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Practical Pathways and Policy Guarantees for the Third-pillar-oriented
Reform of the Residents' Pension System

Zhao Yaohui (Wuhan University )
Wang Yafeng (Peking University )
Zhao Rui (Wuhan University)

Abstract Having achieved broad coverage since its establishment, the basic pension scheme for urban
and rural residents remains heavily reliant on fiscally supported basic pensions, with limited accumulation in
individual accounts and low pension benefit levels. Promoting a third-pillar-oriented reform of the urban and
rural residents' pension system therefore represents a viable way out. The core of this reform lies in develop-
ing individual pension accounts by enhancing the property attributes and transparency of pension entitle-
ments, thereby reinforcing participants' trust. The reform measure is to consolidate basic pensions and contri-
bution subsidies and convert them into investment-return-based subsidies, with the state providing additional
interest subsidies on top of market-based returns. This arrangement makes contribution returns more visible,
strengthens contribution incentives and develops a mechanism of "the greater and longer the contribution, the
more the benefit". The effect of the third-pillar-oriented reform on improving pension benefits depends on
key parameters such as the contribution tiers chosen by participants, interest subsidy levels and investment re-
turn rate. Under a given subsidy rate, adjusting parameter combinations allows for projecting pension benefits
attainable in different scenarios. By converting direct subsidies into interest subsidies and incentivizing indi-
vidual account accumulation, the third-pillar-oriented reform of the urban and rural residents' pension scheme
offers a practical approach to raising rural pension benefits, easing fiscal pressures and improving the overall
pension system.

Key words basic pension scheme for urban and rural residents; individual account; the third-pillar-ori-

ented reform; interest subsidy; contribution incentives
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