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Incentive Compatibility in China

Endowment Insurance Central Adjustment System

BAI Yanfeng, WANG Xiuyuan
(School of Public Finance and Tax, Central University of Finance and Economics, Beijing 102206, China)

Abstract; With the deepening of aging degree in China in recent years, the sustainability of endowment
insurance has attracted wide attention. Since China endowment insurance is of overall low grade, the intrinsic
function of mutual benefit and actuarial balance of endowment insurance is difficult to play effectively and some
places even have difficulties in pension payment. On the other hand, after the overall grade of the national
endowment insurance is improved, such difficult problems as how to effectively mobilize the local enthusiasm and the
"inversion" of the responsibility for the aged from the local government to the central government are faced. The
overall level of endowment insurance is closely related to the level of national social security. Based on the fact that
the overall plan of the provincial insurance has basically been completed, the overall national endowment insurance
system has also been put on the agenda. As a transitional policy for the overall planning of the old—age insurance,
the importance of the central endowment insuranc adjustment system is self—evident. Based on the game between the
central government and the local government brought about by central endowment insurance adjustment system and by
using principal—agent model, this paper analyzes the internal mechanism of the game between the central government
and the local government and proposes that the central government should give local governments a certain incentive
to eliminate the efficiency loss caused by the two—party game and realize the incentive compatibility under the central
endowment insuranc adjustment system.

Key words: endowment insurance; central adjustment; incentive compatibility
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