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The Financial Condition of a Fully Funded
National Pension Program in Taiwan

Chingli Yang

Abstract

Due to a sustained decline of fertility since 1951, the population
transition in Taiwan is nearing the final phase, and the population aging
will phenomenally peak during the first quarter of the next century. Given
the expected upsurge in the aging of the population, and the consequent
depletion of family support resources for the elderly, it appears only
appropriate that Taiwan is seeking to build a social security system that
includes national pension and health insurance programs. This paper
explores the characteristics of a fully funded national pension program and
evaluates the effects of real interest and economic growth rates on the fiscal
balance. While the premium rate remains roughly constant among the
cohorts, and not affected by the population changes. Given a benefit fixed
at 30% of the average basic income, should the population stabilize at a
constant age structure in the long run, and the real interest rate equal the

economic growth rate, the funded program will result in a quick
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accumulation of the reserved fund. It iS demonstrated that the premium
rate directly reflects the difference between the real interest rate and the
economics growth rate, the more the economic growth rate exceeds the real
interest rate, the higher the premium rate must be to balance the account.
The result indicates that a fully funded pension program can be very
unstable and gradually turned into a pay-as-you-go program at a time when

the real interest rate cannot catch up with the economic growth.



