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Edward Whitehouse, Earnings Related Schemes: Design, Options and Experience, World Bank Pensions Core Course,
2014.

Xinmei Wang, Towards Sustainable, Adequate and Equitable Social Security Pension Systems for China: A Benefit Side
Analysis in an International Comparison, a Paper Presented at the Workshop on the Two-countries' Joint-project on Pen-
sion Reform in China: Searching for a New Framework based on Japanese Experiences, Hitotsubashi Hall, Tokyo, De-
cember 3-4, 2018.
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Towards a Universal Chinese Future Public Pension Structure:
Re-engineering Social Pension to Become a Guarantee
in the Earnings—related Pension

Edward Palmer', Wang Xinmei’, Zhan Peng’
(1. Uppsala Center for Labor Studies, Uppsala University, Stockholm 75120, Sweden;

2. Center of Social Welfare and Governance, Zhejiang University, Hangzhou 310058, China;
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Abstract: This paper investigates how to encourage the present Social Pension (SP) population to become
"Earnings-Related Pension (EP) people" without increasing total government budget transfers in the coming 20 or
more years under the new orientation of common prosperity policy launched in August 2021 by the Chinese cen-
tral government. Several key findings emerge from our examination of the data. First, after controlling for the old
age dependency ratio, the share of total public pension benefit expenditures of the public pension scheme over
GDP of China has more than surpassed many developed countries, such as Japan, the US and Germany, and oth-
ers, and the share of the fiscal budget of government transfers to the overall public pension scheme in China is
higher than that of Japan. Second, using the CHIP database we find that the gap between SP and EP pensions is
much higher than the gap between the household earnings of these two groups in the form of wages and self-em-
ployment income. The reason is that government transfers mainly go to the EP households — who already have
on average higher earnings and pensions. Third, the ratio of average pension to the average earning for people in
the EP scheme has been largely underestimated because the average earning has been concerned only with the
formal sector rather than that of the whole economy, despite the proportion of the insured from the informal sector
in the EP scheme increasing from zero to close to fifty percent since 2000. Therefore, to achieve greater equity in
the treatment of the two groups we propose a gradual process of reducing the subsidized EP benefit, and corre-
spondingly increasing the subsidies to SP pensioners, which would free them from the present double burden
costs, and also encourage younger workers in the SP scheme to increasingly move to the EP scheme. During this
process — considering that more than half of the total labor force are currently in the SP pension scheme — addi-
tional contribution revenues from the previous SP workers would considerably contribute to relieving the financ-
ing burden on the budget for the EP scheme.

Key words: public pension benefit expenditure index; Gini coefficient; earnings-related pension;

zero-pillar pension; replacement rate
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