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Abstract

Abstract

After World War Two the® Beveridgian Report” leaded social
security systems of “ from cradle to tomb” in North European coun-
tries into full development stage until the 1970s. Nevertheless the
reform process of Western countries on pension has been on a long
way in 1980s. Especially from 1990s a majority of Western
countries’ pension systems began fully or partially to introduce funded
systems.

What is the deep root of ever — shifting pension The unbalanced
population structure is the direct source since the basic assumption of
PAYG is long term relatively stable population structure. However
the interaction between pension funds and capital market is the eco-
nomic reason of reform on pension. It has become and is going to be
the focal issue of most countries’ pension and become the frontline and
heated research region of global pension in which it can become the
key restriction of the tropism of funded pension.

This book focuses on the theoretical framework of the interaction
between pension funds and capital market and concludes that the com-
mon restrictions of the interaction between these two. Furthermore
we use the practical situation of the interacting between pension funds
and capital market in China on the basis of the common restriction
to describe the policy advice to carry out the interacting between pen-
sion funds and capital market in the near future of China.

Chapter One describes the basic issue of this paper the latest re-
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search situation context goal method technology and innovation.

Chapter Two puts effort on the theoretical research of the influ-
ence of pension funds development upon capital market. It is ex-
plained from three angles the social saving structure assets structure
of pension funds beneficiaries and the balance of financial market.

Long — term saving effect. The reform of funded pension exerts
an influence on the quality of society saving it can optimize the struc-
ture of social saving in case of a stable social saving enable long —
term saving increasing by a large margin. And because pension funds
belongs to mandatory long term social saving compared with other
institution it is more likely to transform from long — term saving into
long — term investment effectively then provide extra long — term capi-
tal for capital market development. This effect can be described as P

pension funds 4} —SL Long — term saving # =ML long —
term funds 4 —>C capital market % .

Liquidity effect. From the point of view of pension beneficiaries
pension funds as mandatory saving belongs to non — liquid financial
assets. When the beneficiaries pay in their incomes the liquidity
structure of total assets is changed liquid assets decrease and non —
liquid assets increase. Based on the liquidity beneficiary requires he
will sell non — liquid assets hold liquid assets again as a whole the
social financial assets demand will increase thus promote the develop-
ment of capital market. This effect can be described as P pension
funds *—L the liquidity of the assets ¥ =LA liquid assets
A >C capital market 4.

Interest rate effect. While that the pension funds is being accu-
mulated constantly the financial assets demand increases then in-

crease market demand of the money market quasi — money market
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and stock market. This will reduce the balanced interest rate level of
the whole financial market including the true interest rate level of the
capital market undoubtedly reduce the capital cost of departments
such as enterprise etc lower the risk premiums of the capital market
and reduce the gap between long — term interest rate and short — term
interest rate of the market. Therefore the development of the pen-
sion funds will promote the growth of the capital market and real e-
conomy through the effect of reducing the true rate of interest of fi-
nancial market. This effect can be described as P pension funds
A —>1 market interest rate vy =FAP the price of financial assets
A >C capital market 4.

Aside from the above it not only discussed the conduction mech-
anism that the pension funds influences the capital marketing but also
analyzed its ingredients including the social saving rate mainly
family’s assets association basic pension system investment tactics
and regulations of the pension funds the formation of financial sys-
tem the degree of interest rate liberation degree of financial market
integration etc.

Chapter Three put forward on how the development of pension
funds conversely promotes the development of capital market. There
are two paths newly paid fees and investment profit. The impact on
pension realized through above — mentioned paths mainly

Economic growth effect. The development of the capital market
will influence the total social demand thus promote the development
of real economy and the development of real economy will improve
national income level and then will increase the newly paid fees and
finally promote the increase of pension funds. This effect can be de-

scribed as  C  capital market 4 —E economy * —>Y gross
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national income 4 —P pension funds 4 .

Investment return effect. The development of the capital market
offers more investment choice and risk management tools for pension
funds thus improves the investment portfolio of the pension funds ef-
fectively realize optimum investment portfolio and then raise the
investment return promote the growth of the pension funds. This ef-
fect can be described as C  capital market 4 —FT financial in-
struments A —IR investment return *—P pension funds A

Certainly economic growth effect and investment return effect
are influenced by a great deal of factors capital market scale struc-
ture efficiency pension pay — in rate and degree of rational invest-
ment behavior etc.

Chapter Four. Based on the theoretical frames structure set up in
the previous two chapters we use Granger’s cause to analyses the dy-
namic relation of pension funds and the capital market of 21 countries.
The conclusion can be classified into four categories 4 countries have
PF—MC relation the pension fund brings about an advance in capital
market one — way 4 countries have MC—PF relation the capital
market brings about an advance in pension fund one — way 11 coun-
tries have PF~MC relation the two have no causality 2 countries
have PF<>MC relation the two have two— way causality.

This book unifies theory conduction effect and actual situation of
various countries comes the annotation above real diagnosis conclu-
sion. Put forward an idea that there exists a long — term and mutual
enhancing interaction between pension funds and the capital market.
Certainly this relies on certain conditions which is decided by the ef-
fectiveness of conduction effect. The effect is restrained by countries’

pension system the funded accumulation system reform pattern the
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advance of capital market speed of pension funds development insti-
tutional investor structure and so on.

The Fifth Chapter is based on theories and the empirical research
conclusion of chapter two three and four carries on the induction to
pension funds and the capital market interaction conduction effect and
the influence factor summarizes pension funds and the capital market
interaction theory frame. And follows pension funds—>capital market
—pension funds this circulation bidirectional interaction process to
summarize in each conduction link generality constraint condition in-
cluding pension system arrangement and system vicissitude pension
funds investment strategy and investment regulation financial system
and integrated degree interest rate marketability degree capital mar-
ket scale structure and efficiency family property combination and
enterprise financing elasticity .

The Sixth Chapter will analyze the interaction between pension
funds and capital markets in China. This article by analyzing the
current situation of pension funds and capital markets puts up an idea
that there is no interaction in China yet. But if in our country pen-
sion system vicissitude multi — polar the marketability characteristic
strengthen unceasingly individual account makes the reality gradual-
ly the enterprise annuity scale fast grow as well as the social security
funds further enriches we have the reason to believe the pension fund
will play the more and more vital role in our country capital market
development.

The Seventh Chapter based on the present relation between
pension funds and capital market analyzes the question from the in-
stitution stratification plane as well as the restraint produced by the

interaction between those two. We thought that our country’s present
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pension system must be restructured must unify the adjustment of
pension system and adjustment of enterprise property rights Only
then it can solve the problem that pension funds scale is excessively
small. Similarly the basic system and arrangements of our capital
market should be transformed from the finance function to the invest-
ment function. Meanwhile the constitutive adjustment in capital
market system must give full allowance of stock circulation. Only then
questions such as small capital market scale unutilized structure in-
efficiency can be solved.

The Eighth Chapter first analyzes the constraints of interaction
between pension funds and capital market. It mainly falls into the fol-
lowing aspects First pension funds accumulation scale is excessively
small second the capital market scale is small unutilized and ineffi-
cient third the financial system structure is unreasonable the de-
gree of integration is low fourth the interest rate is not liberalized.

How our country’s pension fund can further realize the dynamic
interaction with the capital market This book unifies the research
conclusion of previous chapters and international experience and put
forward In the overall the macro economy should remain stable dur-
ing fast economic development Taking pension and capital market as
the starting point carry out pension system reform vigorously build
and fortify a system of pension investment management accelerate
capital market development improve capital market efficiency make
two extremes of the interaction relations moving together At the
same time in association with a series of reform policies by bridging
the conduction mechanism between pension funds and capital market
in another word unifying the two markets optimizing the financial

system structure gradually enhances the money market integration
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degree In association with the pace of money market reform further
relaxes the interest rate control establishes a liberal interest rate
mechanism With funds accumulation scale establishes multiplex as-
set management structure safely relaxes pension funds investment

regulation.




