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Italy’s pension reforms have made the pension system simpler, fairer, more sustainable and more
 transparent. They are a strategy on which to build. They should not be undone. The whole issue
 has been brought into sharp focus by last Thursday’s Constitutional Court decision that the
 temporary removal of inflation adjustment for pensions was unconstitutional.

Though short-term economic pressures were the trigger for urgent action, the underlying
 problem is long-term, and the response addressed both sets of issues. Italy is ageing rapidly, with
 a fertility rate well below the OECD average and life expectancy among the highest in the OECD.
 As a result, the number of people of working age per person above 65 (known as the old-age
 dependency ratio) has fallen from 4.2 in 1980 to 2.8 in 2014, and is projected to fall to 1.5 in
 2050.

But there is also a short-term problem. In 2011, public pension spending was 9% of GDP, almost
 the highest in the OECD (only Greece and Spain spent more), and 1¾ times the OECD average of
 5.2%. The comparable figures for Germany and Sweden were 6.9% and 6.2%, respectively (OECD
 Pensions at a Glance 2013, Table 6.1).

In part, this high cost reflects relatively early retirements. Italy’s effective retirement age is one of
 the lowest in the OECD. And labor market participation of older workers (55-64) remains
 relatively low despite an increase from 27.7% in 2000 to 40.4% in 2012.

Reform by the Monti technocratic government aimed at bringing public spending generally and
 pension spending in particular closer to the OECD average.

The changes laid down a comprehensive reform. The main measures included:

(1) accelerating the reforms legislated in the 1990s, whose implementation had been slow for
 political reasons, (2) raising the retirement age, (3) moving towards equalising retirement ages
 for men and women, and (4) improving the mechanism for adjustments in the future.

Two questions arise: was there any choice about the overall direction of reform; and were the
 reforms good ones?

In principle, the policy makers had three and only three responses available to be combined to
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