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Topics   China’s changing population structure and social security 
system 

 
China’s social security system is failing to cope as the country’s population structure becomes more 

aged  and urbanized.  Having left its days as a low-income country behind, China needs urgently to 
switch to a growth model based on the ‘quality’ of its labor force, through reform of the social 
security system.    

 
■ Increased aging and urbanization of society 

China’s population will undergo two structural 
changes in the coming years.  One of these is the aging 
of the population.  China’s population is aging much 
faster than most, due to the impact of the one-child 
policy.  According to UN estimates, the percentage of 
the population aged 60 or over in industrialized 
countries will rise from 11.7% in 1950 to 32.4% by 
2050.  This rise of approximately 20 percentage points 
will have taken 100 years, but China will go through the 
process in 50 years, starting from 2000.  Another 
characteristic of China’s population structure is that, by 
around 2020, the ‘aging of the aged’ will advance 
rapidly so that the percentage of the population aged 75 
or over and possibly requiring care will grow, similar to 
the population structures of the industrialized nations. 

Another structural change is the gradual urbanization 
of the population.  China’s policies of reform and 
opening markets have resulted in rapid growth in city 
populations.  Between 1982 and 2000, the rural population remained more or less unchanged, growing 
from 800 million to only 810 million, while the urban population more than doubled, growing from 210 
million to 460 million over the same period.  However, the population distribution for cities with 
100,000 citizens or more shows that the urban population growth is happening in small to medium sized 
cities across the country, rather than concentrations in a few specific cities.  It needs to be understood 
that, in the past, population migration was restricted by peculiarly Chinese conditions, such as 1) 
restrictions on unauthorized migration through the household registration system, 2) protective policies 
adopted by local governments, ignoring the merits of intensification, and 3) the startling development of 
the township-village enterprises in the early ‘90s.   
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However, over the mid to long term future, it is expected that there will be population concentrations in 
some large cities, due to 1) increased pliancy in the household registration system (steps are already 
underway to merge urban and rural household registration in Shandong, Liaoning, Fujian and other 
provinces) and 2) the fact that the protective restrictions of rural governments have had to be abandoned 
after WTO accession and 3) that the township-village enterprises will find it more and more difficult to be 
creators of employment, as they did in the past, without the strong involvement of local, rural 
governments, on which they used to rely.   
■ Social security system failing to spread sufficiently 

There can be no doubt that economic expansion will bring with it a gradual erosion of the functionality 
of mutual aid mechanisms that are supported by shared sets of traditional values and blood-relation 
networks.  These two changes in the population structure will inevitably cause the populace to focus 
their attention on issues such as ‘how are we to support ourselves in our old age?’ and ‘how can urban 
laborers achieve stable living conditions’.  The degree to which these issues can be addressed will 
determine whether the aims of the Eleventh Five Year Plan (2006 to 2010) (“building a moderately 
prosperous society across the country”) can be achieved.  The key will be how widely social security 
provisions such as pensions, medical treatment and unemployment benefits can be expanded and made 
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stable.   
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When the number of insurance subscribers is compared against the 
numbers of employed workers, urban workers and ‘zhigong’ (public 
officials, and employees of the formal sector, such as state-run 
enterprises, collective-owned enterprises and foreign companies, etc.), 
common characteristics can be observed.  From the latter half of the 
‘90s, while efforts were made to expand the number of ‘zhigong’ 
insurance subscribers, the ‘nongmingong’ (migrant laborers) and 
others in the informal sector were largely excluded.  Viewed from 
an urban worker basis, it is clear that insurance subscription rates in 
any case are around 40%.  Unemployment insurance spread among 
the zhigong at a comparatively early stage, but appears to have 
peaked and made little gains since.  There is no guarantee that the 
same thing will not happen with pensions and medical insurance, and 
the future cannot be said to be an optimistic one.   

Efforts are being made to popularize pension and medical 
insurance systems that are different from the cities among 
agricultural communities and, when these are added, subscription 
rates viewed on a working population basis rise, as per the illustration 
at right.  However, medical insurance subscribers accounted for 
only 11.0% (2004) and 23.5% (2005) of the agricultural population, 
and the diffusion rate is still low.  Further, insurance in the 
agricultural communities is different from that which is available in 
the cities, and subscription is still voluntary, so there are the problems 
of inverse order selection, where only those at the highest risk 
subscribe to insurance, and of how much insurance subscription can 
spread in the poorest regions.  
■ China as a middle-income country 

In addition to diffusion, there is also the issue of the stability of 
insurance funds.  Government social security spending, including 
social welfare, grew from RMB77.5 billion (7.2% of fiscal 
expenditure) in 1998 to RMB344 billion (12.5%) in 2004.  The 
23.7% growth in pensions is far above the 14.4% growth in fiscal 
spending overall.  Pension expenditure is the biggest factor behind 
the expansion in the fiscal deficit  Pension related expenditure grew 
from RMB30.4 billion to RMB173.5 billion over the same period, an 
average annual growth of 28.2%.  On paper, the zhigong old age 
pension fund appears to be maintaining a surplus, but the fact is that it could not continue to exist without 
government subsidies and will be forced either to lower rates of payment or to raise the ages at which 
pensions are payable.  It is expected that the same problems will eventually spread to medical insurance.   
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While the limitations of the current social security system are becoming obvious, there is no clear 
prescription as to how to overcome the problems.  This is because they are connected to issues that 
cannot easily be resolved, such as financial sustainability and decentralization.  The most practical 
choice for the time being would appear to be to involve informal sector workers in the social security 
system, in an attempt to spread the same kind of system as exists in urban areas.  This would go some 
way towards easing the issue of surplus population in agricultural communities and would increase 
agricultural productivity.  It would mean the loss of cheap labor as a source of competitive strength, but 
this should not be feared.  Having graduated from being a low-income country, China is now moving 
from the stage of pursuing national growth to one of realizing ‘individual prosperity’.  Reforms of the 
social security system need to be carried out not only from the perspective of responding to changes in the 
population structure, but also from the perspective of the country’s change to a growth model based now 
on the ‘quality’ of its labor force, rather than its ‘cheapness’.   

           (Yuji Miura) 
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Thailand   Investment risk heightens amidst deep rooted 
expectations 

 
■ Thailand’s reputation still good   

In the Report on Japanese 
Manufacturers' Overseas Business 
Operations, released by the Japan 
Bank for International Cooperation 
(JBIC) in November, 2006, 
Thailand ranked fourth as a 
promising place to do business, in 
the mid-term (see table below).  
Despite having been overtaken by 
India and Vietnam in recent years, 
Thailand still has a good reputation 
compared with other ASEAN 
countries.  In the period January 
to November, 2006, of BOI (Board 
of Investment) approved investments, Japan’s share was Bt81.2 billion (297 investment cases), 
accounting for 37.6% of the total and maintaining Japan’s place as Thailand’s top investor nation.   

（No.） （％） （No.） （％） （No.） （％） （No.） （％）

1 China 372 77 China 397 82 China 453 91 China 456 93

2 India 229 47 India 174 36 Thailand 153 30 Thailand 143 29

3 Vietnam 159 33 Thailand 149 31 India 117 24 U.S. 106 22

4 Thailand 142 29 Vietnam 131 27 Vietnam 110 22 Vietnam 88 18

5 U.S. 104 21 U.S. 96 20 U.S. 100 20 India 70 14

6 Russia 98 20 Russia 62 13 Russia 49 10 Indonesia 63 13

7 Brazil 45 9 Korea 52 11 Indonesia 48 10 Korea 44 9

8 Korea 44 9 Indonesia 45 9 Korea 44 9 Taiwan 35 7

9 Indonesia 39 8 Brazil 36 7 Taiwan 41 8 Malaysia 31 6

10 Taiwan 27 6 Taiwan 32 7 Malaysia 28 6 Russia 25 5

Source： JBIC Survey Report On Overseas Business Operations by Japanese Manufacturing Companies

＜Changes for promising countries/ regions over the medium term＞
(Unit：No.,％）

FY2006 survey FY2005 survey FY2004 survey FY2003 survey

The main reasons given for seeing Thailand as a promising place to do business were, first, cheap labor 
force (45.9%), second, the growth potential of local markets (42.1%), and, third, suppliers for assembly 
manufacturers (36.8%).  This indicates a shift from Thailand’s erstwhile role as a production center to a 
more diverse role as a target for investment to secure markets and for investment in the international 
distribution of labor.  On the other hand, the problems cited in developing business were first, fierce 
competition with other companies (46.7%), second, difficulties in securing management class personnel, 
and, third, rising labor costs (41.1%).   

 
The new issue of political instability ■ 

In the past, few companies have cited instability in the political or social situation as an issue.  In fact, 
43.4% of companies surveyed in 2005 quoted stability in those respects as a reason for seeing Thailand as 
a favorable place to do business.  However, that figure fell to 24.8% in 2006, against the backdrop of 
recent political instability.   
Naturally, the policital society of a country depends upon its culture and history.  Japanese firms reacted 
calmly to last September’s change of government by coup d’état, seeing it as part of Thailand’s particular 
system of government, and unlikely to result in turmoil.  Also, ratings organizations such as Standard & 
Poor’s and Fitch Ratings made Thailand’s rating the subject of a review in the wake of the September 
coup, but decided to rescind this move in October.  
However, December’s introduction by Bank of Thailand of tough new restrictions on foreign currency 
transactions, followed by the relaxing of part of the policy the next day, lacked consistency as a policy, 
and the series of explosions in Bangkok over the New Year period has increased social instability as a 
factor in heightening investment risk.  Against this backdrop, there have been rumors since the 
beginning of the year of another coup d’état.  If power were to change hands yet again as the result of a 
coup, it would be more difficult to gain the understanding of the international community.  Further, such 
a development would likely influence the actions of Japanese firms, sensitive as they are to political 
stability.  The Philippines, despite cheap labor and a high level of education, has been kept at arm’s 
length by investors for many years, mainly because of political instability.  And in Indonesia, where 
political instability increased rapidly in the wake of the currency crisis, Japanese business investments 
have decreased drastically.  From the point of view also of the maintenance of good economic relations 
between Japan and Thailand, it is to be hoped that the Surayud administration will advance quickly with 
the enactment of the new constitution and the installation of a new, elected government.  

                                                           (Keiichiro Oizumi) 
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Philippines Necessary development of domestic bond market 
 
■ Underdeveloped bond market 

The Philippines’ domestic bond market is an immature one, even by the 
standards of neighboring Asian countries.  Though the government has 
been issuing bonds since before the currency crisis, amidst a fiscal deficit, 
the corporate bond market has never really taken off, and government 
bonds account for roughly 95% of issues.  The percentage of Philippine 
government bonds outstanding against GDP was 41.0% at the end of 
March, 2006, the highest in Asia, after Japan.   

One other characteristic is that the percentage of bonds accounted for by 
international bonds (mostly government bonds issued abroad) was a high 
42.7% at the end of March, 2006.  Because of the high total of 
government bond issues, there might appear to be an intention to issue 
them domestically and abroad. However, given foreign investors’ lack of confidence in the country, the 
full development of a domestic bond market is surely an important topic for the Philippines in order to 
ensure the smooth issuance of government bonds.   

（billion pesos）

2000 2005

short term 467 638

long term 434 1,037

　　２ years 104 55

　　３ years 0 107

　　４ years 0 190

　　５ years 117 256

　　７ years 100 170

　１０ years 98 187

　２０ years 10 56

　２５ years 6 15

for individuals 0 232

others 132 228

total 1,034 2,134

Source： Bureau of Treasury

＜Outstanding Value of Government Bonds＞

The government bonds outstanding dropped steeply at the time of the currency crisis, but began to rise 
again after that, doubling between 2000 and 2005.  The government, in addition to lessening the interest 
burden, is also attempting to increase the average time to maturity.  Also, there has been diversification 
in the types of bonds available, with bonds issued to specific investors, and particularly there has been a 
marked increase in the issue of government bonds for individuals.  Banks are eager to buy government 
bonds as secure assets and are estimated to hold around 30% of outstanding government bonds.  Public 
institutions such as the Central Bank and the Development Bank of the Philippines, companies and 
individuals are other important investors.  Among institutional investors, public pension funds 
(Government Insurance System, Social Security System, etc.) and life insurance companies are the main 
holders, and investment trusts and insurance companies other than life insurance companies are small.  

The corporate bond market is very small.  Corporate bond issues require the agreement of at least two 
thirds of the shareholders, so short and long term CP, which can be issued by a decision of the board of 
directors only, are widely used.  Though there has been a gentle increase in the number of CP and 
corporate bonds issued in recent years, the market is still immature in many respects.  For example, 1) 
there is a system for registration with the Securities and Exchange Commission, and for rating, but there 
are many exemptions from the rules, 2) the cost of issuance is high and only a few of the largest 
corporations can afford to issue corporate bonds, 3) the transaction prices of the secondary markets have 
not been established, 4) there is no proper provision of data pertaining to transactions, making market 
monitoring very difficult, and 5) insolvency legislation (Bankruptcy Law, Corporate Rehabilitation Law, 
etc.) is still underdeveloped and fails to offer investors adequate protection.   
 
■ Recent trends and future topics 

It is the job of the Central Bank and the Securities and Exchange Commission to develop the bond 
market.  In 2004, the Securitization Act was passed, as a framework for encouraging securitization.  
And, in March, 2005, the Fixed Income Exchange (FIE) was opened, with responsibility for sales and 
purchases, settlement, registration and custody, etc., and has made noticeable improvements in the 
liquidity of government bonds.  In October of that year, the Asian Development Bank issued 5-year zero 
coupon bonds (2.5 billion pesos), the first peso-denominated bonds issued by an international 
organization.  It is to be hoped that this will lead to the issuing of bonds by other international 
organizations and ordinary corporations.   

In order to encourage the full scale issuance of corporate bonds, it will be necessary to simplify issuing 
procedures, to establish the FIE as a secondary market for corporate bonds, and improve market 
transparency.  Further, the provision of market transaction rules and other regulations and monitoring, 
and the improved competency of ratings organizations, among others, are all important topics.   

 (Satoshi Shimizu) 
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Vietnam  The importance of sustainable economic growth 
 
■ 8.2% economic growth in 2006 

In a parliamentary session at the end of November, 2006, 
the government announced its expectation that real GDP for 
2006 would reach 8.2%, and set the growth rate target for 
2007 at between 8.2 and 8.5%.  WTO (World Trade 
Organization) accession has brought expectations of 
increased exports and foreign direct investments, boosting the 
government’s optimistic view of the future.  At the 
Consultative Group meeting in the following December, 
supporting nations and organizations expressed their support 
for a five year plan that targets Vietnam’s becoming a middle 
income country by 2010, with pledges of aid reaching $4.4 
billion for 2007, $700 million more than the previous year.   

Economic growth since 2000 has been supported by the 
private sector.  The government has succeeded in energizing the private sector by efforts to reduce the 
number of items requiring approval in the registration and operation of companies.  Further, being 
reconsidered as an alternative location to the risk of over-concentration in China has led to increased 
contribution from foreign capital.  As this trend is thought likely to continue for some time, the 
strengthening of growth sustainability has become an important policy issue for the government.  To 
future growth strategies will need to be added the targets of ‘greater volume’, in terms of increased 
investment and employment, and ‘improved quality’, in terms of enhanced competitive strength.   
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■ Sustainable economic growth 

For example, private sector encouragement policies need to 
be able to verify whether corporations have been formed or 
developed in a way that allows them to contribute to national 
competitiveness.  In a census of corporations announced in 
January, 2007, the distribution of businesses by industry sector 
shows that 41.6% of some 110,000 corporations (as of the end 
of 2005) belonged to the trading sector, with 22.3% in the 
manufacturing sector.  This structure is scarcely changed 
from 2000, and there is still a fairly strong tendency to choose 
the trading sector when starting a business.  However, when 
profit/ equity ratios are considered by industry, manufacturing outperforms trading and, from the 
perspective of capital efficiency, new startups in manufacturing are preferred.  Which sector to choose 
when starting a new enterprise is affected by factors such as the entrepreneurs’ experience and the amount 
of capital that they are able to secure, but new enterprises in the manufacturing sector will face higher 
risks in terms of acquiring land, etc., and there is a possibility that (available land) will be restricted even 
further than original levels.  Also, the fact that there was very little change in the capital and number of 
employees per company in the five years up to 2005 indicates that corruption and difficulties in procuring 
capital are still major factors inhibiting the expansion of corporate scale.   
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At the very least, the private sector’s biggest comparative advantage, its cheap labor force, is not being 
fully leveraged and, as such, policies to foster and support the private sector cannot be said to be 
contributing to the improvement of the country’s competitive strength.  The government needs not only 
to encourage new enterprises by measures such as reviewing approved businesses, etc., but also to 
concentrate its energies on developing an environment in which business strategies of a more mid to long 
term perspective can be formulated, by lessening corporate risks through measures such as reforming land 
restrictions and reforming the financial sector.  The New Prime Minister, Dung, is going to be tested in 
terms of whether he can push ahead with reform, rather than being satisfied with the current high 
economic growth rate.  

  (Yuji Miura) 
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China  Automobile sales breach seven million mark in ‘06 
 
■ Automobile sales outstrip those of Japan to take world’s No. 2 spot 

According to the China Association 
of Automobile Manufacturers, sales of 
automobiles in 2006 were up 25.1% on 
the previous year at 7.22 million, 
taking over the world’s No. 2 spot from 
Japan.  Also, the number of vehicles 
produced was up 27.3%, similarly, at 
7.28 million vehicles, beating Germany 
to take the world’s No. 3 spot.   

Over 70% of production is 
accounted for by passenger vehicles, 
for which sales were up 30.0% on the 
previous year, at 5.18 million vehicles, 
and production up 32.8%, similarly, at 
5.23 million vehicles.  Of these, sales 
of ordinary passenger vehicles (sedans) 
were up 36.9% on the previous year, at 
3.83 million vehicles, with MPVs 
(multi-purpose vehicles) and SUVs 
(sports-utility vehicles) up 22.6% and 21.2%, respectively, at 190,000 vehicles and 240,000 vehicles.   

0

100

200

300

400

500

600

1 4 7 10

2004

2005

2006

＜Sales Volume of Autos＞

Source： China Association of Automobile Manufacturers

('000 units)

(Month)

Among the reasons behind the vast expansion in the scale of the passenger vehicle market are the 
government’s efforts (tax cuts, relaxation of inner-city traffic regulations, etc.) to encourage production 
and sales of low exhaust passenger vehicles in order to promote the state strategy of energy conservation, 
fiercer price slashing by finished car manufacturers, and the continued emergence of new models onto the 
market, all of which have sharpened consumer appetites.   

In terms of trends by manufacturers, Shanghai GM’s sales figures were up 27.3% on the previous year 
at 410,000 vehicles, marking the second consecutive year in the top slot.  In second place was the 
German manufacturer Volkswagen (VW), recovering rapidly from a slump in ’05, with the sales figures 
for Shanghai VW and FAW increasing by 40.8% and 45.8%, respectively, compared to the previous year.  
Meanwhile, though Guangzhou Honda remained Japan’s strongest manufacturer, sales growth was a more 
pedestrian 12.7% over the same period.  

In comparison, Toyota’s sales, in combination with those of Guangzhou Toyota and others, are said to 
have been 310,000 vehicles (up 68% on the previous year), and plans are to increase this figure to 
430,000 vehicles in 2007.   

One of the most noteworthy elements of 2006 was the rapid growth of local manufacturers.  These 
companies have been able to expand their market share of mainly 1ℓ or lower low exhaust and low price 
passenger vehicles.  Qirui Qiche (QQ) rose from 7th place in 2005 to 4th place in 2006, while Geely 
rose to 8th place.  As a result, Japanese manufacturers’ share of the total market (around 24% in 2006) 
was overtaken by domestic vehicles, and domestic vehicles’ share of ordinary passenger vehicles rose to 
25.7%.  

 In the future, it can be expected that competition among manufacturers to capture market share will 
become even more intense.   

 
 (Fang Meng) 

 
 


