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The Global Pension Reforms and the Choice of China
--- The Empty Individual-Account is More Reliable than Funded System in China ---

Abstract:

The consensus achieved in the global intense debate on the public pension
system in 1990s is that the funded system can not solve the financial problem of
the public pension system due to aging and, if the transition cost is included, the
yield of the funded system is similar to the pay-as-you-go (PAYG) system. This
paper’ s investigation has shown that almost all developed countries have adopted
PAYG in their public pension systems and there is no sign indicating that it will
be changed to the funded system. Theoretically, there is no alternative to PAYG for
public pension system. Since personal account can be set up in PAYG, there is no
reason to adopt either the fully or partial funded system in China. The NDC model
is very practical in tackling the problem of insufficient incentive, investment risk
and huge transition cost.

Key words: notional defined-contribution PAYG, public pension system, investment
risks, incentive, transition cost
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