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1. Introduction

In 2000 ltaly replaced its traditional system ofexance pay for public employees with a
new system. Under the old regime, severance payvegrtional to final salary; under the new
regime it is proportional to lifetime earnings. &nwages generally increase with seniority over
the employment lifetime, the reform entails consabée losses for future generations of public
sector retirees, in the range of €20,000-30,00p€dding on seniority), corresponding to around
one year’s salary for a white collar public seaorployee. Although the context is different, the
reform is similar to a switch from a social sequsystem where benefits are proportional to the
previous year’s earnings, to a system where baraf# tightly linked to contributions.

This paper investigates the impact of this ungpditdd change in lifetime resources on the
consumption and wealth accumulation of workersciéie by the reform. To address our research
question, we use repeated cross-sectional datd989-2010 which spans the pre and post-
reform periods, and exploit the exogenous sourceaoiation induced by the severance pay
reform. Since the reform affects only public emgey, we define private employees as the
“control group” and public employees as the “treaingroup”, and compare their consumption
and wealth accumulation before and after the refodmalysis of households’ responses to
exogenous changes in future resources has beevutidy studied, and has important policy
implications, for instance, in relation to the inspan consumption of tax reforms (see the survey
by Jappelli and Pistaferri, 2010). In this paperidentify an episode in which lifetime income
changes unexpectedly, and evaluate in a quasiiexgaal setting how wealth and consumption
react to such a change. The approach adopted dde®quire the observation of individual
income shocks. Rather, we compare households teaarad are not exposed to shocks, and
assume that the differences in consumption andtiwagke from realization of the shocks.

While the literature on the effect of anticipate@ame shocks on consumption is vast,
much less is known about the effect of unanticipatieocks. Few papers use a similar approach
as in the present paper to identify the consumgftects of exogenous and unanticipated shocks
to income, identifying episodes where income changexpectedly, and evaluating in a quasi-
experimental setting how consumption reacts to ehelsanges, due to unemployment or
disability (Browning and Crossley, 2001; Stephe2@)1) or to an unexpected income bonus



(Agarwal and Qian, 2014)However, the present study focuses on a shodketare resources
rather than to current income, and studies howwopsion and wealth respond to that shock.

In Section 2 we discuss several reasons why ftesesting to look at the Italian severance
pay reforn? First, severance pay represents a far larger coemtoof households' lifetime
incomes in Italy than in most other countries. 8ifions annually contribute approximately 7%
of their wage bill to a severance pay fund from chhiemployees cannot withdraw until
termination of their contract, this fund is curigrtlose to 10% of GDP. Second, severance pay
is rather illiquid, and can be regarded as a foffoi@ed saving by workers, who can dispose of
part of their severance pay only for exceptionadiced expenses or the purchase of a first
dwelling. Thus, changes to severance pay legisiatigpact on the individual’s earnings profile
up to retirement, not just for few years. Thirdaohes in severance pay legislation can be
regarded as an exogenous innovation in lifetimeuwees, providing the necessary variability to
assess the impact of changes in future resourcesreent consumption and weatfth.

In Section 3, to guide our empirical analysis wadate the effect of the severance pay
reform on the wealth-income ratio and the averagpensity to consume, in a life-cycle model
with income uncertainty. The simulations produegetttories of wealth and consumption income
ratios before and after the reform, and show tHtdr @he reform the wealth-income ratio
increases, and the consumption-income ratio falie. simulations show also that young workers
react more strongly to the reform than workerselmsretirement, so we expect the former group
to exhibit the largest wealth and consumption ddjests. Section 4 presents our empirical
analysis. We use data from the 1989-2010 Survdyanisehold Income and Wealth (SHIW), a
large representative survey of the Italian popafatarried out by the Bank of Italy. The SHIW
contains detailed data on the income, consumpti@alth, and demographic characteristics of

households. Using a difference-in-difference frammey our baseline estimates show that a €1

1 As discussed in Jappelli and Pistaferri (2010)retere two other approaches to estimating the teffemcome
shocks on consumption. These are covariance ri@tiscimposed by the theory on the joint behavidér o
consumption and income growth as in Blundell, Pestaand Preston (2008), or survey question abgpbthetical
income changes (Shapiro and Slemrod, 1995; JagpellPistaferri, 2014).

2 For a description of the working of severance Ipafpre the reform, see Brugiavini and Padula (2003)

% For recent papers exploiting exogenous pensiarmef to estimate the effects of changes in soeilrity wealth
on wealth or saving, see Attanasio and Brugia@d0@), Attanasio and Rohwedder (2003) and Bottalagppelli
and Padula (2006), which generally find that shottkSuture social security wealth increases curmeeglth,



reduction in severance pay increases the wealthmiacratio by 0.32 and reduces the average
propensity to consume by 0.03. Since for the awefdagusehold the reform reduces lifetime
income by about €23,000 (relative to the old regjrtige results suggest an offset ratio (ratio of
increase in wealth to reduction in lifetime inconw)0.4. We find that, as predicted by our
simulations, the response is stronger for youngekears and households where both spouses are
public sector employees. We also perform severbustmess checks, controlling for group-
specific pre-treatment trends, expanding the setcafitrol variables, and exploring the

heterogeneity of the effect of the reform. Secbasummarizes our main findings.

2. The severance pay reform

Severance pay was introduced in 1927 to insuréattaémployee against the risk of
dismissal but gradually evolved into a form of defd compensation to which the employee
(public or private) is entitled, irrespective oktlbause of termination of employment - whether
retirement, being laid off or quitting. For privagmployees, the fund is guaranteed by the
national social security agency (INPS) for the cafsérm failure. Severance pay has become a
large component of the Italian household’s lifetimeome, with severance pay for workers with
length of seniority in the order of three or foumés their annual income.

Severance pay attracts tax benefits since it isrdegl as a form of forced retirement
saving. Workers can draw on part of the lump-sumgnmat only for exceptional medical
expenses or purchase of their first home. Howewes,applies only to workers with more than
eight years of continuous employment with the sameloyer. Also, withdrawals cannot exceed
70 percent of the severance pay accumulated dintleeof the request, and at any point in time,
no more than 4 percent of the labor force can naakearly withdrawal. Severance pay benefits
from a double tax advantage. First, there is a cialufrom the tax base, which is determined as

P-nA, whereP is the lump sum paymemn, is the number of years of employment ahdis a

although the response is far from complete. Thésdies point out also that the response is hetewmes in
relation, for instance to occupation and age.



constant allowance. Second, the tax rate is theageetax rate corresponding to an income of
12P/n, which for the most senior employees is lower thzeir general income tax rateSince
each year employers contribute a fraction of theige bills into a fund, from which (apart from
the exceptions noted above) employees receive noytauntil termination of their employment
contract, severance pay operates like an unfundeidl security systemTable 1 shows that for
private employees the contribution rate to the vee pay fund is 6.91 percent of the gross
yearly salary. Contributions are then indexed te tlost of living according to the formula
0.015+0.75t whereris the rate of change of the consumer price indéxs implies that the
return from the fund is positive for inflation ratbelow 6 percent, and negative for inflation rates
above 6 percent which often applied in Italy ptioithe introduction of the euro. Severance pay
was more generous for public than for private elygéds, because it was linked to the last public
employment salary year, not the entire working eamarnings. Since the earnings profile of
public employees is relatively stable and generaligreasing up to retirement based on a
combination of promotions and seniority rules, fimal salary almost invariably corresponds to
the highest salary received by a public employeer dws/her career. The formula applied for
public employees was also different: severancewss/computed as 80 percent of the last gross
salary multiplied by the number of years of service

The 1995 reform to the Italian social security egstwas aimed at reducing the imbalance
between projected contributions and payouts. Th&meincreased the retirement age and the
minimum number of contribution years for pensiogibllity, and introduced a gradual transition
for both public and private employees from an emysibased system to a contribution system.
With the same aim of reducing future public paypins2000 government changed the rules
applying to severance pay for public employees. ddnthe new regime (applying to all
employment contracts signed after 2000), the secergoay rules for public and private
employees are the same; severance pay is linkiée tworking career using the same indexation

formula. Table 1 — severance pay reform - showsith¢éhe transition period (contracts signed

4 While maintaining favorable tax treatment, theesulvere further modified in 2001, 2008, and 2012.
® National Financial Accounts show that in 2000-2@1€ severance pay fund accumulated by private faganst
their severance pay liabilities was in the rang&G%6 of GDR
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before 2000) severance pay had two components,wéthhts given by the number of years of
contributions before and after 2000.

The switch from an earnings-based formula to ardmrtions-based system represents a
substantial loss of wealth for public employeegqeeslly the youngest ones or those with the
shortest record of public employment. Table 2 reptive results of simple calculations based on
realistic public employee earnings profiles. Fopublic employee retiring after 40 years of
contributions, whose starting salary was €15,800 ianreased at an annual real rate of 1.53%,
severance pay pre-reform would have been €76,19%,isa €58,065 after the reform. For a
starting salary of €18,000 increasing at an anregdllrate of 2%, the reduction in severance pay
is around €38,000 (from €116,517 to €77,996 aftew). a starting salary of €20,000 growing at
the rate of 2.62% annually, the reduction in sevegapay is of the order of €50,000 (from
€146,230 to €92,980). Note that private employeesewunaffected by the reform; their
severance pay regime was the same before and@fiér

The examples show that the reform reduced severpagefor public employees. The
implied magnitude of these changes is substaritinlthe youngest public employees (contracts
signed after 2001) the reduction is between 18d1054,000 euro, depending on the steepness
of the earnings profile. In these examples of #nernce pay reform private employees are the
“control group” and public employees are the “tne@nt group”, which allows us to estimate the
wealth effect of the reform.

There is always a concern with natural experiméms there are unaccounted confounds,
for instance adjustments in other features of ss pay or of the wage bargain that might
affect differentially the wages or other work-reldtbenefits of public and private employees.
First of all, in the private sector severance pagtgbutions are simply a constant fraction of
earnings (with no cap for higher earnings), andcthribution rate did not change at the time of
the reform. Second, national accounts data showbttaveen 1990 and 2010 the wage dynamics
of public and private sector employees followedisintrends, although the dynamics for public
employees has been more volatile, with lower growththe nineties and faster growth in

subsequent decade. Setting nominal wages (befres)tdo 100 in 1990, in 2010 the wage of

® Not all workers were affected by these changethénsame way. Workers close to retirement agenedathe
generous pre-reform provisions while younger waskeaw their benefits substantially reduced. Attanasd
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private sector employees of the industrial sectas ®03.7, the wage of employees in the private
service sector was 196.5 and in the public settaas 196.Z. In the microeconomic data, the
wage distribution of private and public employeessinot display significant differences before
and after the reforms (calculations available ajuest). Another potential concern is that public
sector employees might respond to the reform vgriabor supply, not just saving. This concern
can be safely ruled out, as the contractual arraege of Italian public sector employees leaves
very little margins of adjustment along this difent as overtime hours are not available in many

jobs or strictly rationed.

3. Simulation results

To gauge the impact of the reform on the wealtloine ratio and the average propensity to
consume, we simulate a life-cycle model with issgtautility, finite horizon, and income
uncertainty, assuming a standard income proceds patmanent and transitory shocks. We
assume that severance pay is illiquid and is patdas a lump-sum at retirement ageln the

pre-reform regime, the severance pay of a publipleyee is0.8x N xYy_;, whereYy; denotes

earnings in the year before retirement; in the -pe&trm regime, severance pay is

N-1
0.06912\{t Hp 5\'" , Where the accrual rate g=0.015+ 0.7%r. After retirement consumers
t=0

rely only on accumulated savings and severancegfigance consumptiohTo keep the model
in line with the data, the simulations produce-tifele profiles of the ratio of wealth and
consumption to income, under both regimes. To sateulhe model, we assume that the reform

takes place unexpectedly aftéryears of work® Comparison of the profiles in the two regimes

Brugiavini (2002) and Bottazzi, Jappelli and Pad@i@06) provide more detail on the pension reform.

" Source: ISTAT National and Institutional Accounts Data, 1990-20&Qw.istat.it).

® The simulated consumption and wealth effects arige gsimilar if social security contributions profional to
earnings, and benefits proportional to lifetimeoime are introduced.

° We assume that the growth rate of real earningaledghe 1970-2010 average for the ltalian econ(®82), the
real interest rate is 1.5%, and the coefficientetdtive risk aversion is 2. The standard deviaiohpermanent and
transitory shocks are 0.16 and 0.28 respectivalynaappelli, Padula and Pistaferri (2008). THifion rate used
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reflects an unanticipated negative shock to lifetiresources. Appendix A provides further
details on the structure of the model and its patanzation.

Figure 1 plots the simulated profiles of the weatitome ratio against years of work. The
lower line represents the wealth-income ratio urterold regime; the upper line is the wealth-
income ratio of a consumer who experienced thermefio her fifth working yeartf=5). It is
apparent that the wealth effect of the reform gadlgibuilds over the consumer’s lifetime. Figure
2 provides further insights into the effect of tteform by comparing wealth trajectories for
different values ot* (5, 15, 25 and 35). Figure 2 plots the differebetween the post-reform
wealth profile and the baseline profile, that f& wealth profile that would be observed in the
absence of reform. The wealth effect is positivalirtases but stronger the earlier it occurs @& th
employee’s career. Thus, a worker experiencingmefatt*=5 faces a much bigger reduction in
lifetime resources than someone close to retirenkégires 3 and 4 show that the reform reduces
the average propensity to consume. The reductiam ise range 1-3 percent, and is larger for
workers who experience the shock earlier in thearkmg life (*=5 and t*=15 in Figure 4)
relative to those close to retiremetit=@5).

Overall, our simulations suggest that an unantteippanegative income shock to lifetime
resources reduces the average propensity to conauhéncreases the wealth-income ratio.
Furthermore, both effects depend on the size olioek, and therefore are stronger for younger

workers. To test these theoretical predictionsnas turn to the empirical analysis.

4. Empirical estimates

Table 3 reports sample statistics for public andgbe employees in the pooled 1989-2010
sample, a total of 28,665 observations. We redtietsample to households where the household
head is aged 20-55, and is employed in either tidigor the private sector, thereby excluding
self-employed people (who of course are not edtitte severance pay) and workers near to

retirement. The sample includes 61 percent prieaiployees and 39 percent public employees.

in the accrual rate formula is 6.5% (the averadlation rate in the 10 years before the reformy getirement is set
at 40 working years.
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However, 48 percent of households have at leastpobéic sector employee - the household
head, the spouse or both. We exploit this inforamato check whether the reform has a stronger
effect for households with more than one publict@eemployee, and to select a sample of
households with at least one public employee.

Net wealth is the sum of net financial assets @adl assets. Net financial assets is the sum
of transaction accounts, government bonds, CDspocate bonds, retirement accounts, life
insurance, and stocks, less household debt. Reetisaare the sum of real estate, unincorporated
business holdings, valuables and art objects. GopgSon is measured as non durable
expenditures.

For the whole sample, the wealth-income ratio i883(median is 3.19) and the
consumption-income ratio is 0.77 (median is 0.74e ratios differ by employment group and
exhibit different trends. Figures 5 and 6 showd thrvate employees have a lower wealth-
income ratio and a higher consumption-income rti@m public employees, both before and after
the reform. Notice that in Figures 5 and 6 the lgefsveen the two lines widens after the reform.

Table 4 shows that the difference in the wealtloime ratio increases from 0.42 before the
reform to 0.94 after the reform. The differencadifference estimates are 0.52 for the wealth-
income ratio and -0.05 for the consumption-incoater and both are statistically different from
zero at the 1 percent level. These estimates shatvpost the reform public employees have
increased their wealth and reduced their consumptedative to private employees, which
confirms the simulation analysis.

For several reasons the evidence provided in Taldenot conclusive about the effect of
the reform. First, it does not consider that otheables (such as age, education, income) might
shift wealth and consumption ratios after the mefoMacro shocks may also affect the two
variables differently over time; examples from #aly 2000s include the stock market crash and
subsequent recovery, the decline in yields fromrtsteom government bonds after the
introduction of the euro, and the house price boom.

To address these issues, we rely on regressioryseabhich allows us to study the
exogenous variation in lifetime income brought adoyithe reform, controlling for households’
characteristics and group-specific trends. Weftasthe effect of the reform using the following

regression framework:
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Yit =a + BM; + yPOST, + M, x POST; +0x; +&;

wherey is the ratio of wealth or consumption to disposaisicome,M is a dummy for the
treatment group (public employeeBPST is a dummy for the post-reform period (2002-20%0),
a vector of the control variables (age, gendercation, family size) and is an error terml® The
parametev measures theffect of the reform. According to our simulationadysis, we expect
0>0 in the regression for the wealth-income ratmaj &0 in the regression for the consumption-
income ratio.

The validity of our estimates rests on two assuomgti (1) the severance pay reform is
exogenous with respect to consumer decisions, 2nthé reform is exogenous with respect to
changes in sample composition. In relation to agsiom (1), the possible endogeneity of the
reform can be ruled out. The 2000 reform was ngilémented in order to offset the different
wealth accumulation paths of the employment grouather, it was part of a deficit-reduction
package aimed at reducing projected outlays iptheic sector.

Assumption (2) requires that the reform does naseachanges in the sample composition.
These are possible if labor supply of public empks/changes after the reform. However, even
if the severance reform does have any significampaict on labor supply of public sector
employees, it will only make the reduction in lifeé income and wealth smaller, which would
make our results even strondérin addition, to assess the validity of assumpt@nwe study
whether the job mobility from public to private plmyment (and vice versa) is independent of
the severance pay reform, that is, that workerswdidswitch jobs as a result of the reform. Since
the SHIW has a rotating panel component, we carckctige validity of this assumption by
computing transition rates across the two employngeoups for each pair of adjacent survey
years from 1989 to 2010. We find that, in eachqzkrthe probability of not changing sector is

19 Note that by appropriate redefinition of the vhhM and the treatment group, this framework could xiereled
to examine the differential impact of the reform lbouseholds with more than one public employee fah
spouses work in the public sector) or specific gafion groups.

' Note that income changes unrelated to the refemmat explain simultaneously the positive effecttuawealth-
income ratio and the negative effect on the consiamyincome ratio. For instance, if the reform maseffect on
wealth and consumption and income increases ditereform for public more than for private emplayeleoth the
wealth and the consumption-income ratios would fall
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about 90% for both groups. Furthermore, we do ejeict the hypothesis that the degree of sector
mobility is the same before and after the reformdach of the estimated transition matrices,
even controlling for household characteristics.haligh we cannot directly test the hypothesis
that workers did not change sector as a consequentee reform, we take this as indirect
evidence that the severance pay reform has nogelahe overall pattern of worker mobility.

4.1. Baseline estimates

Table 5 reports the baseline estimates for thecteffé the 2000 reform on the wealth-
income ratio. The positive coefficient of the pebémployment dummy mirrors the difference
between employment groups in Figure 5, and shoaisthie wealth-income ratio is 0.42 higher
for public employees than private employees. Thatpe coefficient of the post-reform dummy
indicates the existence of a common trend sincevdath-income ratio of both groups increases
by 0.88. The positive coefficient of the interaati@rm between the post-reform dummy and the
treatment group indicates that the reform has asmd the wealth-income ratio of public
employees relative to private employees by 0.53.

The second regression in Table 5 includes in treeifipation demographics contrdfs.
Age and education are proxies for lifetime earningdile regional dummies control for
differences in wealth across Italian macro-regidrige coefficients of these additional variables
have the expected sign. Wealth increases withemgdyalent to about 1 year’s earnings every 10
years), and is higher for households headed byswath® are high-school or college graduates.
The parameteas is 0.32 and is quite precisely estimated, showlivag the impact on wealth of the
severance pay reform is about one-third of the adigple income; evaluated on average
disposable income, this corresponds to an impad9gt80 or four months salary. Since the
calculations in Table 2 show that for a public emypke who enters the labor market after 2000
(expecting a growth rate of earnings of 2.2%) #ferm has reduced lifetime income by €22,980
(relative to the old regime), the result suggest®féset ratio - the ratio between the increase in

wealth and the reduction in severance pay - of .4 different context, this value is not far

2 The reference group is a private employee, witloenllege or high-school degree, living in Northéaly.
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from estimates of the offset rate between socialsty wealth and private wealth, see for
instance Gale (1998), Attanasio and Brugiavini @0@nd Bottazzi, Jappelli and Padula. (2006).

The other two regressions in Table 5 focus on tresemption-income ratio. They show
that public employees average propensity to conswtieced after the reform by 4 percentage
points (column 3) and 3 percentage points (colujnn 4

The results of Table 5 rest on a number of assaumptiwhich are discussed in Section 4.3,
where we perform several robustness checks andtigaée the presence of group-specific pre-
treatment trends, the robustness to alternativénidehs of the treatment group, and the
heterogeneity of the effect of the reform.

In Table 6 we redefine the control group, consitgras “treated” all households with at
least one member (not necessarily the household) vélao is a public sector employee. The
effects are similar to those presented in Table Particular, the reform increases the wealth-

income ratio by 0.3 (column 2), and reduces thesgoption-income ratio by 0.024 (column 4).
4.2. Tests by number of public employees and yean$ contributions

In Table 7 we distinguish between households witly one public employee (one of the
two partners or another family member), and houlsishwith two or more public employees.
Since the wealth loss induced by the reform isdarfjthere is more than one public employee in
the household, we expect the reform to have a gémoeffect on these households. In the wealth-
income ratio regression the coefficient of the ratdion term between the post-reform dummy
and the dummy “one public employee” is 0.28, wifile interaction coefficient of the dummy for
“more than one public employee” is 0.36. The sameffcients for the consumption-income
ratio in column (4) show a stronger negative imgacthouseholds with more than one public
employee, but in this case they are not precissiynated:

The simulation analysis in Section 3 suggests ttiatreform has the strongest impact on

young public employees since the reduction in sewar pay is relatively small for employees

13 We repeat the estimation distinguishing betweereatéd group in which all family members are pulkctor
employees and a control sample which has all fami#ynbers as private sector employees. Resultsuatiatively

similar.

17



close to retirement. To test this prediction, Tableeports the regressions for the wealth-income
ratio splitting the sample by number of years aftabutions of the household head. We find that
the coefficient of the interaction term is 0.53 vawrkers with less than 10 years of contributions,
0.47 for workers with 11-20 years of contributio®s28 for the 21-30 age-group, and is not
statistically different from zero for workers clode retirement (more than 30 years of
contributions).

The results for the consumption-income ratio inl&ebare less clear cut. The interaction
coefficient is larger in absolute value for youngerkers (-0.12) and declines with the number
of years of contributions. However, as in the faimple estimates, in this case the standard errors

are large and prevent reliable inference.

4.3 Robustness checks

The main challenge to the identification desigraidifference-in-difference framework is
the potential effect of group-specific pre-treattn&ends. If the wealth-income ratio and the
consumption-income ratio evolve differently betwgmiblic and private employees before the
reform, our results would falsely detect an effgfdhe reform when the effect can actually not be
there. To control for the existence of pre-treatimeands we follow Bell, Blundell and Van
Reenen (1999) and perform two checks. The firstuartsoto restrict our sample to the years
before the reform and to redefine the post-refoumshy as a variable taking value 1 after 1995
and value 0 otherwise, which means to pretendttieateform has taken place in 1993n the
second check we retain the whole sample (years-2080), but add to the baseline specification
the post-1995 dummy and its interaction with thbligtlemployee dummy’

In both checks the main coefficient of interesthiat of the interaction between the public
employee and the post-1995 dummies, which wouldthsstically different from zero in the

presence of group-specific pre-reform trends. Bsellts are reported in Table B1 of Appendix B

14 Notice that there are two surveys before the refd®®5 and 1998.Thus, using 1995 allows to useywars of
data before the reform (1989 and 1991) and twosyafter (1998 and 2000).

5 Group specific trends are problematic for theat#hces-in-differences design both before and #feereform.
We also check the stability of the results remoypogt-2008 observations. The results are simildhdse reported
in Table 5.
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A, and show that the coefficients of the interactierm are not statistically significant, thus
providing no support for the existence of groupese pre-treatment trends (columns 1 to 4).
Moreover, columns (3) and (6) show that the comffits of the interaction term between the
public employee and the “true” post-reform dumnaes statistically significant and comparable
in size to those found in Table 5, after one cdstfor pre-treatment group-specific trends
through the interaction between the he public eyg#and the post-1995 dummies.

A second challenge to our identification desigrrakated to how the treatment group is
defined. We consider in the treated group houssheltiose head is a public employee.
Therefore, it may well be that the treatment greoptains households whose head is a public
employee while other members are not. In Table B2 redefine the treatment group as
households whose all members are public employeegshe control group as households whose
all members are private employees (other househaidsexcluded from the analysis). The
results, reported in columns (1) and (2) for thakteincome ratio and in columns (3) and (4) for
the consumption-income ratio, are similar to thosported in Table 5, thus supporting the
validity of our baseline definition of treatmentdaoontrol groups.

The identification assumption of difference-in-diftnce estimates are more credible
through the conditioning on a set of control valeaband for this reason in Table 5 we include
age, gender, family size, education, and areasfleace. Adding these controls attenuates the
effects of the reform but does not alter our mainatusions. However, one still wonders if one
can make the identification assumptions even meedilgle by expanding the set of controls.
This is achieved in Table B3 where we opt for affidescription of the effects of geography,
obtained by replacing the area dummies (columnsdl3d with a finer classification based on 19
regional dummies (columns 2 and 4). The resultgesigthat using regional dummies does not
affect the main conclusions on the effect of tHerra on the wealth-income and consumption-
income ratios.

Another threat to the differences-in-differencesige has to do with the heterogeneity of
the treatment effects. The baseline results in& &lykely on the standard difference-in-difference
hypothesis by assuming that the effect of the refer homogeneous. However, if the true effect

is heterogeneous along some relevant dimensioneshmated effect is some average of the
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underlying effects, and except for special caseghinbear little resemblance with thémOur

simulations show that the effects are indeed hg&reous along a relevant dimension, and in
particular that they are with the effect being &rdor younger households. Tables 8 and 9
investigate already this implication, which is het addressed in Table B4, where we split the
sample between households whose head is older wrggo than 50 years old. The results
indicate a stronger effect for the young, in linghwour expectations, and imply that the results

for the whole sample are mainly driven by the sangblyounger households.

5. Summary

We study how an unanticipated negative shock atiriile resources affects households’
consumption and wealth. The negative income shoelcensider is the 2000 Italian severance
pay reform, which has resulted in a significant Me#ss for public employees but does not
affect private employees. Therefore, the reformvigles the quasi-experimental setting to
identify the effect of a negative income shock onsumption and wealth.

To gauge the impact of the shock, we simulate radstal life-cycle model of intertemporal
choice with income uncertainty, and a parametedanabf severance pay that closely resembles
the Italian pre and post-reform regimes. The sitiaria show that the shock reduces the average
propensity to consume and increases the wealthviac@tio. Furthermore, since the shock is
greater for young individuals, both responses arger for individuals with longer retirement
horizons relative to those close to retiring.

Relying on data from the Bank of Italy SHIW, we dselarge representative sample of the
Italian population available for 1989 to 2010 toowhltalian households responses to the
reduction in future severance pay brought aboutheyreform - accumulation of more private

wealth and reduced consumption. In our baselinenat#s a reduction in severance pay equal to

'® The same argument applies in a standard instraheatiable setting where monotonicity is neededh#
treatment effects are heterogeneous.
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one year’'s income is followed by an increase in ltheaf about four months income and a
reduction of 3 percentage points in the averag@ensity to consume. The empirical analysis
yields two other results that are in line with @imulation analysis: (i) the wealth response is
stronger among households with more than one pebiigloyee, and (ii) the effect of the reform

Is stronger for young workers, who expect the gjesh decline in severance pay.
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Figure 1

The simulated wealth-income ratio before and aftethe severance pay reform
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Note. The figure plots the simulated wealth-incomea#igfore the severance pay reform (lower curve)adtad the
reform (upper curve). Appendix A reports the parareused in the simulation.

Figure 2

Simulated change in the wealth-income ratio afterite severance pay reform
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Note. The figure plots the change in the simulated thei@come ratio before and after the severancergfym for
four different groups of workers. The first grougperiments the reform after five years of work (wmgve), the
second group after 15 years (second from the the)hird after 25 years (third from top), and therth group after
35 years (bottom curve). Appendix A reports theapaaters used in the simulation.
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Figure 3
The simulated consumption-income ratio before andfger the severance pay reform
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Note. The figure reports the simulated consumptiomine ratio before the severance pay reform (uppeegand
after the reform (lower curve). Appendix A repdtie parameters used in the simulation.

Figure 4
Simulated change in the consumption-income ratio &fr the severance pay reform
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Note. The table reports the change in the simulategumption-income ratio before and after the severgray
reform for four different groups of workers. Thesfi group experiments the reform after five yedrsvork (top

curve), the second group after 15 years (secomd fhe top), the third after 25 years (third frorp)tcand the fourth
group after 35 years (bottom curve). Appendix Aorépthe parameters used in the simulation
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Figure 5
Wealth-income ratio, by occupation
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Note. The figure shows the time-series profile of thedmn wealth income ratio by occupation group. The
continuous line refers to pubic employees, the edgb private employees. Data are drawn from $£942010
SHIW

Figure 6
Consumption-income ratio, by occupation
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Note. The figure shows the time-series profile of thedmn wealth income ratio by occupation group. The
continuous line refers to pubic employees, the edgb private employees. Data are drawn from $8942010
SHIW.
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Table 1

The severance pay reform

Type of contract

Severance payment

Private employees

All contracts

Years of contributions x0.0691x yearly salary. Citmitions
are capitalized using the 0.015+0r/&ccrual rate.

Public employees
Pre-reform

All contracts

Years of contributions x 0.80 x Hiryearly salary / 12)

Public employees
Post-reform

Contracts signed
before December
2000

Pro-rata regime, with two components. The first porent is

0.8 x Number of years of contribution until 12/20%Q(last

yearly salary/12). The second component is 0.069karly

salary, capitalized at the rate 0.015+@&.75he weights of the
two components are given by years of service bedfnckafter
December 2010.

Contracts signed
after December
2000

Years of contributions x0.0691x gross yearly salary
Contributions are capitalized using the 0.015+@.@écrual
rate (same as for private employees)

Note. Public sector employees are state government emgdoyBefore the reform, a slightly different foraul
applied to local government employees. After thevlRPCM 20/12/1999, the new regime applies to abligu
employees whose contract was signed after Jan@@y, 2vhile a pro-rata system applies to contrapesil before

12/2001.
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Table 2

The severance pay before and after the reform

Before the reform After the reform
Contracts signed before ~ Contracts signed after
December 2000 December 2000
(1) (2) (3)
g=1.53%, ¥=15,800 76,195 69,303 58,065
g=2.23%, y=18,000 116,517 100,976 77,996
g=2.62%, y=20,000 146,234 124,342 92,980

Note. The table shows severance pay (in euro) for puiiployees before and after the reform. Severpagds
obtained assuming that employees retire after 4@syef work. The inflation rate used in the accmad formula is
6.5%, corresponding to the 1970-2010 historicalraye,g is the real yearly growth rate of earnings, gndhe
starting salary. In the first and last rogiandy, correspond to historical averages for blue andentollar workers.

In the second rowg andy, correspond to the historical average for all erygds. In column (2) severance pay is
computed “pro-rata”, for a worker who starts workin 1995.
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Table 3

Sample statistics for variable used in the estimain

Variable Mean Median Standard deviation
Public employee 0.39 0.00 0.49
Public employee in the household 0.48 0.00 0.50
Private employee 0.61 1.00 0.49
Age 42.16 43.00 7.95
Male 0.79 1.00 0.41
College degree 0.12 0.00 0.33
High school 0.39 0.00 0.49
Family size 3.25 3.00 1.28
Resident in the North 0.47 0.00 0.50
Resident in the Centre 0.21 0.00 0.41
Resident in the South 0.32 0.00 0.47
Wealth / income 3.88 3.19 4.19
Consumption / income 0.77 0.74 0.59
Disposable income 28.69 25.65 16.38

Note. Data are drawn from the 1989-2010 SHIW. The sarmgludes 28,665 observations.

Table 4
Wealth-income and consumption-income ratios beforand
after the severance pay reform

Pre-reform Post-reform Change after the reform
Wealth-income ratio
Private employees 3.29 417 0.88
Public employees 3.71 5.11 1.40
Difference 0.42 0.94 0.52
Consumption-income ratio
Private employees 0.76 0.81 0.05
Public employees 0.75 0.75 0.00
Difference -0.01 -0.06 -0.05

Note. Data are drawn from the 1989-2010 SHIW. The sarmgludes 28,665 observations.
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Table 5
Baseline specifications

Wealth-income ratio

Consumption-income ratio

Public employee

Post-reform period

Public employeex post-reform
Age

Male

Family size

College degree

High school diploma
Resident in the Centre
Resident in the South

Constant

R

) &)

0.417 0.015
(0.06g)g;* (0.085) ,
881 77
(0.063)** (0.063)**
0.526 0.321
(0.103)** (0.101)%*
0.088
(0.003)**
0.093
(0.063)
0.051
(0.021)**
1.814
(0.079)**
1.290
(0.052)**
0.507
(0.063)**
-0.040
(0.057)
3.291 -1.231
(0.041)** (0.147)%*
0.02 0.08

®3)

-0.017
(0.009)*

0.048
(0.009)***
-0.040
(0.015)**

0.763
(0.008)***
0.00

(4)

0.002
(0.010)
0.059
(0.009)**
-0.030
(0.015)**
-0.004
(0.000)***
-0.009
(0.009)
-0.009
(0.003)**
-0.137
(0.012)**
-0.082
(0.008)***
0.037
(0.009)**
0.092
(0.008)**
0.978
(0.021)**
0.02

Note. Data are drawn from the 1989-2010 SHIW. Standamt®m@re reported in parentheses. *** denotesssiei
significant at 1% confidence level; ** significaat 5% level; * significant at 10% level. The samjpieludes 28,665

observations.
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Table 6

At least one public employee in the household

Wealth-income ratio

Consumption-income ratio

Public employee in the household
Post-reform period

Public employee in the household
x post-reform

Age

Male

Family size

College degree

High school diploma

Resident in the Centre

Resident in the South

Constant

R

1)

0.421
(0.063)**
0.863
(0.069)***
0.466
(0.100)***

3.249
(0.045)*+*
0.02

)

-0.048
(0.063)
0.742
(0.068)**
0.306
(0.098)**
0.088
(0.003)***
0.069
(0.063)
0.049
(0.021)**
1.843
(0.079)**
1.298
(0.053)**
0.513
(0.063)**
-0.024
(0.057)
-1.205
(0.147)%*
0.08

©)

0.05
(0.009)***
0.045
(0.010)***
©.03
(0.014)**

0.785
(0.006)***
0.00

4

-0.033
(0.009)***
0.056
(0.010)**
-0.024
(0.014)*
-0.004
(0.000)***
-0.012
(0.009)
-0.008
(0.003)**
-0.125
(0.012)%*
-0.076
(0.008)***
0.039
(0.009)***
0.093
(0.008)**
0.981
(0.022)**
0.02

Note. Data are drawn from the 1989-2010 SHIW. Standam®m@re reported in parentheses. *** denotesssiei
significant at 1% confidence level; ** significaat 5% level; * significant at 10% level. The samjpleludes 28,665

observations.
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Table 7
Distinguishing between one and more than one publemployee in the household

Wealth-income ratio

Consumption-income ratio

One public employee

More than one public employee
Post-reform period

One public employeex post-reform
More than one public employee
x post-reform

Age

Male

Family size

College degree

High school diploma

Resident in the Centre
Resident in the South

Constant

R

)

0.361
(0.069)*+
0.598
(0.100)**
0.863
(0.069)**
0.454
(0.108)**
0.537
(0.166)*+

3.249
(0.045)**
0.02

)

-0.001
(0.068)
-0.204
(0.101)*
0.745
(0.068)**
0.281
(0.105)***
0.363
(0.161)**
0.088
(0.003)**
0.078
(0.063)
0.054
(0.021)**
1.871
(0.080)**
1.306
(0.053)**
0.513
(0.063)**
-0.026
(0.057)
-1.240
(0.148)x*
0.08

3

-0.032
(0.010)**
-0.130
(0.014)**
0.045
(0.010)***
-0.032
(0.015)**
-0.034
(0.024)

0.785
(0.008)***
0.01

“4)

-0.016
(0.010)*
0.090

(0.015)**
0.058
(0.010)**
-0.026
(0.015)*
0.030
(0.024)
-0.004
(0.000)**
-0.008
(0.009)
-0.006
(0.003)*
-0.113
(0.012)**
-0.072
(0.008)***
0.039
(0.009)**
0.093
(0.008)***
0.965
(0.022)%*
0.02

Note. Data are drawn from the 1989-2010 SHIW. Standamt®@re reported in parentheses. *** denotesssicdi
significant at 1% confidence level; ** significaat 5% level; * significant at 10% level. The samjpieludes 28,665

observations.
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Sample splits by years of contributions to the sevance pay fund.

Table 8

Dependent variable: wealth-income ratio

Number of years of contributions
<10 11-20 21-30 >30
Public employee -0.213 -0.172 0.042 0.393
(0.169) (0.109) (0.111) (0.164)**
Post-reform period 0.541 0.248 1.071 1.185
(0.165)*** (0.109)** (0.108)*** (0.147)**=
Public employeex post-reform 0.532 0.474 0.276 -0.086
(0.265)* (0.176)*** (0.168)* (0.243)
Age 0.045 0.100 0.062 0.039
(0.013)*** (0.010)*** (0.011)*** (0.030)
Male 0.072 -0.122 0.176 0.415
(0.144) (0.105) (0.111) (0.178)*
Family size 0.168 0.078 0.015 -0.122
(0.058)*** (0.035)* (0.036) (0.051)**
College degree 2.132 1.754 1.965 1.984
(0.182)*** (0.137)**= (0.150)*** (0.323)***
High school diploma 1.533 1.245 1.275 1.288
(0.146)*** (0.091)*** (0.090)*** (0.132)***
Resident in the Centre 0.685 0.345 0.714 0.294
(0.170)*** (0.110)*** (0.106)*** (0.148)**
Resident in the South 0.329 -0.181 0.080 -0.163
(0.149)* (0.097)* (0.098) (0.142)
Constant -0.619 -1.251 -0.055 1.289
(0.400) (0.359)*** (0.526) (1.593)
R 0.08 0.07 0.06 0.06
N 3,566 9,081 11,120 4,841

Note. The table reports OLS regressions for sample sgifsned by the number of years of contributionatdDare
drawn from the 1989-2010 SHIW. Standard errorsreperted in parentheses. *** denotes statistioghificant at
1% confidence level; ** significant at 5% levelsignificant at 10% level.
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Sample splits by years of contributions to the sevance pay fund.

Table 9

Dependent variable: consumption-income ratio

Number of years of contributions
<10 11-20 21-30 >30
Public employee 0.038 -0.000 0.000 -0.019
(0.064) (0.010) (0.009) (0.012)*
Post-reform period 0.185 0.043 0.047 0.021
(0.062)*** (0.010)**= (0.009)*** (0.010)**
Public employeex post-reform -0.118 -0.027 -0.015 -0.014
(0.100) (0.017) (0.014) (0.016)
Age -0.003 -0.003 -0.006 -0.005
(0.005) (0.001)*** (0.001)*** (0.002)***
Male 0.035 -0.023 -0.009 -0.023
(0.054) (0.010)** (0.009) (0.012)*
Family size -0.048 -0.001 -0.004 -0.017
(0.022)** (0.003) (0.003) (0.003)***
College degree -0.256 -0.150 -0.117 -0.062
(0.069)*** (0.013)*** (0.012)*** (0.021)***
High school diploma -0.196 -0.101 -0.059 -0.028
(0.055)*** (0.009)*** (0.007)*** (0.009)***
Resident in the Centre 0.141 0.016 0.022 0.043
(0.064)** (0.010) (0.009)** (0.010)***
Resident in the South 0.068 0.090 0.089 0.118
(0.056) (0.009)*** (0.008)*** (0.009)***
Constant 1.032 0.935 1.027 1.058
(0.151)*** (0.034)*** (0.044)*** (0.105)***
R 0.01 0.04 0.03 0.04
N 3,566 9,081 11,120 4,841

Note. The table reports OLS regressions for sample spdifsned by the number of years of contributionatdDare
drawn from the 1989-2010 SHIW. Standard errorsreperted in parentheses. *** denotes statistioghificant at
1% confidence level; ** significant at 5% levelsignificant at 10% level.
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Appendix A

Simulation of the consumption and wealth effects ahe severance pay reform

To simulate the effect of the severance pay refonnthe propensity to consume and the wealth-
income ratio, we assume that consumers have firdtezons and choose consumpti@h, to
maximize the following objective function:

T-1
maxEyy. AU C;)
t=0

wheref is the subjective discount factor, the instantasetility function is(C{™" -1)(1-y) ™,
and ¥ >0 s the coefficient of relative risk aversion. Tineertemporal budget constraint is:

whereR, Y; andS are, respectively, the interest factor, incomel #re severance pay, ahdis
the retirement age. We assume that until retireragniblic employee faces the following income
process:

Y1 = ReMiaa
Ry =GRZiy
whereG is the growth rate of income®;.; is the permanent component of income, ®pgd and

Z+1 are i.i.d. shocks with mean equal to 1. Severgagds illiquid and is paid out as a lump-sum
at agelN. In the pre-reform regime, the severance paymfldic employee is:

0.8 N xYy_1.

In the post-reform regime, severance pay is contpase

N-1
0.069 Y, (1 p '
t=0

where the accrual rate isp=0.015+ 0.7%r. After retirement consumers rely only on

accumulated savings and severance pay to finannsuongption. Notice however that the
simulated consumption and wealth effects are gsiit@lar if one introduces social security
contributions proportional to earnings, and besgdroportional to lifetime income.
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We solve the model using the endogenous grid @gadrithm and exploiting the homogeneity

of the utility function to express the variablesaamatio of the permanent component of income.
The simulations produce life-cycle profiles of comgption and cash-on-hand (wealth plus
income) in both regimes. Note that the simulatedfil@s in the old regime describe the

consumption and cash-on-hand trajectories hacefoem not taken place.

To simulate the model, we assume that the refolkestglace unexpectedly aftér years of
work. We assume that the growth rate of real egmequals the 1970-2010 average growth rate
of earnings for the Italian economy (2.3%), thd neirest rate is 1.5 percent, and the coefficient
of relative risk aversion is 2. The standard désvet of permanent and transitory shocks are 0.16
and 0.28, respectively, as in Jappelli, PadulaRisthferri (2008). The inflation rate used in the
accrual rate formula is the average inflation iatthe 1991-2000 period (6.5%) and retirement
age is set at 40 working years. We simulate theeifmst 1,000 individuals, and report average
consumption and wealth profiles in Figures 1 to 4.
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Appendix B
Supplementary regressions

Table B1
Controlling for the existence of group specific preareatment trends

Wealth-incomeratio

Consumption-income ratio

Public employee

After 1995

Pub. emp. x after 1995
Age

Male

Family size

College degree

High school diploma
Resident in the Centre
Resident in the South
Post-reform period
Pub. emp. x post-reform

Constant

Observations

R-squared

(1)

0.385
(0.075)**
0.876
(0.070)**
0.034
(0.117)

2.908
(0.042)*+*

17,126
0.02

)

0.136
(0.074)
0.745
(0.069)***
-0.044
(0.115)
0.072
(0.003)***
0.204
(0.089)*
-0.006
(0.025)
1.409
(0.098)**
0.984
(0.060)**
0.162
(0.072)*
-0.171
(0.065)***

-0.585
(0.168)***

17,126
0.06

@)

0.050
(0.074)
0.728
(0.069)*+*

-0.077

(0.115)
0.085
(0.003)**
0.131
(0.068)*
0.056
(0.021)**
1.781
(0.082)*+
1.246
(0.052)**
0.515
(0.064)***
-0.028
(0.058)
0.376
(0.077)*+
0.383
(0.126)*+
-1.504
(0.142)*

28,665

0.08

(4)

-0.018

(0.007)*+
-0.023
(0.008)***

0.003

(0.011)

0.773
(0.004)*+*

17,126

0.00

()

-0.003

(0.006)
-0.010
(0.006)*
00D.
(0.011)
-0.003
(0.000)***
-0.036
(0.009)***
0.005
(0.002)**
-0.129
(0.008)***
-0.075
(0.005)%**
0.026
(0.005)***
0.086
(0.006)***

0.919
(0.016)***

17,126

0.04

(6)

00D.
(007)
-0.009
(0.006)
0.005
(0.011)
-0.004
(0.001)***
-0.009
(0.010)
-0.009
(0.004)**
-0.137
(0.009)**
-0.082
(0.009)***
0.037
(0.016)*
0.092
(0.007)**
0.064
(0.013)**
-0.033
(0.014)*
0.982
(0.035)***

6638,
0.02

Note. Data are drawn from the 1989-2010 SHIW. Standam®m@re reported in parentheses. *** denotesssicdi
significant at 1% confidence level; ** significaat 5% level; * significant at 10% level. Columng-(2) and (4)-(5)
restrict the sample to the years before 2000.Cotug@nand (6) use the whole sample.
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Table B2
Treated group: all earners are public employees. Gurol group:

all earners are private employees

Wealth-incomeratio Consumption-income ratio
1) 2) 3) (4)
Public employee 0.680 -0.036 -0.125 -0.079
(0.087)*** (0.090) (0.006)*** (0.009)***
Post-reform period 0.863 0.759 0.045 0.064
(0.072)*** (0.072)*** (0.015)*** (0.016)***
Pub. empx post-reform 0.561 0.391 -0.032 -0.026
(0.165)*** (0.162)** (0.017)* (0.013)*
Age 0.083 -0.005
(0.004)*** (0.001)***
Male 0.027 0.016
(0.086) (0.016)
Family size 0.061 -0.006
(0.027)** (0.006)
College degree 1.508 -0.130
(0.107)*** (0.013)***
High school diploma 1.273 -0.086
(0.067)*** (0.014)**=
Resident in the Centre 0.593 0.045
(0.078)*** (0.026)*
Resident in the South 0.045 0.100
(0.074) (0.009)***
Constant 3.249 -1.032 0.785 0.968
(0.038)*** (0.277)*** (0.003)*** (0.052)***
Observations 17,941 17,941 17,941 17,941
R-squared 0.02 0.07 0.01 0.02

Note. Data are drawn from the 1989-2010 SHIW. Standamt®@re reported in parentheses. *** denotesstiedi
significant at 1% confidence level; ** significaat 5% level; * significant at 10% level. The samjpieludes 17,941
observations. The public employee dummy is equdl ifoall household members are public employeettarD if
all household members are private employees.
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Table B3

Replacing macro-area with regional dummies

Wealth-income ratio Consumption-income ratio
1) (2) 3) (4)
Public employee 0.015 0.009 0.002 -0.000
(0.058) (0.058) (0.006) (0.006)
Post-reform period 0.772 0.764 0.059 0.060
(0.065)*** (0.065)*** (0.013)*** (0.014)***
Pub. Empx post-reform 0.321 0.347 -0.030 -0.031
(0.108)*** (0.107)*** (0.012)** (0.013)**
Age 0.088 0.087 -0.004 -0.004
(0.003)*** (0.003)*** (0.001)*** (0.001)***
Male 0.093 0.103 -0.009 -0.014
(0.067) (0.068) (0.010) (0.009)
Family size 0.051 0.058 -0.009 -0.010
(0.021)* (0.021)*** (0.004)** (0.004)**
College degree 1.814 1.785 -0.137 -0.137
(0.082)*** (0.082)*** (0.009)*** (0.009)***
High school diploma 1.290 1.269 -0.082 -0.081
(0.052)*** (0.052)*** (0.009)*** (0.009)***
Resident in the Centre 0.507 0.037
(0.064)*** (0.016)**
Resident in the South -0.040 0.092
(0.059) (0.007)***
Constant -1.231 -1.796 0.978 0.940
(0.140)*** (0.446)*** (0.036)*** (0.037)***
Observations 28,665 28,665 28,665 28,665
R-squared 0.08 0.08 0.02 0.02

Note. Data are drawn from the 1989-2010 SHIW. Standamt®@re reported in parentheses. *** denotesstiedi
significant at 1% confidence level; ** significaat 5% level; * significant at 10% level. The samjpleludes 28,655
observations. In columns (1) and (3) we controlmf@cro area effect, in columns (2) and (4) foroagl effects. The
coefficients of the regional dummies are not regabrt

39



Table B4
Sample splits by age

Wealth-income ratio Consumption-income ratio
1) 2) 3) (4)
Public employee -0.034 0.159 0.006 -0.018
(0.064) (0.138) (0.007) (0.008)**
Post-reform period 0.665 1.149 0.066 0.025
(0.072)*** (0.144)*** (0.016)*** (0.010)**
Pub. Emp. xpost-reform 0.329 0.184 -0.035 -0.007
(0.124)**=* (0.220) (0.015)** (0.013)
Age 0.097 0.053 -0.004 -0.003
(0.004)*** (0.032) (0.001)*** (0.002)
Male 0.084 0.164 -0.005 -0.020
(0.075) (0.156) (0.011) (0.013)
Family size 0.074 -0.087 -0.009 -0.012
(0.025)*** (0.046)* (0.005)* (0.003)***
College degree 1.735 2.117 -0.153 -0.084
(0.092)*** (0.176)*** (0.011)*** (0.010)**=
High school diploma 1.265 1.366 -0.096 -0.030
(0.058)*** (0.119)**=* (0.011)**= (0.008)***
Resident in the Centre 0.598 0.214 0.037 0.041
(0.073)*** (0.134) (0.020)* (0.007)***
Resident in the South -0.030 -0.071 0.089 0.101
(0.067) (0.125) (0.008)*** (0.009)***
Constant -1.574 0.665 0.966 0.935
(0.172)**= (1.693) (0.047)*** (0.108)***
Observations 22,433 6232 22,433 6232
R-squared 0.07 0.07 0.01 0.04

Note. Data are drawn from the 1989-2010 SHIW. Standam®m@re reported in parentheses. *** denotesssiei
significant at 1% confidence level; ** significaat 5% level; * significant at 10% level. In colum(iy and (3) we

focus on households whose head is aged less tham &lumns (2) and (4) more.
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