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The Construction of a Unified Market:

Pension Pooling Reform and Labor Market Integration
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Summary: Over the past three decades, increasing social insurance coverage in China has
been a great practice in the history of social security around the world. Academics and policy makers
have long discussed how a pension insurance system can promote labor market development and
unleash economic growth potential. This is needed because the “fragmented” pension insurance
system established during the period of economic transition has hindered labor market integration. In
2020, China’s central government proposed to accelerate the establishment of a “dual circulation”
development pattern, where the domestic economic cycle plays a leading role, and where the
international economic cycle remains an extension and supplement. In 2022, the State Council
released “Opinions on Accelerating the Construction of a National Unified Market” , requiring an
acceleration in constructing a national unified market. This raises the important question of how to
build a pension insurance system that is aligned with the development stage of the labor market.
Based on this, this paper provides new empirical evidences to answer this question, by examining
how the provincial pooling of pension insurance affected labor market integration among cities at the
beginning of the 21st century.

44



RF 55 B 0B 2023 455 1 )

Theoretically, the provincial pooling of pension insurance can encourage labor market
integration by reducing regional differences in the system and promoting cross-regional labor
mobility. Previous studies have found that elements of a pension insurance system, such as
contribution rates, contribution bases, and enforcement, are important factors affecting employees’
wages. As such, the spatial differences of these institutional elements may directly impact wage
differences among regions. This does not support the construction of a unified labor market. Further,
the “fragmented” pension insurance system creates policy obstacles, increases the cost of labor
mobility across regions, and results in a “liquidity loss” for pension insurance accounts. This
decreases the motivation needed to drive labor mobility, and this inability of labor to flow freely is a
significant obstacle to labor market integration. Therefore, both the spatial differentiation of the
elements of the pension insurance system and the restricted mobility of labor factors create distortions
in the spatial allocation of labor, and contribute to losses in overall social welfare. These outcomes
do not support inter-regional labor market integration.

In practice, provinces in China gradually implemented reforms to provincial pooling between
1998 and 2010, focusing on basic endowment insurance for urban workers. This created conditions
for building a nationally unified labor market and promoting labor mobility across regions. This
reform strongly strengthened the provincial-level unification of pension insurance policies and the
provincial-level coordination and management of the pension insurance fund. This provides an ideal
opportunity for exploring the impact of provincial pooling reform on the construction of a unified labor
market.

In the context of the national pooling of pension insurance and the construction of a unified
large market, this paper empirically examines how pension pooling reform in the early 21st century
affects regional labor market integration by constructing a difference-in-differences model. The study
finds that pension pooling reform significantly encourages the integration of labor markets between
cities. The mechanisms for this involve reducing the differences in pension insurance policy between
cities, and improving labor mobility across cities. In provinces where there is less pressure from the
pension insurance fund, and the ratio of migrant workers is higher, pension pooling reform has a
more significant economic effect on labor market integration. Further analysis shows that the degree
of misallocation in factor resources in provinces enforcing pension pooling reform is 3.5% lower
compared to provinces without the pension pooling reform.

This paper makes three key contributions to the field. First, we explain the mechanism of labor
market integration, from the unique perspective of the pension insurance system. Second, this paper
enriches research on the economic consequences of pension insurance system reform. Third, we
provide empirical evidence for encouraging national pooling reform with respect to pension insurance
and for building a national unified labor market.

Keywords: Unified Market; Labor Market Integration; Provincial Pooling; Pension Insurance
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