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Main comment

For being supportive to the “unfinished” reform
agenda the K&A-paper, based upon the SHARE
data, sets an important step forward

But further steps are needed:

by providing a real micro economic environment
for the Gruber and Wise approach

e and taking on board the wage-productivity gap of
older workers
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Employment rate male older workers (55-64),

level 2006 and change 1996-2006
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Employment rate male older workers (55-64),
level 2006 and change 2000-2006
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Pre- and post-reform net replacement rates,
male median earner
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Changes in net replacement and employment
rates of male older workers (55-64)

employment rate 2000-2006
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First observation

Theoretical replacement rates are

 useful in assessing long-term sustainability of pension
systems

* |less helpful in explaining recent changes in employment
patterns

The unfinished reform agenda asks for current
profiles of net replacement rates that reflect the
Implicit tax on working longer

* Not impossible, as shown by Brugiavini




Implicit tax on working longer

Last year ltaly U.S.
of work Replacement Tax Replacement Tax
rate rate

55 72.6 0.245 -0.022
56 74.4 0.308 0.046
57 76.1 0.338 0.060
58 78.0 0.372 0.069
59 79.8 0.401 0.072
60 79.9 0.697 0.071
61 80.4 0.711 40.3 0.064
62 80.5 0.718 44.0 -0.028
63 80.9 0.729 47.6 -0.005
64 80.9 0.746 70.3 0.031
65 80.9 0.756 74.9 0.188
66 80.9 0.772 79.8 0.225
67 80.9 0.787 84.5 0.269
68 80.9 0.803 87.2 0.439
69 80.9 0.818 89.8 0.455




10 Employment rates older workers (55-64)
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Changes in employment and disability rates,

1 percentages potential labour force (55-64)
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Second observation

» Theoretical replacement rates as proxies induce
an underestimation of the real financial incentives

* Therefore, the K&A-model unduly asks for drastic
reforms to generate rather small employment
effects

» Both level and change of net replacement rates,
within and across years, do matter. A framework,
based upon the rich SHARE data, provides the
right environment
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How to proceed?

* A net replacement rate module, one for each
country participating in SHARE, provides a
benchmark for individual retirement decisions

* The wage-productivity gap could taken on board
by adding another module wage-productivity gaps

e Individuals made their retirement decisions In
view of the circumstances they are currently
confronted with. These could correspond with the
optimal life cycle theory by accident
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Unfinished reforms in the Netherlands?

 Actuarial neutrality alone may not be sufficient

e For a further rise in the employment rate, the level
of the net replacement rates could also pose
serious problems

e But after the harvest of low hanging fruit, the
wage-productivity gap could increasingly do the
same

* In view of these problems further micro-economic
research is most welcome




