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Abstract

The multi—pillar pension system reform conducted in response to cope with the
challenges of aging led to the formation of a huge amount of pension capital. “Capitali-
zation of pension fund” has become one of the hot topics in industrialized countries.
However, the transformation from pay—as—you—go to accumulation system can’t solve
the aging problem automatically. Only by creating new resources through fund invest-
ment and promote economic growth can we provide more fund transfers for the growing
elderly population and reflect the advantages of system reform. However, repeated oc-
currence of financial crisis brings a huge risk in the marketization of investment of
pension funds. Realizing the preservation and appreciation of pension funds in the
macroeconomic and financial market environment with fierce volatility is one of the de-
cisive factors for the sustainability of accumulative pension fund plan. Breaking
through the traditional theoretical framework and searching for new investment methods
and strategies for pension funds in order to ensure stable and higher long—term returns
has become one of the key issues of global concern in the social security field. On the
other hand, pension fund has become an important institutional investor in the capital
market, and investment behaviors have a significant impact on the volatility of capital
market, governance of listed corporations and financial innovation. How to regulate
the investment behaviors of pension fund and make it become an important driving
force for economic development is also an important task in the research on investment
management.

China, “which is getting old before getting rich”, is faced with more serious
challenges in the sustainable development of the endowment insurance system. A series
of measures to reform the pension system also points the key to success to the fund’s

investment operation. Only under the premise of making long—term and stable return
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on investment can a variety of accumulated endowment insurances give play to the ad-
vantages of the pension system and can the multi—level old—age security system of our
country be sustained. However, the management of pension fund investment in our
country is a brand new business, “who will manage it” “how to invest it” “how to su-
pervise it ” and other basic problems in the investment management are still under dis-
cussion. Therefore, how to promote the reform of the investment and operation system
of China’s pension fund? How to adopt scientific and reasonable investment strategies?
How to perfect the long—term mechanism to ensure the safety of pension fund invest-
ment? And other issues will be the important objects to study on in the future research
on the investment management of pension fund in China.

What is different from the research on the traditional pension fund investment
management is that this book will introduce behavioral financial theory into the study
on the above mentioned key problems, comprehensively apply standard theories
relating to finance and behavior finance, focus on and describe the following issues:
What are the specific investment behaviors of pension funds? How do these behaviors
differ from the conclusion under traditional financial theory? What is the
microeconomic foundation of these behaviors? What kind of impact will these actions
produce on the pension fund investment and operation and even the macro economy?
How to make the investment management of pension funds more in line with the specif-
ic goal of the pension system through establishment of a system, incentive mechanism
and regulatory constraints and other ways? We conduct the above studies with the hope
to provide theoretical and practical references for the investment management of
pension funds in China. The value and significance of the study might lies in; First, it
can break through limitations and difficulties in the pension fund investment and oper-
ation of standard finance theory and enrich the management theory of pension fund in-
vestment ; meanwhile, applying behavior study in the investment and operation of pen-
sion fund can also enrich materials if theories relating to behavior science. Second, we
can conduct more accurate analysis and interpretation of various phenomena and prob-
lems of investment and management of China’s pension funds starting from the deeper
psychological and social motivations which leads to this behavior. Third, adopting the
analyzing thought which combines macro and micro analysis can grasp the key factors
affecting the performance of China’s pension fund investment more clearly and clarify

the basic ideas of long—term investment of pension fund under dynamic financial and
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economic environment.

This book consists of 8 chapters, the main research contents and viewpoints of
each chapter are as follows:

The first chapter is introduction. It puts forward the research topic, sorts out and
briefly comments on the previous relevant researches at home and abroad, analyzes the
deficiencies of current researches at home and abroad and points out the value and sig-
nificance of the study in this chapter. This chapter also elaborates basic ideas, overall
framework and main research methods of the research in this book. Lastly, it proposes
the main innovative points and shortcomings of this chapter.

The second chapter specifies different requirements and suggestions on the man-
agement of pension fund investment under the two major theoretical frameworks which
are standard finance and behavior finance through the elaboration of basic theory of
pension fund investment and management. This chapter argues that standard financial
theory is still the most important theoretical basis of pension fund investment manage-
ment , but it has its own insurmountable defects. Behavioral finance theory analyzes the
investment decision—making process of people participating in pension fund investment
starting from people’s psychological motivation and behavior mode, and puts forward a
series of theoretical suggestions which are more close to the actual investment
behaviors so as to provide a brand new way for perfection of the pension fund’s invest-
ment management system and code of conduct. It is also one of the important starting
points of the research in this chapter.

The third chapter starts from the general characteristics of the pension fund in-
vestment behaviors, analyzes the behavior characteristics of international pension funds
in different historical periods and different system modes, and summarizes some non—
rational behaviors in the process of pension fund investment. (DThis chapter analyzes
the investment mode of pension funds as institutional investors and the differences in
investment behaviors between pension funds and other institutional investors. (2)This
chapter analyzes the evolution process and its influencing factors in different periods of
the history of pension funds investment behaviors according to the time sequence. (3
This chapter analyzes the investment behaviors of the pension fund under different
management modes, profit modes, regulation rules and governance structures respec-
tively. @This chapter analyzes irrational behaviors existing in the investment process

of the pension funds based on the behavioral finance theory, and analyzes the reasons
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of these irrational behaviors from the perspective of psychological process. How to ex-
plore a more perfect way of investment and avoid the occurrence of irrational behaviors
for pension funds in the fluctuating economic and financial environments also one of
the logical starting points of this study. (5)Based on the analysis of international
pension fund’s investment behaviors, this chapter sums up three inspirations
perfecting China’s pension fund investment management.

The fourth chapter focuses on the impact of management system of China's
pension fund on investment behaviors. The paper divides China’s pension funds into
basic pension fund, corporate annuity fund and national social security fund, and ana-
lyzes the changes of various types of fund management systems and investment behav-
iors respectively and the impact of existing management system on investment
behaviors. This chapter argues that strict investment restrictions caused by low level of
overall planning is the root cause of that the basic endowment insurance fund remains
in the “bank deposit” investment system; the entrusting mode which separate
enterprise’s annuity trustee and investment manager leads to some shortterm investment
behaviors; the national social security fund administrative system limits the marketized
investment activities of the fund, the fund’s entrusted investments will also inevitably
lead to some short—term operation behaviors. How to establish an effective system and
mechanism to regulate the investment behaviors of China’s pension fund is also a
logical starting point of this study.

The fifth chapter introduces behavior factors and carries out analysis on the asset
allocation of China’s pension funds. First of all, this chapter expounds basic ideology
and model framework of behavioral portfolio theory, and argues that the asset
allocation behaviors of pension fund management institutions of other countries are
closer to the interpretation of BPT-MA model. Secondly, it analyzes the basic process
of asset allocation of pension funds and the current situation and behavior of asset allo-
cation of pension funds in China. Thirdly, it compares the differences of pension fund
asset allocation strategies under traditional investment theory and behavioral portfolio
theory through case study. In the same asset yield condition, investment portfolios
based on behavioral rational difference coefficient pay more attention to risks and have
higher adaptability to assets which reflect investors’ risk preferences, while portfolios
based on traditional mean variance model pay more attention to the relationship

between risks and returns.
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The sixth chapter analyzes the supervision of investment of pension funds in Chi-
na. It first analyzes the impact of pension fund supervision mode of China at this stage
on investment behaviors. It argues that in order to break the vicious spiral of “easing
conditions for investments” and “falling into disorder” , we should strengthen the su-
pervision while easing investment restrictions. Secondly, based on the game theory,
this chapter analyzes the control of regulators on the behaviors of pension fund invest-
ment institutions. Thirdly, based on the “future value” theory in behavioral finance,
it analyzes behavior control measures targeting at the behaviors of pension fund invest-
ment institutions, and finds out that under the positive regulatory conditions of regula-
tors, the prospect value of the cost for investment institutions to adopt altruistic
strategy is less than the total prospect value of initiating risk, reputation and economic
loss as well as income from misconducts.

The seventh chapter conducts an empirical study on the stock investment of pen-
sion funds in China. First of all, this chapter analyzes the stock selection and holding
behavior of pension fund in China in terms of industry distribution, market value dis-
tribution, market distribution, holding time and other aspects. Secondly, this chapter
selects ITM model and analyzes the use of China’s pension fund momentum and
reversal trading strategy. This study found that most of the funds in China showed in-
vestment behaviors which are consistent with the fluctuations of market prices and the
majority of investors, but some reversal trading strategies are adopted in some market’s
turning points. However, there are certain differences in the investment philesophy and
style for different investment managers. Thirdly, this chapter tests the herding
hehaviors of China’s pension fund investment in the stock market by using LSV method
and its modified model. The study found that from 2006 to 2013, the herding behavior
of China’s pension fund is not significant in general, only a few quarters showed slight
herding behavior. Various investment portfolios of China’s pension fund are
represented as random trading patterns which are independent of each other in general.
The imitation degree among funds is low.

The eighth chapter is based on the research result of behavioral finance and puts
forward four policy suggestions on China’s pension fund investment management. First-
ly, the pension fund in China should adhere to the long—term nature of accumulation
fund investment. Secondly, we should give play to the central role of asset allocation in

the fund investment. Thirdly, we need to pay attention to the mental state of
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investment management institutions in the investment process. Fourthly, we should pay
attention to the influence of institutional arrangement on the pension fund investment
management behavior.

Based on the existing research, this book carries out in—depth research on the
investment behaviors as well as the main reason for the differences of investment be-
haviors of pension funds through theoretical analysis and empirical study. Its possible
contributions and innovations are as follows;

Firstly, in terms of research perspective, professionalism and standardization of
investment is the key factor to decide whether pension fund can obtain long—term and
stable return on investment, which affects the success or failure of the reform of en-
dowment insurance system in our country. Although there are very rich researches of
domestic and foreign scholars on pension fund investment management, detailed and
systematic analysis of the pension fund investment behavior and its influencing factors
are still lacking. Different from traditional macro analysis, this book studies the micro
behaviors of pension fund investment from the perspective of behavioral finance and
system analysis. This study is a new beneficial attempt if we look at it from this per-
spective,

Secondly, in terms of theoretical research, this book first sorts out pension fund
investment analysis theories under two kinds of analysis frameworks which are standard
finance and behavioral finance, and discusses different analysis ideas and analysis
pathways of standard finance and behavioral finance theory in the study of pension
fund investment behaviors. Then this book summarizes exclusive behavior features of
pension fund investment, and analyzes the differences of pension fund investment be-
haviors of different historical periods and different system modes. This book also dis-
cusses the impact of the existing investment management system on specific investment
behaviors of pension funds from the perspective of evolution of the pension system and
investment behavior in our country. The above analysis is also rare in previous
domestic and foreign researches.

Thirdly, on the basis of empirical analysis, this study applies behavioral portfolio
theory to the decision of asset allocation of pension funds, and uses real data to com-
pare mean variance model and behavior investment portfolio model in the asset alloca-
tion decision of pension fund.

Fevrthly, in terms of the investment supervision, this book discusses the
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irrational behaviors of China’s pension fund regulation and supervision, and analyzes
the effective way for the pension fund regulators to control the behaviors of investment
management institutions under the model of entrusted agency by using prospect theory.
Based on the real data and tests, this book analyzes the herding behavior and momen-
tum trading strategy of China’s pension fund stock investment, this book using LSV
model and ITM model in behavioral finance. These exploratory researches can not only
expard the research field of behavioral finance in China to some extent, but also pro-

vide some useful refernces for follow—up studies.

Keywords: Pension Fund; Behavioral Finance; Investment Behavior; Behavior

Deviation ; Investment Strategy
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