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utility model of preferences towards pensions’ parameters. Results suggest that individuals’
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1 Introduction

The implementation of pension systems has beembiie most important achievements
in terms of social policy in the developed worldidg the twentieth century. However,
discussions on the “pension crisis” and the wayeform pension systems have rapidly
emerged due to demographic and budgetary presfersion reform is nowadays in the
forefront of the political agenda of many Europeanntries. Still, the reform process is
slow, despite the urgency required, partially dugalitical sensitivity. This is partially
and importantly due to the fact that public pensi@chemes are redistributive.

The main focus of this paper is to answer the falhg questions: what are individual
preferences over redistribution by state pensiostesys and what determines these
preferences? Several studies within the politicainemy theory field have attempted to
identify the forces that drive the support for in@ redistribution and the welfare state.
Schwarze and Harpfer (2007) summarize these hypeshato three arguments. The first
is an efficiency argument which posits that indats are willing to pay to reduce the
risk associated with theex ante income distribution because they may be risk avers
The second is the self-interest argument which idens that egoistic pecuniary motives
are a major determinant of individual preferenc@be third argument relates to
inequality aversion. The logic, according to whipbople would support redistributive
government policies if they expect to gain fromsia@olicies, has been suggested by the
median voter model (Meltzer and Richard (198135 well as by the Esping-Andersen
(1985) as the power resource theory. However, lootlthe theoretical and empirical
grounds, the median voter hypothesis has often Qaestioned (Moene and Wallerstein
(2003), Kenworthy and McCall (2008)). Indeed, prefeees may include the social status
enjoyed by the individual. Individuals may also ibequality averse. Recently, stated
preferences techniques have been introduced tgzanpteferences for redistribution by
the state. For instance, Corneo and Griner (2008) émpirical evidence that three
effects drive support for redistributive policietsie “homo-oeconomicus” effect, the
“public values effect” and the “social rivalry etf8. On the contrary, Fong (2001) finds
little evidence that self interest is an importdaterminant of demand for redistribution,
in his study social preferences are more important.

In the field of distributive preferences for pemsjarograms, it has been shown that social
security is supported primarily by self—interestbekires on the part of an important
proportion of citizens. Old age public pensionsateeself-interested beneficiaries that
might be against the retrenchment of the welfas¢es(See Pierson, “Dismantling the
Welfare State” (1994)). Little empirical studiesvhaconducted to confirm or disconfirm
this hypothesis (apart from Lynch (2006)). Howevereferences may also be other-
regarding, referred to as social preferences. kamele, means-tested schemes have
proved to be politically sustainable even if theg aoncentrated on a small range of
people. On the empirical side, a strand of theditee has developed recently to analyze
the preferences and opinion of citizens concerpegsions. See for instance the Special
Eurobarometer survey on Pension Policy and PerRedarm conducted in 2004. Boeri
et al. (2001) use stated preferences contingeniatiah methods to analyze attitudes

2 Meltzer and Richard (1981) and Iverson (2005) posit that self-interest is a key determinant of attitudes towards
redistributive social policies.
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towards possible pension reforms in Germany, Ifatgnce and Spain. van Groezen et al.
(2008) analyze the determinants of people’s praefee for particular kinds of pension
provision (public, occupational and private) in Ebropean countries. Delaney et al.
(2006), examine preferences for specific forms a@distribution in Ireland:
unemployment payments, old age pensions and chitéfti and find support to the self-
interested preferences. See also Ferrara (1993)¢chLy2006); van Els et al. (2003);
Devroye (2003), Hamil-Luker (2001). In this study will utilize a preference survey
undertaken in Ireland to try to answer these qaesti

Old age pensions are central for the Welfare Stabeland. On the one hand, they fulfil
various objectives among which redistribution anggsty alleviation. On the other hand,
public pension expenditures represent a large sbfasecial public expenditures. Over
the last decade, several reports (especially govemtal) and academic research papers
aiming at presenting an overview of the Irish pensystem and possible alternatives as
regard policy options for reform have been publishRecent examples are the two
reports prepared under the aegis of the PensioasdBthe “National Pensions Review
(2005)” and “Special Savings for Retirement (200@)id the “Green Paper on Pensions
(2007)". Even though these reports have coveredla rnge of issues, people’s opinion
and choices regarding the future of the pensiotesyshave rarely been taken into
consideration.

The remainder of this paper is structured as fdlowection two describes the
functioning of the Irish pension system, the chadkes that threaten its sustainability and
the debate around pension reform in Ireland. Sechoee introduces a life cycle utility

model for pension preferences. Section four pres#m theoretical basis of discrete
choice experiments. Section five outlines the pragan of the questionnaire and

presents summary statistics for the sample. Inisedix, we present results from

different discrete choice models. Finally, in sestseven, we discuss future directions of
research.

2 The challenges of population ageing and poverty fdhe Irish pension system
2.1 Pension provision in Ireland

The Irish pension system is in many respects typicthe Anglo-Liberal style of welfare
state, with a relatively insignificant social inanoce system, where means testing and
progressive income taxes are more important. Téte gension system has its origins in
the UK old age assistance act of 1908, with a $atsairance pension being introduced
for those 70+ in 1961, with a retirement pension6at introduced in 1970 (See
O’Donoghue (2002). The scheme is Beveridgean indadth more emphasis on poverty
alleviation than on income replacement. Togethbg public and private pension
schemes operating in Ireland (Figure 1) serve séwasjectives in different degrees,
namely, maintenance of individual standard of kiyviduring the period of retirement,
poverty alleviation and income redistribution.



Figure 1
Pillars of the Irish pension system

FIRST PILLAR SECOND PILLAR
Mandatory and PAYG Voluntary, Funded or PAYG
v v
Old Age Contributory Pension : Public Service Pension Arrangemenis
> State Pension (Contributory)
> State Pension (Transition)
Occupationz Pension Arrangemer |«
Old Age Non-Contributory Pension

A

Personal Pensions

A

(Means-Tested).

2.2 The old age social welfare system

The public pension system - first pillar, publicdamandatory - is funded on a Pay As
You Go (PAYG) basis has three components a Statsiqge — Contributory - available
from age 66; a State pension — Transition, avalalobm age 65, but requiring
retirement; and, a survivor’s pension. All are flate payments that vary slightly based
upon contribution history but independent of eageinwith additional payments for
dependants. These are supplemented by means-bestefits, financed through taxation
for those not covered by the insurance system|]tiegurom significant historical gaps
in social insurance coverage. These are nevertheleslining due to the progressive
extension of coverage since 1974, resulting instim@re of pensioners claiming means-
tested payments falling from 45 % in 1994 to 3092M04, and expected to reach 14% in
2017. The current replacement rate for a singlesipaer is AAA.

2.3 The supplementary pension scheme

The second and third (private and voluntary) psllare represented by supplementary
occupational and/or individual pensions: voluntatgx incentivised private or
occupational system, which main objective is to gthancome over an individual's
lifetime. Growth in occupational and private pemsgzhemes only accelerated in earnest
after the Finance Act 1972 which set up a cleaallegd fiscal framework for them, but
has levelled out in recent years. After a periodnofeasing coverage of occupational
pensions, ESRI surveys in 1995 found that 52% efettmployed workforce was covered
by occupational schemes, down from 54.4% 1985,upufrom 35.6% in 1974. Recent
Statistical Office figures in 2008 indicate thak tpercentage of employees with an
occupation pension has remained relatively condédliein to about 52%. The proportion
of defined contribution schemes has increased fi@% in 1992 (National Pensions
Board (1993)) to 17% in 1995 (Hughes and Whelar9¢)Pto 33% in 2008 (National



Pensions Board (2008)) of which the majority ar¢him private sector, where about 50%
of the pension members are members of DC schemes.

Personal pension arrangements consist essentifllRetorement Annuity Contracts
(RACs) used by the self-employed and more recahiyPersonal Retirement Saving
Accounts (PRSASs) introduced in 2003 to meet the willingne$sthe government to
extend the supplementary coverage. The main prohblelated to supplementary
arrangements in Ireland concerns the low coveragri(id 50 %), especially among self
employed. Low contribution rates represent a furihefficiency; they are seen to be
insufficient to guarantee adequate replacemens rafter retirement. It is therefore not
surprising that the government makes a priorityhaf necessity to increase incentives
that would make employers, employees, self-emplaym@d others contribute more into
private pension arrangements (both occupationgbrivate). The government is also
reviewing its incentives policy to be more effeetiv

2.4 Poverty among the elderly

Pensioners in Ireland are a vulnerable group dugeiog highly dependent on transfers
payments and having very low labour force partitgra In this respect, thBlational
Anti-Poverty Srategy (NAPS) adopted by the government in 1997 to addresgroblem

of poverty, and\ational Action Plan against Poverty and Social Exclusion (NAP/incl),
identify older people as a particulanylnerable group to poverty, and both documents
list a number of targets melation to income support and service provisiarifie elderly.
The average net income for a pensioner unit in 2005€ 327.55 per week (Green Paper
(2007)). In 2002, a single pensioner had a replaceémate relative to Gross Average
Industrial Earnings of 27.2 % if reliant on meaestéd benefits and 32 % of Gross
Average Industrial Earnings. While coverage of itheurance scheme is increasing, the
low replacement rate and lower indexation the l@fghousehold earnings growth over
the boom years saw a rapid rise in elderly poveny;relative poverty rate of pensioners
rose from 5.9 % in 1994, to 43.3% in 2000 compavétt 16.9% for the working age
population (DSFA (2002)) and 44.1 % in 2001. Ineexhindexation of state pensions in
the past decade has seen a fall in the povertyadtd% in 2006, but rose again in 2007
to 17%.This is high by international standards2@®5, Ireland had the highest level of
relative income poverty in the EU among over-658 @D (2005)).

2.5 Population ageing: Key demographic trends

While less serious than some other EU countriesentieeless, demographic ageing
expected to result in increasing the old age degrand ratios, which will put fiscal
pressures on the public finances. Neverthelessdémeographic situation is relatively
favourable for the next 20 years (Gerald (2004peeially compared to the situation in
the other European countries. Ireland still hasoang population, and consequently a
longer period to prepare for the transition frorw o high dependency. In the OECD
countries for instance, the old age dependency iatexpected to double by 2050, to
around 40 percent compared to an average 18 pemctire 1990s (OECD Social Policy
Studies (1996)), whereas in lIreland, it will beirmis from 15 percent to 36 percent
(Department of Social and Family Affairs (2006))

The increase of the population share of those &fe@dnd over represents the main
pressure on the public services as age-relatedicpelpenditures will have to rise.
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Pensions are expected to represent the most ilmpgutat of these increases. Hence,
much of the debate relating to the pensions pyimiecy in Ireland centres around the
impact of demographic and economic change on tidigpfinances (DOF (1998)) and
the potential cost and funding arrangements. Pupending on first pillar pensions
(including public service pensions) is projectedise from 4.6 % in 2000 to roughly 9-
14% of GDP in 2050 (Natali (2004)). Thus the cowns faced with both cost and
adequacy issues in relation to the pensioner ptpolaConsequently, the combination of
the poverty risk among the elderly with the chajiey demographic pressures calls for
targeted intervention of the State in the fielgpehsions.

2.6 Reforming the Irish pension system

Because of the concerns raised above about theefuhcrease in public pension
expenditures, the National Pensions Reserve Fund2860 established a national
pensions fund to help finance both public pensiand public service occupational
pensions. Each year, at least 1 per cent of GNPbeildeposited in the fund between
2001 and 2055. From 2025 the exchequer will be tbldraw down monies from the
fund to finance expenditures on public pensions andhe occupational pensions of
public sector workers.

There have been a number of structure reforms thaerl990’s and 2000’s that has
resulted in an increase in coverage and since af0dcreased replacement rate, towards
a target of 34 % of average earnings set by theohit Pensions Policy Initiative
(NPPF). The NPPI also advocated increasing supplememptmgion coverage rates with
a target coverage rate of 70 % and through inanggsersonal pension accounts through
setting legislative framework to put in place tooyde Personal Retirement Saving
Accounts (PRSAs); However these reforms have baggely parametric, with policy
relying on incrementalism to move towards a unigepension scheme in time rather
than a quick move. There seems to be very littlelipappetite, as manifested in public
consultation exercises like the Green paper onipessn 2007, for major structural
reforms such as the move to an earnings related ptnsion or changes in the state
retirement age.

The debate has further been developed more retdatlysing on improved adequacy,

the abolition of the retirement requirement at &§eo allow older people to continue to

contribute to the economy if they wish to do sondstory membership of PRSAs for all

workers and a review of the generous tax reliefoforate pension provision which costs
a similar amount as the social welfare pension. Gneen Paper on Pensions, 2007
discusses different policy options including thdraduction of universal pensions,

reforming and back-dating the homemaker’s scheemacing the average contribution

test with a total contribution approach and mistedbus issues relating to social welfare
pensions including indexing, the existence of twatdbutory pension schemes, social
insurance for spouses of farmers/self employed. Gheen Paper also considers the
introduction of a mandatory or soft-mandatory seppntary pension scheme.

® The NPPI has been launched in order to facilitate national debate on how to achieve a developed national policy system
and to formulate a strategy and make recommendations for actions needed to achieve the system.
4 See Submission to the National Pensions Board on the Pensions Review, Combat Poverty Agency, September, 2005.
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Despite these reports, reforming Ireland’s penssystem is still a difficult task.
However, it can be made easier by understandimzeog’ opinion concerning the size
and shape of the welfare state and more genefajlyackling the sources of political
conflict over the potential directions of reformdathe different approaches to address
sustainability. The different alternatives that d@ considered range from maintaining
the status quo to some option reforms. Note thantaiaing the status quo would mean
that, in the short to medium term, about 47,00Qpfeeon average would remain outside
the Social Welfare pensions system (Green Pap@eosions (2007)). The other options
can be divided into enhancing Social Welfare persion one hand and encouraging
greater personal savings through supplementaryiggensn the other hand. Reforming
the state pension system implies making it moreegemrs (through improving the
adequacy of the system) and less means-testedid@thextending coverage). This would
require higher public spending on pensions, ang tligher contribution rates. Shifting
away from the usual Anglo-Saxon type and implenmgntearnings-related pension
benefits can also be considered. The choice expati@ms at evaluating these reform
options from the citizens’ point of view.

3 Modelling State Pension System Preferences

How different variables affect people’s evaluatairthe public pension system? Political
economy literature on the determination of pensiystems’ parameters models
individuals’ preferences in an overlapping generatsetting, where agents choose the
values of the parameter(s) through maximizing thality function over the life cycle. In
line with this strand of the literature, we intregua life-cycle model of pension
preferences involving a number of choices:

the level of the contribution rate;

the size of the pension benefit;

how benefits are redistributed;

the eligibility age for the benefit; and

the resulting poverty rate among the elderly induty the pension system
chosen.

We consider a two-periods overlapping generatiomlehondividuals are successively
active (18-64 years) then retired (older than 6&rge In addition to age distinction,
respondents also differ in revenue endowment. irgplity we assume that the society
consists of two groups of individuals. An individuaf type i is characterized by his
exogenous income level, i = m—; m+ with m-for below the median incomen + for
above the median incomeEach individual enters working activity at tirferetires at
date 1-1°and lives until timel. We noteC? the discounted lifetime income of the
respondent of generati@(g = y,0) and income group(i = m—;m+). See Table 1 for a
definition of the lifetime income of each group.

The lifetime budget constraint of an old agentiieg by:
Co=c’+(L+p)ey =1 +(1+ p)c” @
The lifetime budget constraint of the young agéntgven by:

® The annual individual mean income for the sample is €16699 and the annual individual median income is €14000.
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C’'=¢ +1i,0 =(1_IO)‘Ni(1_T)+

| @)

G
1+p

|° represents lifetime leisure, it represents theoggespend in retiremenijp is a discount

factor, 7is the contribution rate to the state pension s&entdetermines the generosity
of the system. In order to concentrate on the teligive feature of the pension system,
we do not consider explicitly the possibility tadigtribute income through another tax.

¢’is consumption during old age amglis consumption during youth?’is the level of
the state pension benefit for an old individual

Table 1
Definition of the revenues of the different groups
Pension benefit Consumption

Below median| Above median Below median| Above median

income income income income
Young br(r);— br?ﬁ Young o 4 Cr?]'— o 4 Cr?]'+

1+ p 1+ p ™ 1+p ™ 1+p
Old | by b Old | cp +(1+p)cy co, +(1+p)e

A representative individual of generatignand abilityi maximises a utility function
U.°(C°). Individuals are assumed to be altruistic, thathisy derive utility not only from

their own lifetime consumption and leisure but dlgon the consumption enjoyed by the
elderly of the opposite income group, and from @refices regarding the poverty rate
among the elderlyThat is, a representative individual votes overglesion benefit they

would receive from the state pension system, bet ah what the current pensioners
receive. Indeed, individuals are not purely selfistd they might dislike outcomes that
induce high poverty among the elderly, they areepiyvaverse (or inter-generationally
inequality averse). Poverty aversion has an impacthe “size” of the state pension
scheme that is, on “how much is distributed”. Furthermotbey have distributional

preferences over the public pension system (theyinie intra-generationally inequality
averse). Attitudes to inequality have impact onwhpensions are distributed”, that is,
whether pension benefits are means-tested; unhvarearnings-related (see Figure 2).

The maximization problem of the old generationiieg by:

max0? = arcolor, )+ 4°) ¢ yePorles, g )+ guler) @
Si}nilarly, the maximization problem of the youngngeation is given by:
mav; =a’C(r.0°)+ A1° + pPod(c;, ci, 1)+ 0u(c)) @)

k=m-m+, k#i. a’ is the preference parameter associated with rifeti
consumption.Povis the current poverty rate among the eldegyindicates the effect of
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poverty aversion. Individual feel poverty aversign y? <0. @°%s the parameter

preference for the level of the state pension befmfthe elderly of the other income
group. ’ refers to the next period variable for yleeing and the former period variable for
the old.

Figure 2
Degree of redistribution of the state pension system

Earnings-related system Universal system Meansdeststem

300€ 3 300€ 300€

250€ 250€ 250€

200€ 200€
Levelofthe 200€ \/
pension 150€

150¢€ 150€

benefitin

eeeee 100¢€ 100€ 100€
s0¢ 50€ / e
0€ 0€

0€ ivi - +
Individual income Individual Income Individual income

—— Contribution rate  —— Pension benefit Contribution rate Pension benefit Contribution rate Pension benefit

Usually, income is allocated between consumptioth sawing through a maximisation
process of the inter-temporal utility. However, ther data on consumption, nor on
saving are available. Therefore, income, duringdfitts¢ period of life is used as a proxy
for consumption. We suppose that actual incomegisaleto disposable income minus
taxes (apart from contributions to pensions) andnga We further assumed that only
public pension benefits compose retirement incontes is a restrictive hypothesis as
52.9% of respondents from the sample are membexpo¥ate scheme.

The specification above (equations (3) and (4))liespthe estimation of four conditional
logit models (see Section 6). The estimation preadsthe utility model allows testing
empirically hypothesis built up from previous laéure on demand for redistribution. The
guestion behind the different hypothesis is: whet #e forces behind people’s
preferences for redistribution by the public pensgystem? The estimation of the life
cycle model allows assessing the explanatory pafé¢hree different effects. The first
hypothesis relates to the income effect, also pteseas the “homo economicus effect”
in Corneo and Gruner (2002). The first argumergusiites that Income is an important
determinant in people’s evaluation of the publimgien system as respondents are
egoistic and will choose the pension alternatia thcreases their pecuniary gains. The
second hypothesis relates to age. Following thenaggon made by many political
economy models in line with the seminal work of Bning (1975), the age effect
suggests that the older the respondent, the mesewiil choose a higher contribution
rate to the public pension system. Similarly, pensis (who benefit the most from the
state pension system) are the more in favour ohta@ming the current system and
against the “retrenchment” of the welfare statemitduker (2001) analyzes the impact
of age on public opinion toward government spendingold age assistance and finds
that age doesn’t have a strong explanatory powieallf, the value orientation effect
suggests that respondents’ attitudes towards rduison through the state pension
system are determined by their degree of inequalitgrsion which stipulates that
individuals are inequality averse, independentiyrirtheir economic status (see Bowles
and Gintes (2000)). This is justified by individsiadltruistic preferences.



Given the hypothesis just mentioned, we are intedes studying how changes in the
relevant parameters of the model affect the utdityhe different groups in society. Table
2 and Table 3 present some comparative staticsefiep of the model. The aim is to
examine how given utilities change in responsehinges in parameters of the variables.

Table 2
Compar ative statics of the attributes of the pension system on individual preferences
Utility Pov b, b, 4 |°
First derivatives
ue - + + - +
ue, - + + - +
uy - + + - +
uY - + + - +
Table 3
Comparison of first derivatives
ou._ < ous. | aU., S ou), | aJ,, <6U,?1+ ouy. >0Ur)r/1+ Uy, <6U,¥}+
oPov dPov | db,, db, | dh, b, r r A
ou) ou), | oU). _oUy | adU) _oUl oJ, _oU’ aJ,  ou’
< > > > <M
oPov o0Pov | db,. db,_ | o, b, T T (A
aJ) < oJ), ou,, < ou,.
o, db, r r
oJ) S oJ) v, < U
b, o, r r

4 Theoretical basis of Discrete Choice Experiments

The demand for reforming the public Irish pensigatem is assessed through using and
extending a particular stated preferences methooice experiment; conducted to value
individuals’ preferences regarding the parametdrshe Irish public pension system,
more precisely through estimating preferences f@rraative pension systems (means-
tested, universal or earnings-related) as a funcid the system attributes and
individuals’ characteristics and attitudes.

Discrete CEs have widely been used in the liteeagince their introduction in the
marketing and transport fields by Louviere and Hens(1982) and Louviere and
Woodworth (1983). They have now been widely appliednany areas, such as the
environmental economics literature (Blamey et 4B9Q)), recreation (Hanley et al.
(2002)), health (Hall et al. (2004)), transport mmmics and marketing (See Hensher
(1994) and Louviere (1994) for an overview of tlse wf choice modeling in the field of
transportation and marketing respectively). Howeuwbe use of stated preferences
techniques in the field of pensions is still scarBescrete choice experiments are
consistent with the Lancasterian microeconomic @g@gn (Lancaster (1966)) whereby
individuals derive utility from the attributes of good rather than the good itself. In
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choice experiments, each respondent is typicakggmted with several choice sets, each
containing a set of alternative public goods - ur @ase alternative public pension
systems - defined in terms of their attributespetcified levels. Each alternative being a
different combination of the attributes and thevdls constructed following a given
experimental design Respondents are then askedhdose their most preferred
alternative. They are assumed to choose the ogti@inprovides them with the highest
utility value. A baseline alternative (or statusoyjis usually included in each choice set.
Typically, five to eight choice sets are includeda choice experiment. The choice
experiment reported in this paper contains altérestthat describe hypothetical,
constructed potential State pension systems inrdodanalyze people’s preferences for
different kinds of public pension provisions, eachplying a different degree of
redistribution. The hypothetical scenarios were sbartted in such a way to be as
realistic as possible.

CE finds its theoretical basis in the random wtititodel (Thurstone (1927); McFadden
(1974)), which models choices as a function ofilaites and their levels. According to
the Random Utility Theory (RUT), the indirect uiylifunction that an individuak
allocates to one alternativéU ;) is decomposed into two parts: a deterministi¢ O&y)
which is typically assumed to be linear and addifivthe attributesj of the A different
alternatives in the choice set, and a stochaseeneht ) which represents the
unobservable influences on individual choice.

The indirect utility function associated with ahative i for an individualk can be
written:

Uy :Vki(xki)+£ki = Brq & ®)

Where S represents the vector of preference parameter§fi(terts) associated with the
vector of attribute levels;

The probability that respondekprefers option to any option in the choice set can be
expressed as the probability that the utility agged with alternativa exceeds that
associated with all other alternatives:

PlL, >Uy Joi # j|= PV, _ij)>(5kj - (6)

Assuming that the error terms are independentlyidetically distributed (1ID) with an
extreme-value (Weibull) distribution implies thabet probability of any particular
alternativei being chosen as the most preferred can be expressecins of the logistic
distribution (McFadden (1973)). The following sgemtion is known as a conditional
logit model:

L explV, )
P, >U,. i # )= , (7)
z e,
Where u is a scale parameter, inversely proportional tcstaadard deviation of the error
distribution. gis commonly normalized to one (Ben-Akiva and Lern{a@85)). The

independence of the Weibull error terms acrossdifferent options contained in the
choice set implies that specification (3) obeys theependence from Irrelevant
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Alternatives (l1A) property (or Luce’s Choice Axigraee Luce (1959)) which states that
the relative probabilities of two options beingestéd are unaffected by the introduction
or removal of other alternatives. That is to sagttthe error terms are uncorrelated
between choices and have the same variance (Carson(1994)). Violations of the IIA
assumption can be tested using a test developéthbgman and McFadden (1984). If a
violation of the IIA hypothesis is observed, theorencomplex statistical models, that
relax some of the assumptions used, are necesSach models are the random
parameters logit model (Train (1998)) or the nesbgit model (McFadden (1978)). The
latter allows for correlations among the error terwithin classes of alternatives. The
most common method for estimating the parametershefmodel is the maximum
likelihood.

Welfare measures, and more specifically WillingnéssPay (WTP) compensating
variation welfare measure that conforms to demhaedrly, can then be derived.

Zexp{Vkl)
WTP = 8.*In gm\/—ko) (8)

Vis the utility of the initial state and*the utility of the alternative state.

B, represents the marginal utility of income and & ¢befficient of the cost attribute.

The value of a marginal change in any of the aitab can be expressed as the ratio of
coefficients given in the estimation of (7), whefkis the coefficient on any of the

attributes. These ratios are often known as intghigces:

_:8
WTP = < 9

In order to apply the RUT to our study frameworiffedent attributes have been selected
to describe the Irish State pension system, thesdescribed in Table 4.
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Table 4
Definition of the choice specific attributes

Attributes Description
lo_pen Weekly State Pension forlaw income individual
hi_pen Weekly State Pension forregh income individual
cost Weekly contribution to finance State pensions fieraverage wage
pov Poverty rate among the elderly
ret_age Minimum retirement age (years)

The baseline empirical specification is given bg thdirect utility (10). Several variants
will be presented in section 6.

Vi = Blo_pen + B,hi _ pen + B, cost; + S, pov + Syret _age (10)
5 Survey Instrument Design and Sample Characteristics

5.1 Questionnaire and sampling design

The survey instrument has been developed followmsgeral rounds of testing, involving
one pilot test, individual interviews, discussiomish PhD students and one focus group
composed of participants from the general publitie Tresulting questionnaire is
structured in three parts: Part I: Attitudinal quasnaire; Part II: Choice Experiment;
and, Part Ill: Socio-economic questionnaire. Thei@h experiment aims at investigating
attitudes towards the current Irish state-run pmngystem and towards some of the
likely reforms resulting from the modification ohd parameters of the system and
involving changes in its principles, degree of séalbution, type of redistribution and
poverty among the elderly. As shown in Table 5e fattributes have been selected for
valuation. The first attribute is the weekly stpnsion benefit for a working individual
at two third the average earning (low income waork€he second attribute is the weekly
state pension benefit for a working individual latee times the average earning (high
income worker). The weekly state pension for a iaeome individual takes on five
different levels, among which the first correspotmishe actual state benefit. The levels
of the weekly state benefit for a high income indiidal vary accordingly to describe
either a means-tested, a universal or an earnglgted system. The third attribute is the
cost one and corresponds to the weekly contribugimount required to finance state
pension benefits for an average individual worKére fourth attribute is the poverty rate
among the elderly implied by each alternative systEinally, the fifth attribute is the
earliest retirement age at which individuals aleve¢d to receive their State pension,
which takes on two values, either the current estgnt age: 65 years or a higher
retirement age: 68 years. The attributes have lm@enbined in eight choice sets,
comprising all the alternatives allowed by the ges{32 alternatives). Each choice set
comprises four alternative choices. A baseliner@dtive corresponding to the current
system is included in each choice set. An examipéeohoice set is given in Appendix 1.
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Table 5
Description of the attributes and levels

Attribute s Levels
Current situation

Weekly State Pension fi

. Lo <210 210 220 260 180

alow income individual
Weekly State Pension
for ahigh income <210 210, 0, 500 220, 0, 520 260, 0, 620 180, 0, 430
individual
Weekly contribution to
finance State pensions €30-35 €35-40 €40-45 €45-50 €30-35
theaverage wage

€15-20 €15-20 €20-25 €10-15

€50-55 €55-60 €65-70 €45-50
Zg\::;y rate among the Medium (10%-15%) Low (5%-10%) Very low (<5%) Very low5%)  Medium (10%-15%)

High (15%-20%) Medium (10%-15%) Very high (20%-25%)
Minimum re tirement
65, 68 65, 68 65, 68 65, 68 65, 68

age (years)

The Sampling strategy was designed so as to ohtagpresentative sample of the Irish
population. The questionnaires were administera@ogudoor-to-door technique. In most
of the cases, and in accordance with respondenties, the questionnaires were
dropped off and collected according to an arrartged. The sampling approach for the
survey followed a two-stage procedure. Sampling fivesstratified according to the two
principle Irish areas classification: Urban/RurBthe second stage involved the choice of
locations that are representative of the Irish petjan in terms of age, gender and socio-
economic status. The survey was administered tepaesentative sample of 498
respondents drawn from the adult Irish populatiotitied to vote (persons aged 18 years
and over). At the end, 326 questionnaires wereyréachnalyze. The overall response
rate of the survey was 65 percent. Table 6 shoes#mple age ranges proportions as
compared to the national proportions.
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Table 6
Proportions of the different age ranges in the total population (sample and national
proportions)

age range
Area 18 to 24 25 to 34 35to 49 50 to 59 60 to 69 70 or moreotal
Urban

Number of respondents 54 31 36 32 28 19 200

Percentage in the total sample of the same age

range 78.26 62.00 48.65 58.18 60.87 59.38 61.35
Rural

Number of respondents 15 19 38 23 18 13 126

Percentage in the total sample of the same age

range 21.74 38.00 51.35 41.82 39.13 40.63 38.65
Total

Number of respondents 69 50 74 55 46 32 326

Percentage in the total population sample 21.17 15.322.7 16.87 14.11 9.82 100

National proportions in the population aged

15 years and over (%) 18.75 21.40 26.61 14.00 9.63 9.61 100

National proportions in the total population

(%) 14.92 17.04 21.18 11.14 7.67 7.65 100

Note: National proportions for the age group 124qears corespond to the proportions of the agemL5-24.

5.2 Descriptive statistics for the sample
5.2.1 Profile and main characteristics of the survey respndents

Age is an important variable within the frameworktlois analysis as pension policy is
mainly a “generational” issue. The age distributminthe survey reflects that of the
gender population, with around 23% in the 35-4%ryeme range, which is the largest
percentage of any of the age groups. The majofitgspondents are male: 52% against
and a majority, (47%) attained at least a recoghth&d level education level. Among
respondents, 51% are married. 24% of the indivallia¢ in a household composed of 2
persons, whilst 21% live in a household composed pérsons. A majority (27 %) of
respondents are private sector employees, while aoretired. For 63%, the main
household income source is employment, which idafgest proportion of all sources of
income, 11% of respondents belong to a househaldréties mainly on public pensions
for its income and 8% on social welfare. 22% havbhave had elderly relatives living in
their households.

We expect that pensioners, individuals belonging bmusehold that derives a large share
of his income from public pensions, and individualso have had elderly relatives living
in their households are more likely to oppose retinenent of public pensions than those
who are less dependent on welfare state prodraffisis hypothesis comes from
Pierson’s “new politics of the welfare state” whipbsits that social transfer programs
generate self-interested beneficiary groups whd it politically to defend their
“programs”. This is particularly true for the retgs as they almost completely rely on
pensions. Income should have a strong explanatowep in explaining individuals’
choices (In accordance with the Meltzer and Ricmaodiel). A majority (28.5%) belong

® Lynch (2006) tests this hypothesis.
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to a household earning between €20000 and €400@&ambefore taxes and 22% to a
household earning between €40000 and €60000 a year.

5.2.2 Attitudinal profile of the survey sample

People’s knowledge about the functioning of thespam system seems to be an age issue
implying that the older the respondent, the moey tlre informed about how the pension
system operates and about the level of the perwaosfit it provides. While in general,
very few people are very well informed (17%), thajority of retirees (+50%) is very
well informed. This result is also available foropée’s knowledge about their (likely)
retirement income. We expect better informed voterise more likely to favour reforms
(See Boeri et al. (2001)).

41% of respondents are in favour of a higher pensanefit for the poor (equivalent to a
means-tested system) and 37% are in favour of dhee pension benefit for everyone
(universal system). Only 20% of individuals arefavour of earnings-related pension
system. Among these, 51% are respondents who bébotig highest income band, this
same income group is the least in favour of theroslystems proposed.

Respondents were further presented with three mptio deal with demographic ageing.
The solution that seems to be the most popularaeasing the retirement age followed
by saving more for retirement. The solution thattle least popular is that the

government spends more on pensions. Respondergsalgerasked how they agree with
three pension principles. The majority of responsiéB6%) strongly disagree with the

principle that it is an individual responsibilitp save for old age. 47% of respondents
strongly agree with the fact that it is the goveemiresponsibility to provide each

pensioner with a pension benefit. Finally, 41%easdpondents slightly agree that the way
the pension benefit is provided in Ireland shou&main the same, and 31% of

respondents strongly disagree with this statemiére. general idea from this question is
that the status quo (maintaining the current spatesion system) is not the preferred
option; still a great majority of individuals thigkt is the government responsibility to

provide each pensioner with a state pension ber@fibhcerning the way to pay for the

pension benefit, a large majority of responden@4pbchoose the option: the richer pay
proportionally more than the poorer, which suggestat respondents opt for a

progressive contribution system.
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Table 7
Attitudinal Profile of the Respondents

Frequency Percent
Differences in income in Ireland are too large.
strongly agrez 135 41.41
slightly agree 108 33.13
strongly disagree 13 3.99
slightly disagree 27 8.28
neither agree nor disagree 21 6.44
Overall, would you be in favour of...
less inequality and more tax 130 39.88
more inequality and less tax 44 13.50
An unchanged amount of taxes and same level ofiddieg)
62 19.02

It is the responsibility of the government to reduce the
differences in income...

strongly agrez 118 36.20
slightly agree 97 29.75
strongly disagree 42 12.88
slightly disagree 29 8.90
neither agree nor disagree 18 5.52

Besides specific questions on pensions, we alseeged general attitudes towards the
welfare state and demand for redistribution. Comogr income inequality in Ireland, a

majority (more than 41%) of respondents stronglseagvith the statement “differences
in income in Ireland are too large” (Table 7). Aal majority (39.5%) are in favour of

less inequality and more tax. A higher proportidnndividuals also strongly agree with

the fact that it is a governmental responsibilityeéduce income inequality.

6 Estimated models and Results

In this section, we report the conditional logit dets used to estimate the Random
Utility Model (RUM) constructed to assess prefeedor alternative state pension
systems. The selected choice specific attributesuaed to specify the utility of each
pension alternative. The models presented belove vestimated with STATA using
Maximum Likelihood estimation procedures. Severahditional logit (CL) models have
been estimated. The first set of models includdg onoice specific attributes and the
second set adds individual specific characteristics

6.1 Definition of the Baseline Specifications

We begin by showing four specifications. The foiffedent variants seem satisfactory
both on the economic and statistical side. Obviguble poverty rate among the elderly
has a strong effect on people’s evaluation of tidip pension system.

In a first attempt, not reported in the table belaxw run a Conditional Logit model, with
only regressors the attributes of choices (seetenuélO) above). Results show that the
estimate of the cost attribute is positive and @bmates of the attributes “level of the
pension benefit for a low income individual” (hefar¢h low pension) and “level of the
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pension benefit for a high income individual” (hefarth high pension) are negative. We
then estimate a non linear utility function by oducing the square values of cost,
poverty, low pension and high pension.

The utility function retained is defined as follaws
V,, = Blo_pen + Blo_ pen’ + Bhi _pen + B,hi _ pen’ + B, cost, + B, cost’
+ 187 pOV + ﬂS pOV2 + 189ret _agq

Model 1 (CL1) in Table 8 represents the above basit linear specification. All the
coefficients are different from zero at the 1 patcggnificance level with the exception
of the square value of poverty and of the attribigirement age. The signs of the
attributes are as expected. A higher level of tiwe pension increased the probability that
a pension scheme alternative would be chosen,dashdihigh pension but at a much
lower magnitude. Greater poverty and higher codtuced the choice probability of
choosing the associated state pension schemeir@ment age above the existing one
also decreased the probability of the option beimgsen. This last effect is however not
significant.

(11)

6.1.1 Introducing alternative specific constants

In a second model (CL2), we introduce Alternatiyge@fic Constants (ASC’s). The
number of the ASCs depends on the number of atteesain a choice set. As we have
four alternatives in each choice set, the firstralitive being the status-quo, we estimate
a set of three ASCs. The ASCs show the effect yhatetric but unobserved factors of
respondents’ choices (Morrison et al. (2002)). A®&plain why respondents chose a
different pension system apart from changes iratlréutes that were presented to them
in the choice experiment.

The indirect utility associated with choosing atiivei is given by:
Vi = Blo_pen + Blo_pen’ + Shi_pen + Shi _pen’ + 5 cos, + S cost?
+ B, pov + B, pov’ + fret _age + B,,ASC, + B,ASC, + 3,ASC,

The parameters associated with the ASCs are pestid significant at the 1 percent
significance level. Similarly, all variables (ap&mm the retirement age) are significant
and of the expected signs.

(12)

A utility function considering the alternative ohaosing the status quo has been
estimated (CL3). A new variable, Alternative0, bagn created:
V; = Blo_pen + Blo_pen’ + Bhi_pen + Shi _ pen’ + S cos, + S costf

13
+ B, pov+ B,pov’ + Byret _age + B, Alternative0 (13)

The Alternative Specific Constant is specified qua 0 when Alternative A, B or C was

selected and to 1 when the “status quo” option eh@sen. The alternative specific to the
status quo is negative and significant at the Teuersignificance level, meaning that
choosing the current pension scheme decreasesy. utili

6.1.2 Introducing pension system type
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Three variables have been created to account dviduals’ choices regarding different
kinds of financing state pensions implying diffear&mds of redistribution: means-tested,
universal and earnings-related. The model that been estimated is given by the
following indirect utility function (CL4):

Vi = Blo_pen + S,hi _ pen + [, cost; + 5, pov + S;ret _age
+ Bsmeans _ tested + S,universal + Byearnings_ related

Table 8
Random utility pension choice: Models 1-4

(14)

Actual Choice CL1 CL2 CL3 CL4
State pension benefit 0.136 0.14¢ 0.16¢ 0.01:
for a low income individui (6.38)** (4.97)* (7.25)** (3.12)**
Low pension-squared -0.0002 -0.000: -0.000:
(-6.08)** (-4.37)* (-6.63)**
State pension benefit 0.012 0.037 0.037 0.003
for a high income individu (5.71)* (5.87)* (5.88)** (L.11
High-pension-squared -0.0000: -0.0000: -0.0000:
(-7.27)* (-7.07)*= (-7.08)**
Poverty rate among the elderly -11.078 -17.48¢ -16.77" -4.25¢
(-3.88)** (-4.79)** (-5.36)* (-3.28)**
poverty-squared 6.834 8.02( 7.53¢
(0.61 (0.64 (0.67
Cost for an average -0.14¢ -0.45¢ -0.45: -0.03¢
worker (-4.32)* (-5.76)** (-5.67)* (-1.24
Cost-squared 0.0013 0.00: 0.00:
(3.60)** (5.70)** (5.59)**
Retirement age -0.016 -0.020 -0.02z -0.041
(-0.94) (-1.08) (-1.33) (-2.39)*
Alternative 2 1.179
(4.96)**
Alternative 3 1.099
(4.37)**
Alternative 4 1.026
(4.03)**
Alternative 1 -0.912
(current situation) (-4.18)**
Means-tested pension alternative -0.605
(-1.77)
Universal pension alternative 0.292
(1.44)
Earnings-related pension alternative -1.219
(-2.84)**
log likelihood -3022.21  -3012.12 -3013.40 -3048.1.0

Value of z statistics in parentheses; * significanb%; **significant at 19
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Following CL4, a universal pension scheme increaddity whereas a means-tested or
an earnings-related pension scheme reduces thealpliob of the alternative to be
selected. However choosing a universal pension nsehés not significant. Also,
introducing these variables reduces the signifieasfdhe model as the high pension and
cost are not significant.

All four models predict the expected effects of gension attributes on the utility of

respondents. The levels of the pension benefitg iod high) increase utility associated
with the alternative. Cost, retirement age and pgvdecrease the probability of the

alternative to be chosen. However, what is strikinthe strength of the poverty rate in
reducing utility. This suggests that individuals &irghly poverty averse and are in favour
of a system that leads to the lowest poverty ratersy the elderly.

6.2 Accounting for respondents’ heterogeneity in the abice modelling

In a further step, we propose four groups of modedd allow for taking into account
respondents’ heterogeneity by introducing diffeemnbetween individuals into the model
(Mazzanti (2003)). Specifically, we estimated thapact of age, income, social
preferences and value orientation on the assessshthd Irish state pension system.

There may be several reasons why people surveyettwave a strong preference for
maintaining the current public pension scheme ¢orne it to either a means—tested,
universal or earnings-related system. The first mnodt advanced reason, as mentioned
by the theoretical literature, refers to one’s qvecuniary benefits. Assuming that people
are rational utility maximizing, they should have tstrongest preferences for the system
that provides them with the highest financial bénéf this respect, income should have
important explanatory power. However, pecuniarf-isgérest has been challenged in the
empirical literature as not being the main deteeminof people’s preferences and
attitudes. Other forces might increase individualsity and thus imply higher demand
for redistribution. In this respect, several modese been worked out to include other-
regarding motives. For instance, Tabellini (200@ludes altruism from the children to
their parents to describe social security systékgs.and the degree to which individuals
benefit from public pensions are also expected xjolagn differences in preferences.
Finally, inequality aversion and value orientationsay be important explanatory
variables. Van der Heijden et al. (1997) test einglly if altruism and fairness intervene
in people’s evaluation of public pensions and fatikhng support that both effects affect
individuals’ utility.

6.2.1 Testing for Pecuniary Self-Interest

In order to test for heterogeneity in preferencesording to income, two separate
conditional logit models are run for two separateugs: those reporting an annual
individual income above the median annual incomthefsample and those reporting an
annual individual income below the median annuabime. Results are given in Table 9.
The first income group (column 1) contains 157 widlials whereas the second income
group (column 2) contains 169 individuals. The dhoolumn shows the results of
interactions between individual income and differtgpes of pension provision.

As in all preceding models, poverty aversion playkey role in the valuation of the
public pension system. As it is expected, a higiwerty rate among the elderly reduces
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utility of the low-income individuals much more thahe utility of the high income
individuals, its coefficient is however not sigeodint for the high income group. It is
negative and significant at the 1% level for the iacome group. A higher low pension
benefit increases both the utility of the high imsand of the low income group. The
coefficients are positive and significant in theotwases; however, the estimated
coefficient is higher for the low income group. Téstimated coefficients for the high
pension benefit are also positive and significaribha 1% level. The estimated coefficient
is slightly higher for the high income group sudges that the high pension benefit
increases utility of the high income group morentb&the low income group. These two
effects give strong support to the self pecuniagument. The estimated coefficients of
the cost attribute in both income group modelscdde expected sign and significant at
the 5% level, however a higher contribution ratense to decrease the utility of the high
income group more than the utility of the low in@mroup, which is a non expected
result. This could be explained by the fact that flchest are not willing to pay more to
have a higher pension benefit and probably counera private pensions as suggested
by the summary statistics of the attitudinal questaire.

The third column shows that an earnings-relatedsipansystem increases individuals’
utility as their income increases. Indeed, theradon between individual income and
the earnings-related pension scheme alternatipessgive and significant at the 1 percent
level. This is a further support for the incomeeeff Introducing a universal or a means-
tested pension scheme impacts utility in the ogpodirection: both interactions are
negative, with the interaction with the means-stgstem being significant at the 1
percent level.
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Table 9
Random utility pension choice by income group

Variable Above median income Below median incomdnteraction with individual income
State pension benefit 0.132 0.141 0.135
for a low income individual (4.46)** (4.55)** (6.15)**
Low pension-squared -0.0002 -0.0002 -0.0002
(-4.21)** (-4.38)** (-5.93)**
State pension benefit 0.013 0.011 0.009
for a high income individual (4.52)** (3.56)** (3.41)*
High-pension-squared -0.00001 -0.00001 -0.00001
(-5.69)** (-4.59)** (-5.64)**
Poverty rate among the elderly -7.543 -15.448 -11.058
(-1.94) (-3.65)** (-3.77)*
poverty-squared -5.585 22.304 7.807
(-0.36) (1.34) (0.68)
Cost for an average -0.162 -0.136 -0.134
worker (-3.44)* (-2.67)* (-3.38)**
Cost-squared 0.001 0.001 0.001
(2.98)* (2.08)* (3.49)*
Retirement age -0.042 0.012 -0.015
(-1.78) (0.48) (-0.88)
Individual income*earnings 0.00001
related pension system (2.73)**
Individual income*means-tested -0.00002
pension system (-4.15)**
Individual income*universal -0.000003
pension system (-1.02)
Log likelihood -1613.24 -1397.56 = -2870.3158

Value of z statistics in parentheses; * significanb%; **significant at 1%
6.2.2 Testing for Age Heterogeneity

Separate conditional logit models have been run thoo generations: the young
generation (younger than 65 years) and the oldrgeoe (over 65 years). For each
generation, two models have been run. The firstehal the baseline model and the
second one includes a variable describing the curpension scheme. Results are
reported in Table 10. Almost all pension attribuées statistically significant at the 1%
level for all four models. The variable indicatitige retirement age was found to be
statistically insignificant in all models; indedtktattribute retirement age doesn’t seem to
be an important determinant in people’s preferefmeseforming pensions.
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Table 10
Random Utility Pension Choice by Generation

Variable Older than 65 years Younger than 65 years
State pension benefit 0.179 0.181 0.129 0.162
for a low income individual (3.16)** (3.03)** (5.58)** (6.57)**
Low pension-squared -0.0003 -0.0003 -0.0002 -0.0003
(-3.06)** (-3.01)** (-5.29)** (-5.88)**
State pension bene 0.022 0.023 0.010 0.041
for a high income individu (3.95)** (1.54) (4.44)** (5.78)**
High-pension-squared -0.00002 -0.00002 -0.00001 -0.00004
(-4.13)** (-2.13)* (-6.08)** (-6.84)**
Poverty rate among the elderly -17.181 -17.566 -9.859 -16.755
(-2.34)* (-2.20)* (-3.17)** (-4.91)**
poverty-squared 17.293 17.226 4.668 5.980
(0.60) (0.59) (0.38) (0.49)
Cost for an average -0.295 -0.316 -0.119 -0.484
worker (-3.34)** (-1.65) (-3.18)** (-5.51)**
Cost-squared 0.002 0.002 0.001 0.002
(2.32)* (1.88) (2.84)** (5.33)**
Retirement age -0.008 -0.009 -0.017 -0.025
(-0.20) (-0.21) (-0.93) (-1.34)
Current pension system -0.065 -1.091
(-0.12) (-4.54)**
Log likelihood -480.31 -480.31 -2533.87 -2523.46

Value of z statistics in parentheses; * significan®%; **significant at 1%

When including the status quo alternative in thinestion, the variables “low pension”
and “cost” become insignificant for the old grotipese variables remain however highly
significant and of the expected sign for the yowgrgup. In all cases, a higher low
pension benefit increases the probability of therahtive to be chosen. In fact, estimated
coefficients for the low pension are significanttlae 1% level for both generations and
higher for the old generation. the older the resigom, the more they are in favour of an
expansion of the state pension system. Povertyamieng the elderly is negative and
significant at the 5% level for the old generatimmd at the 1% level for the young
generation. When not including the current pensgstem in the utility function, a
higher poverty rate decreases the probability efdhernative being chosen at a much
higher degree for the old generation than for tbang generation. Similarly, in the
baseline model, cost decreases the utility of tdegeneration more than the utility of the
young generation. This result is however inversateove include the “current situation”
variable, furthermore the estimated coefficient tbk cost attribute is no longer
significant for the old generation. This latterukss in contradiction with the theoretical
priors as we would have expected retirees to aviour of a higher contribution rate as
they don’t contribute to the system anymore and ragt beneficiaries. Finally, the
estimated coefficient for the variable “currentteys” is negative but not significant for
the old generation. It is negative and significainthe 1% level for the young generation
suggesting that the younger prefer departing from ¢urrent state pension scheme.
Maintaining the current pension system decreasesutifity of the old generation less
than the utility of the young generation. Howeveom theoretical findings, we would
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expect the current pension system alternative e lagpositive effect on the utility of the
pensioners and they gain from this system.

6.2.3 Testing for Age and Income Heterogeneity in Evaluang the Public Pension
System

Table 11 reports the estimation results for foyrasate groups: old and low income, old
and high income, young and low income and younghagialincome agents.

The estimated coefficients for the high income-gedieration are all of the expected sign,
but only three variables: the high pension bendést,squared value and the cost are
significant at the 1% level. Poverty rate is sigraht at the 5% level. The estimated
coefficients for the low income-old generation atso all of the expected sign, apart
from the retirement age which is positive. The lpgnsion benefit and its squared value
are significant at the 1% level. The high pensi@andfit and its squared value are
significant at the 5% level. All the other estingt@re not significant. The estimated
coefficients for the high income-young generatioa af the expected sign. However

poverty rate, its squared value and the retirenagyet are not significant. Finally, the

estimated coefficients for the low income-young eration are all of the expected sign
apart from the retirement age which is positivel tAk variables are significant apart

from the squared value of poverty, the squaredevaficost and the retirement age.

The estimated coefficient of the low pension bernigfithe lowest for the low income-

young generation which is surprising as we exgect e the lowest for the high income-
young generation. However, it is the highest fa libw income-old generation, which is
as expected. The estimated coefficient for the Ipigihsion benefit is also the lowest for
the low-income-young group. Poverty aversion ishighest among the high income-old
generation, followed by the low income-young getiera suggesting that poverty

aversion is still a crucial element in the evalomtiof the pension system. Poverty
aversion is thus independent from age and inconest @version is also the highest
among the high income-old generation. This is alsb expected. Indeed, the older
should be the more in favour of increasing contidyurates to the public pension system
as they are not any more in the tax system,; silyjlare expect a higher contribution to

decrease the utility of the low income individualsre than the utility of the high income

individuals.
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Table 11
Estimation Results for Four Groups Differentiated by Age and Income

Variable over 65 years & over 65 years & Below 65 year& Below 65 years &
above medianincome below median income above medigitome  below median income
State pension benefit 1 0.138 0.242 0.132 0.126
a low income individua (1.85) (2.73)= (4.07)= (3.8
Low pension-squared -0.0002 -0.0005 -0.0002 -0.0002
(-1.80) (-2.62)** (-3.79)* (-3.67)*
State pension benefit for 0.023 0.019 0.011 0.010
a high income individugl (3.14)* (2.20)* (3.44)* (24
High-pension-squared -0.00002 -0.00002 -0.00001 -01000
(-3.05)** (-2.45)* (-4.67)* (-3.86)*
Poverty rate among -22.741 -6.006 -4.098 -16.667
the elderly (-2.32)* (-0.51) (-0.95) (-3.65)*
poverty-squared 36.524 -27.450 -16.023 28.869
(0.97) (-0.55) (-0.94) (1.62)
Cost for an average -0.322 -0.221 -0.118 -0.118
worker (-2.80)* (-1.54) (-2.25) (-2.15)*
Cost-squared 0.002 0.001 0.001 0.001
(1.83) (1.05) (2.12)* (1.75)
Retirement age -0.051 0.043 -0.040 0.006
(-0.87) (0.66) (-1.55) (0.26)
log likelihood -262.91 -212.40 -1340.08 -1180.32

Value of z statistics in parentheses; * significainb%; **significant at 19
6.2.4 Testing for value orientation

Apart from the two most commonly advanced reas@uge (and income) to explain
people’s heterogeneity in evaluating pensions, [géoptility may be affected differently

because of value judgments about equality and Isosigce in general and regarding the
objectives and principles of a pension system mtiqadar.

Table 12 reports regression results introducingeratdtions between attitudinal
characteristics of the respondents and choice fapatiributes for the whole sample. The
estimate coefficients for the choice specific htites are all significant at the 1 percent
level and of the expected sign. Almost all inte@atd are of the expected sign.
Interactions displaying significant parametershat 1 percent level suggest that people’s
attitudes regarding the role of the state in thepme redistribution and their opinion
about the principles of the pension system are rtapbdeterminants in their evaluation
of the state pension scheme.
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Table 12
Estimated Results for Attitudinal I nteractions

Variable Total sample

State pension benefit for a 0.399 More inequality less tax*cost -0.038

low income individual (8.17)** (-2.06)*

Low pension-squared -0.001 Less inequality and naxe t 0.615
(-7.30)** *poverty rate (0.32°

State pension benefit for a 0.021 Income differendeesland 0.0001

high income individual (1.78) are too large*low p@msi (0.06)

High-pension-squared -0.00006 Everyone pays propatifo -0.008
(-5.09)** the same*low pensic (-2.10)*

Poverty rate among the elderly -485.977 Everyone peggortionally 0.001
(-8.22)** the same*high pension (4.02)*

poverty-squared 506.097 Everyone pays proportionally 1.573
(6.74)** the same*poverty rate (0.86)

Cost for an average worker -3.942 The poor receiigltaer 0.017
(-6.03)** pension benefit*low pensi (6.05)**

Cost-squared 0.008 The poor receive a higher -0.001
(3.62)** pension benefit*high pension (-4.64)**

Retirement age -0.216 Pensionproportional to egsnin 0.0004
(-3.71)** before retirement*high pension (0.93)

Benefit for a high income -0.481. Everyone has thmesa -8.178

individualpoverty (-6.57)** pension benefit*povertate (-6.64)**

Poverty rate among the 10.905 State responsadbiityduce 0.009

elderly*cost (6.47)** inequality*high pension (7.17)**

Benefit for a low income 0.011 State responsabiityetduce -0.117

individual*cost (5.83)** inequality*cost (-7.41)**

Poverty rate*retirement age 1.276 Individual respaitgito save 0.001
(2.65)** for its old age*high pensi (2.95)**

Benfit for a high income 0.0004 State responsititityrovide pensioners 0.014

individual*retirement age (3.210)*  with a pensioniadit*low pension (4.80)**

People wil have to work longer 0.015

*retirement age (0.39)

The state will have to spend 0.0008

more on pensions*low pension (0.22)

The state will have to spend 0.005

more on pensions*high pension (2.40)*

People wil have to work -0.014

longer*cost (-2.91)**

The state will have to spend -0.072

more on pensions*cost (-2.26)*

The state will have to spend -2.204

more on pensions*poverty rate (-0.76)

Less inequality and more tax 0.001

*low pension (0.47)

More inequality and less tax 0.005

*high pension (3.40)*

Less inequality and 0.016

more tax*cost (2.73)** Log likelihood -1887.24

Value of z statistics in parentheses; * significanf%; **significant at 1%
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7 Conclusion

This paper has analyzed the different forces that affect people’s evaluation of the
state pension system. Data used to estimate indilstdwell-being come from a choice

experiment conducted in Ireland in 2008. Resporsdevdre presented with several
choice sets, each containing four alternatives framich they had to choose one. Each
alternative has different implications for the entteof intra-generational and inter-

generational redistribution. In general, within tpelitical economy literature about

demand for redistribution though social securitysiassumed that individuals’ utility is

determined by their self-interest. In this respentividuals’ own characteristics as

income and age play a significant role. Nevertlelether forces, as altruism and social
preferences, may also explain people’s demand éalistribution. In this respect,

estimation results have shown that poverty and uakty aversion indeed affect

individuals’ utility and their demand for redistution. All individuals, regardless of age

and income are poverty averse and a higher poaentyng the elderly decreases utility at
an important degree. When the evaluation of thelsewef pension benefits depends on
age and income of respondents, cost and poverip@dependent.

Results induced by interactions between individgaeific characteristics and choice-
specific attributes confirm how people’s demand fedistribution through the state
pension scheme is also driven by their perceptiomequality, poverty, redistribution
and their value orientation concerning pensionsefg other models not reported have
also been estimated to test for heterogeneityefepences. Notably, interacting political
variables with the choice specific attributes Hagwn that the level of social contract as
well as party partisanship partly explains indiatil heterogeneity in their preferences
for different kinds of state pension systems.

One next objective of the study is to derive imipligrices for the pension-specific
selected attributes and to investigate individuafgeferences heterogeneity in
Willingness to Pay (WTP) for pension reforms. Indual preferences will be aggregated
through a majority voting mechanism that handledticimensional policy issue space
(probabilistic voting model) in order to determirmgension policy that will be
implemented at the national level. Finally, it ol interesting to use the aggregated data
from the choice experiment within a micro-simulatiramework to account for the
impact population ageing on the shape of the pydgitsion system.
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8 Appendix
Appendix 1 : Example of a choice set

Current Policy Policy Policy
Policy option situation option A option B option C
Features of the State pension system
1. Weekly State Pension for a low income <€210 €210 €180 €220
individual
2. Weekly State Pension for a high income <€210 €210 €180 €0
individual
3. Weekly contribution to finance State pensions | £30-€35 | €35-€40 | €30-€35 | €15 - €20
for the average wage
Medium Medium Medium
. Low . .
4. Poverty rate among the elderly. (10% - (5% - 10%) (10% - (10% -
15%) 15%) 15%)
5. Minimum retirement age 65 65 65 68

Please Tick your preferred option
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