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Abstract: Under the background of economic stagnation and population ageing in 1970s, many
countries have reformed their traditional pension system. Chile has substituted a funding system for
the Defined-Benefit Pay As You Go (PAYG) pension system completely, and become the typical
example of “the privatization of social security”. The United Kingdom has transformed the State
Earnings Related Pension schemes into a part-funding system through the “Contract-out” policy.
Continuing with the conventional route, Australia has become one of the few countries which have
formed a unique pension system that mainly contains the zero & the second pillar. Sweden has
reformed the PAYG system to a Non-Financial Defined Contribution (NDC) system. This paper
makes an evaluation of the real effect of the current pension system of the four countries. From the
perspective of profit, the real rate of return of the funding is often higher than the internal rate of
return of PAYG. But if we take the total operating cost & transforming fees into consideration, the
advantage of the Financial Defined Contribution (FDC) may not be that obvious. The market risk of
funding system will be much higher than the PAYG as we use the coefficient of variation and VAR
model to test. The NDC system in Sweden doesn’t perform as well as the old PAYG in both the
aspects of profit and risk aversion. Based on the essence of pension, which aims at poverty
alleviation and providing a secure and stable income expectation for the elderly, and the feasibility
of financial sustainability, we propose that we establish a pension system with PAYG as the main
body, and other tier (such as FDC) as a supplement to the basic part. That can be a rational choice
for the construction of the national pension system in the post-crisis era.

Keywords: Pay As You Go(PAYG); Funding system; Non-Financial Defined Contribution; risks;
essence of pension
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