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ABSTRACT

This paper is focused on social security expenditure. It first chap-
ter began with the economic explanation of social security’s origin and
necessity. The following three chapters made a serial of research on
macro effect of expenditure level, optimal level of expenditure, re-
search on period of expenditure level. As a conclusion chapter, the
fifth part provided an optional level for China’s social security as well
as a combination of policy formulation suggestions.

The first chapter made an introduction of the paper, including
the theme, contents, definitions and methodology, and also analysed
the innovations and deficiencies of the paper.

The second chapter made an economic explanation for social secur-
ity. Contemporary economics believes the market has its failure scale,
for which government intervention should be done. In social insurance
market, because of information asymmetry and inadequate information
of the market, contrary choice as well as moral risk is often two critical
reasons for ineffective market operation, or in other words, the market
could not provide necessary insurance product or it provided some product
with low effectiveness. To eliminate the mentioned problems of the insur-
ance market, the government could make a new social insurance system
by “non-market” way, to be a supplementary part of market effective-
ness. This chapter’s basic viewpoint is that social security has its necessity

and rationality, but it should only be used as a supplementary way of
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make up the market failure, and never could be a total substitution.

The third chapter focused on macro-effect of social security ex-
penditure. It involves both theoretical and demonstrative research on
relations between social security expenditure level and economic
growth, inflation, unemployment, saving, investment, aged popu-
lation as well as urbanization level etc, and therefore pays attention on
China’s social security expenditure level with institutional restric-
tions. This part ended with a conclusion that the relations between social
security expenditure and investment as well as savings are direct ratio,
however, the relations between social security expenditure and infla-
tion, private consumption as well as GDP growth are inverse ration.

The fourth chapter is focused on the optimal level of social securi-
ty, and starts its research from Martin Feldstein’s model of optimal
level of social security. Feldstein consider the optimal level of Social
Security benefits depends on balancing the protection that these bene-
fits offer to those who have not provided adequately for their own old
age against the welfare costs of distorting economic behavior. The pri-
mary such cost is the distortion in private saving. His model derives the
level of Social Security benefits that is optimal in three basic cases. In
the first case, the optimal level of benefits is derived for an economy
in which all individuals do not anticipate retirement at all (total myo-
pia) and therefore do not save. The second and third sections then de-
rive the optimal benefits for economies with two different definitions of
attitudes toward retirement and saving. Moreover, the chapter intro-
duced three other models as Douglas evaluation model, Deviation de-
gree model as well as the Elasticity modulus model to make a thorough
analysis and evaluation on the social security expenditure of home and

abroad. Finally it confined China’s expenditure on the base of the
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above research, and offered a constructive strategy. Generally, there’s

relatively great difference among countries. Most high welfare countries
exceeded their optimal upper limit, and in China, the small-bore lev-
el is below the optimal statistics, while the big-bore level is above the
optimal level in most sample years.

The fifth chapter is on the period research of social security. It
classified social security institution into four patterns, and made elab-
orate empirical research on specific sample countries as the United
States, Sweden etc, to demonstrate the expenditure of different pat-
terns run in different periods. In China’s case, the paper predict the
social security expenditure of following 10 to 30 years in the future,
and conclude that China’s contemporary level is basically equal to the
level of US in 1950°s. If we make US trend as reference, China’s ex-
penditure will reach its peak in 2030, that is to say, China will suffer
from an expenditure deficit of 2000 billion in prediction.

As a conclusion part, the fifth chapter offered an optional level
for China’s social security as well as a combination of policy formula-
tion suggestions in different time interzone, on the basis of macro fac-
tors effect, optimal expenditure level, expenditure period trend
etc. Generally, the paper considers moderate social security expéndi-
ture should be guided by the following suggestions as: scientifically
confining the borders of market and government as well as the borders
of power between central and local government; adjusting expenditure
structures; multi-means of financing; together with sharable economic

growth to promote social employment.

Key Words: Social Security, Expenditure Level, Macro Eco-

nomic Effects
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