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Recent decades have witnessed a never ending plea for “reforms” by 

international institutions (OECD, IMF, WB, The European Commission…)  

Reforms, however, are commonly viewed as very difficult to implement 

because the government which enacts them is likely to be punished by 

citizens in the next electoral round   

The wedge between the technical and the popular view of  reforms is 

well known to policy makers, as exemplified by Jean-Claude Juncker’s 

aphorism (The Economist, 2007):  

“We all know what to do; what we do not know is how to get re-
elected once we have done it”  

(«We» vs «them», the people, who cannot see the good in a reform) 
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Politics and (Economic) Reforms  



The meaning of  Reforms  

(From: Oxford Dictionary and Wordreference.com)    

  «To improve an existing institution, law, practice, etc. by alteration or 
correction of  abuses» 

  « Make changes in (something, especially an institution or practice) in 
order to improve it »  

  «To give up or cause to give up a reprehensible habit or immoral way 
of  life» 

 

All definitions refer to changes not only in rules and 
institutions but, more importantly, in behavior 
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 Why social reforms are so difficult:  
the case of  pension reforms    

• They redistribute across families, men and women, present and future generations  

• Are mainly in the interest of  the young (future) generations, a political 
minority in an ageing society (not yet born)  

• Are permeated by value and ideological judgments that tend to prevail over 
technicalities 

• Have great communication problems, also motivated by widely held 
misconceptions ( “acquired rights”, the “lump of  labor fallacy”…), which 
complicate social dialogue  

• Technical arguments only provides a guide (but “the devil is in the detail”) 

• Important trade offs, credibility and time consistency problems are involved 
(“gradual reforms” vs “cold showers”) 

• Coordination with other reforms (labor market, training and life long 
learning, liberalization and so on) essential but difficult 

Participation of  citizens is very important 
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In the last couple of  decades, financial literacy has been conceptualized, measured, 

analyzed, correlated to:  

• various aspects of  individual behavior, from savings to portfolio choices, from 

retirement decisions to pension plans participation, from human capital 

formation to debt taking up  

(Lusardi Mitchell, 2007; Bucher-Koenen Lusardi, 2011; Fornero Monticone, 

2011; Guiso Jappelli, 2008; Van Rooij et al., 2011) 

• macroeconomic variables: lack of  portfolio diversification, inequality 

(Jappelli, 2000; Lo Prete, 2013, 2016) 

Little has been done to include Economic-Financial Literacy (EFL) in models which 

study why governments are reluctant to introduce economic reforms: 

• experiments on individual support to pension reforms (Fontoura Gouveia, 

2017); attidutes towards redistribution in UK (Montagnoli et al., 2017) 

 

The growing importance of  economic-financial literacy 
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• Reforms are not “deus ex machina” problem-solvers but “social drivers”, meant to 

change people’s plans, behavior, and attitudes 

• They require acceptance and “care” by the (majority of) people, who must be able to 

evaluate reform-related costs and benefits, now and in the future, for herself/family   

• This is particularly true of  reforms intended to alter individuals’ life cycle, such as the  

pension  and labor market reforms  

• EFL: not a sufficient condition for the success of  reforms but illiteracy can thwart 

their effectiveness by exerting pressure on politicians to either establish an excessively 

long phase-in or undo reforms approved by a previous gov   

• EFL can help view the reform as social investments, involving immediate costs in 

exchange for likely future benefits. Like all social investments, reforms have a public 

good component: EFL will thus not be enough to convince complete egoists but 

these are hopefully a minority and both theoretical and empirical research confirms a 

certain commitment to the common good in individuals’ attitudes 

Economic-Financial Literacy  
as an element of  citizenship for policy coherence  
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Sustainability 

Reform 

An economic reading of  pension reforms:  
 improving the trade off  between adequacy and sustainability 
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Recent economic studies: 

• Empirically, economic reforms do not seem to imply significant electoral 

costs (Alesina et al., 2013; Buti et al., 2010) 

• Several reasons why it is difficult to carry out economic reforms and 

under which circumstances they are more likely to occur  

       (Alesina et al., 2006; Prati et al., 2013; Bonfiglioli and Gancia, 2016) 

 

Focus mainly on real and financial markets reforms 

 

We try to answer the following questions:  

- Is there a «political toll» to be paid in the case of  pension reform?  

 

More than just an intellectual claim 
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• We try to answer the following questions:  

• Is there a «political toll» to be paid in the case of  pension reforms?  

• Is the political cost of  reforms reduced when people better understand  the 

reform?  

 

• Findings: 

• the electoral cost of  major pension reforms is lower in countries where the 

level of  EFL among the population is higher  

• this finding does not hold when we use more general indicators of  human 

capital 

 

In a recent paper with Anna Lo Prete….  
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Elsa Fornero and Anna Lo Prete “Voting in the aftermath of  a pension reform: the role of  financial literacy” June 16, 2017; CeRP WP 171/17; 

http://www.cerp.carloalberto.org/voting-aftermath-pension-reform-role-economic-financial-literacy/ 



Parliamentary elections held between 1990 and 2010 in 21 advanced 

countries. 

 

Re-election 

• the head of  the government is elected for a second-term of  office; 

• the head of  the government is from the same party of  his/her 

predecessor. 

 

“Major” pension reform 

• introduces a structural change that - according to valuations of  the 

international institutions - has an impact in terms of  financial 

sustainability and/or income adequacy;  

• has a broad scope, that is, it affects the generality of  workers and not 

only specific categories. 

DATA 
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Country Year of election Major pension reforms signed into law before the election day 

Austria 2006 Austrian Pension Reform (2003), Harmonization of Austrian Pension Systems Act (2004) 
Belgium 1999 Framework Act (1996) 
Canada 2000 Canada Pension Plan reform (1998) 
Czech Republic 1996 Pension Reform (1995) 
Finland 1999 Pension reform law (HE 189/1996) 
Finland 2007 Pension reform laws on earnings-related pensions (HE 118/2005) and on national pensions (HE 119/2005)  
France 1993 Balladur reform (1993) 
France 2007 Pension Reform Act (2003) 
Germany 1994 Pension Reform Act (1992) 
Germany 2002 Riester reform (2001) 
Germany 2009 Retirement Age Adjustment Act (2007) 
Hungary 1998 Pension Reform Acts LXXX on Eligibilities and finances of social insurance and private pension (1997), 

LXXXI on Social security pensions (1997), LXXXII on Private pensions and private pension funds (1997) 
Italy 1994 Amato reform (1992) 
Italy 1996 Dini reform (1995) 
Italy 2006 Maroni reform (2004) 
Japan 2000 Pension system reform (2000) 
Japan 2004 Pension system reform (2004) 
Netherlands 1998 Privatization of the public pension fund ABP (1996) 
Netherlands 2006 Life Course Savings Scheme (2006) 
Norway 2009 Flexible Retirement Act (2009) 
Poland 2001 Pension reform (1999), Act No. 887 on the Social Insurance System (1998), Act No. 162 on Old-Age and 

Disability Pensions from the Social Insurance Fund (1998) 
Portugal 1995 Law 329/93 (1993) 
Portugal 2005 Law 60-B/2005 (2005) 
Slovak Republic 2006 Social Insurance Act (2003), Old-Age Pension Savings Act (2004), Supplementary Old-Age Pension Savings 

Act (2004) 
Spain 2000 Royal Decree 6/1997 (1997) 
Sweden 1998 Pension reform (1998) 
Sweden 2010 Reform of the ITP occupational pension plan (2007) 
United Kingdom 2010 Pensions Act (2007) 

Pension reforms in our dataset 
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Education 

• Economic-financial literacy  

• PISA scores, school attainment 

 

Control variables 

 

• Macroeconomic conditions and demographics: output gap, government 

primary balance, inflation, median age of  the population 

 

• Political characteristics: proportional/majoritarian, 

presidential/parliamentary, constitutional term of  office 

 

• Political juncture: margin of  majority, political orientation, stability 

 

 

DATA 
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• EFL could become a new, more transparent alternative to concealing 

from citizens the unpleasant consequences of  reforms, a potentially 

key element in the relationship between citizens and politicians.  

 

• Since such literacy is primarily a result of  education, government 

policy could thus indirectly induce long-run support for virtuous 

reforms.  

 

• EFL is not, per se, a sufficient condition for the success of  reforms; 

illiteracy can, conversely, thwarts their effectiveness by exerting 

sufficient pressure on politicians to either establish an excessively long 

phase-in period or undo reforms approved by a previous government.  

 

 

 

 

Policy implications 
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REELjt = REFjt’ * EFLjt  + Xjt  + εjt 

 

We consider the outcome of a parliamentary election (REEL) in country j at time t, 
and if a major pension reform was enacted in a year  of the previous legislature t’, 
where t-n ≤ t’ ≤t, and n represents the constitutionally specified term of office of the 
legislature. X represents a set of control variable that may or may not vary across 
countries j=1, …, J and over time t=1, …, T.  

Estimation method: OLS and LSDV, IV, Probit. 

 

Appendix - Empirical model and empirical results  
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Notes: Robust standard errors in parenthesis. (*) (**) (***) denote significance at the (10) (5) (1) percent level. All 
specifications include a constant, not reported. OLS estimates in columns 1, 2, 3. LSDV estimates in columns 4 and 5. 
Probit average marginal effects in column 6. 

Results 
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Dependent variable:         Re-election of the head of the government 

Estimator: OLS OLS OLS LSDV LSDV PROBIT 

  (1) (2) (3) (4) (5) (6) 

Pension reform 0.111 -1.266*** -1.098*** -1.123** -1.476** -1.460*** 

  (0.108) (0.331) (0.398) (0.453) (0.585) (0.516) 
Reform*FL   0.265*** 0.240*** 0.249*** 0.338*** 0.298*** 

    (0.067) (0.076) (0.080) (0.097) (0.096) 
Financial literacy   0.009 -0.012 -0.060 -0.104 -0.007 

    (0.040) (0.048) (0.115) (0.124) (0.040) 
Output gap     0.040** 0.029 0.035 0.038*** 

      (0.017) (0.022) (0.035) (0.014) 
Gov. balance     0.006 0.009 0.009 0.009 

      (0.006) (0.005) (0.009) (0.010) 
Inflation     -0.026 -0.010 -0.029 -0.023 

      (0.017) (0.018) (0.025) (0.016) 
Median age     -0.053** -0.023 0.002 -0.052*** 

      (0.022) (0.030) (0.099) (0.020) 
Proportional     -0.126     -0.162 

      (0.173)     (0.154) 
Presidential     -0.290***     -0.269*** 

      (0.103)     (0.093) 
Consitut. tenure     -0.240*     -0.253* 

      (0.135)     (0.128) 
Margin of majority     0.885* 1.055 1.531* 0.806* 

      (0.515) (0.635) (0.847) (0.423) 
Left-wing     0.012 0.013 0.007 0.021 

      (0.099) (0.076) (0.107) (0.086) 
Stability     -0.813*** -0.871*** -0.805** -1.153** 

      (0.298) (0.298) (0.323) (0.496) 
Country effects       X X   
Time effects         X   
Observations 118 118 108 108 108 108 



Endogeneity of reforms 
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Dependent variable:         Re-election of the head of the government 

Estimator: 
OLS 

      OLS 
(first stage) 

        2SLS 
(second stage) 

 (1) (2) (3) 

Pension reform -0.955**  -2.988*** 
 (0.457)  (1.205) 
Reform*FL 0.223**  0.597** 
 (0.086)  (0.239) 
Financial literacy 0.055  -0.086 
 (0.063)  (0.061) 
Liberal WS  -1.430  
  (1.042)  
Continental WS  -0.967  
  (0.933)  
South European WS  -2.005**  
  (0.941)  
East and Central European WS  -2.100  
  (1.358)  
Birth rate, lagged 30 years (BR)  -0.072  
  (0.057)  
BR * Liberal WS  0.089  
  (0.062)  
BR * Continental WS  0.070  
  (0.062)  
BR * South European WS  0.118**  
  (0.057)  
BR * East and Central European WS  0.131  
  (0.084)  
Maastricht Treaty  0.074  
  (0.124)  
Age of the pension system  -0.003  
  (0.004)  
Kleibergen-Paap weak identification F 
statistic 

  7.39 

Observations 75 108 108 

 
Notes: Robust standard errors in parenthesis. (*) (**) (***) denote significance at the (10) (5) (1) percent level. All specifications include 
controls for macro-economic, demographic and political conditions, and a constant, not reported. OLS estimates in column 1 and 2. In the 
first-stage regression of column 2, the pension reform variable is explained by the set of excluded instruments reported and by the included 
instruments listed in column 3 (where “WS” is the acronym for “welfare state” model) of Table 1 (not reported). Column 3 reports second-
stage regression results from a 2SLS estimation whereby the predicted pension reform probability and its interaction with FL are used as 
instruments for pension reform and its interaction with FL. The model is just-identified.  



Robustness checks – other political variables 
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Dependent variable:                    
Re-election of the head 

of the government 
      Head of the government from 

the same party 

Estimator: OLS 2SLS OLS 2SLS OLS 2SLS 

 (1) (2) (3) (4) (5) (6) 

Pension reform -1.094*** -3.181*** -1.139*** -2.996** -1.108*** -1.976 
 (0.402) (1.140) (0.371) (1.209) (0.399) (1.306) 

Reform*EFL 0.240*** 0.638*** 0.239*** 0.595** 0.243*** 0.365 

 (0.077) (0.225) (0.078) (0.275) (0.073) (0.260) 
EFL -0.015 -0.096 -0.011 -0.085 0.012 -0.015 
 (0.049) (0.059) (0.049) (0.070) (0.050) (0.072) 
Years of office -0.009 -0.008     
 (0.016) (0.017)     
Beginning of legislature   0.077 0.020   

   (0.144)  (0.953)   

Observations 108 108 108 108 108 108 

 
Notes: Robust standard errors in parenthesis. (*) (**) (***) denote significance at the (10) (5) (1) percent level. All specifications include 
controls for macro-economic, demographic and political conditions, and a constant, not reported. OLS estimates in columns 1, 3, 5. 2SLS 
in columns 2, 4, 6. 



Robustness checks - political and civil support 

Notes: Robust standard errors in parenthesis. (*) (**) (***) denote significance at the (10) (5) (1) percent level. All specifications include controls for macro-
economic, demographic and political conditions, and a constant, not reported. OLS estimates in columns 1, 3, 5. 2SLS in columns 2, 4, 6. 
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Dependent variable:         Re-election of the head of the government 

Estimator: OLS 2SLS OLS 2SLS OLS 2SLS 

  (1) (2) (3) (4) (5) (6) 

Pension reform -0.977** -2.753** -1.052*** -2.783** -0.681 -4.036* 

  (0.393) (1.212) (0.399) (1.243) (0.532) (2.080) 
Reform*EFL 0.223*** 0.554** 0.233*** 0.561** 0.155  0.840* 

  (0.075) (0.239) (0.075) (0.246) (0.105) (0.474) 
EFL -0.020 -0.087 -0.017 -0.083 -0.021 -0.131* 

  (0.050) (0.061) (0.048) (0.061) (0.057) (0.077) 
Polarization 0.026 0.026         
  (0.060) (0.062)         
Demo. projections     -0.013 -0.010     
      (0.012)  (0.013)     
Civil unrest         -0.185 -0.079 

          (0.122) (0.144) 
Observations 105 105 108 108 77 77 



Other measures of education 
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Dependent variable:         Re-election of the head of the government 

Indicator of 
education (EDU): 

PISA scores in 
mathematics 

Secondary school 
attainment 

Tertiary school 
attainment 

Estimator:    OLS    2SLS      OLS   2SLS    OLS     2SLS 

        (1)     (2) (3) (4) (5) (6) 

Pension reform -1.932 -8.988 -0.325 0.207 -0.366 -0.549 
 (2.958) (11.120) (0.418) (0.956) (0.268) (0.755) 
Reform*EDU 0.004 0.018 0.009 0.003 0.030* 0.052 
 (0.006) (0.023) (0.007) (0.014) (0.015) (0.049) 
EDU 0.003 -0.000 -0.006 -0.004 0.002 -0.002 
 (0.004) (0.007) (0.004) (0.005) (0.009) (0.013) 

Observations 64 64 108 108 108 108 

 
Notes: Robust standard errors in parenthesis. (*) (**) (***) denote significance at the (10) (5) (1) percent level. 
All specifications include controls for macro-economic, demographic and political conditions, and a constant, 
not reported. OLS estimates in columns 1, 3, 5. 2SLS in columns 2, 4, 6. 


