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Research on Balance Conditions of PAYG Public
Pension Plans:Comparative Analysis between
Earning-related System and Flat-benefit
System under Non-steady-state Conditions

ZHANG Yi

(Antai College of Economics and Management s Shanghai Jiao Tong University ,
Shanghai 200030, China)

Abstract: Through continuous time model, the paper analyzes the bal-
ance conditions of two types of PAYG pension plans, namely earning-related
system and flat-benefit system. It indicates that, when facing the issue of
population aging, the earning-related pension plan will be imbalanced if the
substitution ratio keeps constant. However, the flat-benefit pension plan can
be sustainable at certain conditions, but the substitution ratio decreases con-
stantly. It also shows that when the population structure changes, the sub-
stitution ratios of these two pension plans are required to descend at the
same pace in order to avert imbalance. In comparison with flat-benefit sys-
tem, the earning-related pension plan in China lacks policy instruments and
reasonable ways to adjust substitution ratio when facing the issue of popula-
tion aging, which is apt to result in a payment crisis. Flat-benefit system is
helpful to keep the sustainability of pension plans and protect the interests of
elderly low-income groups.

Key words: PAYG system; public pension plan; earning-related sys-
tem; flat-benefit system
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