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Abstract

We contribute to the literature on the political risk of social security by extending Feldstein
and Ranguelova’s (2001) methodology for measuring risk in a funded pension system to
a pay-as-you-go system. We use the methodology to assess the risk over indexation
of benefits in the Czech Republic during the 1990°’s and early 2000°s. The government’s
discretion over indexations creates both aggregate and individual risk and makes the Czech
Republic a particularly interesting case to study. Using data on the actual evolution of
benefits for people who retired between 1988 and 1995, we find that retirees faced fairly
large volatility in the changes in real benefits — while the mean percentage change was
1.2, its standard deviation was 4.3. This volatility reduces the expected utility of retirees
by 0.8 to 1.3 percent of equivalent consumption.

Abstrakt

Clének prispivé do rozvijejici se literatury o politickych rizicich pribézné financovaného
penzijnfho systému. Rozsifuje metodologii Feldsteina and Ranguelové (2001), ptvodné
odvozené k méfeni rizika fondové financovaného systému, na systém financovany prib&zng.
Metodologie je pouzita ke kvantifikaci rizika vyplyvajictho z valorizace dfichodd v Ceské

- republice na konci 20. a po&stku 21. stoleti. Diskrece vladdy ohledné valorizace diichodd

vytvaT{ agregdtnf i individudln{ nejistotu, diky Gemu? je Cesky penzijni systém obzvldst’
néchylny k politickému riziku. Na zéklad® analyzy dat o skuteéném vjvoji dichodd
1idf, kteff odesli do diichodu v letech 1988 az 1995, zjistujeme, Ze dlchodci jsou vystaveni
pomeérnd znatné volatilité realné hodnoty svych dichodd: zatimco primérnd procentudlni
zména byla 1.2, jeji smérodatnd odchylka byla 4.3. Tato volatilita snizuje oéekdvany uzxtek
dtchodct 0 0.8 az 1.3 procent ekvivalentni spotfeby.
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