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The Mutual Aid Function of Pay—as—you—go Pension Scheme

Zhang Xiang
(School of Public Affairs, Zhejiang University; Center of Social Welfare and Governance, Zhejiang University;

Institute for Common Prosperity and Development, Zhejiang University, Hanzhou 310058, China)

Abstract: This paper attempts to explain the mutual aid function of the pay-as-you-go (PAYG)
pension scheme. It is generally held that PAYG pension schemes represent intergenerational mutual aid
between the younger and older generations of insured members at specific time points, but this paper
argues that the mutual aid between long-lived and short-lived insured members is the essence of PAYG
pension schemes, because the pension benefits are paid out according to the lifespan rather than the
year of birth of the insured. In a narrow sense, mutual aid in PAYG pension schemes refers to the
sharing of the individual longevity risks through fund transfers from insured members with short
lifespan to those with long lifespan. In a broad sense, the mutual aid also includes income
redistribution through fund transfers among different insured groups. The pensionable age determines
the proportion of long-lived and short-lived insured members, and further affects the longevity risk
sharing and income redistribution functions of PAYG schemes. Clarifying these two basic functions of
PAYG schemes helps to avoid the misunderstanding of the concept of mutual aid.

Key words: pay-as-you-go; social pension scheme; mutual aid; longevity risk sharing; income

redistribution
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