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Abstract 

Pay-as-you-go pension systems promise retirement security but operate as 
intergenerational transfer schemes whose viability hinges on demography. We 
develop a small open-economy overlapping-generations model with uncertain 
lifetimes and rich demographic dynamics, in which a country's age structure 
jointly determines the system's fiscal balance—contributors against 
beneficiaries—and its political support—young voters against old. We calibrate 
the framework to two countries, the United States and Argentina, benchmarking 
all returns against a 6% market rate. 

In both economies, the system is a poor financial deal, though the extent 
depends on the demographic and fiscal scenario. Under current demographics 
with a balanced pension budget, a newborn faces a present-value loss of 55% of 
contributions, and the break-even cohort is age 40 in both countries. In the 
demographic steady state implied by current fertility, the newborn's loss rises to 
80%, and the break-even cohort climbs to age 50. The system, as currently run—
including deficits—is less punishing to the young: newborn losses are 56% in the 
U.S. and 34% in Argentina, with break-even at age 41 in the US and 31 in 
Argentina. Under today's system, the median voter—age 52 in the U.S. and 41 in 
Argentina—sits well above the break-even age, so a majority of the electorate 
gains on net and the system retains political support even as it transfers from the 
young and the unborn to the currently old. 
 
We provide (hopefully) illustrative figures for a hypothetical PAYG system 
calibrated to Israeli demographics. 

 


