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ABSTRACT

T his paper develops and simulates an Overlapping Generations Model (OLG)

to investigate the macroeconomic impact of social security. We compare the
simulation results of the OLG model with and without social security.
Calibrated simulations of both the OLG models with and without social security
yield steady states path for macroeconomic variables such as capital stock,
productivity output, savings, wages, real interest rates and consumption. When
social security contribution rates increase, the path of macroeconomic variables
will also change accordingly. Thus, employee social security tax reductions will
have an impact on the economy. When the rate of population growth changes
continuously, steady states paths are not obtained for the macroeconomic
variables. Even though we conclude that social security will erode savings, in
the aspect of demographic structure in Malaysia, there is still a need to

implement social security system in Malaysia.
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6.5 OLG Simulation With Social Security

Case 1:

Base Simulation when population growth
Rate (n) is constant, Social Security
contribution rate () is constant

Case 2: Simulation when population growth rate (n)
is constant, social security contribution rate
(8) changes

Case 3: Simulation when population growth rate (n)
changes, social security contribution rate
(6 is constant

Case 4: Simulation when population growth rate ()
changes, social security contribution rate
(& changes
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