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Accumulated Pension System and Long—term

Capital Formation

Li Bo, Chen Andi and Zheng Bingwen

Abstract: Since the Reform and Open—up Policy carried on, China’s economy has been, in
general, short of long— term equity capital. When China enters into a new high— quality
developing stage, long—term equity capital is scarcer than short—term debt. Pension is one of the
important resources of long—term capital because of long contribution term and deferral payment.
Currently, China’ s pension system is a Pay— As— You— Go ( PAYG ) system relying on
transferring demographic dividend to support the pay demand. In such a system, the contributions
of pension has been used off and less saved. The percentage of China’s pension saving amount to
GDP is far less than the average level of developed countries and not matching to the status of the
world second largest economy. The scarcity of long— term capital (especially long— term equity
capital) is not supportive to technical innovation and macro leverage curbing. This paper argues
that pension systems could be regarded as an important internal viable of an economy model. On
one hand, stepping up pension system reform and increasing pension savings would help the
pension system benefiting from the economic development, improving social insurance capacity
to cope with aging problem; on the other hand, it would help to fill up the gap of long—term
capital supplement mechanics and provide long—term capital for the economy. This paper suggests
that Chinese government should promote to developing an funded—type of pension system to put
the pillar 1, 2 and 3 of pension system into a unified frame work. Through building up incentive—
compatible mechanics to improve the contribution willingness, Pillar 1 of the pension system
would transter from PAYG to half—funded—type of pension(to finance the individual accounts)
while pillar 2 and 3 would increase. Based on these measures, facilitating pension investment and
promoting funded—type of pension to transfer into long— term capital could help to create the
win— win solution to social insurance, capital markets development, technical innovation and
economic development. It could also deal with challenges in future through long—term capital

formation and curbing macro leverage ratio. In conclusion, the key points of pension system
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reform are optimizing saving structure: facilitating a portion of savings from real estate market and
commercial banks transfer into pension accounts and becoming long— term capital (especially
long— term equity capital) to support economic development and technical innovation through
high efficient investment system.

Keywords: pension reform, capital market, long—term equity investment, long—term capital,

social security
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