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Abstract

In this paper, we study the effects of pay-as-you-go pension system on capital
accumulation, welfare and income inequality under a two-period overlapping
generations model with heterogeneous agents. We focus attention on a policy,
that is, an increase of constant contribution financed by decreasing income pro-
portional contribution, while leaving constant and income proportional benefits
intact. We establish three results. The first is that the policy increases capital
accumulation. The second is that the polity increases Negishi-type social wel-
fare, while other social welfare such as Benthamian or Rawlsian welfare does
not necessarily increase. The third is that we present a necessary and suffi-
cient condition for the polity to decrease lifetime income inequality measured

by coeflicient of variation.
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