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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 introduece funded
systems.. T

What is the deep root’: of ever — shlf;mg pensxon’? The unhalanoed
population structtire is the direct source, since the basic.assumption of
PAYG is long term relatively stable population: structure. Howewer,
the interaction hetween pension funds and capital market;is; the eco-
nommic reason of reform on, pension.. It has hegome and is going, to,be
the fogal isspe of most countries’ pension and.became the frogtling and
heated research, region of global pensionin which it can become the
key restriction of the tyopism of funded pension. .

This book focuses on the theoretxpgl framewark of the mtg,ractton
between pension funds and capxtal market and concludes, th@t the:com-
mon restritions of the interaction befyeen, these two. Fyrthermoge,
we use the  practical situation of the iqteracting between pension £unds
and capxtal market in China, on the basis of the ommon r&stngtlon,
to describe the Pohcy advice to carry ogt,\the mtexactmg1 betweer; pen-
sion funds and capltal market in the near fqture of Chma

Chapter One descnbes the basic i 1ssue of t}us 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 developmefit' upgn 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 pénsion exerts
an influence on the quality of society saving, it can optimize the strue-
ture of social saving, in case of a stable social saving, enable long -
term saving increasing by a large margin. And because pension funds
belong§ to mandatory, long term social saving; compared with other
institution; - it. is more likely to transforin froni'long — termsaving iinto
long — term investment effectively then provide extra long — term capi-
tal for capital market development. This'effect can'be desc¢ribed’as: P
(pension funds) 4 “=SL (Long = tertn’ Sahng) 4 “"‘ML (long*-w
term funds) * —C (¢apital market) 4277 - i
_ Liquidity éfféct. From the polrit of view of pension :beneﬁci‘aries;
pension funds a5 mandatory saving} belongs to noén — lioid finanicial
aSsets 'Wheén' ‘the” berieficiariés pay in’' their iticomes, " the ﬁqundity
Structire &f total ‘assets is Chinged; liquid dssets’ décridse and Hon -
liquid assets increase. BaSed‘ S liqmdii}‘ Benéficiary- k‘eqdﬁes “He
will ‘séll riori — ligaid’ 4sddts, hbld’llqmd a’sse‘ts agdin, a8 1 Whole, the
socidl finaricial dsSets’ deman& il incrédse L thus" Prombtethe Jévélop-
frient ‘of ‘”Bltal ‘Market: 'I{h1§"effect carf%e'aaé}ibed ’“npl‘(v sion
'funds) f—“L ('the liqmdlty of 'thé - as ts) v}-’TJ—\ (liﬁ ci asseis)
§=C (capital market) o o B
" Interest l‘ate effect While that the pensmn funds i bemg aocu—
mulated oonstantly, the fmanc1al assets demand i mcreases, then in-

crease market demand of the money market, quasi — money ‘market



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 thie 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 fiinds)
4 —1 (market interest rate) § —FAP (the price of finaricial assets)
} —=C (ocapital market) 4 . P : :
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;, ihvestmenit tactics
and regulations ‘of the pension funds, thé formation- of finanelal sys-
tem, the degree of interest rate liberation} degree of financial'market
integration etc. R :
Chapter Three put forward on ‘how the deVelopment 'of 'pension
funds conversely! promotes the development of ‘capital matket  There
are two paths: newly paid fees'and investrént profit. . Thé impdct on
pension realized through above—' mentioned paths mainlyy -+
Eoconomic growth effeé¢t. The developthent: of the ‘capital marktet
will influence the total social demand, thus promote the develspment
of real economy, and the development of real economy- will-irpreve
national ihcome level, and then will iricrease the newly paid fees; and
finally promote the increase of pension funds. This eff‘ecit canr: be dex
scribed as; C (capital market) # —E (economy) 4+ —=Y (gross




