
Capital Markets & Investments

Sessions 12: 
Portfolio Choice (3) – Portfolio Optimization

Spring 2025
Professor Simon Oh



Spring 2025 Capital Markets & Investments (Oh) 2

Social Security a Ponzi Scheme?



Spring 2025 Capital Markets & Investments (Oh) 3

Social Security a Ponzi Scheme?



Spring 2025 Capital Markets & Investments (Oh) 4

Defining a “Ponzi-Like Structure”

1. No actual profits (system does not produce value or income, just 
moves money around)

2. New money pays old investors (early participants get “returns” from 
later participant’s contributions)

3. If new investors stop joining, the scheme collapses

4. (Operators lie about how the money is being invested)
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Ponzi-like Element in Social Security

- Paul Samuelson (1967)



Spring 2025 Capital Markets & Investments (Oh) 6

Ponzi-like Element in Social Security



Spring 2025 Capital Markets & Investments (Oh) 7

Ponzi-like Element in Social Security

- Paul Krugman (1996)
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Alternatives to “Ponzi-Like” System

§ Fully Funded Systems (e.g. Singapore, Central Provident Fund)
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Alternatives to “Ponzi-Like” System

§ Privatization (e.g. Chile)


