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Research on the Financing Model of Pension System and Aaron
Condition: Literature Review

Sun Yuqi

(School of Business of Hunan Normal University, Changsha, Hunan, 410000)

Abstract: The financing mode of the pension system affects the sustainability of pension
contributions and pension benefits directly, and further determines the living standards of retirees.
The Aaron condition is a common theoretical tool for the selection of financing mode in the
pension system. Whether the Aaron condition is applicable or not has an important impact on the
choice of financing mode. By reviewing the relevant literature and research process of domestic
and foreign pension financing models and Aaron condition, this paper compares the advantages
and disadvantages of the Pay-As-You-Go system and the Fully Funded system, analyzes the
current research situation and development direction of the Aaron condition. This article discusses
the problems that should be paid attention to in the practical application of the Aaron conditions in
China, holds that the assumption of the traditional Aaron condition is divorced from China’s
economic and social reality. Therefore, it should be optimized based on the reality of population
aging and low fertility rate in China.

Keywords: Pension System; Aaron condition; Pay-As-You-Go Pension; Fully Funded Pension
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