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Abstract

The present paper quantifies the importance of family insurance
for the analysis of social security. We therefore augment the standard
overlapping generations model with idiosyncratic labor productivity
and longevity risk in that we account for gender and marital status.

We simulate the abolition of pay-as-you-go pension payments, cal-
culate the resulting intergenerational welfare changes and isolate ag-
gregate efficiency effects for singles and families by means of com-
pensating transfers. We find that abolishing social security creates
significant efficiency losses which are substantially higher for singles
compared to married couples. A decomposition of the efficiency loss
reveals that this difference can be almost exclusively attributed to the
insurance role of the family with respect to longevity risk. Neglect-
ing differences in family structure when studying the privatization of
social security, one overestimates the long run change in the capital
stock by about 40 percent, the decline in labor supply by about 30
percent and the aggregate efficiency loss by even 36 percent. Given
rising divorce rates and less stable marriages in almost all Western
societies, our results also indicate that social security should not be
reduced but strengthened in the future.
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