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Abstract

A model is presented that explains the mix between funded and unfunded pension systems. It
turns out that total pension and the relative shares of the two systems may be explained and
are determined by the population growth rate, technological growth, the time-preference
discount rate, that relative risk aversion, the production function, and the political
representation of the old. A fall in the population growth rate, even to negative values, will
imply a reduction of the interest rate and an increase in the capital-output ratio. Whether the
pension system will shift to more or less funding depends on the political weight of the
elderly. If the elderly succeed in getting more weight in the political process if their
population share increases, which is likely when the population shrinks, the accent on the
PAYG- system will increase. A fall in the population growth rate will result in a reduction of
average welfare. This reduction is more severe, the larger the political power of the elderly.
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