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The Replacement—Rate Structure of China's Multi—Tier Pension

System
Zhang Yi

(School of Public Administration and Policy, Shanghai University of Finance and Economics, Shanghai

200434, China)

Abstract: The rational distribution of replacement rates among different tiers is one of the most important
and far-reaching issues in the structural design of a pension system. This paper examines the replacement-
rate structure of China's multi-tier pension system from three dimensions: theoretical mechanisms,
international comparison, and policy optimisation. Based on the theory of two-fund separation, the study
shows that different replacement-rate structures essentially represent a trade-off between the certainty and
adequacy of pension benefits. The findings indicate that traditional measures of replacement rates based on
average wages exhibit significant systematic bias, primarily because they neglect structural factors such as
tax and contribution burdens and the cross-sectional age—earnings profile, thereby underestimating the
actual protection provided by China's first tier. A comparison with OECD countries shows that the net
replacement rate of China's first tier is relatively high, exerting a pronounced crowding-out effect on the
second and third tiers. To address the problem of the excessive dominance of the first tier, this paper argues
that both systemic and parametric reforms are needed, such as reclassifying notional individual accounts as
investments in government bonds and lowering the upper limit on pension insurance contributions.

Keywords: multi-tier; pension system; replacement rate; two-fund separation
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