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7. THE ABSTRACT  
a. Introduction, Background, and 

Objectives  
There is a long tradition within the human capital investment 
models, see for instance Levhari and Weiss (1974), of 
claiming that education is a multi-period investment whose 
return is uncertain despite the ex-ante commitment of 
resources and time. These uncertain returns and the non-
pecuniary costs of education attendance are both extensively 
heterogeneous across individuals leading to self-selection into 
enrollment. To contain the extent of earnings risk during 
working life, households could at least partially insure their 
children through borrowing, saving and labor supply 
adjustments (Blundell, Pistaferri, and Preston, 2008; Low, 
Meghir, and Pistaferri, 2010; Heathcote, Storesletten, and 
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Violante, 2012). On the one hand, the literature that analyzes 
the relationship between household saving/consumption 
decision and kids' enrollment retrieves the policy parameters 
of interest through a calibration procedure whenever the 
microeconometric estimation is not feasible or practical 
(Abbott, Gallipoli, Meghir and Violante, 2013). On the other 
hand, Blundell, Pistaferri and Saporta-Eksten (2012) have 
documented the link between wage shocks, labor supply and 
consumption decisions by identifying and estimating the 
parameters of interest through a GMM procedure using US 
panel data on individual wages and earnings (or hours), and 
household consumption and assets. 
We exploit perfectly overlapping sources of exogenous 
variation in courts efficiency and in the structure of the 
university degrees to study the effects that judicial and 
educational reforms have had on the decisions to 
consume/save and enroll children at higher education taken by 
Italian households during the early 2000s. 

b.  Theoretical or Conceptual 
Framework (if applicable) 

Law 51/1998 surely represents the most striking reform of the 
Italian Judicial system that changed deeply the judiciary 
organization by eliminating the differences between the 
praetura (praetorship), and the tribunal. This reform has been 
named the “Single Judge Reform” since starting from 1999, 
the first degree of a civil trial has been administered by a 
single Judge in a Tribunal. Due to high organizational costs 
required by such reform, we believe to be reliable that the 
reform was fully implemented only after year 2000. Court 
efficiency can be proxied by the ratio of the pending/incoming 
civil trials. A higher ratio point to a greater inefficiency. 
Following Fabbri and Padula (2004), we assume that the cost 
faced to a lender of enforcing the right to repossess in case of 
default depends on court efficiency. Variation of court 
efficiency could therefore exogenously manipulate either 
(both) household savings ratio or (and) consumption decisions 
acting as a valid instrument. We overlay to such effects the 
additional variability that results from the introduction in year 
2001 of a two-tier structure of the university degrees on the 
basis of which students enroll into a three-year degree (Laurea 
breve) first, and, then after graduation they may decide to 
achieve a second two-year degree (Laurea magistralis). This 
reform has consequently exogenously manipulated the 
probability of education attendance of those cohorts entering 
in post-compulsory schooling age in year 2001. 

c. Research Methods, Samples or 
Data Sources 

We make use of 1995-2006 waves of the SHIW (Survey on 
Households Income and Wealth) to estimate the model. The 
SHIW is a nationally representative household survey 
conducted in Italy every two years by the Bank of Italy 
collecting information on a sample of roughly 22,000 
individuals and 8,000 households per wave. A great 
advantage of SHIW is that, in addition to net income data and 
demographics, it collects information about household savings 
and consumption expenditures. To the best of our knowledge, 
this makes the SHIW the only representative large-scale 
Italian dataset to include both household net income, 
consumption, savings data and kids' enrollment status. For a 
given age, we center our data around 2001, the threshold year 



when both reforms were implemented. Consequently, at a 
given age we retain children born in cohorts covering 10 years 
period in such a way that three cohorts of kids who were born 
before both reforms, are balanced out by three cohorts of 
children born after the reforms. Our baseline specification 
focuses, therefore, on individuals aged between 15 and 21 
years old in the period 1995-2006 amounting to 11,141 kids.  
We cut the lower and the upper 5% of the distribution of the 
age of the head of the family to contain the extent of 
heterogeneity related to household characteristics restricting 
our sample to 9,974 individuals living in families whose head 
aged from 38 to 60 years old.  

d. Method of Analysis We account for heterogeneity in the marginal effects of interest 
(i.e. the marginal impact of either savings ratio or no-durable 
consumption ratio on the probability of enrolling at either 
schools or university and vice versa the marginal effect of 
either enrollment at schools or university status on either the 
saving ratio or  the no-durable consumption ratio)  applying a 
control function approach. For instance, when focusing on how 
the household savings ratio affects the kid’s enrollment at 
university, we estimate the marginal effect of the savings ratio 
by conditioning the probability of attending university on 
residuals and the interaction between the savings ratio and 
these residuals estimated in a first stage where we use the 
court efficiency indicator as instrument and the university 
reform as a covariate. The coefficient of the estimated 
residuals determines an intercept shift effect due to 
households' self-selection. Children have heterogeneous 
unobservable characteristics that influence permanently their 
probability of attending university by affecting the intercept of 
the university enrollment equation. The interaction term 
captures, instead, the slope shift effect on the marginal effect 
of the savings ratio on the probability of enrollment at 
university, which is associated to the unobservable 
heterogeneity in individual characteristics. Under plausible 
assumptions, the coefficient of the savings ratio variable of the 
control function estimates retrieves the average marginal 
treatment effect in the population. 

e. Findings Making use of a very general model specification that allows 
for heterogeneous marginal effects of interest across ages and 
income quintiles, we find that household savings and 
educational choices closely interact while there is no evidence 
of an interplay between the no-durable consumption ratio and 
kids’ enrollment at either post-compulsory schooling or 
university. More specifically, on the one hand, given the 
judicial reform, the educational enrollment status reduces the 
household savings ratio. On the other hand, given the 
university reform, a higher savings ratio increases the 
probability of enrolling at schools. This positive effect is 
heterogeneous across ages. When we confine our analysis to 
the sub-sample of those aged 18-21 who have a diploma 
degree, results do not change.  

f. Conclusions, Scholarly or 
Scientific Significance, and 
Implications 

We have used perfectly overlapping sources of exogenous 
variation in court efficiency and in the structure of the 
university degree to study the effects that judicial and 
educational reforms have had on the decisions to 



consume/save and enrol children at higher education level, 
taken by Italian households during the early 2000s. We have 
shown that savings and educational choices closely interact 
while there is no evidence of an interplay between the no-
durable consumption ratio and kids’ enrollment at either post-
compulsory schooling or university. 
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