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Work and Retirement

6.1 Exits From the Labour Force

Agar Brugiavini, Giacomo Pasini, Franco Peracchi

This section describes the labour market activity of the elderly in the SHARE sample
using both the cross-sectional and the longitudinal dimension of the survey. Although
increasing the working lives of current and future cohorts is a priority in the European
agenda, it is not entirely clear yet how retirement decisions are affected by the institutional
setup in the different countries, in particular by social security and pension arrangements.
In fact, while the available evidence suggests a direct relation between “unused labour
capacity” and the incentives to retire early embedded in the social security and pension
system (Gruber and Wise, 1999, 2004), other determinants of early retirement should also
be considered, such as the health status of an individual. Because of its design, SHARE is
especially suited to shed light on these issues.

Labour Force Participation in the 2006 Sample

Our analysis is based on the self-reported current economic status of the SHARE respon-
dents. The survey distinguishes between six labour force states: working, unemployed, dis-
abled, retired, homemaker and “other”. The question about labour market status is asked
to all age-eligible individuals (including the first respondent’s spouse, irrespective of age).

Figure 1 presents the fraction of respondents aged 50+ who report themselves in the
labour force (working or unemployed), retired or disabled, or in other conditions (home-
maker and “other” in the original classification). A first striking result of Figure 1 is that
in Austria, Italy and Poland, the fraction of retired men is much higher than in the other
countries (above 60%). Overall, the percentage of people in the labour force is high in
Sweden, Denmark, Switzerland and Czech Republic. As for gender differences, a general
pattern is that the fraction of people who report to be in the labour force (employed or
unemployed) is always higher for men than for women. This is partly true also for self-
reported retired, although there are several exceptions. In Sweden, Denmark, Germany
and Israel, for example, the differences by gender in the fraction of retirees are barely statis-
tically significant, while in Poland and the Czech Republic the fraction of retired women is
higher than that of retired men. The “other” category is especially important for women in
Mediterranean countries (Italy, Spain, Greece) and in the Netherlands. In these countries,
the “other” category contains a substantial fraction of women who report themselves as
“homemaker” and have had limited or no labour market experience during their lifetime.
These differences in labour market status across countries are likely to arise from differ-
ences in institutions and social norms.

Figure 2 presents the employment rate of people aged 50-64, by country and gender. We
focus on individuals in this age group because, unlike older respondents in SHARE, they
are likely to face important labour force participation decisions. The aim is to measure the
fraction of people employed, but various definitions of employment are possible. Figure 2
considers three alternative definitions: the first definition (orange bar) is based on people
who report themselves as employed or self-employed, the other two definitions are both
based on (self-reported) usual hours of work per week. In particular, the second case (pink
bar) corresponds to working fifteen hours or more per week while the third case (grey bar)
corresponds to working a positive number of hours. Cross-country differences are little af-
fected by the precise definition adopted: employment rates in this age group are lower for
women than for men in all countries. Sweden and Switzerland stand out for the particularly
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Exits From the Labour Force

high employment rate of both men and women. Employment rates are instead very low in
Poland. Although cross-country differences may be partly driven by cohort and composi-
tion effects, the fact that we control for age by restricting attention to people aged 50-64
suggests that institutional features are important. As already mentioned, this age group
largely consists of individuals whose labour force participation decisions are most likely af-
fected by the generosity and eligibility rules of the social security and pension system.

Besides financial incentives and institutional rules, other determinants of early retirement
should also be considered. Especially important is the health status of an individual. Figure
3 focuses on people aged 50-64 who are in the labour force, disabled or retired, and pres-
ents the distribution of current activity, by country. The top-left panel of the figure consid-
ers all individuals irrespective of their health, whereas the other three panels consider only
“healthy people”. The top-right panel defines as healthy an individual who is “functioning”,
i.e. does not have any limitation out of six activities of daily living, the bottom-left panel
defines as healthy an individual with no symptoms, while the bottom-right panel defines as
healthy an individual who reports no chronic diseases.

Men Women
8.0
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60 4]+ i - S N - -
I _
L _
wold P LEL D] |
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20 48 B -f -2 R B RESE NN NN BN NN SESNES GRN DE
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| m labour force I retired or disabled M other|

Figure 1 Labour Market Status by FGender
Note: Sample Size: Men = 15,227; Women = 18,266. Brackets on top of each bar represent 95% confidence intervals
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| m self-reported I works 15+ hours B works positive other |

Figure 2 Employment Rates by Gender
Note: Sample size: Men = 7635; Women = 94635. Brackets on top of each bar represent 95% confidence intervals
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Figure 3 Distribution of Labour Market Status by Health Status
Note: Sample Size: Men = 15,227; Women = 18,266

Comparing the various panels of Figure 3, it appears that people in good health tend
to work more. However, there are significant differences both depending on the health
definition and, given the same health definition, across countries. In particular, the frac-
tion of people in good health who report themselves as fully retired is strikingly high in
Austria and Poland. A comparison can be drawn between the different sub-samples and
the full sample: there is little difference in employment rates between the full sample
(top-left panel) and the sample in “good health” when good health is defined as absence
of limitations (top-right panel) . On the other hand, employment rates are approximately
5-10% higher when health is defined as absence of symptoms (bottom-left panel) or
chronic diseases (bottom-right panel), suggesting that important differences emerge in the
health measure to be used when studying labour market decisions. Interestingly, there is a
non-negligible fraction of individuals who report themselves as disabled in Poland, Spain,
the Netherlands and Denmark, but have no limitations in daily living activities (top-right
panel). One explanation is that in these countries disability is used as a pathway to retire-
ment. Of course, the relationship between labour market status and health may be more
complex than it appears from our descriptive evidence, as retirement decisions depend in
a complex way on pain perception and the number and type of limitations on activities
of daily living.
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Longitudinal Analysis: Labour Market Transitions

The dynamic features of the data can be studied by using both the 2004 and the 2006
SHARE samples. However, care is needed when interpreting the results because of the at-
trition problem: if the longitudinal sample is self-selected with respect to some dimension
of interest, results may be biased. As an example, if only the healthy individuals remain in
the sample, then the panel is no longer representative of the underlying population. A de-
tailed discussion of the panel dimension of SHARE and of the potential attrition problems
in the data can be found in the methodological chapters in Section 7 of the book. Because
the panel SHARE sample provides information on the economic status of individuals
two years apart, we can study the patterns of labour market transition over a two-year
period. In what follows, we analyse three of these transitions, namely the transition out
of the labour force, the transition out of employment, and the transition into retirement.
Labour market participation, and its relation to incentives and health status, is intrinsically
a dynamic problem. For example, because retirement decisions depend on health status,
a worsening of health may be relevant. This is the issue tackled by the multivariate analy-
sis at the end of this section. As already mentioned, retirement decisions also depend on
the incentives that individuals face during their career, including eligibility conditions and
benefits calculation rules. Table 1 contains the transition matrices for men and women
aged 55-64, which is the age band where transitions are most likely. The labour force
states considered are those of Figure 1, namely in the labour force, retired or disabled, and
other. The rows and the columns of the table correspond to the labour market conditions
in 2004 and 2006, respectively, and the entries to the fraction of people moving from one
state in 2004 to the same or another state in 2006.

LABOUR MARKET STATUS 2006
MEN WOMEN

LABOUR MARKET | Inlabour | Retired or | Other | Total || Inlabour | Retired or | Other | Total

STATUS 2004 force | disabled force disabled
In labour force 1,157 465 38 | 1,660 902 316 108 | 1,326
69.7 28.0 2.3 100 68.0 23.8| 8.14 100
Retired or disabled 29 1,244 17| 1,290 25 1,002 90| 1,117
2.2 96.4 13 100 2.2 89.7 8.1 100
Other 6 10 7 23 52 175 867 | 1,094
26.1 435 304 100 4.7 16.0| 79.2 100
Total 1,192 1,719 62| 2,973 979 1,493 | 1,065 | 3,537
40.1 57.8 21 100 27.7 422 | 301 100

Table 1 Transition Matrix, Self Reported Labour Market Status in 2004 and 2006

The fraction of people moving out of the labour force into disability or retirement is
substantial: over a 2-year period 28% of the men and 23.8% of the women do so. A no-
table feature, highlighted by the column labelled “In labour force”, is that retirement is not
a completely absorbing state: over a 2-year period, 2.2% both of men and women move
back from retirement or disability into the labour force.

Figure 4 provides additional information on the transitions out of employment. Each bar
represents the fraction of men and women employed in 2004 who are in any other state in
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2006. There seems to be a stark heterogeneity in exit rates from employment, which range
from 14% for Greek men to 61% for Austrian women. Moreover, there is no common
pattern of gender differences across countries. Nevertheless, the small sample size in each
country limits the statistical significance of these cross country differences.
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. -
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T T T
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. men women

Figure 4 Transition out of Employment by Country and Gender
Sample Size: Men = 15,227; Women = 18,266. Brackets on top of each bar represent 95% confidence intervals

Figure § illustrates the patterns of exit from employment, by country and gender. While
men generally report moving into retirement, a substantial fraction of women reports
moving into “homemaking”, especially in Switzerland, Belgium, the Netherlands, and the
Mediterranean countries.

Men Women

SE
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NL
BE
FR
CH
AT

ES
GR
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‘ M retired unemployed [l disabled | |.retired unemployed [T disabled [ homemaker

Figure § Transition Out of Employment to Different Labour Market States by Country and Gender
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Further, as it also emerges from the first column of Table 1, individuals do not always
move directly from employment into retirement. For example, a non-negligible fraction
of Belgian and Swedish men move from employment into disability before ending up into
retirement. While this may be driven by the incentives provided by the welfare state, the
large fraction of transitions through unemployment in Germany and Spain (especially for
men) cannot simply be considered as the result of individual choice. In the case of women,
the homemaker category turns out to be important, although transiting through disability
is still a choice, especially in Sweden.

In studying transitions out of employment, health also matters: Table 2 restricts atten-
tion to individuals working and in good health in 2004, and shows their labour market
transitions, distinguishing by health status in 2006. Table 2 shows that health conditions
are relevant in the dynamics of labour market choices: while 78.1% of people in good
health in both 2004 and 2006 remain employed, this percentage falls to 72.0% if health
deteriorates between 2004 and 2006.

LABOUR MARKET STATUS 2006
Retired | Employed | Unemployed | Permanently [ Home- | Other | Total
from | orself sick or maker
LABOUR MARKET work | employed disabled
STATUS 2004
Employed or self- 68 321 6 0 9 7| 411
employed
(good health in 2004
and 2006)
Percentage 16.5 78.1 15 0 2.2 17| 100
Employed or self- 102 373 12 6 15 10| 518
employed
(good health in 2004
and bad health in 2006)
Percentage 19.7 72.0 23 12 29 19| 100
Total (good health in 170 694 18 6 24 17| 929
2004)
Percentage 183 74.7 19 0.6 2.6 18| 100

Table 2 Transition Matrix: Employment and Health

To exemplify the role of health and the richness of the SHARE sample, we present a
multivariate analysis of the determinants of the transition probabilities out of work. Figure
6 looks at the probability of leaving the labour force and reports the marginal effects ob-
tained by a “probit regression”. Explanatory variables are: the health status in 2004 (mea-
sured by the number of chronic diseases), the difference between the number of chronic
diseases in 2004 and 2006, “poor quality of work” in 2004, and a set of controls (age,
gender, a self employment dummy, years of education, a full set of country dummies, and
a dummy for the year of interview to account for different time effects). The interaction
between the number of chronic diseases and the difference in the number of chronic dis-
eases is also added. The marginal effects of health and of “poor quality of work” have the
expected sign and are statistically significant. As for health, one additional chronic disease
increases the probability of leaving the labour force by 3.5 percentage points. Further, the
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dynamic effect of health is positive (i.e. a worsening of health implies a higher probability
of leaving employment) and statistically significant: this result is in line with the intuition
given in the previous section. The negative coefficient on the interaction is also as expect-
ed: the worse the initial health status, the less relevant is the effect of the change in health
between 2004 and 2006.

Poor quality of work
Self -employment

Year of education
Gender
Age
Interations
Change in chronic
Chronicinwave 1
-0.1 -0.08 -0.06 -0.04 -0.02 0 0.02 0.04 0.06 0.08

Marginal effect on probability of being out of labour force

| M significantat 99% significantat 95% M notssignificant

Figure 6 Multivariate analysis of probability of leaving employment

Note: Sample size 2,532

Interpreting Transitions

The panel structure of SHARE helps us overcome, at least partially, the identification
problems arising with cross-sectional data. The aim of this section is to isolate the age-
profile of incentives a given cohort of individuals faces over its life cycle. In order to do so,
we first use a simple “probit” model to estimate the cross-sectional probability of being out
of the labour force conditional on age (from now on, CS probability). We then compare the
age-profile of these CS probabilities with a set of generated steady-state probabilities of be-
ing out of the labour force (from now on, SS probability).

CS probabilities are the result of, amongst other things, cohort and age effects: they de-
pend on the different pension and social welfare rules that each cohort faced during the life-
time. For example, the observed CS probability for the cohort who is currently 55 years old
depends on the incentives to retire that its members faced at younger ages. The same is true
for those who are currently 65 years old. The two cohorts faced different incentives due to
the changes in the institutional and legislative setup. In particular, it is likely that those who
are currently 65 years old found it easier to retire early and, therefore, it is likely that they had
higher transition probabilities into retirement than those who are currently 55 years old.

SS probabilities are generated “as if” labour market transition probabilities were fixed at
their 2006 values for an entire cohort. They are computed exactly as a demographer would
compute life expectancy. In fact, instead of using the patterns of mortality experienced by
a given cohort, life expectancy is based on the cross-sectional age-profile of mortality rates,
thereby mixing age and cohort effects. Because of this, life expectancy does not represent
a forecast of residual life length for people of a given cohort and would forecast a person’s
residual life length only if mortality rates would remain fixed at their current level.

Thus, starting from the probability of being in the labour force for those aged 55 years
in 2004, we recursively generate the age-profile of the SS probabilities for this cohort using
the transition probabilities observed in 2006. As discussed by Deltas and Kim (2007), these
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age-profiles are “reference probabilities”, not forecasts of future state probabilities. A com-
parison of the SS and the CS probabilities helps the researcher to draw inferences about the
kind of social welfare a country is moving towards. For example, if the SS probability for
a 60 year old male in a given country stays below the corresponding CS probability, then
this would imply that the probability of being out of the labour force at age 60 is going to
decline, provided that transition probabilities remain close to their current values. This can
be interpreted as a tendency of the current pension system to favour labour force participa-
tion at older ages, compared to the regimes faced by previous cohorts. Vice versa, if the SS
profile lies above the CS curve, social welfare in 2006 looks more “generous” than in the
past, since it discourages labour force participation.

A cross country comparison of these differences gives us some insight into the effective-
ness of different pension reforms. Figure 7 reports CS and SS probabilities of being out of
the labour force for males in three SHARE countries, namely Denmark, Germany and Italy
(since we are trying to isolate institutional differences, cross-country aggregation would
be meaningless). Despite the social security reforms of the past decade, the current social
welfare seems still generous towards males: if transition probabilities do not change in the
future, the probability of being out of the labour force for either a Danish, a German or an
Italian male is going to increase.

Denmark Germany Italy

P 7
038 i 038 P
/ ’
/ /
06 v 06 p 06
4 ’
4 /
04 04 04 -
. . 7
7 y z

0,2 Z 0,2 = 0,2

08

55 56 57 58 59 60 61 62 63 64 65 66 67 55 56 57 58 59 60 61 62 63 64 65 66 67 55 56 57 58 59 60 61 62 63 64 65 66 67
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Figure 7 CS and SS Probabilities of Being Out of the Labour Force, Men
Note: CS probability = Cross-sectional probability of being out of the labour force, conditional on age

SS probability = generated steady-state possibilities of being out of the labour force

Conclusions

In this chapter we described the cross-sectional and longitudinal relation between labour
force participation and health. Although those who are employed tend to be healthier on
average, there are countries where a large fraction of retirees are in very good health. More-
over, the comparison of the cross-sectional and the steady-state probabilities of being out of
labour force suggests that current institutional setups provide little incentives to labour force
participation at older ages. This empirical evidence has important policy implications:

 The SHARE 2006 sample confirms the presence of a large “unused labour capacity”:
across countries a significant fraction of individuals aged between 50 and 64 is out of
the labour force despite their good health status. This may be a motive to revise the
incentives to retire early embedded in social security and pension systems.
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+ Current institutional setups allow for several pathways to retirement and, at the same
time, do not incentive to work at older ages. Thus, social security and pension re-
forms may take some time to exert the desired effects.
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