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The Economic Effects of China’s New Pension System for Urban and Rural
Residents: Simulations Based on Auerbach — Kotlikoff Model
Li Shiyu' and Feng Junxin®
(1.China Financial Policy Research Center,School of Finance,Renmin University of China;

2 :School of Economics,National Academy of Development and Strategy ,Renmin University of China)

Abstract: China introduced a new pension system for urban and rural residents (without formal jobs) in
2009, and it reached full coverage in 2012. Using a multi — stage over — lapping generations model
(Auerbach - Kotlikoff model ) , this paper quantifies the economic effects of such a pension syslem. We
have the following findings: (1) By providing public basic pensions, this system will reduce the
participants’ saving demand for retirement, thus it will play a role in China’ s economic structure
adjustment. Consumption will be boosted by 0.4% in the short run; while capital stock will be lowered
by 0.7% in the long run. (2)This syslem mallers more in welfare transfers. Because the subsidies 1o the
participants (mostly rural residents, they are much poorer than the non — participants who are in the
urban formal sector) are financed by a general consumpiion tax, this system actually includes a transfer
from urban (high income) to rural (low income) groups. Urban —rural income gap will be narrowed by
7% . The aggregate utility will increase by 0.5% in the short run and 0.4% in the long run. A higher
level of basic pension will bring a more significant improvement.

Key Words: Urban and Rural Residents Pension System; Multi — stage Over — lapping Generations
Model; Economic Structure Adjustment; Welfare Transfer
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