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The Challenges and Market Opportunities of
Ageing in China

Manulife

Section 1 — Executive Summary

China has historically focused most of its retirement planning on public pensions.
Faced with an ageing population and longer lifespans, the demand on government
funding for retirement is increasing. By 2050, China will have almost 500 million
retirees and a retirement gap of US$140 trillion. China’s 14" Five Year Plan - the
blueprint for China’s development in the next five years - will transition China to
a high income, modern economy with a focus on the “broader well-being of the

population”.

China must act now to help prepare its citizens for retirement by significantly
expanding retirement funding through workplace pensions and personal
retirement savings and by encouraging healthy lifestyles. In this paper, Manulife

outlines an opportunity for China to prepare for the future by:

e Raising the retirement age
¢ Incentivizing companies to create or expand workplace pension plans, and
e Partnering with financial institutions and leveraging their digital focus to:
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o Expand availability of retirement savings products and expertise
o Expand education around retirement financial literacy and healthy
living, and

o Incentivize healthy long-term financial choices and healthy living.

Section 2 — Financial Challenges and Funding the Retirement Gap

2.1 Lack of preparedness for retirement

Currently, many people in China believe they will reach retirement age without
the necessary capital to fund their retirement. A survey by the Society of
Actuaries discovered that almost six in 10 Chinese citizens do not believe they

will have sufficient savings to last until the end of their retirement.*°

They are not alone. By 2050, the proportion of the world's population over age 60
will reach 22%, or 2 billion people.’! However, China is facing a dramatic shift in
demographics; by 2050, over 35% of the population will be age 60 or older,

translating to more than 475 million people in retirement.*?

30 Finnie, Lauren (n.d.). The Future of Retirement in China. Society of Actuaries. Retrieved
from http://www3.weforum.org/docs/WEF White Paper We Will Live to 100.pdf

31 World Health Organization (2018, February 5). Ageing and Health. Retrieved from
https://www.who.int/news-room/fact-sheets/detail/ageing-and-health

32 United Nations (2017). World Population Ageing. Retrieved from
https://www.un.org/en/development/desa/population/publications/pdf/ageing/WPA20
17 Highlights.pdf
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Internationally, the number of working-age people contributing to pension
programs is declining, making it difficult to support the larger payouts required by
the ageing population through unfunded, pay-as-you-go retirement systems.
According to the World Economic Forum, the combined retirement savings gap in
Australia, Canada, China, India, Japan, Netherlands, the UK and the US was
US$70 trillion in 2015. This is projected to grow to US$400 trillion by 2050.
China alone faced a gap of US$11 trillion in 2015, which is expected to increase

to US$140 trillion by 2050.3

33 World Economic Forum (2017, May). We’ll Live to 100 — How Can We Afford it?
Retrieved from
http://www3.weforum.org/docs/WEF White Paper We Will Live to 100.pdf
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While the statistics on ageing and retirement gap are significant enough on their
own, concern over adequacy of income for retirement is also driven by current
income replacement ratios. The income replacement ratio is defined as the ratio of
the pension one receives upon retirement to the income received before
retirement. In China, the average income replacement ratio has declined to less
than 50%,* which is below the Organization for Economic Co-Operation and

Development (OECD) average replacement ratio. 3

Culturally, China is a country of savers. It has one of the highest savings rates in

the world — 46% of GDP in 2017 compared to the global average of only 20%.

34 Zhao, Qing and Haijie Mi (2019, March 7) Evaluation on the Sustainability of Urban
Public Pension System in China. Sustainability 11, no. 5: 1418. Retrieved from
https://doi.org/10.3390/su11051418

35 OECD (2018). Net Pension Replacement Rates. Retrieved from
https://data.oecd.org/pension/net-pension-replacement-rates.htm
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However, the savings are generally kept in cash or money markets, as opposed to
higher-yielding investments.’® While many Chinese families may believe this is
the safest option, it in fact limits opportunities for long term growth net of

inflation that could better prepare them for retirement.

2.2 China’s current approach to retirement

The retirement age in China is among the lowest in the world, with men retiring at
age 60 and women retiring at the age of 55 from white-collar positions or at age
50 from blue-collar positions. This is well below the 2018 average age of exit
from the labour market in OECD countries of over age 65 for men and almost age
64 for women. In February 2021, the Ministry of Human Resources and Social
Security announced plans to solicit opinions on delaying retirement, recognizing
that as life expectancies continue to increase and the funds required to support

longer retirement grow to match, China is facing challenges.

In 1991, China began addressing its retirement needs using a three-pillar pension

system that heavily relies on Pillar 1.

36 Zhang, Longmei, Ray Brooks, Ding Ding, Haiyan Ding, Hui He, Jing Lu, and Rui Mano
(2018, December). IMF Working Paper: China’s High Savings: Drivers, Prospects, and
Policies. International Monetary Fund. Retrieved from
https://www.imf.org/en/Publications/WP/Issues/2018/12/11/Chinas-High-Savings-
Drivers-Prospects-and-Policies-46437

24



1. Pillar 1, a state-endorsed public pension, accounted for 77% of the total

retirement assets in China in 2018, compared to only 10% in the United

States.?’

2018 Retirement Assets
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2. Pillar 2 consists of workplace pensions, to which employees and

employers both contribute. However, they have yet to be universally

adopted. There are two types:
e Occupational annuities for civil servants that are mandatory;

e Enterprise annuities are voluntary defined-contribution plans, mainly

offered by profitable state-owned enterprises. They are managed in

37 Keyong, Dong and Wang Zhenzhen (2021, February 6). “Research of Retirement

Finance Education” (J. Kung, Trans.). Research Report Summary Meeting, Forum on
China’s Pension Finance. Online.

https://mp.weixin.qg.com/s/FNHs7EOx3HfGPXd4pEiCzA
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accordance with market principles, with tax assistance®® for

enterprises setting them up.

Pillar 2 is intended to provide supplemental pension benefits to workers
without imposing a financial burden on the government. Pillar 2 also
benefits enterprises by providing them a competitive advantage in hiring
qualified employees and it benefits China’s capital markets by providing a
pool of long-term capital. Ultimately, a well-developed Pillar 2 would

benefit government, workers, enterprises and capital markets.

One example of extensive use of mandatory employer pension plans to
broaden retirement savings is the creation of the Mandatory Provident
Fund (MPF) System in the Hong Kong Special Administrative Region
(SAR) in 2000. The MPF System is a mandatory, privately managed,
fully funded contribution system. Before the creation of the MPF System
in Hong Kong SAR, only one-third of Hong Kong’s workforce had
retirement protection. Twenty years later, over 85% of Hong Kong’s total
employed population was covered under either an MPF scheme or other
plan, with the total assets of the MPF System reaching more than HKD 1

trillion. Voluntary employee contributions to the MPF are encouraged and

38 1, Jinyan (2005). Enterprise Annuities and Tax Policy in China: Engaged, But Not Yet
Married. Bulletin for International Taxation 59.12: 527-533
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have grown from HKD 2.1 billion in 2003 to HKD 12.9 billion in 2019

when they accounted for 17% of total MPF contributions per year.>
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3. Pillar 3, personal pensions or individual retirement savings, is still at a

nascent stage with no unified definition or scope.

3% Mandatory Provident Fund Scheme Authority (n.d.). 20 Years at a Glance. Retrieved
from https://minisite.mpfa.org.hk/mpf20/en/dialogue.html
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A rapidly ageing population, in combination with the underutilization of Pillars 2
and 3 of China’s pension system, has resulted in a growing retirement savings
gap. Without action, China will ultimately be unable to meet the demands on
government funding for retirement needs. Additionally, the government’s current
dominant role in retirement funding will interfere with funding other key
government priorities identified in China’s 14" Five Year Plan. Taking action
now will preserve crucial funding for education, and research, as well as the
development necessary to meet government goals related to the environment,

innovation and technological self-reliance.

2.3 Financial institutions are uniquely positioned to support retirement needs
in China

The need for personal retirement savings

With Pillar 1 still accounting for 77% of retirement assets, untapped opportunities
for personal pension savings remain in Pillar 2 and Pillar 3. Financial institutions
can help maximize these opportunities. In other countries, financial institutions

play an important role in supporting personal savings for retirement. The room for
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growth in China is evident in Towers Watson’s 2019 estimated pension assets by
country*’:
2019 Estimated Pension Assets

China 1 223 (USD billions)
Canada mmmm 1,924

Australia s 2,077
Japan s 3,386
US | 29,1 9¢

There is growing recognition in China of the need to expand personal savings for
retirement, particularly among younger age groups. According to a recent survey,
27% of millennials expect to rely on their own savings for retirement income,
compared with only 12% of people in older generations.*! As the population in
China continues to age, increased pressure will be placed on the state-endorsed
pension plan, which will need to support more citizens than those who are
contributing. Foreign financial institutions are uniquely prepared to support Pillar
3 of the country’s retirement system. Manulife, for example, has been offering

pension products since 1895 and now offers pension and savings products in

40 Willis Towers Watson (n.d.) Global Pension Assets Study — 2020. Thinking Ahead
Institute. Retrieved from https://www.thinkingaheadinstitute.org/research-
papers/global-pension-assets-study-2020/

1 Cheng, Ren (2019, September 19). China’s Third Pillar Pension Challenge. Fidelity
International. Retrieved from

https://www.fidelityinternational.com/editorial/article/chinas-thirdpillar-pension-
challenge-08ff76-en5/
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many jurisdictions to help increase retirement security. Financial institutions that
have been facilitating the development of employment and personal pension plans
globally for many years can support China with expertise in asset management,

plan design, and product innovation to help people live better lives in retirement.
The need for education

Beyond the actual management and design of financial products for the Chinese
consumer, foreign financial institutions can also help to enhance the population’s
education about and understanding of financial-related retirement issues. Though
China has high OECD rankings for financial literacy - thanks to a focus on the
subject in schools - objectively measured retirement financial literacy levels still
remain low. According to the Manulife sponsored China Ageing Finance Forum
(CAFF50) surveys, individuals showed overconfidence in their retirement
financial literacy. There is a positive correlation between retirement financial
literacy and retirement savings, making retirement financial education an

important focus.*> Recognizing the importance of retirement financial literacy,

42 Keyong, Dong and Wang Zhenzhen (2021, February 6). “Research of Retirement
Finance Education” (J. Kung, Trans.). Research Report Summary Meeting, Forum on
China’s Pension Finance. Online.
https://mp.weixin.qg.com/s/FNHs7EQx3HfGPXd4pEiCzA
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Manulife has funded research in the area in Asia and has undertaken numerous

digital retirement financial literacy education programs for customers globally.
The need for digitalization and incentivization

Foreign financial institutions like Manulife are prepared to make use of their
digital tools and expertise to reduce the retirement gap and increase retirement
savings in China for the benefit of its people. By increasing educational
opportunities, simplifying processes, and expanding the availability of products to
areas where financial institutions may not otherwise have been located, these
digital tools can become an invaluable part of the retirement gap solution.
According to the World Economic Forum, China has the world’s largest online
population at over 903 million people*, creating an ideal opportunity to leverage
digital tools to expand retirement savings options in the country. Expanding
digital reach is a priority for financial institutions in China, including Manulife,
and this issue has increased in importance as institutions have adapted to the

global COVID-19 pandemic and lockdowns. In the fourth quarter of 2020,

43 World Economic Forum (2020, October 15). How China’s Digital Farmers Can Grow a
Post-COVID-19 Future. Retrieved from
https://www.weforum.org/agenda/2020/10/how-digital-farmers-in-china-can-grow-a-
post-covid-19-future/
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Manulife increased its reach, receiving 58% of new business in Asia and 64% of

Hong Kong Mandatory Provident Fund sales electronically.**

With retirement needs in mind, digital products have been designed to incentivize
savings and help people avoid the psychological tendency to prioritize current
spending over future needs, which contributes to under-preparation for retirement.
For example, in Canada, Manulife offers a banking package that waives fees when
customers reach specific monthly savings goals. Products such as these leverage
both behavioural psychology and technology for the benefit of customers

globally. Clearly, digital platforms will become increasingly important for
efficiency, outreach, education and more, as China continues its journey with

innovative, solution-oriented technology.

Recommendations to Address Financial Challenges and Funding the Retirement

Gap:
7. Increase the retirement age in China, because it has not changed in more

than 40 years, despite longer lifespans. To encourage broader acceptance

4 Manulife (2021, Febraury 11). Fourth Quarter and Full Year 2020 Financial &
Operating Results. Retrieved from
https://www.manulife.com/content/dam/corporate/investors/MFC QRS 2020 Q4 EN.
pdf
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of an older retirement age, the increase could be implemented slowly and

initially could be accompanied by incentives to encourage later retirement.

Further develop Pillar 2 and Pillar 3 to reduce China’s reliance on Pillar 1.
This includes formalizing Pillar 3 retirement savings to move beyond the
pilot initiated in 2018 in Shanghai, Suzhou Industrial Park and Fujian

province.

Expanding these retirement pillars provides economic benefits:

e Itincreases the size and scale of capital markets, improving self-
funding and reducing reliance on foreign direct investment.

e Larger capital markets provide higher paying jobs in asset
management and create employment growth and tax revenue through a
more significant financial services sector.

e The retirement funding created is longer term capital, which helps
avoid “hot money” flows, the flow of capital from one country to
another to earn a short-term profit on interest rate or exchange rate
differences, into speculative assets and boom and bust cycles. This

creates a more sustainable market.
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9. Continue to develop the tax incentives announced in February 2021 to
increase savings through Pillar 3 personal pension plans designed for long-
term savings. This would include:

c) Encouraging people to save via regular contributions.
d) Including both insurance and mutual fund products designed to be
used for target risk and target date funds, rather than short term

guaranteed return products.

Though tax incentives may reduce immediate government tax revenue,
these reductions will be more than offset by increased reliance on personal
retirement savings, reducing demand for government funding and support
in retirement. Additionally, tax incentives do not eliminate ultimate tax
responsibilities of individuals, but rather delay taxation timing from the
period of savings accumulation to the period of savings use. Finally, by
incentivizing long-term savings by individuals, the government will be

creating available long-term funds for the capital markets.

10. Encourage more companies to set up occupational or enterprise annuity
plans. For voluntary enterprise annuity plans, employees should be
automatically enrolled into retirement savings plans and have the option to

opt out. According to one statistic, only 23.5 million people in China had
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an enterprise annuity plan as of September 2018, leaving substantial

room for development.

11. Improve portability between Pillar 2 and Pillar 3 to help grow the entire
pension ecosystem. As long as there are concerns over portability of
accrued benefits or perceptions that there are administrative hurdles
associated with transferring accrued benefits, individuals may hesitate to

invest in voluntary plans, reducing their savings for retirement.

12. Facilitate the use of technology to encourage saving and strengthen
financial literacy. CAFF50 Retirement Financial Education Research
found that two of the top three preferred education media sources for

survey respondents were internet and mobile phone applications.*®

Section 3 — Health Challenges

4 Appell, Douglas (2019, January 21). Optimism Abounds on China’s New Savings Pillar.
Pensions & Investments. Retrieved from
https://www.pionline.com/article/20190121/PRINT/190129994/optimism-abounds-on-
china-s-new-savings-pillar

46 Keyong, Dong and Wang Zhenzhen (2021, February 6). “Research of Retirement
Finance Education” (J. Kung, Trans.). Research Report Summary Meeting, Forum on
China’s Pension Finance. Online.
https://mp.weixin.gg.com/s/FNHs7EOx3HfGPXd4pEiCzA
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3.1 An ageing population experiences more health conditions, increasing

healthcare costs

In addition to the increasing retirement gap, China is facing a rise in

healthcare costs associated with an ageing population. As combined male and
female life expectancy rises, from 71.4 in 2000 to 76.7 as of 2018%7, so too is the
rate of noncommunicable diseases. It is estimated that chronic non-communicable

disease prevalence will increase in China by at least 40% by 2030.43

All of this is estimated to increase the total cost of caring for China’s elderly
population from RMB 538 billion in 2020 to RMB 8531 billion in

2050.% Cardiovascular and cerebrovascular diseases, cancers, chronic respiratory

47 The World Bank (n.d.). Life Expectancy at Birth, Total (Years) - China. Retrieved from
https://data.worldbank.org/indicator/SP.DYN.LEQO.IN?locations=CN

8 World Health Organization (2015). China Country Assessment Report on Ageing and
Health. Retrieved from
https://apps.who.int/iris/bitstream/handle/10665/194271/9789241509312 eng.pdf?se
quence=1

49 Zhang, Longmei, Ray Brooks, Ding Ding, Haiyan Ding, Hui He, Jing Lu, and Rui Mano
(2018, December). IMF Working Paper: China’s High Savings: Drivers, Prospects, and
Policies. International Monetary Fund. Retrieved from
https://www.imf.org/en/Publications/WP/Issues/2018/12/11/Chinas-High-Savings-
Drivers-Prospects-and-Policies-46437

36



diseases, diabetes and other conditions occupy more than 70% of the financial

burden induced by disease in China.>°

Cost of Caring for China’s Elderly
Population (RMB billions)

2020 2050

3.2 Financial institutions and insurance support preventative efforts to

improve health and retirement in China

As China ages and the rate of non-communicable diseases rises, treatment must be
partnered with disease prevention. Focusing on prevention has the dual benefit of
helping the people of China enjoy healthy retirements while also reallocating

necessary resources from future healthcare costs to investments in other key

50 The State Council, The People’s Republic of China (2019, July 15). State Council
Measures to Enhance People’s Fitness, Health. Retrieved from
http://english.www.gov.cn/policies/latestreleases/201907/15/content WS5d2c6f8fced
05cbd94d67a02.html
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government priorities such as retirement, education, research and development,

environmental protection, and other areas of economic growth.

Healthy China 2030 was announced in 2016, recognizing that public health is a
precondition for all future economic and social development. Consistent with
efforts globally, this plan focuses on the promotion of disease prevention, which
represents a strategic shift away from treatment. A large component of disease
prevention is healthy lifestyle and habits. According to the World Health
Organization (WHO), 80% of risk factors for premature heart disease, stroke and

diabetes can be prevented.!

Financial institutions can play an integral role in accelerating the digitalization
and commercialization of health management services, disease prevention and
healthy lifestyle education. Insurance is aligned with the movement to shift
global healthcare from treatment to prevention and there is a growing trend for
insurers to partner with customers in the interest of their long-term health, often
through behavioural insurance. Manulife is a leader in this area, creating
behavioural insurance programs such as Manulife Vitality and ManulifeMOVE.
Manulife also partners with digital health platforms to provide customers with

access to high quality online medical resources in China and to further enrich a

1 World Health Organization (n.d.). Noncommunicable Diseases. Retrieved from
https://www.who.int/data/gho/data/themes/noncommunicable-diseases
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health ecosystem that focuses on improving customer health, including Haodf, a

doctor-patient service platform in China.>?

A long, physically healthy life is naturally beneficial for the people of China and
for life insurers, but it is also a large benefit for the economy and government
agencies needing to fund growth. For example, a study by the Conference Board
of Canada showed that making 10% of Canadians less sedentary by 2020 would
increase national GDP by $1.6 billion and reduce healthcare costs by $2.6 billion,

freeing up resources.>

3.3 Behavioural insurance is proven to help people live longer, healthier lives

Behavioural insurance programs could supplement China’s Healthy China 2030
program to improve long-term health and reduce the cost burden of treating
healthcare conditions whose prevalence is increasing. For example, fewer than
14% of the 270 million people in China with hypertension have their condition

controlled, and 114 million people in China were recently estimated to have

52 Manulife (2019, September 24). Manulife-Sinochem Partners with Haodf to Bring
Better Healthcare Solutions to China. Retrieved from
https://www.manulife.com/en/news/manulife-sinochem-partners-with-haodf-to-bring-
better-healthcare-solutions-to-china.html

53 Bounajm, Fares, Thy Dinh, and Louis Theriault (2014, October 24). Moving Ahead: The
Economic Impact of Reducing Physical Inactivity and Sedentary Behaviour. The
Conference Board of Canada. Retrieved from https://www.conferenceboard.ca/e-
library/abstract.aspx?did=6436
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diabetes, an increase from less than 1% of the population in 1980 to over 10%

today.>*

Lifestyle changes are difficult to implement and maintain, but behavioural life
insurance can incentivize people to follow a path of consistent, healthy lifestyle
choices. Programs like Manulife Vitality in North America and ManulifeMOVE
in Asia begin by analyzing a user’s overall health, tracking everyday activities and
creating a goal-oriented program to encourage and inspire healthier choices. The
programs offer simple tips and access to convenient easy-to-use tools such as
wearable devices to help track activities and tie goal achievement to lower

insurance premiums, further incentivizing healthy lifestyle choices.

Small changes in behaviour over time can lead to significant positive outcomes. In
one year with Manulife Vitality, Manulife’s behavioural insurance offering in
Canada, 32% of Manulife Vitality members were able to improve their blood
pressure and 35% were able to improve their glucose level to healthy ranges.
Similarly, ManulifeMOVE customers across Asia are using their ManulifeMOVE
Health Score to better understand their health and drive healthy choices, allowing

36% to make changes to improve their Health Score within the first year.

> World Health Organization (n.d.). Hypertension in China. Retrieved from
https://www.who.int/china/health-topics/hypertension.
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By encouraging healthier lifestyles to prevent future health issues, behavioural
insurance also helps reduce healthcare costs, potentially freeing up funding for
other key government priorities. For example, Vitality, Manulife’s behavioural
insurance partner, has found that its incentive-based solution can lead to a 40%
reduction in hospital admission costs, a 14% reduction in costs per patient and a

25% reduction in hospital stays.>?

Not only will these efforts help reduce healthcare costs in

China, they can improve the lives of its retired population. There is an opportunity
to increase China’s healthy life expectancy—the number of years that a person is
expected to live without an activity limitation—from 68.5°¢ in 2019 to closer to
China’s actual life expectancy of 77.4%7, a dramatic improvement in wellbeing for

the people of China.

Recommendations to Address Health Challenges:

55 E10 (2018, April 9). Vitality: A data-driven approach to better health. Harvard Business
School. Retrieved from https://digital.hbs.edu/platform-digit/submission/vitality-a-data-
driven-approach-to-better-health/#

6 World Health Organization (2020, December 4). Healthy Life Expectancy (HALE) Data
by Country. Retrieved from https://apps.who.int/gho/data/node.main.HALE?lang=en

>” World Health Organization (n.d.). Life Expectancy at Birth (Years). Retrieved from
https://www.who.int/data/gho/data/indicators/indicator-details/GHO/life-expectancy-

at-birth-(years)
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3. Focus on preventive healthcare by aligning private sector initiatives that
promote health and disease prevention, such as behavioural insurance,

with government programs such as Healthy China 2030.

4. Expand public education campaigns addressing major chronic non-
communicable diseases and their behavioural risks, such as smoking.
China has begun implementing non-price tobacco control measures from
the WHO MPOWER program, a policy package intended to assist in the
country-level implementation of effective interventions to reduce the
demand for tobacco, including health warnings and mass media
campaigns.’® The government should continue implementing and
expanding these programs to achieve maximum benefits. Utilizing
behavioural insurance tools can amplify the impact of Healthy China 2030

programs, including anti-smoking campaigns.

Section 4 - Conclusion

China has an ageing population and is facing a significant retirement savings gap
that must be addressed. Tackling these issues today is critical to ensuring China

can fund key priorities in its 14" Five Year Plan. By acting now, China will

8 Goodchild, Mark and Rong Zheng (2019, June 20). Tobacco Control and Healthy China
2030. Tobacco Control 2019; 28: 409-413.
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improve the lives its retirees, providing greater social stability and happiness

through stable retirement income while avoiding issues of retirement poverty.

Financial institutions are well positioned to help, through education, retirement
and behavioural insurance product offerings and expertise. Leveraging digital
financial services offered by financial institutions can improve access and uptake
of savings programs, including in previously hard to service areas. Behavioural
insurance offered by financial institutions can encourage healthy lifestyles,
improving the lives of Chinese citizens in retirement as well as decreasing
healthcare costs and freeing up resources for retirement needs and economic

growth.
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