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Abstract

As the government issued the document-The Decision of Constructing
Basic Old Insurance system for the Employees, China has legislated mixed
basic old insurance system with a defined benefit pay-as-you-go portion and
an investment-based defined contribution portion. This system has been run-
ning for a decade, the coverage rate has been extended and the pension level
has been enhanced, and which contributed to old lives and our harmonious
society. But we have to see that the basic old insurance system is confronted
with more and more problems, for some reasons, such as incomplete poli-
cy, inadequate finance assistance, unreasonable benefit formula, and unre-
stricted policy running, etc. We can see these problems: inadequate pen-
sion, low replacement rate which is below the target value, and the individ-
ual accounts with a yield equal to one-year saving interest in the bank. The
individual accounts are depreciator and inefficient, and can’t provide enough
pension. As to the individual accounts management and investment, there is
a big gap between the realism and the requiring. The retire age was set in
1950s, and it’s not accord with the expected longevity today, and magnifies
the threats to the finance healthy triggers from the old-age crisis. Now,
there are some theories discussing of the retire age, but not practice. The
pension qualification is still 15 years contribution, below the average work-

ing years, which is 32.5 years now. All that is not helpful to relief the fi-
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nance tension, but triggers hitching a ride as the system encourage the infor-
mal employees to take part in. In fact, the problems of the low year qualifi-
cation enhance the ratio amount to the old to the young, we say supporting
ratio, and pricking up the old-age threaten. But until now, people pay little
attention to these problems. Our government has enhanced pension level for
nine years with administrative orders, but that can’t prevent the replacement
ratio from falling. This method not only does not resolve problems ultimate-
ly, but also covers up the real problems, and is not helpful to construct a
sound system from the long-term.

There are several reasons for these problems of the basic old age insur-
ance system, Those includes not only the influence of the pension privatiza-
tion of the whole world, but also some shortcomings of the system itself and
the system running mechanism. We have constructed our pension system by
using other countries’experience for reference, but we have not paid enough
attention to their shortcomings. Now, the problems is there, we should not
just cover or runaround it, or even enlarge the coverage area of the same
problems. Nowadays, the social old age insurance system for the farmers
has copied the model of the basic old age insurance system, and it’s a mixed
system with a pay-as-you-go pillar and a individual accounts pillar. Further-
more, there is some advice copy the models of the basic old-age insurance
system to the pensions schemes for the government employees and other civil
servants, and the some local have set up pilot for the reform. Obviously,
the pilot will increase the cost of reform, which show us the importance and
the pressure for resolving these problems.

The ultimate goal of the basic old-age insurance is providing enough pen-
sion for the old. This dissertation catches hold of this sticking point, analy-
zes the status, development direction and influence factors of our pension
system, and uncovers the mechanism of the falling replacement ratio, the
influence factors to the replacement ratios such as the yield interest of the

individual accounts, retire age, and contribution qualification, with some
o 2 o ‘



Abstract

comparing or quantitative analysis method by using the social average wage
replacement ratio as the key index. Also, the author explains the influence
of the pension privatization reform to the pension level and the pension sys-
tem, by analyzes some representative countries pension system. That is
helpful to comprehend the process of our pension reform and its’problems
from higher or broader horizon, which is instructive for the pension reform
for the rural area and the civil servants. Moreover, we can catch the es-
sence, grasp the history direction of our basic old-age insurance system tru-
ly, and find the reasons and resoling way. Around this direction, this dis-
sertation concludes several chapters as follows:

The first chapter is instruction, points out the theme of this disserta-
tion-the analysis of the basic old-age insurance system based on the pension
level, analyzes the key problem of the pension and the background. The sec-
ond chapter is literature study. In this chapter, the author compares differ-
ent pension frame in different countries, the definition of replacement ratio
and its’ target value, and emphasizes the importance of the social average
wage replacement ratio. The third chapter analyzes the mechanism of the
moving of the replacement ratio. The fourth, fifth and sixth chapters ana-
lyze some important influence factors of the replacement ratio. The forth
chapter calculates the replacement ratio for different herd by quantitative
methods, shows that the pension is inadequate and the pension difference
among different wage cohorts. The fifth and sixth chapters analyzes the yield
of the individual accounts, retire age and contribution qualification on the
base of the foregoing chapters, investigates the relationship between these
factors and the replacement ratio, and point out that the low yield of the in-
dividual accounts, low retire age and 15 years contribution qualification are
disadvantageous to the whole pension system. The seventh chapter analyze
the pension gap between different gender and different wage group. The
eighth chapter gives the comparative analysis, by analyzing the pension re-

form in UK and Sweden, and introduces the pension system of OECD coun-
. 3 .
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tries. The ninth chapter gives some inspiration to the pension reform for the
framers and civil servants from the basic old-ageinsurance system. The tenth
chapter is conclusions and policy advice.

By analyzing the basic old-age insurance system, the author thinks that
we have to catch the phenomena and essence, emphasize the replacement ra-
tio, and try to construct a sound mechanism for the pension system. The
emphases are: first, we have to realize the bad aftermath of the low replace-
ment ratio, not only enhance the pension payment every year. Second, we
have to perfect the investment policy, invest the individual fund in the mar-
ket, and establish the link between the yield and the pension payment,
based on filling the nominal accounts. And we can take the individual account
into the enterprise annuity, that is convenient to distinguish the pension re-
sponsibility among the government, enterprise and pensioner. At the same
time, we must construct effective supervision regular, keep balance the
yield and the market risk. Third, we have to discuss the time and plan of ad-
justing the retire year and contribution qualification demand, and understand
its’ big influence to the pension level and the sustainability of the pension
system. Fourth, we have to clean up the process of the reform of the basic
old-age insurance system, catch on its’ development direction, sum up the
experience & lessons, analyze the important inspiration for the pension re-
form of the farmers and civil servants, give some practice reference for the

policy makers.
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