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1. Introduction

Pension funds are considered one of the most important financial institutions, and their
performance has numerous economic, social, and political consequences. The dynamic
relationship between inflation and the sustainability of pension funds has always been a
question at the macroeconomic policy level. Given the enactment of the Seventh
Development Plan in Iran and the reforms of pension funds outlined in its fifth chapter,
examining the impact of these reforms on the financial sustainability of pension funds
has become more significant. This study first elucidates the effect of inflation dynamics
on the ratio of expenditures to resources of the Social Security Organization, which is
the largest pension scheme in Iran. It then examines the impact of monetary shocks on
the social welfare of workers and retirees and finally presents the effect of the pension
system reforms mandated by the Seventh Development Plan on the financial imbalance
of the mentioned fund.

2. Research method and data

This study employs Overlapping Generations (OLG) general equilibrium models. The
model parameters are determined based on a calibration method. This model includes
households divided into two groups: employed and retired. By maximizing the utility
function subject to the budget constraint in both groups, the optimal paths for
consumption, labor supply, and real money balances are determined. The second section
provides an overview of the Social Security Organization's status in terms of resources
and expenditures. The resources of the Social Security Organization are derived from
the sum of insurance premiums received and accumulated wealth minus pensions paid
to retirees. Expenditures are calculated based on the present value of the fund's
obligations to the insured employees and retirees. Additionally, a monopolistic
competition structure is used for the firm sector. In this study, the government is not
included in the model, and monetary policy is managed by the central bank through
controlling the growth rate of base money.

3. Analysis and discussion

The findings of this study show that positive monetary shocks initially increase the ratio
of expenditures to resources of the organization. Subsequently, with the increase in the
organization's revenues, this ratio decreases and eventually reaches equilibrium. It is
noteworthy that the numerical increase in this ratio is very small. The impact of positive
monetary shocks on the social welfare of retirees and workers indicates that, in the long
term, monetary shocks reduce the welfare of retirees and workers. However, in the short
term, it results in increased welfare for both groups. This increase in welfare occurs due
to higher wages and benefits due to inflation, which is then followed by a reduction in
purchasing power, leading to a decrease in welfare for both groups.

The effect of parametric reforms on the welfare of retirees and workers and on the
financial imbalance of the organization has been examined under three different
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scenarios. In the first scenario, assuming an increase in the retirement age by 5 years
with no change in life expectancy, the ratio of expenditures to resources of the Social
Security Organization increases by approximately 0/4%. In the second scenario,
assuming an increase in retirement age and life expectancy by 5 and 2 years,
respectively, there is no significant difference in the ratio of expenditures to resources.
In the third scenario, assuming an increase in retirement age by 5 years and a decrease
in life expectancy by 5 and 2 years, respectively, the ratio of expenditures to resources
increases more significantly compared to the previous two scenarios, by about 2%. This
increase is justified by the fact that with a decrease in life expectancy, the amount paid
in pensions and benefits by the organization decreases.

4. Conclusion

This study, by extending Overlapping Generations general equilibrium models,
examines the dynamic effects of inflation and parametric reforms on the financial
imbalance of pension funds in Iran. The findings indicate that parametric reforms play a
key role in the financial sustainability of the funds. Additionally, the results suggest that
inflation, in the long term, reduces the welfare of retirees and workers, but has a
minimal impact on the ratio of expenditures to resources of the funds
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