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Average Replacement Rate Objective Replacement Rate
and Burden Estimation of Pension System
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( Institute of Population and Labor Economics Chinese Academy of Social Sciences Beijing
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Abstract: Though the traditional Pay — as — you — go system generally has a fixed level of objec—
tive replacement rate but it doesn’ t means the average replacement rate is unchanged. When a
pension system transfers from an old system with high average replacement rate its average re—
placement rate will decrease in most situations. Only when the average replacement rate has
been far less than the objective rate probably the average replacement rate will be stable or in—
crease. Presently the average replacement rate of China Urban Basic Old — age Insurance is
rather low and its falling in recent years is the inevitable result of system transition. If assume
the average replacement rate is fixed on the level of objective replacement rate the contribution
rate and fund deficit will be overestimated and the system will from fund surplus to fund deficit.
Key words: average replacement rate; objective replacement rate; Pay — as — you — go system;

contribution rate; pension fund deficit
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