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Executive Summary

 Executive Summary

The occupational pension was initiated in the PRC in 1991
with the issuance of the “Decision on Occupational Pension for
Enterprises Employees” (the Decision) by the State Council.
The Decision outlined the concept of a multi-pillar pension
system with basic old-age pension, occupational pension and
individual savings. The Decision facilitated the establishment of
occupational pension, starting with some industries and large
state-owned enterprises. After 13 years’ practices and discus-
sions, a new model of trust management was introduced with
unified administration and management. Since then, the Minis-
try of Labor and Social Security ( MOLSS) has issued a set of
policies and regulations as well as supporting measures and im-
plementation guidelines.

To improve the Occupational Pension Program, MOLSS

" licensed administration and management institutes in August

2005, with 37 licenses granted to 29 institutes as trustees (5),

custodians (15), record-keeping administrators (11) and in-
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vestment managers (6) .

The Report provides an overview of occupational pension, and provid-
ed specific and implementable policy recommendations. The purpose of the
report is to analyze issues arising from implementation of the trust mode, as
the concept of trust originated in a legal institution of case-laws while the
basis of China’s legal system is written laws. To this end, extensive inter-
views were held with national policy makers, regional implementers, enter-
prises, insurance, bank, fund management and securities companies. The
interviews were supplemented by information from policy documents, indus-
try and company reports, and official statistics.

The main text of the Report has six sections. Section I describes the
concept, history and current status of occupational pensions. Section II iden-
tifies tax policy, trust management, investment management, and relevant
implementation issues that are crucial for the development of occupational
pension. Sections III and IV provide an in-depth analysis of trust and invest-
ment, two key issues in occupational pension development. In Section III,
we noted the background for introducing trust modality in the PRC, explored
the essence of trust management and characteristics of trust management in
the PRC. Large amount of quantitative data and qualitative analysis were
used in Section IV to summarize international experience in pension fund in-
vestment and their implications to the PRC. This is used to illustrate what
should be the PRC’s targets and implementation modalities in its own pen-
sion fund. Section V articulates policy options and suggestions, each targe-
ting to resolve specific issues in occupational pension development. Section
VI concludes with recommendations for future reform. We believe that with
the enlarging development potential of occupational pension, options should

be given to individuals to enable individually selected investment and indi-
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vidual occupational pension.

The Appendix of the Report summarized the theoretical analysis of cor-
porate governance structure, operational management and risk control of
pension fund. This is done based on the five-year operational experience of
the National Social Security Fund in the PRC, and can serve as the theoreti-
cal base of PRC’s occupational pension management modality. For the first
time, the Report regarded the national reserve type of pension fund as part
of pension arrangements. The first section introduces basic types of pension
systems and pension funds, and illustrated that pension system determines or
confines the pension fund investments and their returns to a large degree.
The second section summarizes recent international theories and experiences
in governance structure of pension fund. In the third section, legal and regu-
latory framework of pension fund investment management in foreign coun-4
tries, their development trend are categorized, and the relevant practices in
the PRC are described and analyzed. The fourth section analyzes functions,
procedures, investment allocation and strategy adjustment of pension fund
asset allocation, as well as operational difficulties in less developed markets.
Three major modalities of pension fund investment are introduced in the fifth
section, together with their impacts on investment operation modality and
asset allocation of pension fund. The sixth section details the selection pro-
cedures of external managers, performance evaluation and risk management.
The seventh section introduced internationally recognized risk management
perception and management procedures of pension fund. In the end, rela-
tionship of market environment of the PRC and pension fund investment are
analyzed. It was concluded that pension fund and securities markets can

catalyze the development of each other, and a win-win situation can be

achieved.
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