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The Choice of Optimal Mixed Public Pension
System in China: Analysis of Returns and Risks

ZHANG YT',BIAN Shi-bo?

(1. School o f Public Economics and Administration s Shanghai University of
Finance and Economics ,Shanghai 200433 ,China ;2. China Lixin Risk Management

Research Institute s Shanghai Lixin University of Commerce sShanghai 201620 ,China)

Abstract: One of the most important issues on pension research is how
to choose the optimal pension plan. Based on the real background in China,
this paper introduces a stochastic trade-off model and shows that the choice
of operation mode of public pension plan is similar to the portfolio of finan-
cial assets under the representative insured person’s utility maximization.
The so-called Aaron condition is just a specific case in deterministic models.
After considering risk factors,the introduction of fully funded system would
improve the operation of public pension system even under Aron condition.
The optimal mixed proportion of pay-as-you-go system and fully funded sys-
tem is affected by population growth rate, wage growth rate,individual risk
aversion and financial market factors. The results indicate that the increase in
operation efficiency of public pension plan and diversified investment of pen-
sion funds are beneficial to the improvement of the utility of insured per-
sons.

Key words: public pension plan; pay-as-you-go system; fully funded
system; Aaron condition
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