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Executive Summary

For decades, China has benefited from a “demographic dividend.” Its robust population structure has 
driven a prolonged period of socioeconomic growth. However, as China’s workforce ages and moves 
towards retirement, the country will join many others in facing up to the challenges of supporting an aging 
population.

As early as 2015, China’s working age population will begin to decline. Meanwhile, the so-called “silver” 
segment of people 60 years of age and above will grow rapidly from around 165 million in 2010 to as high as 
nearly 440 million by 2050, accounting for roughly 34 percent of the country’s total population. 

China’s aging dynamics will place major pressures on the country’s social security system. In the pension 
system, the mandatory social insurance scheme’s benefits will not keep pace with the rising cost of living, 
yet the market for voluntary pensions is still underdeveloped. In health care, the system is stymied by 
limited coverage and a lack of adequate resources, particularly regarding long-term care which will become 
increasingly important as the population ages. Finally, demographic shifts have led to a weakening of the 
traditional family support network due to the mass rural-urban migration and the 4-2-1 (four grandparents, 
two parents, one child) family structure.

China’s ability to deal with these challenges will have a significant impact on its prosperity level for decades 
to come. What is more, failure to address the difficulties could have dramatic consequences such as an 
onerous public-deficit burden, a delayed retirement age, and a reduction in retiree benefits. The worst-case 
scenario would be a full-scale rupture of the country’s social security net.

The scope of this problem should not be underestimated. Finding solutions will require a concerted effort 
among the public and private spheres. Indeed, the Chinese government will need to drive meaningful reforms 
of the social security system and corporations will have to take more initiative in providing post-retirement 
services. Consumers, for their part, will need to adopt a longer-term view on savings and investments.

Insurers have a pivotal role to contribute to the development of society, and they must be actively engaged 
with this agenda in order to keep their businesses viable and competitive. This will mean investing time and 
resources to build successful relationships with other stakeholders. Specifically, insurers should focus on the 
following five initiatives:

◊ Drive and support regulatory reform that will foster the development of complementary pension and 
healthcare insurance markets

◊ Collaborate with the social security system

◊ Develop deep consumer insights to enable the development of truly innovative products 

◊ Consider investing in long-term care services 
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◊ Proactively manage for profits and risk (e.g. interest rates, longevity, etc)

China’s aging population poses tremendous challenges to the national social security system, to insurance 
companies, and to individuals. But if managed well, these challenges can be transformed into opportunities. 
Insurers can turn the silver segment into “gold”—meaning new revenue streams and higher profits.

Aging Is a Global Phenomenon

The aging of the world’s population is a megatrend that will shape the global economy and global society 
for decades to come. As more of the population reaches retirement and joins the 60-and-over (“silver”) 
segment, the proportion of people still in the working age population1—those aged 15 to 59 years, a segment 
that reached its peak in 2010—will fall through 2050.2 Indeed, over the next few decades, many countries, 
including BRIC ones like China and Russia, will experience negative growth in the working age segment. (See 
Exhibit 1.) The elderly dependency ratio, which measures the number of retired people for every 100 people 
of working age3, rose from 13.0 in 1950 to 17.7 in 2010. By 2050, it is expected to surpass 37. 4  

1. We use the terminology “working age population” to refer to the population aged 15-59. “Working age population” is different 
from “workforce.” Workforce includes only participating workers of working age but not students, retirees, stay-at-home 
parents and other non-participating segments within the working age range. In the BCG Report Global Aging: How Companies 
Can Adapt to the New Reality, we define the “Silver Segment” as 55 years and over. For purpose of this paper, we define this 
segment as 60 years and over, which is aligned with China’s retirement age for males. (While the retirement age for females is 
55, for simplicity of definition and analysis, we have adopted a uniform cut-off age of 60 for both genders).

2. UN Population Prospects 2010 Revision.
3. In China, the retirement age is 60, compared with 65 in many countries.
4. UN Population Prospects 2010 Revision.

Exhibit 1. Many Countries Will Experience Negative Growth in Working Age Population  

%

Year

0-14

15-59

60+

20502040203020202010200019901980197019601950

Percentage of working age population
starts to shrink in 2010 

Working age population growth slowing 
down or turning negative

Historical Forecast

US

0.4

1.2

UK

0.1
0.3

France

0.1

0.6

Germany

-0.8

0.3

Japan

-0.9

0.7

CAGR (%)
3

2

1

0

-1

India

0.8

2.1

Brazil

0.0

2.5

China

-0.7

1.8

Russia

-0.9

0.7

CAGR (2010-2050) ForecastCAGR (1950-2010)

Developed Countries BRIC Countries

Source: UN Population Prospects 2010 Revision.

100

0

20

40

60

80

APRIL 2012

From Silver to Gold 2



From Silver to Gold �

Underpinning this dramatic demographic shift are two simple facts: people are living longer and having 
fewer children. While the precise reasons for this may vary between countries and societies, they commonly 
include better health care, marrying later in life, the availability of contraception, economic uncertainty, 
higher education levels, and the fact that more women are postponing motherhood to pursue careers. Life 
expectancy and fertility rates in rapidly developing economies (RDEs), including China, are now converging 
to the levels of developed countries. (See Exhibit 2.)

Ultimately, we are witnessing an unprecedented fundamental shift in the global demographic structure. The 
trends in motion represent the development of a new demographic equilibrium that will have social, political, 
and economic ramifications. The effects on companies in all major industries will be substantial along four 
core dimensions on both the supply and the demand sides. 5

◊ Labor. Companies will have to optimize the productivity of an aging workforce and source sufficient new 
talent from a narrowing base of job market entrants. 

◊ Growth. Aging, through lower workforce growth, will have a profound impact on GDP growth. Many 
developed countries will face long-term GDP growth rates of between 1 percent and 2 percent. As long as 

Exhibit 2. In RDEs, Life Expectancy and Fertility Rates Are Converging to Levels of 
Developed Countries

Source: UN Population Prospects 2010 Revision.
Note: Data for Western Europe includes Belgium, France, Germany, Ireland, Italy, Netherlands, Portugal, Spain and UK. Data for North 
America includes Canada and United States. Data for North America and Western Europe are population weighted averages.
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5. See Global Aging: How Companies Can Adapt to the New Reality, BCG report, December 2011.
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many RDEs continue to enjoy a population dividend, their GDP growth will remain strong, and the “two-
speed world” will become even more pronounced. 

◊ Capital. Global aging will affect global capital markets on both the demand side (the level of investment 
required to fund GDP growth) and the supply side (savings rates). Companies, particularly those in 
the financial services industry, should be prepared for fundamental changes in the decades to come, 
including a potentially prolonged period of low real interest rates.

◊ Consumer Needs. Companies will be under increasing pressure to develop products and services to meet 
the specific needs of the silver segment, which will account for substantial consumer-spending growth in 
the coming decades.

China Is Not Immune: The Demographic Dividend Reverses

For decades, China has benefited from a “demographic dividend.” Its robust population structure has driven a 
prolonged period of socioeconomic growth. However, as China’s workforce ages and moves towards retirement, 
the country will join many others in facing up to the challenges of supporting an aging population.

Over the next five years, the growth of China’s workforce, which has long contributed to the expansion of 
the country’s booming economy, will finally slow down and eventually become negative. The working age 
population will peak in size in 2015 and then begin to decline. By 2050, China’s population structure will 
have changed from what was once a triangular pyramid to a more kite-shaped design.6 (See Exhibit 3.)

Indeed, the silver segment is growing fast in China. By 2050, this group will represent more than one-third of 
the country’s total population, an eye-popping 439 million people, a far greater number than even in Japan, 
another nation facing severe demographic shifts.7 (See Exhibit 4.) 

The scale of China’s aging population is much greater than that of other RDEs. The silver segment as a 
percentage of the total population will nearly triple from the current 12 percent to 34 percent by 20508—
a much higher increase than those forecast for other BRIC countries and far exceeding the estimated 
increase in developed countries. It should also be noted that China’s elderly dependency ratio is higher than 
expected based on its economic development relative to other RDEs. In fact, China’s elderly dependency 
ratio of 18.0 in 2010 is higher than that of Brazil and Turkey, countries with more than double of China’s 
GDP per capita.

In China, as elsewhere, the aging population is driven by both lower fertility rates and increased longevity. 
Life expectancy at birth increased from under 45 years of age in 1955 to 73 years of age in 2010,9 a level 
approaching that of developed countries. Four specific factors are responsible for the fact that the impact of 
aging in China will be particularly severe: 1) the rise of the middle class; 2) the “One Child Policy”; 3) the 4-2-1 
family structure; and 4) urbanization.

6. UN Population Prospects 2010 Revision.
7. UN Population Prospects 2010 Revision.
8. UN Population Prospects 2010 Revision.
9. UN Population Prospects 2010 Revision.
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Exhibit 3. China’s Working Age Population Will Start to Decrease After 2015

Source: UN Population Prospects 2010 Revision.
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Source: UN Population Prospects 2010 Revision.
Note: The three sections of each bar are cumulative. The top of each bar refers to the percentage of 60 years of age and above in the 
population, e.g. China has ~12% of population above 60 in year 2010 and ~34% in 2050. 
1Data for North America includes Canada and United States only. 
2Data for Western Europe includes Belgium, France, Germany, Ireland, Italy, Netherlands, Portugal, Spain and UK only. 
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First, the number of middle class and affluent consumers in China will more than double over the next 
decade—from 150 million to over 400 million.10 With higher personal income and better education than most 
Chinese have been able to enjoy in the past, this group will have higher expectations for their quality of life 
and security after retirement.  

Second, the “One Child Policy,” which took effect in the late 1970s, effectively controlled the exponential 
population-growth risk and helped China focus its attention and resources on economic development. 
However, the policy also led to a significant drop in fertility rates, despite the fact that the first generation 
subject to the law was allowed to have a second child. Birth rates are expected to remain at low levels owing 
to better education, more women postponing motherhood, and an increasing sex ratio disparity. 

The third issue, which is linked to the “One Child Policy,” is that the 4-2-1 family structure is becoming 
prevalent in Chinese society. Many grandparents who had low incomes throughout their careers will be 
unable to afford their living and healthcare expenditures owing to consistently high inflation and poor 
coverage of national pensions and health insurance. As a result, younger and more affluent middle-class 
couples will face the financial burden of having to support their extended families. 

Finally, urbanization will have a dramatic impact on China’s social structure. The country’s social 
infrastructure has not kept pace with the trend of millions of young migrants moving from rural areas to 
cities. This problem is especially acute for poorer migrant workers with lower levels of pension and healthcare 
coverage.

Overall, China’s aging population will have three major implications for companies and for the country’s 
economy: 

◊ Historically, China’s economic growth has largely been driven by workforce increases and productivity 
improvements. Without further major breakthroughs in productivity, economic growth is expected to 
slow down due to a much lower or even negative workforce growth.

◊ Both the mix and profile of consumers in China will change substantially as the population ages. In 
particular, the silver segment and the lower socioeconomic class possess distinct needs. Companies 
seeking to thrive in the coming decades must be prepared to cater to these segments and win their 
loyalty. 

◊ An altered and flatter population structure will increase the inter-generational burden on both a family 
and national level, testing the sustainability of the current pension system.

China’s Current Social Security System Will Struggle to Cope with Future Challenges

China’s social security system faces pressure on two fronts: the rapidly aging population and increased life 
expectancy. In the coming decades, the system will be expected to cope with large numbers of retirees 
departing the workforce—people who will require long-term pension payouts and health care. Without major 
reform, the current social security system appears unsustainable. But reform will come. The alternative 
millions of Chinese people spending their old age without adequate pensions, health care, or family 
support—is unthinkable for government planners.

10. See Big Prizes in Small Places, BCG report, November 2010, available at http://www.bcg.com/documents/file65100.pdf.
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The Current Three-Pillar Pensions System
China’s pension system is based on three pillars, supplemented by the government’s minimum-living-
standard guarantee (Di Bao), personal savings, and family support.

Pillar I – Mandatory social insurance 

China’s mandatory social insurance consists of two elements. Tier 1 is the social pool, which runs on a Pay-
As-You-Go (PAYG) basis and provides payouts to older people throughout their retirement. Tier 2 consists of 
individual defined-contribution accounts. 

Over the past decade, China’s national pension system has suffered from chronic underfunding, making it 
reliant on subsidies from the central and local governments.11 Of even greater concern is the fact that over the 
past five years the pension deficit has grown at a CAGR of about 25 percent to reach RMB 195 billion in 2010, 
equivalent to 0.5 percent of GDP.12 The root causes driving the deficit are large unfunded liabilities from the 
old pension system and the low contribution participation rate among employees, especially in rural areas.  
In 2009, only 57 percent of the 311 million-strong urban workforce were contributing to the basic pension 
system, and even that low level was significantly higher than the 15 percent13 contribution participation rate 
of the 469 million rural employees. These dynamics clearly result in a low support ratio of contributors to 
beneficiaries. 

In the future, China’s aging population will exacerbate the pension deficit in at least three ways: 

◊ Less intergenerational subsidization. As the elderly dependency ratio increases from 18.0 in 2010 to 
over 64 by 2050,14 every contributor will have to support more pensioners.

◊ A greater number of retirees to cover. In 2010, over 90 percent of urban retirees but only 25 percent of 
rural retirees received a government pension.15 The Chinese government has vowed to realize full urban 
and rural coverage by 2020 in order to create a social safety net and defuse tensions stemming from the 
widening urban-rural income gap.16 Delivering on this promise will place a huge burden on the pension 
deficit.17

◊ Potentially low investment returns.  The large amount of accumulated pension funds at provincial and 
city level, which are the core parts of the national pension system18, are currently invested only in bank 
deposits and government bonds with relatively low real yields, due to liquidity and credit rating regulatory 
requirements.19 

11. Ministry of Labor and Social Security (MOLSS), People’s Republic of China.
12. Pension deficit is estimated using the subsidy amount from the central and local government budgets (reported by Ministry of 

Labor and Social Security) to the national pension system. According to Tamara Trinh (2006), the subsidy amount is similar to 
the actual pension deficit from 1999 to 2003. China’s Pension System, Tamara Trinh, Deutsche Bank Research, 2006.

13. Ministry of Labor and Social Security (MOLSS), People’s Republic of China; China Statistical Yearbook 2010.
14. UN Population Prospects 2010 Revision.
15. World Bank and United Nations; Chinese Academy of Agricultural Sciences.
16. Hu Jintao’s Report at the 17th National Congress of the Communist Party of China [in Chinese], 15 October 2007, cited in 

China’s Long March to Retirement Reform—The Graying of the Middle Kingdom Revisited by Keisuke Nakashima, Neil Howe, 
Richard Jackson, 2009.

17. China’s Pension System, Tamara Trinh, p.7, Deutsche Bank Research, 2006.
18. When provinces and cities cannot payout the obligated amount to pensioners in a particular year, the gap would be funded 

by the National Social Security Fund (SSF), which is managed by National Council of SSF. The SSF enjoys a certain extent of 
flexibility in investment, when compared to pension funds at provincial and city level. 

19. China’s Pension System, Tamara Trinh, p.13, Deutsche Bank Research, 2006; China Pension Funds—A Race Against Time, 
presentation prepared by Stuart Leckie of Stirling Finance Research, 23 February 2011.
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According to Zheng Silin, former minister of labor and social security, the pension deficit could reach RMB 2.5 
trillion over the next two decades.20

China’s national pension system has also experienced a decreasing replacement rate over the past decade, 
with pension benefits growing relatively slowly compared with wages.21 The urban basic pension replacement 
rate decreased from 76 percent in 1997 to 47 percent in 2008.22 (See Exhibit 5.) This trend is expected to 
continue, making it increasingly harder for retirees to maintain their standard of living, particularly as the 
cost of living rises. 

20. China’s Pension System Faces Major Reform, Asia Times Online, 21 July 2006.
21. In order to determine the effectiveness of the pension system, replacement rate is a commonly used metric to calculate the 

percentage of a worker’s pre-retirement income that is paid out by his / her pension program upon retirement.  
22. Yearbook of China Human Resources and Social Security (working volume), Ministry of Human Resources and Social Security 

(MOHRSS), PRC.

Exhibit 5. Declining Pension Replacement Rates Will Make It Hard for Retirees to Meet 
Their Living Expenses

Source: Yearbook of China Human Resources and Social Security (working volume), Ministry of Human Resources and Social 
Security (MOHRSS), PRC.
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Pillar II – Voluntary Employer Enterprise Annuity and Group Pension Schemes

This pillar refers to supplementary pension plans, mainly Enterprise Annuities and Group Pension Schemes, 
which are set up by employers according to the Minister of Labor and Social Security (MOLSS) regulations. 

The Enterprise Annuities (EA) scheme, a voluntary defined contribution system,23 was formally launched in 
May 2004. However, the adoption of EA schemes has been slow, and their coverage rate remains very low. 
By the end of 2009, EA schemes covered 12 million employees,24 accounting for just 1.5 percent of China’s 
780 million employees.25 This figure is dramatically below the coverage rates of developed countries, such as 
Switzerland and Denmark (with 100 percent), and America and Canada (with 50 percent).26 Group pension 
schemes, which are typically structured as individual retirement savings plans administered under a group 
umbrella, are even smaller in size relative to EA schemes.

The key challenges for Pillar II adoption stem from the lack of appropriate tax incentives and the fact that the 
provision of pension and other retirement benefits is not seen by the typical Chinese enterprise as part of the 
corporate responsibility agenda.  

Pillar III – Voluntary personal pensions, including commercial pension insurance 

This pillar includes commercial insurance products purchased by individuals to help finance their post-
retirement living expenses. Typical products range from life and pension insurance (i.e., deferred annuities, 
endowment life products, etc.) to long-term care medical insurance. However, Pillar III demand has been 
modest to date and largely driven by customers seeking to replace low-return deposit savings by higher-return 
insurance products. Recently, some life insurers have launched variable annuities products in restricted pilots 
in some cities—AXA-Minmetals was first to market in June 2011. 

Indeed, compared to mature markets, China’s Pillar II and III are largely underdeveloped. As of February 
2011, these two pillars combined were estimated to have USD $80 billion to $100 billion in assets under 
management, equivalent to 1.7 percent of China’s total GDP and approximately the size of Pillar I  individual 
accounts.27 This figure is significantly lower than that of developed countries, such as the Netherlands with (134 
percent) and Switzerland (126 percent).28 (See Exhibit 6.)

We see substantial growth potential for Pillar II and III going forward. This expansion will be driven by 
inadequate coverage of Pillar I, the rise of Chinese middle-class and affluent consumers, and the weakening 
of the family support network. But we expect changes to be gradual. Concerted action from both the 
government and insurers will be required to develop this market.

23. Ministry of Labor and Social Security (MOLSS), People’s Republic of China cited in the Enterprise Annuity in China presentation 
by Wentao Yuan on 28 October 2009.

24. Ministry of Labor and Social Security (MOLSS), People’s Republic of China.
25. China Statistics Yearbook 2010.
26. Brief Analysis on Enterprise Annuity and the Multi-Pillar Pension System in China, Ling Chen, China Enterprise Pension Regulation 

and Development, P. 64-74 (浅析企业年金与多支柱养老体系，陈凌，《中国企业年金规范与发展》，2007，P.64-74).
27. China Pension Funds—A Race Against Time, presentation prepared by Stuart Leckie of Stirling Finance Research, 23 February 2011.
28. Global Pension Asset Study 2011, Towers Watson, February 2011.
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Family support network

Traditionally, families in China have played a very important role in providing support to the elderly. As 
of 2006, 59 percent of elderly people lived with their children or with other relatives.29 Of the remaining 
41 percent, many still depended on their families for financial support. However, the mass rural-urban 
migration and particularly the “4-2-1 family structure” are weakening the family support network. The 
insufficient pension coverage and benefits for the silver segment will place a heavy financial burden on “one-
child” middle-aged couples.

Healthcare and Long-Term Care Provision
China’s healthcare system30 had achieved roughly 95 percent coverage of the population by the end of 2010,31 up 
from around 15 percent in 2000. However, this system is still limited in terms of the scope of treatments, services, 
and medicines. Notably, there is no long-term care (LTC) component in China’s current healthcare system.

29. China National Committee on Aging, Research Report on the Follow-Up Study of the State of the Elderly Population in Urban 
and Rural China [in Chinese], 17 December 2007, cited in China’s Long March to Retirement Reform—The Graying of the Middle 
Kingdom Revisited by Keisuke Nakashima, Neil Howe, Richard Jackson, 2009.

30. China’s health care system is comprised of three parts: the Urban Employee Basic Medical Insurance (UEBMI), the Urban 
Residents Basic Medical Insurance and New Rural Cooperative System (NRCS).

31. Ministry of Health of the People’s Republic of China, The Second National Forum for Health Research [in Chinese], August 
18, 2011, available at http://www.moh.gov.cn/publicfiles/business/htmlfiles/mohbgt/s7693/201108/52673.htm.
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Exhibit 6. China’s Pillar II and Pillar III Schemes Are Underdeveloped

Sources: Towers Watson 2011; Stirling Finance Research, February 2011; IMF World Economic Outlook Database; The Economist 
Intelligence Unit.
Note: UK data excludes personal and stakeholder DC assets; US data includes IRAs. All AuM and GDP per capita data, as of 
31 December 2010, except China AuM data as of February 2011.
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32. More Schools, Parks, Nursing Homes for Senior Citizens, 2 October 2006, China Daily.
33. China, The Aging Giant: How China’s Numbers May Affect Long-Term Care of Older People, Joseph Henry Flaherty, MD; Mei Lin Liu, 

MD; Lei Ding, MD; Birong Dong, MD; Qunfang Ding, MD; Xia Li, MD; and Shifu Xiao, MD, Medscape Today, 2007.
34. A Communique of the Fourth Plenary Session of the 16th Central Committee of the Communist Party of China [in Chinese], People’s 

Daily Online, 2004.

As the size of the silver segment increases in China, so too will the demand and costs for health care. This 
demand will add to the government’s financial burden and in turn reduce the funding available for seniors 
and affect the quality of healthcare services. 

The LTC gap has not gone unnoticed, however. The city of Shanghai is developing a special old-age caring 
insurance to cope with its sharp aging trend. That said, developing LTC in China will be hindered by 
infrastructure challenges such as the lack of well-qualified nurses or aides trained to provide professional 
care, and the lack of proper facilities. For example, the current supply of nursing-home beds can support 
an estimated 0.84 percent of China’s elderly population, while demand stands at 5 percent.32 The Ministry 
of Civil Affairs has indicated that China would need to invest at least USD $200 billion in order to increase 
capacity to 3 percent,33 which would still fall short of demand.

Unless LTC is rolled out in the near future, Chinese people will need to rely on commercial insurance to 
provide them with protection. And most LTC products currently sold in China offer a fixed sum rather than 
the coupling of commercial insurance with caring services and do not eliminate the risk of potential price 
increases in LTC services.

The Cost of Not Closing the Gaps Will Be Substantial
With demographic shifts becoming a global phenomenon, many countries will face a daunting task 
in maintaining a sustainable social security system. China is obviously no exception. What is more, a 
struggling system in China could lead to serious consequences, such as an onerous public-deficit burden, 
a delayed retirement age, a reduction of retiree benefits, and health and long-term care resources falling 
far short of the actual needs. This would result in people losing faith in the system, and in a worst-case 
scenario the social security net might break—leading to potential social instability; we can see from 
recent strikes in the UK and Continental Europe the consequences of adverse changes to government-
provided retirement provision. Any one of these outcomes would hinder the construction of a harmonious 
society, which is the stated socioeconomic vision of President Hu Jintao and a top priority of the Chinese 
government.34

All Stakeholders Have an Active Role to Play
Reforms in China’s pension, healthcare, and long-term care systems are imperative if the country is to meet 
the challenges posed by its aging population. First, the government needs to reform the national pension 
system (Pillar I) to ensure its sustainability. Top priorities should be universal coverage, reducing the pension 
deficit, and ensuring that the benefits provided keep up with cost of living. Potential measures could include 
increasing contribution rates, pegging benefits to inflation, improving long-term returns through changes in 
investment regulations, and collaborating with external fund managers. 

In addition, the government should create a more favorable environment toward voluntary pension (Pillar II 
and III) healthcare and LTC schemes. Key actions include providing corporate and individual tax incentives 
to encourage investment in retirement products, ensuring portability of voluntary pension schemes, and 
setting up a risk trading platform. 
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Furthermore, corporations need to recognize their social responsibility and be more proactive in providing 
post-retirement benefits to their employees. Doing so will become increasingly important in attracting and 
retaining talent in China’s shrinking and increasingly competitive labor market. 

Finally, insurers themselves will need to play a larger role in tackling the challenges presented by China’s 
aging population. We now explore the potential actions and strategies that Chinese insurers can adopt. 

Implications for Insurers 

The silver segment as a percentage of China’s total population is projected to double from 12 percent in 2010 
to 24 percent in 2030, reaching a level of 340 million people.35 Considering the scale of Chinese population, 
this shift will pose unprecedented challenges and opportunities for insurers. Let’s look at a few of the 
initiatives that insurers can undertake.

Proactively Lobby for Reform and Educate Consumers
As previously discussed, China’s social security system is unlikely to be able to cope with the challenges of an 
aging population. Therefore, we believe it is imperative for two things to happen hand-in-hand: 

◊ The role of commercial insurance must be expanded through the development of voluntary employer and 
personal pension systems (Pillars II and III) in order to address the shortfalls of the mandatory system. 
The same principle applies to commercial healthcare and long-term care insurance (to complement the 
national healthcare system).

◊ Regulatory reform must be undertaken to create a more robust pension and health care system. Insurers 
should proactively drive and support reforms, particularly changes that could be catalysts for the 
development of voluntary pension systems. Such reforms could include tax incentives, the portability of 
pensions, and the construction of a risk trading platform for insurers, reinsurers, and other investors.

The importance of fiscal incentives in prompting corporations and individuals to join voluntary, complementary 
insurance schemes is widely recognized. Indeed, Germany provides a good example of the impact that fiscal 
incentives can have. Since the beginning of 2002, Germany has carried out a series of pension reforms known 
as the Riester plan to foster the development of private personal pensions (equivalent to China’s Pillar III). 
Under this plan, private retirement savings are promoted both by state subsidies and by tax-deductions for 
contributions and purchases of bank and insurance investment products. As a result of this plan, the German 
commercial pension market has grown tremendously—from around four million pension contracts in 2002 to 
over 14 million in 2011.36 

At the individual level, the most critical necessary change in China is the adoption of a longer-term view on 
savings and investments. Currently, Chinese people tend to focus more on short-term profit opportunities, 
neglecting investing in their post-retirement income, health care, and long-term care needs. Insurers can 
play a key role in educating individuals about the increasing challenges that they will face to sustain their 
standard of living and how they can successfully clear these hurdles through personalized financial planning 

35. UN Population Prospects 2010 Revision.
36. Project M: Global Pension Atlas 2011, Allianz’s report, P11.
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and investment/savings offerings. The good news is that China’s savings rates, standing at an average of 
around 50 percent of GDP37,  are very high, representing huge opportunities for insurers that can successfully 
channel these savings into the right investment and insurance products. 

Cooperate with the Social Security System
Besides lobbying the government for reforms, insurers should also collaborate with the social security system 
to help the government manage its pension and healthcare systems at lower levels of risk and cost. 

China’s national pension funds, as well as corporate pension schemes, are exposed to different degrees 
of longevity risk. By Swiss Re’s estimation, an additional mortality improvement of 1 percent per annum 
would increase a pensioner’s liabilities by roughly 5 percent to 6 percent. Insurers, reinsurance companies, 
and capital markets can play a significant role in helping transfer part or all of the longevity risks of China’s 
national pension system.

“Joint risk management” between insurers and the government can strongly support the development of 
healthcare system in China. Some local governments with limited experience in health insurance have 
decided to involve insurers in managing and limiting their risks. In exchange, insurers are allowed to 
increase their premiums (or limit their coverage and payouts) whenever the medical claims reach a certain 
threshold. In the event that insurers make a profit, the government can claim a share of the profits. Such 
public-private partnerships have helped enhance the management of social medical funds. We have 
already witnessed good examples of cooperation such as the ZhanJiang social medical system, in which a 
specialized health insurer contributed expertise in terms of claims management and risk control, giving 
the local government a cushion for its liabilities. 

Further Understand Customer Insights and Innovate with Products and Channels 
Shifts in demographic structure directly change the profiles of mainstream consumers and their needs. 
The fast-growing group of relatively young middle-class and affluent consumers that will become the silver 
segment in 20 to 30 years time will become more and more influential, with substantial purchasing power 
and unique needs. To succeed in the future with this segment, insurers should actively explore innovations in 
products, marketing, and distribution.

For example, insurers may consider de-averaging customer groups through segmentation, which could 
enable them to identify niche segments with distinct risk-pricing profiles, all the while bearing in mind the 
differences between more-developed and less-developed provinces. For customers in each segment, insurers 
can also customize value propositions to differentiate their strategies.

Overall, innovative products can be developed to meet the silver segment’s higher expectation for life quality 
and security after retirement. Such products can include: 
 
◊ Advanced and innovative product offerings such as variable annuities (VAs)—a combination of life 

insurance and investment fund. Compared to investment-linked offerings, VAs provide guaranteed 
returns to protect policyholders from the risk of low investment performance, while also offering 
potentially high investment returns.

37. Nielsen, An Analysis of the Causes of China’s High Savings Rate [in Chinese], October 2011.
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◊ Annuities and life insurance products that alleviate longevity risks—for example, life insurance single 
payments combined with pension entitlements as options, and assistance services. 

◊ Solutions both to supplement the mandatory coverage of the national pension system and to evaluate 
opportunities to serve uncovered groups, e.g., the unemployed and those who have unstable employment.

◊ Insurers may also integrate more “services” components into the new products to address customer 
needs. Depending on the type of product, various types of services may help policyholders improve 
their financial independence while also adding value to the product. Examples might include telephone 
assistance (for critical illness, life, care, accident etc.), home care (for care insurance and accident), and 
case management (for all lines of business).

◊ Long-term care products with services as benefits rather than fixed payments. 

Finally, insurers could try to establish dedicated pension sales and cooperate with HR consulting firms to 
address the key needs of the rising silver segment. Innovative distribution channels could also be adapted 
to this segment’s lifestyle (e.g., distributing through hospital networks, or collaborating with pharmaceutical 
companies’ distribution networks).

Develop Managed Long-Term Care Services 
There is a significant gap in long-term care insurance, services, and facilities in China. As of the end of 2010, 
there were 3.1 million beds for senior citizens—or 19 beds per 1,000 senior citizens.38 China’s current target is 
30 beds per 1,000 senior citizens.

Since September 2010, insurance companies have officially been allowed to invest in real estate related to 
senior caring facilities through equity investment, entity acquisition, and exclusive service cooperation.39 

Some insurers have moved swiftly to seize this opportunity. Early in 2009, CIRC approved Taikang Life’s pilot 
investment in a senior caring community. Subsequently, China Life and Union Life announced their plans to 
invest in senior caring communities. 

Investing in long-term care can offer synergies and advantages for insurers. The clearest advantage is the 
ability to offer long-term care products with services, rather than fixed payments, as benefits. Also, insurers’ 
investments act as a natural hedge against the risk of increasing costs in long-term care services.

Manage for Profitability and Risks 
Economic growth is expected to be hindered by a shrinking workforce and associated productivity losses. 
A prolonged climate of low real interest rates is a likely scenario, which would have an adverse impact on 
insurers’ profitability levels. Looking at Japan’s experience, several insurance companies went bankrupt 
due to a prolonged low interest rates environment, while others managed to adapt and thrive. Chinese 
insurers can learn from the Japanese experience and take steps to better prepare themselves in asset/liability 
management and in company operations. Several levers are available to mitigate the impact of prolonged low 
rates, including:

38.Ministry of Civil Affairs, Statistical Report of China Services Development, 2010.
39. Temporary Measurement for Insurance Asset’s Investment in Real Estate, CIRC, Release [2010] No.80.
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◊ Design products with protection against inflation volatility, e.g., inflation-linked products 

◊ Create the ability to respond rapidly to interest rate declines by designing policy-conversion programs

◊ Hedge reinvestment risk as well as the risk of future interest-rate changes 

◊ Work toward a low-cost operating model

◊ Enhance profitability by achieving commercial excellence, e.g., improve sales force effectiveness

The other major risk that insurers in China will be facing is longevity risk. In order to assess this risk, insurers 
should consider adopting robust forecasting approaches and disease-based actuarial models. A potential 
solution to limit longevity exposure on insurers’ portfolios is to pass some or all of this risk to another insurer 
or reinsurer with better funding and resources to meet the long-term commitment. 

As mentioned earlier, the entire insurance industry, including reinsurers, should push the public sector to 
create diversified capital-market solutions, which would potentially allow the transfer of longevity risk in 
their annuity/pension portfolios.

Prepare for the Impacts of Aging on Their Own Workforce
Insurers in China will face challenges in their own human resource management. With a stagnant workforce 
inflow and a much faster workforce outflow, insurers will find it more and more difficult to recruit young 
talent and maintain a stable employee structure. 

The implications for insurers are:

◊ Competition for talent will intensify, and labor costs will potentially rise

◊ Insurers may need to consider delaying the retirement age for existing employees and re/hiring retired 
workers that wish to work again in order to complement their pensions 

◊ Companies should establish age-friendly workplaces that enable employees to remain productive 
throughout their careers  

◊ As workforce outflow accelerates, insurers need to ensure that the knowledge and experience of senior 
employees stays with the company and is smoothly handed over when they retire

◊ Workforce planning, recruitment, compensation, and career development strategies need to adapt to 
these changes

The rapidly aging population in China will pose tremendous challenges to the social security system, to 
companies, and to individuals. Indeed, without continued regulatory reform, China’s social security system 
will struggle to cope with these challenges.
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Insurers have a vital role to play in reducing the negative socio-economic threats from aging in China. On-
going reforms are encouraging private participation in pension and healthcare provision, and insurers need 
to position themselves to take advantage of this window of opportunity. Developing provincial and national 
lobbying strategies will be critical, as will educating consumers. More focus needs to be put on innovating 
product and distribution channels to better serve unmet needs, and better access customers—either as 
individuals or through employers. And building robust data to support accurate pricing of both medical and 
longevity risks will be an essential strategy.  

In addition, insurers will be grappling with their own challenges. Some of these, like workforce demographic 
risk, are similar to those that other industries will face. However, others—such as a prolonged period of low 
real interest rates—will have direct impact on insurers’ profitability.

Swift action is required. China is quickly reaching an inflection point between enjoying a demographic 
dividend and becoming an elderly caring country, with all the implications for welfare costs and economic 
growth that this entails. By 2030, China will have aging population levels similar to those of the majority 
of developed countries today, and by 2050, it will have clearly surpassed Japan. (See Exhibit 7.) Insurance 
companies should develop a concrete plan for where and how to participate to take advantage of the 
challenges and opportunities of aging. They need to start building the capabilities and relationships that 
will be required to win. And they need to put in place HR strategies to manage the impact on their own 
workforce. Those that move fast and boldly can catch the wave—and truly turn silver into gold. 
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Exhibit 7. China’s Demographic Dividend Is Coming to an End

Child bearing
countries

Demographic Dividend
countries

Elderly caring
countries

Source: UN Population Prospects 2010 Revision; World Bank.
1Population re-parametrized assuming population aged 15-64 equal to 100%; showing all countries with population of more than 
50 millions plus the Netherlands.
2Average real GDP growth ’90-’10 for elderly caring countries excludes China.
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BRIC countries – The terminology that refers to Brazil, Russia, India and China as a group.

CAGR – Stands for Compound Annual Growth Rate, which is a business and investment specific term for 
the annualized gain of an investment over a given time period.

Critical illness – Critical illness insurance or critical illness cover is an insurance product, where the 
insurer is contracted to typically make a lump sum cash payment if the policyholder is diagnosed with one 
of the critical illnesses listed in the insurance policy.

Contribution rate – The percentage of a person’s salary that is paid into insurance programs.

Deferred annuities – A financial contract in the form of an insurance product according to which a seller 
(issuer) —typically a financial institution such as a life insurance company—makes a series of future 
payments to a buyer (annuitant) in exchange for a series of payments prior to the onset of the annuity.

Defined benefit – A type of pension plan in which an employer promises a specified monthly benefit on 
retirement that is predetermined by a formula based on the employee’s earnings history, tenure of service 
and age, rather than depending on investment returns.

Defined contribution – A type of retirement plan in which the amount of the employer’s annual 
contribution is specified. Individual accounts are set up for participants and benefits are based on 
the amounts credited to these accounts (through employer contributions and, if applicable, employee 
contributions) plus any investment earnings on the money in the account. Only employer contributions to 
the account are guaranteed, not the future benefits. In defined contribution plans, future benefits fluctuate 
on the basis of investment earnings.

Demographic dividend – A rise in the rate of economic growth due to a rising share of working age people 
in a population.

Disease based actuarial models – A forward-looking, scenario-based actuarial model used to project 
expected mortality and evaluate the impact of longevity. Most deaths follow an escalating pattern of 
disease as a result of harmful risk factors, with different diseases impacting one another in old age. This 
means that understanding and analyzing the interaction among different key diseases is necessary to 
predict future mortality (rather than simply analyzing diseases in isolation). 

Elderly Dependency Ratio – Calculated as the number of retired people (age 60 and above; aligned with 
China’s retirement age) for every 100 people of working age.

Endowment life products – A life insurance contract designed to pay a lump sum after a specified term (on 
its “maturity” or on death).

Fertility rate – Number of children per woman for a certain population.

Inflation-linked products – A type of product offered by some insurers that increases the policy’s limits of 
insurance during the policy term to keep pace with inflation.
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Life expectancy – The expected (in the statistical sense) number of years of life remaining at a given age.

Longevity bond – Longevity bonds pay a coupon that is proportional to the number of survivors in a 
selected birth cohort. Since this payoff approximately matches the liability of annuity providers, longevity 
bonds create an effective hedge (finance) against longevity risk.

Longevity risk – A financial and actuarial term used to describe the potential risks attached to the 
increasing life expectancy of pensioners and policy holders, which can eventually translate in higher than 
expected pay-out-ratios for many pension funds and insurance companies.

Longevity swap – A derivative contract that offsets the risk of pension scheme members living longer than 
expected.

Long-term care (LTC) – A set of health care, personal care and social services required by persons who 
have lost, or never acquired, some degree of functional capacity (e.g., the chronically ill, aged, disabled, or 
retarded) in an institution or at home, on a long-term basis.

Mortality rate – A measure of the number of deaths (in general, or due to a specific cause) in a population, 
scaled to the size of that population, per unit time. Mortality rate is typically expressed in units of deaths 
per 1,000 individuals per year.

Policy conversion programs – It is a lever that can be used by insurers to restructure their portfolios. The 
programs aim at converting currently disadvantageous policies into more attractive ones (e.g. converting a 
term policy into a whole life policy). 

Portability of voluntary pension schemes –The ability of employees to preserve, maintain, and transfer 
pension contributions in the process of transferring from one employer to another.

Reinvestment risk – A risk that an investment will be paid off early or stopped and that the money earned 
may not be able to be reinvested in a security with a comparable return. 

Replacement rate – The pension replacement rate is a measure of how effectively a pension system 
provides income during retirement to replace earnings which were the main source of income prior to 
retirement. It is calculated as the ratio of an individual’s or a given population’s (average) pension in a 
given time period and the (average) income in a given time period.

Risk trading platform – A platform or infrastructure that facilitates the trading of various types of risks, 
e.g., longevity risk, interest rate risks, inflation risks, among different financial institutions or investors.

“Silver” segment – This term refers to the segment of the population aged 60 or above.

Working age population – Defined as population aged 15-59. Our definition is based on China’s retirement 
age of 60 for males, which for analysis purposes has been adopted uniformly for both genders.

Workforce – Workforce includes only participating workers of working age population but not students, 
retirees, stay-at-home parents and other non-participating segments within the working age range.
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The Boston Consulting Group (BCG) is a global management consulting firm and the world’s leading 
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transform their enterprises. Our customized approach combines deep in sight into the dynamics of 
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insurance companies, mid-to-large-sized corporations and public sector clients. From standard products 
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