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Questions on expectations

• At what age do you expect to retire, or to 
make use of the early retirement 
arrangement?

• How much do you expect your net 
retirement pension (including general old-
age pension) to be (in percentages) in 
relation to the net income you will have 
just before you retire?



Evidence
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Literature

• The degree of information concerning 
retirement (Bernheim (1987), Gustman and Steinmeier

(2001), Boeri, Borsch-Supan, and Tabellini (2001) ) 
• Matches between expectations and realizations 

(Hurd and Rohwedder (2003), Hurst (2008), Dominitz, Manski, 
and Heinz (2002), Mastrogiacomo (2004), Japelli, Padula, and 

Bottazzi (2006) (displacement))
• Financial literacy (van Rooij, Lusardi etc...)
• Anticipations vs Retirement consumption puzzle
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Institutions

• Plausibility of lower replacement rates is due to 
several institutional changes
– VUT replaced by pre-pensioning schemes (begun in 

2000)
– Shift from final to average wage system (2004)
– Introduction of life curse schemes (2003).
– AOW lower to couples with under 65 spouse (2015)

• System design is such that all these changes 
should leave unaffected a full career worker, but 
many expect to retire young. 



Our Approach
• We use pension records of each respondent and 

compute their replacement rates. Next we relate this 
measure to expectations.

• Easier said then done, we need:
– past and future wages
– institutional parameters (accrual, social security, pension 

formula)
– economic parameters (time preference, discount factor)
– early retirement arrangements
– whatever individuals think to be an element of their pension
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• We experiment with different income profiles (also individual based)

• We generates hundreds of scenarios

• The difficult job is to orderly analyze  them

• We have taken about 50 most interesting combinations into account



At age 65:

B = retirement benefit,O = pension years, a = accrual 
rate, w = wage, f = franchise, AOW = social security
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The (early)  benefit at any age (j) depends on 
pension fund related ER replacement rates (ej,p). 
discounting (r), and survival probabilities (s), that 
are cohort (c) and age dependant. Simplifying:

Which allows us to compute the replacement rate ( )1-
=
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Example: computed replacement rates are sensitive to 
assumptions being made

Individual A has a low net wage in 2017 that increases his 
replacement rate when we follow current income. The table is 
computed at 1% discount and indexation. At 5% also current income 
would deliver such high net wage.



Results: Replacement rates��1
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Results: difference expectations and realizations



Decomposition 1

• Assume individuals miss their replacement 
rates due to:
– Uncertainty about income
– Poor knowledge of institutions

• Assume individuals are of two types:
– A: Has good knowledge of institutions and 

doesn’t know his future income
– B: Has poor knowledge of institutions and 

doesn’t know his future income.



Decomposition 2
Using an Oaxaca-Blinder decomposition we 
can estimate two equations for the mismatches:

And identify the following elements
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Assumptions

• The wage-related mismatch in group A can be 
‘subtracted’ from group B. 
– Mistakes in wage predictions are the same for individuals 

with good or poor institutional knowledge.

• E(� A) = E(� B) = 0. 
– But observable characteristics, education for instance, 

could be related to whether one owns to group A or B. 
– Oaxaca decompositions do normally take gender 

(exogenous) into account. Being informed about 
institutions could be related to personality traits, also 
exogenous.



Identification of well informed

• “I think about how things can change in the future, and try 
to influence those things in my everyday life”

• “I am only concerned about the present, because I trust 
that things will work themselves out in the future”

• “I am very interested in financial matters (insurances, 
investments, etc.) ”

• “Because of the social security system in our country, there 
is no need to save money ”

• “If you would need it, could you call on one of your 
relatives for financial advice?”

• “Being careful with money is an important character trait” . 



Decomposition results

• For low level of discounts coefficients and endowments 
contribute in similar fashion to the total effect. 

• For higher discounts (and future pension streams are less and less 
valuable) coefficients increase their share in the total effect.



Third pillar
• Relation between public and private savings 

could alter perception of replacement rate.
– OLS of active savings on pension wealth. 

Coefficients not significantly different from zero. 
– We have therefore found no support that active 

savings have increased to those whose pension 
wealth has decreased.

• Ownership of business accounts did not 
increase over time



Summary

• Estimating RR in survey data is a complicated matter
• The scenario approach shows that individuals might be 

forming correct expectations of the RR
• However under non restrictive conditions there is a tendency 

to overestimate the future replacement rate
• The mismatch between expectations and realization is 

related to age and education
• We identify those with good knowledge of institution using 

factor analysis on personality traits
• Mismatch is related to poor knowledge of institutions
• Non considering third pillar not too restrictive 


