Therefore, China should
accelerate the building a multi-tiered pension system, letting the market regulation
play a main role in the second and third pillars, acting as a booster for their
development and gradually reducing people’s absolute reliance over the basic pension
scheme. In this way, the government can build a multi-tiered and multi-channel
retirement income safety net for the elders.
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The pension system should fit China’s economic development and pay more
attention to sustainable development. As a basic economic and social system in China,
the pension system must be stable and sustainable in the long run. France has a
universal social security system. All citizens or residents in France can enjoy
relatively higher basic pension, healthcare and living protection. This has made
France a well-known welfare state with high benefit level, but it is also a heavy
financial burden and a big obstacle for French pension system reform. China has
already established a basic pension system including basic old-aged insurance systems
for rural and urban residents and basic old-aged insurance for urban employees. But
China is a developing country with huge population. It is and will be for a long time at
the primary stage of socialism. Our productivity is generally low and unbalanced
among regions. The history of the pension system is short. Therefore, compared to the
pension systems in developed countries, China’s pension benefit level still aims to
protect people’s basic living standard and the replacement rate is relatively lower. As
the aging of population and urbanization accelerate, in order to free national finance
from the restriction of pension benefit, we should clearly define the role of basic
pension system, prudently determine the benefit level and guide people to have a
reasonable expectation of the orientation and benefit level of the pension system.
China should determine a reasonable benefit level for the social security system based
on the income of workers and residents and establish a normal adjustment mechanism
taking a full account of income increase, price fluctuation and other main factors. We
should form a well-planned and well-ruled benefit adjustment mechanism and achieve
a sustainable, orderly and reasonable increase of social security benefit in line with
the economic and social growth.
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We should have an early research and formulate a policy to raise retirement age
in a progressive manner in line with the continued increase of life expectancy. China
has been an aging society since 1999, and the number of the elders is increasing by 10
million every year on average. By the end of 2014, the share of people over 60 and 65
accounted for 15.5% and 10.1% of the whole population respectively. It is estimated



that by 2050, the number of the elders will reach to 487 million and there will be one
senior citizen in every three people. The fact that people turn old without money or
preparation has become a prominent feature in China’s aging society. To deal with the
problems of labor force shortage and the aging population resulting from changes in
demographic and labor force structure, most countries in the world have adopted the
policy to raise retirement age in progressive steps. China’s legal retirement age at
present is 60, a relative low one in the world. Considering the changes in China’s
demographic and employment structure and the demand of a sustainable social
security system, China should plan and adjust employees’ retirement age policy in a
progressive approach as soon as possible and gradually improve the policy on urban
employees’ retirement age.
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We should accelerate the building of a pension management and service
administration system. The French experience in the social security system show that
the pension collection, contribution, investment, operation, management and payment
is a systematic and complex work. To have high efficiency, high quality and low cost,
the management of the pension system needs to mobilize all parties’ enthusiasm and
initiative to involve. The government should strengthen and improve the top-level
macro design, direction and supervision of the social security system. We should
actively mobilize the initiative of social security administrative institutions, clearly
define their responsibilities and obligations, and give them certain decision-making
power within the national institutional framework. Besides, the current infrastructure
of the public employment and social protection service is extremely underdeveloped
and can not meet people’s demand. Therefore, China should make more investment in
this aspect and build as soon as possible the four level infrastructure system of
employment and social security service in province, municipalities, towns and
villages. We need to integrate administrative service, arrange reasonable staff for
administrative institutions in sub-town (city or district) level and accelerate the
building or improve a more efficient and convenient administrative service system.
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We should enhance the building of a pension service information system. The
French pension service has a complete information system. The career information,
contribution situation, contribution record and other important information of every
insured since contributing will be recorded and preserved for five years after the death
of the insured and the insured’s spouse. France has also established a universal social
security service network where different social security regimes can share the basic
information of the insured so as to facilitate the free flow of the insured in different
sectors, departments and regions. With a huge population and immense contribution
information, China have to rely on information system to ensure a correct,
standardized and transparent contribution process. We must unify social security
administration service, specify the administrative procedure and establish a unified
and universal information system for nation-wide social security administration.
Besides, China should promote the “one-stop” registration service and “online social
security” business, strengthen the standardized regulation on the archives of social
security business and encourage administrative institutions to “integrate five social
insurances into one”. We should enhance administrative service capacity at
community level, and establish a fast and convenient administrative system to better
serve the insured.

B g

B P, W, THUB. XK. SR, WRE. B, HEREE.
7. MR MR BRI, S, SRR VE(R. WERS. M. TR
e

Group leader: Ha Zengyou

Other members: Tang Ling, Chang Hao, Wang Yingsi, Liu Shuhua, Luan Sujian,
Chen Jianhua, Jiang Dan, Xia Chengui, Wang Fang, Liu Shuqing, Huang Xiaojun,
Chen Jing, Zhan Gang, Lu Peipei, Xu Wei, PuXiaoyun, Yang Shu, Wang Xinyi, Lu
Cuiping



