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GUANGZHOU, China, May 3 (Reuters) - Yi Hongshen, a government official charged with 
the welfare of 78 million people in Guangdong, China's richest province, has a laundry list 
of problems.

"Unemployment, healthcare, pensions. If I had to put them in order of importance, I'd say 
the biggest difficulty we face at the moment is unemployment," said Yi, vice director of the 
Guangdong Labour and Social Security Bureau.

Yi, like China's leaders, is concerned with solving a labour glut as bloated state firms shed 
jobs, but looking after workers in old age could prove a greater challenge.

The country's "iron rice bowl" welfare system that once provided cradle-to-grave social 
protection has crumbled, replaced by a piecemeal system that has many shortcomings and 
could leave millions of people destitute in old age, experts say.

The system's shortcomings include poor investment returns, high contribution rates that 
discourage participation from private firms, early retirement ages and scant coverage of a 
vast rural population.

"From a longer-term perspective...I believe providing for people in old age will become a 
bigger pressure," a soft-spoken Yi said from his spartan office near Guangzhou's railway 
station.

Surging numbers of elderly and declining fertility rates, exacerbated by the country's 
one-child policy, heighten the difficulties.

"If China fails to prepare for the ageing of its population, it could face a crisis of immense 
proportions later in the century," the Center for Strategic and International Studies said in 
an April report entitled "The Greying of the Middle Kingdom".

Many are poorly prepared.

"I'll rely on my children when I get old; I don't have any kind of pension," said a 
middle-aged taxi driver surnamed Chen, who has two teenage daughters.

A migrant worker who came to the booming southern metropolis of Guangzhou from the 
poorer neighbouring province of Hunan, Chen said he also has no medical insurance.

In 2004, people aged over 60 made up just 11 percent of China's population but by 2040 
that proportion will rise to 28 percent, according to the United Nations, a larger share of 
older folk than it projects for the United States.

LOW RETURN

Guangdong, at the heart of China's export juggernaut and a magnet for much foreign 
investment, is seen by many as better able to weather any crisis.
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Problems are starker in the northeastern rust-belt provinces such as Liaoning, where the 
break-up of state-owned enterprises has sparked mass protests.

A US$16 billion national welfare fund set up in 2000 to help manage the under-funded 
system has invested in domestic stocks and is expected to enter overseas markets like 
Hong Kong before long, providing a much-needed boost.

But Guangdong's 67 billion yuan (US$8.1 billion) pension fund can only be invested in 
low-return bank deposits and government treasury bonds, barely enough to keep pace with
inflation.

"We're under pressure to get a better return. Very soon we will send a report to the central 
government," said Yi. "But they are likely to be cautious in this regard."

In the early 1990s, after Beijing allowed provincial funds to diversify their investments, 
billions of yuan went missing, blown on poor investments and skimmed by corrupt officials.

Although 17 billion yuan was recovered, two billion yuan is still missing and half of that 
amount is from Guangdong province.

MIGRANTS, FARMERS MISS OUT

Guangdong has a two-tier pension system covering workers registered at state-owned and 
private firms. It consists of personal retirement accounts and a pay-as-you-go system that 
funds a basic pension equal to 20 percent of an average salary.

Yi said the scheme covers over 90 percent of its 12 million registered workers, with annual 
payments of 43 billion yuan covering pensions worth 37 million yuan.

"The salary of migrant workers is often very low, so it's difficult for them to pay and it's 
very difficult to persuade them to take part in the social welfare system," said Yi.

Pensions have always been rare in rural China, where 80 percent of the population lives, 
but a trial scheme has started in the northern Chinese province of Shandong.

"We have to find a way to include these people," Yi said.
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