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The Riester Scheme and Private Savings:
An Empirical Analysis based on the German SOEP

By Giacomo Corneo, Matthias Keese, and Carsten Schroder™

Abstract

Since 2002 the German government has promoted private retirement saving plans by
means of special subsidies and tax incentives: the Riester scheme. This policy mainly
targets low-income households. Using data from the German Socio-economic Panel,
we scrutinize the impact of the Riester scheme on private savings. The introduction of
the Riester scheme is treated as a natural experiment. Estimation results cast some
doubts on the effectiveness of the Riester scheme and call for enhanced efforts to evalu-
ate that policy.

JEL-Classification: D12, D14, H24, H31, 138

1. Introduction

In several OECD countries the government promotes private pension
schemes by means of tax exemptions and subsidies. In Germany this has oc-
curred since 2002 in form of so-called Riester contracts. In view of expected
demographic changes leading to a dramatic increase of the ratio of retirees to
workers, Riester contracts were introduced so as to provide the current work-
ing generation with enough disposable income during retirement without in-
creasing future social security contributions.

Simple as it is, the economic rationale for such a policy has been questioned
from various perspectives. First, subsidizing retirement plans cannot be Pareto
improving since some of the taxes required to finance it are paid by house-
holds who do not benefit from those subsidies.' Second, like any subsidy, the
one associated with Riester contracts distorts relative prices and creates a
deadweight loss. Third, entry in the market for Riester contracts is restricted,
which makes it easier for insurance companies to collude. Fourth, there are

* We thank Viktor Steiner and participants of the Erich-Schneider Seminar in Kiel
for useful suggestions.

1 As is well known from theory, a transition from a pay-as-you-go to a funded scheme
cannot yield a Pareto improvement unless special externalities or other market imper-
fections are present. See Breyer (2001) and Corneo / Marquardt (2000).
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costs of conceptualizing, certifying and advertising Riester products, control-
ling whether people are eligible for the subsidy, comparing the relative merits
of offered contracts, and settling disputes between insurers and clients.

The crucial issue about tax-favored retirement plans is, however, their im-
pact on private savings. If aggregate savings are unaffected, such a policy is
neutral with respect to the wealth accumulated by the current working genera-
tion at retirement age. In that case, tax-favored retirement plans do not in-
crease future national income i.e. the size of the pie which retirees and workers
will share is unaffected. Conversely, if that policy increases aggregate savings,
the current working generation will have more wealth at retirement age, its
income will be higher, and it will be possible to avoid significant increases in
contribution rates.

The extent to which tax incentives and subsidies increase savings is an em-
pirically unresolved issue. For the eligible households, even the theory does
not offer a clear prediction because of countervailing income and substitution
effects from a savings subsidy.? Furthermore, subsidizing private pension
schemes may alter the saving behavior of non-eligible households, firms, and
the public sector.

At first glance, about 11 million Riester contracts signed until the end of
March 2008 (Federal Ministry of Labour and Social Affairs, 2008) suggest
that the savings of eligible households strongly increased. However, the sheer
number of contracts is not sufficient to make that inference: eligible house-
holds might have replaced non-subsidized savings with subsidized ones. Evi-
dence from other countries suggests that private savings are often diverted by
tax-favored schemes.’

The current study focuses on low-income households, which is the group
with the largest subsidies in relative terms. Moreover, low-income households’
ability to substitute non-favored with subsidized contracts is arguably below
average, be it because of their low financial literacy or because they save little.
If a mobilization effect of the Riester scheme exists, it should be most pro-
nounced in the case of low-income households.

We use data from the German Socio-Economic Panel (SOEP), and interpret
the introduction of the Riester scheme as a natural experiment affecting the
saving propensity of a treatment group relative to a control group.4 Our ap-
proach allows for several variations concerning group composition, the set of
conditioning variables, and the estimation method. These variations serve as a
device for checking the robustness of our results.

2 For a microeconomic analysis of the Riester scheme, see Prinz et al. (2003).

3 See Antolin et al. (2004, Annex 2) for an overview of the results. The literature
mainly deals with the US experience.

4 See Blundell/ Costa Dias (2000) for an overview of the methods.
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2. The Riester Scheme

The Riester scheme started operating in 2002. Beneficiaries receive allow-
ances (a basic allowance and child allowances) or are granted income tax de-
ductions. The allowance is paid when a minimum saving effort is achieved.
The allowance and the personal saving effort must add up to a total saving
amount, which is proportional to the individual’s income subject to social in-
surance contributions.’

A remarkable portion of the active population in Germany is eligible — with
estimates reaching 36 millions (Brauninger, 2005) — including basically all
compulsorily insured persons in the German public pension system, public ser-
vants, trainees, individuals in the mandatory military or social service, and the
recipients of some types of public transfers. Usually, persons that are not statu-
torily insured in the mandatory public pension system are not eligible. This
group of persons includes marginal employees and students, social welfare re-
cipients, senior citizens receiving a pension, and persons receiving disability
benefits.®

Besides allowances and tax reliefs, Riester contracts may be advantageous
for other reasons. First, Riester contributions, allowances and proceeds are
subject to downstream taxation, so that taxpayers can benefit from tax defer-
ral. Second, after-retirement income is usually lower than pre-retirement in-
come. As the German income tax is progressive, households profit from a de-
cline in their personal effective tax rates (Borsch-Supan/Wilke, 2003). Third,
there are special provisions in case of unemployment that protect the accumu-
lated wealth against garnishment.

3. Econometric Model and Data

We scrutinize the impact of the Riester scheme on households’saving propen-
sities by means of a treatment analysis, comparing pre- and post-reform propen-
sities to save for two groups, a treatment group (TG) and a control group (CG).”

5 The minimum saving amount is defined as a share of the income subject to social
insurance contribution of the previous year including the allowances. Boérsch-Supan/
Wilke (2003) provide a detailed introduction to the German pension system and its re-
cent reforms, including the Riester scheme.

6 However, eligibility regulations are very detailed and include a broad range of ex-
emptions. For further details see Federal Ministry of Labour and Social Affairs (2006).

7 Baumgartner / Steiner (2006) discuss the limitations of such a treatment analysis. A
requirement for the validity of treatment analysis is that the socioeconomic characteris-
tics of the treatment and the control group are inter-temporally stable, or that composi-
tions change similarly. Overall, group compositions do not show remarkable structural
changes. However, all groups age slightly over the observation period. For details, see
Corneo et al. (2008).
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We use the year 2000 as the pre-reform point in time and consider three post-
reform years, from 2004 to 2006.

Income — our proxy for the subsidy ratio — serves as the classification criter-
ion. The subsidy ratio is the public subsidy (allowances and tax deductions)
divided by the total savings amount for additional old-age provision. It is a rela-
tive measure of the gain that the insured can realize thanks to the subsidy. Fig-
ure 1 shows subsidy ratios depending on the wage income of a sole earner. Com-
pared to low-income earners, the subsidy ratio is much lower in the middle-
income range. Whereas insured persons with low incomes especially benefit
from direct allowances, high-income earners can benefit from tax deductions,
explaining the U-shaped relationships between earnings and subsidy ratio.

Therefore, we assign households with an annual net income level of 25,000
Euros or below (reference year: 2002)® to the treatment group (TG). The con-
trol group (CG) are households with a net income between 35,000 and 45,000
Euros (reference year: 2002) and thus notably lower subsidy ratios.” We re-
strict the analysis to a special type of households, namely Riester-eligible mar-
ried couples with two children living in the household. For pre- and post-re-
form years, for each and every household we check whether an adult house-
hold member is or was eligible (if the Riester scheme had existed in that peri-
od). All information is aggregated at the household level.'®

Two dependent variables are available: a dummy variable that indicates
whether a household saves or not (SOEP variable “monthly savings”), and the
saving ratio (SOEP variable “monthly amount of savings” divided by “house-
hold net income”).!! We include several indicators of the financial situation of
the household as control variables.

8 Starting with the reference year 2002, the income level was adjusted to the other
points in time according to the average income increase since 1992 by applying a
growth rate that is equal to the average annual growth rate of the net income between
1992 and 2002 (2.05%) according to the German Sample Survey of income and expen-
diture of 2003 (Federal Statistical Office, 2003).

9 The subsidy ratios displayed in Figure 1 refer to households with a sole earner and
no further income. Due to the complexity of information that is required to calculate
individual subsidy ratios, we take the assumption that households with a lower net in-
come enjoy (ceteris paribus) higher subsidy ratios in the lower and middle income range
as drafted in Figure 1 for the wage income.

10 We also applied a second approach comparing a treatment group of households
with eligibility for the Riester scheme vs. households without any eligibility. In addi-
tion, we specified both approaches by excluding certain observations, e.g. with an un-
employed head of the household. The results are similar to the ones presented here. For
details, see Corneo et al. (2008).

11 The exact wording in the SOEP questionnaire reads as follows: “Do you usually
have an amount of money left over at the end of the month that you can save for larger
purchases, emergency expenses or to acquire wealth? If yes, how much?” (http: // www.
diw.de / english/ questionnaires /33919.html). This variable has recently been used in
econometric investigations as a measure of savings e.g. by Fuchs-Schiindeln (2008).
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Figure 1: Subsidy ratios of the Riester scheme

4. Empirical Results
4.1 Impact on the Probability to Save

We use a binary logit model to explain households’ probabilities to save.
Table 1 displays the logit estimates.'? For all three inter-temporal comparisons
(2000 vs. 2004, 2000 vs. 2005, and 2000 vs. 2006), estimates of three model
specifications are provided. Specifications differ with respect to the set of con-
trol variables. Column A contains the estimates pertaining to a regression spe-
cification without any control variable, whereas column B reports estimates of
a specification where socio-demographic household characteristics are in-
cluded. Finally, column C reports estimates for a specification encompassing
the full set of conditioning variables.

The additional mobilization effect of the Riester scheme is revealed by the
coefficient of the interaction term that takes the value 1 in case of post-reform
observations referring to treated households, otherwise it is zero. Hence, we
would interpret a positive and significant coefficient as evidence in favor of
effectiveness of the reform in creating new savings. Instead, irrespective of the
regression specification and the chosen observation, the interaction term is
statistically insignificant. This finding suggests that high subsidy ratios in the
treatment group did not have an additional effect on these households’ prob-
abilities to save.

12- A detailed description of the model can be found in the longer version of this
paper. See Corneo et al. (2008).
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Several control variables have a robust influence on the saving probability.
The saving probability is increasing in income (at a decreasing rate in 2000/
2005). A higher probability to save is also associated with ownership of var-
ious types of assets, or of real estate (Dpooks, Dsec, Destare > 0). In contrast,
unemployment and repayments of real-estate credit have a robust and negative
influence on the probability to save (Dyy, Drepay1 < 0). The same holds if
the household head is female (Dggy < 0). Other control variables have no ro-
bust effect on the probability to save.

4.2 Impact on the Saving Ratio

As saving ratios are restricted to the 0— 1-interval and are not normally dis-
tributed, we use a tobit model for quantifying the mobilization effect of the
Riester reform on households’ saving ratios. Again, we run three regressions
for each intertemporal comparison, varying the set of explanatory variables
according to the logit model outlined in the previous section. The results are
displayed in Table 2. Again, the interaction terms are always statistically insig-
nificant. In combination with the logit results, this suggests that the Riester
reform has neither a mobilizing effect on the saving probability nor on the
saving ratio. The effects of the control variables on the saving ratio are widely
consistent with those from the logit estimation.'?

5. Qualifications

All in all, our analysis casts some doubts about the effectiveness of the Rie-
ster scheme in fostering private savings. However, we refrain from drawing
clear-cut conclusions and recommend much caution in interpreting the econo-
metric results presented above.

A first caveat concerns our savings measure, obtained from the survey ques-
tion reproduced in Footnote 11. It asks about a person’s money which can
be saved in order to acquire wealth. Apparently, someone who has signed a
Riester contract should consider the saving amount required by that contract
as money that is voluntarily saved to acquire wealth. If this was the way in
which that survey question is interpreted by all persons, finding no effect of
the Riester scheme on the propensity to save would suggest that savers simply
shifted their savings from unsubsidized assets to subsidized ones. However,
drawing such an inference may be unwarranted because some respondents

13 To check for robustness of the results, we varied the group composition in the ap-
proach presented here as well as in a second approach. We also applied a probit model.
The results are very similar to the ones presented here. For further details, see Corneo
etal. (2008).
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with a Riester contract may not consider the corresponding saving effort when
answering that survey question. Those respondents might have “chosen” to
forget the voluntary nature of the Riester scheme so as to avoid the temptation
to withdraw money from the accumulated savings.

Whatever their rationale, it appears that some respondents with a Riester
contract actually do not count their saving requirement as savings according to
the SOEP question. This can be verified for the year 2006 since in that year
the SOEP asked whether the respondent has a Riester contract. Many respon-
dents that claimed to have a Riester contract declared zero savings.'*

Does this ambiguity invalidate the inference of ineffectiveness of the Riester
scheme? If every respondent in each year fully neglected her Riester saving
effort, our interpretation of the results would be a completely different one:
each Euro contribution to a Riester plan would be seen as one Euro of new
savings. However, it seems hazardous to extrapolate from 2006 what might
have occurred in the years before, e.g. because the saliency of the Riester
scheme is likely to have declined over time.

A further qualification concerns the definition of the control group. If the
Riester scheme had no effect on the saving propensity of the control group,
evidence in support of a positive saving differential for the treatment group
would suggest that the scheme was effective in creating savings. However, the
Riester scheme might have caused a negative effect on the saving ratio of the
control group, in which case a positive saving differential for the treatment
group does not imply effectiveness with respect to aggregate private savings.

Our control group is formed by households with a low subsidy rate. If the
Riester scheme is not self-financing — a rather realistic conjecture — house-
holds in that control group, together with the non-eligible households, are
likely to be the fiscal losers of the Riester scheme: their tax burden increases.
In that case, the introduction of the Riester scheme actually lowered the dispo-
sable income of the households in the control group, probably inducing them
to save less."”

6. Conclusion

A pivotal criterion for judging the success of the Riester reform in Germany
is whether it mobilizes private savings, especially among low-income house-
holds. This paper has offered an empirical analysis based on data from the Ger-
man SOEP that begins shedding light on that question. Our results seem to sug-
gest that, at best, the mobilization effect upon private savings has been small.

14 A similar incongruenty can be observed with respect to other financial assets, e.g.
building loan contracts.

15 As a matter of fact, whenever the estimated coefficient on the post-reform dummy
was statistically significant, it carried a negative sign.
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However, serious doubts about how to interpret our empirical findings remain
because, first, the saving measure in the SOEP questionnaire might possibly
be ill-suited for our purposes and, second, the assumptions underlying the
treatment of the Riester scheme as a natural experiment might be untenable.
While the first problem would lead us to underestimate the effectiveness of
the Riester scheme, the second would lead us to overestimate it. Given such
uncertainties and the potentially far-reaching consequences of the Riester
scheme, further policy evaluations are highly desirable.
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