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		Abstract

		This paper studies an Overlapping Generations model with stochastic production and incomplete markets to assess whether the introduction of an unfunded social security system can lead to a Pareto improvement. When returns to capital and wages are imperfectly correlated, the consumption variance of all generations can be reduced if government policies enable them to pool labor and capital incomes. A social security system that endows retired households with a claim to labor income may serve as an effective tool to share aggregate risk between generations. Our quantitative analysis shows that, first, abstracting from the crowding-out effect of social security on the aggregate stock in general equilibrium, the introduction of social security does indeed represent a Pareto improving reform, if households are both fairly risk-averse and fairly willing to intertemporally substitute consumption. Second, the severity of the capital crowding-out effect in general equilibrium overturns these gains for degrees of risk aversion and intertemporal elasticity of substitution commonly used in the literature. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Krueger,  Dirk and Kubler,  Felix E., Pareto Improving Social Security Reform When Financial Markets are Incomplete? (January 2003). NBER Working Paper No. w9410,  Available at SSRN: https://ssrn.com/abstract=366447
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Dirk Krueger (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Pennsylvania - Department of Economics  ( email )

			

			
			
				
				
				
					Ronald O. Perelman Center for Political Science
133 South 36th Street
Philadelphia, PA  19104-6297
United States
215-898-6691 (Phone)
215-573-2057 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.econ.upenn.edu/~dkrueger/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Felix E. Kubler

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Zurich  ( email )

			

			
			
				
				
				
					RÃ¤mistrasse 71
ZÃ¼rich, CH-8006
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Swiss Finance Institute]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Swiss Finance Institute 

			

			
			
				
				
				
					c/o University of Geneva
40, Bd du Pont-d'Arve
CH-1211 Geneva 4
Switzerland

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       55

			

		
		
		
			Abstract Views

			    2,429

		

		
		 
		
			Rank

			  673,537

		

		
	


	
		
            
            	       29 Citations
		

	

	
		
			
				       28 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,244

                                    

                                    
                                        PAPERS

                                           32,680

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        On the Role of Social Security as a Means for Efficient Risk-Bearing in an Economy Where Human Capital is Not Tradeable

                        
                            By
                                
                                
                                    
                                    Robert C. Merton
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Social Security and Institutions for Intergenerational,                 Intragenerational, and International Risk Sharing

                        
                            By
                                
                                
                                    
                                    Robert J. Shiller
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Pareto Improving Social Security Reform When Financial Markets are Incomplete

                        
                            By
                                
                                
                                    
                                    Dirk Krueger
                                     and 
                                
                                    
                                    Felix Kubler
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Intergenerational Risk Sharing

                            
                                By
                                    
                                    
                                        
                                        Roger H. Gordon
                                         and 
                                    
                                        
                                        Hal R. Varian
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Intergenerational Risk Sharing in the Spirit of Arrow, Debreu, and Rawls, with Applications to Social Security Design

                            
                                By
                                    
                                    
                                        
                                        N. Gregory Mankiw
                                         and 
                                    
                                        
                                        Laurence Ball
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Intergenerational Risk Sharing in the Spirit of Arrow, Debreu, and Rawls, with Applications to Social Security Design

                            
                                By
                                    
                                    
                                        
                                        Laurence Ball
                                         and 
                                    
                                        
                                        N. Gregory Mankiw
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Intergenerational Risk-Sharing and Risk-Taking of a Pension Fund

                            
                                By
                                    
                                    
                                        
                                        Christian Gollier
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Social Security and Risk Sharing

                            
                                By
                                    
                                    
                                        
                                        Piero Gottardi
                                         and 
                                    
                                        
                                        Felix Kubler
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dynamic Efficiency, the Riskless Rate, and Debt Ponzi Games Under Uncertainty

                            
                                By
                                    
                                    
                                        
                                        Olivier J. Blanchard
                                         and 
                                    
                                        
                                        Philippe Weil
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

