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The Orientation of China’ s Urban Pension System Reform:

The Scheme of Fund Accumulation or Notional Defined Contribution
Long Zhaoyang & Shen Shuguang

Abstract: T o study the orientation of China’ s urban pension system reform by examining the transi
tion to the funded system and its economic impact. The essence of the transition of pension system to
fund accumulation scheme is that “ passive deficit fiscal policy plus defined contribution pay-as-yougo
scheme”, the new operating model doesn’ t fundamentally change the existing payas-you go scheme in
the financing, but only change the payment method, which shifts from the original defined benefit
payment to defined contribution. T he transition to fund accumulation system cannot cope with popula-
tion aging risk, in result, it brings about lots of negative effects such as crowding-out effect, market
distortions and reverse income redistribution, and the state fell into a passive situation in the operation
of fiscal policy. As Chinais under the statement with lacking of effective investment channels, low ef
ficiency of resource allocation, and deterioration of income distribution, the remedy of reform should
be to establish the public pension system combined the national basic pension scheme with the notional
defined contribution scheme, to improve incentives and to eliminate the barriers on labor flow, so that
it can realize the coordinated development between urban and rural areas.
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