DOCUMENT BRESUME

ED 210 540 o CE €30 €41

TITLE * Abolishing uandato:y Retirement (Implications for .
America and Social Security of Elimirating Age -
Discrimination in Employment). An Interinm Repors
Prepared by the 0.S. Department of latcr as Required

. by the Age Discrimination in Employment Act. . N

INSTITOTIQN Congress of the U.S., Washington, D.C. Eouse Select
Conmittee on Aging.: Department of Iabor, Washington,
D.Ce

REEORT NO- Comm-Pub-97-283 r'\\

PUB DATE Aug 81 ‘

NOTE 374p.: Not available in paper copy dve to small
garint.

AVAILABLE FROM, Superintendent of Documents,

Office, Washington, DC 20402.

U Se chernment Erlntlng

EDES PRICE
DESCRIPTORS

MFO01 Plus Postage. FC Not Available fror EDES.

*Adge Discrimination: Employer Attitudes: Federal
Legislaticn; 'Labor Force Nonparticipants; oOlder
Adults; Personnel Eclicy: Policy Formation: *Fublic
Policy: *Retirement: *Retlrement Benefits; #*ucrk
Attitudes

*Age Discrimination in Employment Act Amend 1980
*Mandatory Retirément: National Policy: social
Security Benefits

IDENTIFIERS

o —

-ABSTRACT
The results of more than two-and-one-half years of
stud§ by the United States Department “of Labor on the effects of the
Age éé:g;ig%;ation in Employment Amendsents on clder wcrkers®
* reti ent ans indicate that removing employment ckstacles facing

older workersy will increase labor force participation rates and, in
turn, ‘help refinance the Social Security system more ccmpassionately
than simply reducing retirement benéfits. Recent legislation raising
the mandatory retireément age to 70, when combined with the future
elimination of mandatory retirement altogether and the resoval of
ghrlcyment disincentives in present pdpasion plans, wculd together add
‘ nearly one-half million older workers to the labor force by the year
2000. In contrast, a 10 percent radnct;on in Social security Lenefits
would increase lator force participation only by 64,000, while at the
same time placing heavy econogic burden on millions cf elderly
retirees.  (KC) r - >

Lt s . - 0

% e e kok ok dkok ok o **********’******************************##Q # Ak kok ok ok A Rokok ******

* ' Reproductions supplied by EDRS are the best that can-be m7ﬁ *
X . from the original document. Tk
.- *****##****i***********************#**********#*)*t##*##***#*ﬁ*********

. ‘e
\‘l‘ K \(‘ . . .

UK




g ABOLISHING MANDATORY RETIREMENT
o ) ¢ L - -
‘| (Implicatiogs for America and Seeial Seeuri ty—of
(-j )Eliminating Age’ Diserimination in Employment)(
Loy ‘ .
A.n Interim Repoft Prepared by the U.S. Department of Labor N
as requlred by the Age Dlscrlmmatlon in Employment Act B
— . ‘ [N
PRINTED AT THE REQUEST OF THE CHAIRMAN ’
, ‘ OF THE - °
" SELECT, COMMITTEE ON AGING, '
HOUSH OF REPRESEN TATIVES
o NINETY-8EVENTH CONGRESS
+ FIRST SESSION )
- - U.S. DEPARTMENT DF EDUCATION
~ - NATIONAL INSTITUTE OF EDUCATION
P EDUCATIONAL RESOURCES INFORMATION
- CENTER (ERIC}

This document has been reproduced as
received from the person or organization
onginatng it

Minor changes have been made to improve
reproduction quality

& Points of view or opinions stated in this docuy

- - - o - t-do-not Hy rep: wothcat NIE——

rad
-

-

AUGUST 1981 posiion or policy

. ( Comm. Pub. No. 97-283

i

I's
Printed for the use of .the Select Committee on Aging

)

. U.S. GOVERNMENT PRINTING OFFICE
. 81-662,0 WASHINGTON : 1981 . »

2

For sale by the Superintendent of Documents, U.S. Government Prlntlng Office
. Washington, D.C. 20402

'E O50. £44

(-\

L ERIC G a N

[

Aruitoxt provided by Eic:




» -~
' v ' ) '
>
. .
",
=, .
EE. S S :
- - - " N
= . SELECT QOMMITTEE ON AGING
CLAUDE PEPPER, Florida, Chairman " ~
S EDWARD R. ROYBAL, California MATTHEW J. RINALDO, New Jersey,
. »  MARIO BfAGGI, New York * Ranking Minority Member
IKE ANDREWS, North Carolina WILLIAM C. WAMPLER, Virginia
. JOHN L: BURTOY, Californja JOHN PAUL HAMMERSCHMIDT, Arkansas
* DON BONKER, Washington MARC L. MARKS, Pennsylvania
THOMAS J. DOWNEY, New York RALPH REGULS, Ohio  °
. JAMES 2. FLORIO, New Jersey ROBERT K. DORNAN, California,
HAROLD E. FORD, Tennessee . * HAROLD C. HOLLENBECK, New Jersey
) WILLI1AM J. HUGHES, New Jersey NORMAN D. SHUMWAY, California
, MARILYN LLOYD BOUQUARD, Tennessee OLYMPIA J. SNOWE, Maine
JIM SANTINI, Nevada S DAN LUNGREN, California
DAVID W. EVANS, Indiana - MILLICENT FENWICK, New Jeréey
STANLEY N. LUNDINE, New York JAMES M. JEFFORDS, Vermont
MARY ROSE OAKAR, Ohio ¢ THOMAS J. TAUKE, Iowa .-
THOMAS A. LUKEN, Ohio THOMAS E. PETRI, Wisconsin ,
GBRALDINE A. FERRARO, New York JUDD GREGQG, New Hampshire
BEVERLY B. BYRON, Mtiryland \DA.\' COATS, Indiana
" WILLIAM R, RéTCHFORD, Connecticut GEORGE C. WORTLEY, New York
. DAN MICA, Florida HAL DAUB, Nebraska
HENRY A”WAXMAN, Californias =LARRY E. CRAIG, Idaho
MIKE SYNAR, Oklahoma o PAT ROBERTS, Kansas )
o EUGENEV. ATKINSON, Pennsylvania BILL HENDON, North Carolina
. BUTLER DERRICK, South Carolina ~ GREGORY W. CARMAN, New York
° BRUCE F. YENTO, Minnesota . .
BARNEY FRANK, Massachusetts N R
TOM LANTOS, California
BOB SHAMANSKY, Ohlo . “ .
RON WYDEN, Oregon r
DONALD JOSEPH ALBOSTA. Michigan . \
GEO. W. CROCKETT, Jr., Michigan .
* WILLIAM HILL BONER, Tennessee
Cuarres H. Epwarps II1, Ghief of Staff
' Yoser J. RIEMER, Peputy Chief of Staff
' Var J. HALAMANDARIS, Senior Counsel -
- “TAMES A, BRENNAN, Aggistant to the Chairman
, WALTER A, GUNTHARP, Ph. D., Minority 8taff Director
A (11)
‘ .. -« hd
~a
1] 4 -
N L4
rd
. [ ' N g '
3 -
» Q -

ERIC

Aruitoxt provided by Eic:




\// FOREWORD - , , s
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In recent months Congress has been bombarded with a spate of
proposals to solve the ﬁnancing problems of the Social Security
system. The most.controversial proposal was’one made by the Presi-
dent on May 12 to drastically reduce early retirement benefits in order
to “encourage older workers to remain in the labor force longer.”

The Administration should be applauded for its faith in the productive

capacity of our nation’s older citizens and for its recognition that
increasing, the number of older workers is a positive goal, But its -
motives must be questioned, especially in light of information which
slfxfows that cutting Social Security benefits may not have the desired
eflect. . . ’ > \ .
' In particular, a Labor Department study, which is being withheld
- by the Administration but released here®or the first time, demonstrates
that simply cutting benefits will not increase labor force participation
very much. What the study does show, however, is that eliminating "
various employment obstacles, such as mangatory retirement an
work disincentives ini pension Y}ans, would do much more to enable
older workers to remain employed, thereby helping™ the economy -
and the Social Security system. :
The Labor Department study, uncensored and fully reproduced in
‘ the following pages, was originally required by Congress as part of
. the 1978 :\mém%ments to the Age Discrimination In Employment
Act (ADEA) which raised the permissible mandatory retirement
age to 70 for most non-Federal employees. As part of that legislation,
Congress mandated the Secretary of Labor to conduct & study to
determine the impact of this new policy on older and younger workers
and employers, and to determine the probable impact o gbolishing
mandatory retirement and other remaining forms of age discrimination
in the future. The interim results of the study were to be delivered to
Congress in January 1981, but for reasons which are evident through-
“out the report the study has yet to be officially. released. )
- - - The LaBor Department is now seven months late in releasing its -
interim report. Such & violation of statute is, unacceptable, When an )
issue is of such vital national concern as the. impact of alternative
employment and retirement policies on the future financial status of
Social Security, it is imperative that all pertinent information be
made available to Congress and the American public. Only through a
complete and open review of available data can the Congress be
expected to arrive at 8 viable solution to the Social Security and'
larger retirement income problems facing the nation today. For
this reason I am releasing the Labor Department’s interim report on
the Effects of Raising the Age Limits in the Age Discrimination 4n
Employment Act.
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OBSTACLES TO CONTINUED WORK

This report deals with many critical issyes pertaining to employment
and retirement policies in .\merica, but the overall message can be
summarized as follews: .

Older workers are caught in the jaws of a vise, in which manda-
tory retirement policies, works disincentives in pension plans
and pressures to get out of the workforce early exert force in one
direction, while inflation and threatened retirement benefit
reductions exert pressure in the dther. Removing the obstacles to
employment would allow many older workers to continue in
their employment or return to work, while across-the-board
Social Security benefit cuts wquld do very little, aside from in--
creasing the hardship for millidns of retirees. o

-\t present, 28 million persons—7 out of every 10 workers between
the ages of 40 and 70—are protected by Federal legislation against
age (Tiscrimination in_employment. .Nonetheless, these protections
are inadequate. According to this report:

® 51 percent of all workers face an employer-imposed mandatory
retirement age; ) .

® 42 percent of all workers covered by pensions would receive no
(or minimal) pension benefit increases for work performed after
age 65; . .

e one-third of all college professors reaching age 65 this year will
face mandatory retirement on their 65th birthday ~~

® 20 percent of all top executives, and 85 percent of top executives

. -Triarge firms, will be forced to retire at age 65;

o all workers who forfeit Social Security benefits in order to remain
employed will never regain those lost benefits because the system ,
is designed to discourage delayed retirement.

All of these policies are lowed under pgesent Federal law. Thé
net result is a message to millidns of alder workers that their skills and
productive abilities are no lénger needed—they must retire.’

As a result of these obstacles and a variety of early retirement in- _
centives offered by employers, the labor force participatiod rate of
older workers' has declined dramatically over the past 25 years.
In 1955, 65 percent of men age 55 and over were working, but only
46 percent were working by 1980. Among men 65-69 years of age, 57
{mrcent were employed in 1955, compared to only 38.5 percent in

980. The decline in employment among men 65 and over has ac-
celerated since 1970 when 27 percent were employed—versus 19.8
percent in 1980—and, the Labor Department predicts further re-
ductions in the rate of labor force participation among older males
un%_es_s significant changes are made in employment and retirement
policies. i e ,

The Labor Department acknowledges the seriousness of the prob-
lem. The report states: . B

There are several reasons for concern about the continuing

decline in labor force participation by older persons. First, the
future economic position of an older person may be end®hgered by
early labor force withdrawal since longer periods of retirement are
now anticipated under conditions of sustained inflation; second, .
earlier retirements increase the’ financial stress on both Social
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Security® and private pension plans; third, shortages of skilled
labor could develop in certain industries as could general labor
shortages, and fourth, it appears that older persons’ preferences
for part-time employment are increasing but that labor demand.
is n%&,suﬂicient to satisfy” their current employment peeds. For
thesé reagons, the potential for reversing the decline irr labor
force participation and raising or eliminating the mandatory
retirement ‘age have become major public policy issues. -

ALTERNATIVE MEANS OF INCREASING EIMPLO'YME.\‘T AMONG OLDER

WORKERS
€

. The repo;’t examines changes in retireient policies to gdetermine
their impact on the labor force participation rates of old& workers
through the year 2000. Three policy changes were analyzed: :
¢ the complete elimination of mandatoryetirement ;
¢ removal of an important work disincentive. from employer-
sponsored pension plans; and o iy
® a cut in Sociul Security benefits of ten percent across-the-board.
All of these proposals were expected to increase labor force partici-
~ . patign rates, the moving employment obstacles and the
* thir i : retire. The results ar i

: " peult v ot id ro.
moving pension obstacles would result in an increaseof 262,800 older
yorkers, while cutting Social Security benefits would only increase
the labor force by 64,000. The results of each policy change are.sum.-

marized below: ° ’ ’
Eliminating Mandatory Retirement.—Raﬁsing the mandatory retire-
ment age to 70 from 65, as was done in the 1978 Amendments to the
- Age Discrimination in Employment Act, is expected to result in an
additional 212,000 workers age 60-70 remaining in the labar force. If
mandatory retirement ages were abolished altogether another 1 96,100 older
workers would stay on their jobs. Thus, by simply removing the barrier
of mandator I ,100 workers would continue working,

¢ Social Securilt;iy
7

) Removing Work Disincentivet from Pensions.—A gap in the ADEA
allows e ers to freeze pension benefits for workers who remain
émploye:;%r age 65. Since the accrual of pension benefits is a

* significant pertion of a worker’s compensa{ion, any discontinuance of
these benefit accruals is equivalent to a eduction in total pay and
encourages older workers to retire. It is not surprisinig, therefore, that

« remoning this work disincentive would, by the year 2000, expand the labor

Jorce by 67,700 older workers. . .
Cutting Social Security Benefits—The third change in retirement
" policy investigated by the Labor Department was a ten percent across-
the-board cut in Social Security benefits. Even; though a reduction in
" benefits of this magnitude woul® neeessarily lower the retirement
standard of living of millions of persons, it-would have a negligible
effeat on the retirement decisions of older workers. The result would be
an increase in older worker employment of only 64,000 workers by the
year 2000. A 20 percent reduction in benefits was also analyzed, and
the result was a net loss of older workers.




These results prompted the Labor Department to conclude thot,
“An across-the-board, cut in Social Security benefits should not a prior
be assumed to stimulate a delay in retirenient simply by virtue of consti’
tuting a reduction in available retirenient tncome.” Thb reasons for this
are not clearly spelled out in the report. ‘. ‘ ’
But what is tlear is that older workers face many obstacles to em- °
ployment. Labor Department statistics indicate that once unemployed,
older workers remain our of the labot force twice as long as younger
workers. As a result, many become discouraged and simply drop into
retirement rather than continue the apparently futile search for a
job. Furthermore, only 22 percent of early retirees—those retiring .
before nge 65—left the labor force voluntarily, according to Social -
*Security Administratiop studies. One-half cite ill health as the cause
of retirement while 20 percent report emplo ymenterelated problems.
Therefore, simply attempting to compel older jndividuals to work
longer by cutting their future Social Security retinement benefits will
.+ » not result in a significant increase in their labor force participation
rates, As can be seen from the followijng summaryj table, eliminating
mandatory retirement and pension-related work @bstacles would do
‘more to promote employment among each of fhe four older age
groups (except the 60-61 year olds where the effedts are comparable)
than cutting Social Security benefits by 10 percent. (See Table 1.)

¢ JTABLE1.—CHANGES IN THE PROJECTED SIZE OF THE LABOR FORCE IN THE YEAR 2000 CAUSED BY CUTTING SOCIAL
SECURITY BENEFITS vERSUS ELIMINATING MANDA"I'ORY RETIREMENT OR REMOVING EMPLOY MENT OBSTACLES
IN PENSIONS A .

‘ . ;Zetuement, pension policy -
. .
Social secu;ty Ehminate « Remove
- ' benefits 1 mandatory pension
v . Age group 10p t cut tirement bstacl
. - 2
. Total 6040 70 -...eoee e e ; 195, 100 67,700
60t06) .. ... ... ... 12, 200 -~18,300
62t0 84 . . ...l 21,900 55, 400 LS
65067 . . iieeiii 64, 700 15,500 -
681070 . .......... e e e 90, 300 15,100
! Total increase in labor force. ..., ... oooue - +262, 800 f

N - =7
I Assumes no change n }msgnt law regaiding mandatory retirement, - —
. JTA e I tion of mandatory retiremen R ,

: Lot v - -
. THE Eco,\'emb AND LABOR FORCE,K IMPAQT OF ADDITIONAL OLDER
‘ WORKERS . . *

According to a report prepared for the 1981 White House Conference r
on Aging,' merely increasing the labor force rates of older men to 1970
levels (83 percent and 27 percent for males aged 55-64 and 65+
respectively) would, by ‘the year 2005, incregse the GNP by 4 percent,
add $40 billion in pew Federal, state and locel tax revenues and provide
an average anpual increase in income to the elderly 6f $500 and to the .
niear elderly of $1,050. The working elderly would receive an.gverage
Increase’in income of $6,000, The increase in labor force participation
would also add $7.5 billion to the Sqcial Security system because gf the

.

1 Olson:’Lawreme: Caton, Christopher ; and Duffy, Martin. The Elderly and the Future

. Economy. Lexington, Mass. ; Lexington Books, 1981
~ i .
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new' payroll tux revenues and a reduction in benefit expenditures
caused by deluy ed vetirements. In addition, it would benefit employer§, |
many of whom are ulready turning to older workers to fill gaps in the Yabor
force caused by lubor shortuges. Thus, there is substuntial evidence
thut increusing the number of older workers would, have u positive
impuct on the economy, the Social Security fund and productivity.

Whut ubout the consequences for younger workers of retaining
more older workers in the lubor force? This report examihes thut issue,
as well as the impact on women and minorities. The conclusion:
the effect of 1aising the mandatory petirement age to 70 was negligible.
According to the report, .

The estimated additional number of compurable uge-65 workers
are potenital competition for less thun one-quarter of one percent
of ull full-time workers ages 16-24; less than one-half of one
percent of all full-time bluck workers ages 16-59; and around
one-tenth of one percent of all full-time femule workers uges
16-59. . S ..

. Eliminating mandatory retirement would, in fact, increase the

rights of minonties und women, since members of these groups will

also grow old. It would indeed be ironic if ufter yeurs of struggling to

guin thelr emplovment rights, monorities” and women were-to be

denigd these rights by the mere fact that they survive to old age.

‘ A second coneern often raised 15 that fromotional opportunities for
volnger workers will be severely struined if older workers remain on
the job longer. Again, tle findings in the report refute this. According
to w study cited by the report, u substdntial increase (10 percent) in
labor force partiapation rates of nmen over 65 would on uverage ileluy
promotions at the highest tunks by one-half year, while at the lower
ranks individual promotions would be retarded by 5 to 10 weeks.
These are msignificant elfects, especially when weighed aguinst the
harmful consequences of forced retirement based on age.

' . SUMMARY

-

L * -

The ‘results of more than two and one-half velus of study by the
Labor- Department indicite thut removing employment obstacles
facing older woikers will mcrease labor force participation Tates and,
in turn, help refindncee the Social Secunity system niore compassion-
©ately than simply redueing 1etirement benefits, Recent legislation

patsing the mandatory tetuement age to 70, when combined with the
future clinenation of endatory retirement altogether und the remoy ul
of employ ment disincentives m present pension plans, w oulll together

add nearly one-half million older workersto- the lubor foice by the

vear 2000, In contrast, o ten pereent redution m Socid Security

benefit= would only inerense labor force participation by 64,000, while
*at the same time placing « heavy economie hurden on millions of
elderly retirees.

The' messawe of the Laber Department study is clear: unless ob-
stacles to employment are removed, attempts to encoutuge older
workers to. delay tieir Yetuement will only add to the frustration
already felt by these workers. The only “obstucle” to employment this
Adnministiation has chosen to eluninate is the Social Security earnings
test, which may be u hollow gesture. The results of another study

Q .
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, funded by the Labor Department, concluded: *, . . eliminating the
earnings test will not incresse labor supply but will increase the net
cost to the government of Social Security pensions.” 2 Thus, the
Administration is proposing cufting Social Security benefits and elimi-
nating the earnings test as th estavay to increase the work efforts of
older. Americans und reduce the strain on Soeial Security. Ironically,
neither proposal will achieve its intended effect, but both could further
add to the problgms of Social Security and Its present and future
recipients. ' i :

The absence of a coherent employment and retirement policy in this
country leaves millions of older workers and retirees in a state of
angry confusion over shich way to turn. More than Ralf of all retirees
surveyed nationally have expressed a desire to be working in some
capacity, and nearly half of all workers expect to work after retire-
ment. The Labor Department’s own figures cited¥in this report indicate
that two-thirds of a national sample of workers plan to delay retire-
ment if the current rate of inflation continues. Despite their desire to
work and the economic pressures which force them to seek em loy-
ment, older individuals are prevented from working by public policies
that allow mandatory retirement and other disincentives to employ-
ment. Eliminating these disincentives will benefit all Americans.

Craupe PEprER, C’quirman.

“ L4
? Carliner. G “Soclal Security and the Labor Supply of Older Men,"” final report (#DLMA-
21—91—7.8—58) submitted to the' U.S. Department of Labor, August 1980,
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EXECUTIVE SUMMARY . s

Introduction ‘

Backgrouna

The 1978 ﬂge Discrimination in Employmer®t Act Amendments
(Public Law 95-256) required that the Sécretary of Labor
conduct amn extensive study on the consequences of the new
coverage provisions of the law including: (a) an
examinatioh of the effects of raising the upper age limit
under the Act to 70; (b) a determination of the
feasibility of further extenaing or eliminating the age- 70
limit; and (c¢) an examination of the effects of the
exemptions in the law permitting manaatory retirement of
tenured faculty members at institutions of higher education
ana” certain business executives. 71h2 law requires that- the ¢
Department of Labor report study findings to Congress in an
interim report in 1981. Also, a final report on the
stuaies, «including Departmental recgmmendations, is to be
submittec in 19b2z.

1n ,response to this requirément, the Department of vabor
initiated in 1979 an extensive series of studies designea
to produce information on the current and probable future
consequences of the 1975 ADEA Amendments. Research
finaings from most of these stuakes are summarizea in this
interim report. These finaings include information on the
labor force participation effects of mandatory retirement,
response of current workers and employers to the increasea
mancatory retirement age, long term projections of the
consequences of mandatory retirement age alternatives, ana
the effects of the ADEA exemptions for tenurea faculty at
institutions of higher education ana for executives. 1Tne
interim report presents the most important research
findings relevant to the mejor areas of Congressional
concern: ' the effects Of raising the u r age limit in the
ADEA to 70; the feasibility of extendiaggor eliminating the
upper age limitatxon, and the effects of the exemptions in
the law for tEnured faculty members apd certain business
executives.

studies, the Department of Labor was
the impact of mandatory retirement on
individuals and the administrative and‘financial
consequences of the ADEA for employers., In wddition the
Department gecognxzea that the retirement decision is
simultaneously influencea by mandatory retirement policies,
pudlic ana private pension policies*snd personnel
policies. Study findings examine the consequences of

In conaucting these
cancerned with both

manaatory retirement policies in the context of these other

major factors influencing retirement behavior.
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. The Age D}sqrimination in Employment Act Ahmendments of 1978
. represent a suostantial moGification of the provistons of ,
the Actubyfextendiug the upper age 2imit of protection RN
under the, Act to‘age 70 for moss.private settor and . ,
T ﬁonrederal‘ppbiic employees, prohibiting mandatory .. .

~ + retiremeht of covered workers );
‘and extending age discrimination protection without ;ﬁ:uﬂf
upper ,age 1imit to_ ‘almost all Federal employees. ln;gﬁf

+ enacting these ovisions,%Congress was concerneﬁsgﬁg;t .

several potenti 1 consequences of the incr asedm ﬁatory .
retirement age. The major areas .of concern ineluded: . 2"l
(1) the possibility of an adverse impact on gtibloyment e
opportunities for younger and minority empldyees resulting
from large le retention of émploymengéﬁy workers,after *
age 65; (2) potential administratiye ¥urdens on employers; o
(3) possible cost impliecations” for-pénsion plans; and (4) , e
possible difficulties for univérsities dnd major

. reorporations fn aujq;ﬂ&ng‘to the. upper age limit of 70. TN

. Demogfaphfc and. Retirement Trends
> =

[T
5 v o1
)t e .

- 3
k4 A
Two trends which' have, déveloped over the past twenty-five »? -
years are of major significance in considering .t 7
potential effects of the: Age Discrimination 'in mploymént * - ¢
Act--population aging and tne decline in labor force T

Rarticipation,. by. older workers. R , % o

[

. . . . ﬁ, S »
Unssf'tﬁt mediate demographic assumptions, the 65 and over
i1} ‘increase from 25 million in 1580, (11¢ 1,
. to;;} Population) to 32 million. fn thé-year .
2000 (13 percent the total population). The median age~
of, the population whitch was 28 in 1970, is now 30 ‘and will
continue to incred : ig
- the gradual increase in life expgctancy at older ages; ., .
. meaigal ad¥ance$ in the future could result in even greater -
1ife expectancy leading to‘higher pProportions of older
persons in the population.’ These trends will result in a
gradual aging of the Iabor force in the yeaprs apead. 2

"While the overmli populaiion continues to age, labor.rorce\: .
participation by older wprker's has declined significantly

<.
over the past twenty-five years. Fors 65 ana over, »
labor force participation reached .a ne low of 19.3 percent .
in 1980 (28.5 percent of"men 65-6? Yer labor force .
participants however). Decliqtﬁg participation was also .
occurring for men 55-64 and 45-54 years of age. Labor
Torce participation by older women has been low but stable .
for many years. , .
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It is generally agreed that the. increasingly earlier’
availability of Social Skteurity and private pension .
benefits and the continuation of mandatory retirement
practices have led to the development and continuation of
the early retirement trend and substantially lowered the
labor ‘force participation of older yorkers. A(gontiqyation
of this trend will have tuo major consequences? (a) a
‘substantially increased retirement financial support burden *
for a smaller workforce; and (b) Tewer oppportunities for
lder persons to remain employed oecause of i
institutionaljzed early retirement pPractices, pension
programs and mandatory retirement rules. Declining 1abor
Jforce participation by older worxers is of considerable
concern since (1) the economic position of retired persons
will be significantly affected with longer periods of -
retirement ana.continued inflation; (2) early retirement
increases the financial strain on Social Security and - -
private pension programs; (3) shortages of skilled labor
could develop in certain industries and, geographichal .
, areas; ana (4) older person'sspreferences for part-time
employment are growing ouv labor demand is not sufficient
to satisfy their employment meeas. Fom these reasons, the
potential for reversing the decline in labor force
participation ana raising or eliminating the manaatory
retirement age nave become major public pz&icy issues.

g E;tfmateu Numoer of EmployeeJ Within Scope of the ADEA*

An estimated 73.million workers of all ages are employea by

employers having 20 or more employees and are, therefore, N -
coverea by the Age Discrimination in Employment Act. The
<exact number of these workers who are in the 40-70 year

- P—proteot - However, labor

force data show that of the 104,720 million persons 16

years of age and older who were in_the civilian labor férce . R

in September 1950, 39 percent were 40-70 years of age.

Applying this proportion to the estimated 73 million

persons employed by covered empldyers, yields an estimate*

of 28 million persons covered by the ADEA or 7 out of every

10 persons aged h0-70d}n the civilian labor force, . i

B -’

- F
' . .
© s 4
N .
L} .
' F“"/
: *
- N , ’ - .,
- ’ ’
) A . * ‘
[}
4, -~ * T3
R .t
EN &
v N -
- N
»
. .
MRS ) 1
v .
> . N
—— — —
- I ’
'
I N 1 .
o « ¢ <

mc‘o:ax-z T - S e




(@2

II. Organization of Research Fingings

The Studies undertaken by the Department of Labor provide
information directly relevant to the research requirements
specified in the pge Diserimination in Employuent Act
Amendments of 1976, The Tindings are organized as follows:

' Part I.Q Et‘t‘e(% of the 1978 ADEa Amendments on Employee
> 7 Retirement Plans andg Employer Personnel and
Pension Policies

Part II. Effects of Mandatory Retjirement oh Younger Workers

Part 111. Long Term Effects of Mandatory Retirement Policy
Options

Part 1v. ' Impact of the Exempt Executive Provision in the
1978 ADEA Amendments .

Part V. Effects of the Tenured Faculty Exemption in the
1978 ADEA Amendments

Part VI. Continueg Existence of Mandatory Retirement Rules, *

» Consequences of Mandatory Retirement Rules on Labor
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’ PART 1I.

EFFECTS OF THE 1976 ADEA AMENDMENTS ON EMPLOYEE' 7
RETIREMENT PLANS AND EMPLOYER PERSONNEL AND
PENSION POLICIES R

The study has examined nite major areas through conducting

major national surveys of] employees, employers and pension plan
sponsors: )

- what factors influence an employee's planned age of
retirement?

- How do employees' retirement plans change when an age-65
retirement policy is extended to age 70 or lifted
altogether? o

- How accurate is employee knowledge about their own firm's
retirement policles, the rederal ADEA Amendments, and
(where applicable) state manaatory retirement laws?

- How have firms modified thgir mandatory retirement policiés
in response to the ADEA Amendmfents? ’

)
- Why are mandatory retirement policies important to firms?

- Lkhat was the pre-Amendment pattern of retirement behavior?
And what retirement incentives were offered at the time ot
the survey?

- How have firms moairied their benefit, personnel, and other
retirement policies in response to the ADEA Amendments?
What modirications are contemplatea in the future?

- Do firms believe that employees will delay their retirement
Plans because of the ADEA Amenoments? And what, if any,
policies will firms change to counteract this trend?

- What do employers believe the impact would be, should a
large number of older workers postpone retirement to age

70?7 And what, if any, policies firms would change in that
event? . P [
~ t

The Short-Run Impact of the ADEA Amendments

In assessing the impact of the ADEA Amendments, it is useful to
separate the short-run and long-run eftects. In the  short run,
the Amendments had their most direct impact on the behavior of

O . . . 4
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firms--particularly firms' mandatory retirement policies--and 3e
much smaller impact on the plans of employees. In the long
run, this balance may be reversed.

We estimate that in the mid-1970's, about 60 percert of persons
surveyed had faced some mandatory retirement .age. By the time
of the survey f{tself {early 1980), 51 percent of the sample 4
faced a mandatory retirement age of' 70 or more while 45 percent
of the sample faced no mandatory retirement age whatsoever.

'Fifty-three percent of employees sampled in the survey worked
for firms that had changed their retirement policies "ip the
last few years". 1In almost all cases, (82 percent) these
changes Kave arisen in whole or ip part from the ADEA
Amendments. Most of these recent changes-attributed to the
Amendments involved moving from one manidatory retirement age to
a higher one, wnile ?elatively few changes involved abandoning
a4 mandatory retirement age altegether., This reaction suggests
that by the late 1970's, most employers who retained mandatory

‘retirement policies did so by conscious choice.

The Amendment's short-run impact on other aspects of firm
behavior was relatively weak., For example, it has often been
asserted that a relaxation ©f mandatory retirement age would
.result in a more widespread use of performance evaluations as .
an alternative way of removing people from jobs. The survey
suggests, to th'e contrary, that the incidence of performance
evaluations was already highest in firms that have mandatory
retirement rules, those with such rules were no more likely to
Jhave stricter evaluations in the future., Thus, the two
policies serve as complements, rather than substitutes, for
each other.

’

It was also angicipated that firms would discontinue pension
accruals for workers over age 65. However, only 6 percent of
employees currently permitted to continue acecruals have
employers who would suggest such a move.

Although at least half the short-rup changes in employer policy
had been made by the time of the survey, the results suggest
that nearly all the employer response has—beer,—ami—wi11 be, in
the direction of providing mose encouragement for employees to
retire by liberalizing existing benefits, adding. types of
benefits, and shifting costs more toward the company,

The: ADEA Amendments? short:nun.imp%ct on employee retirement
Plans was very weak, a cog‘huSion that arises from several
pieces of data. First, only 15 percent of the survey
respondents could correctly identify the Amendment s’ barring of
~ mandatory retirement before age 70, By itself, this data means

/ .
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little since the ADEA Amendments might he éffecting‘persons
indirectly through changes in firm policy. But in practice, &
only 1 percent of the sample report having made a recent—

change in their retirement plans for any reason. ,About

one-third of these actually decreased their pretirement age and
only one~tenth of these increased their‘retiiement age

explicitly because of the ADEA Amendments.

’
Finally, the survey .contained an "experiment" to see whether
people would change their planned retirement age- upon being
informed of the ADEA Amendments' details’. ,In this experiment, °
about 8 percent of the respondents did increase their
retirement age from 65 or less to 66 or more. But an equal
proportion of the sample decreased their retirement age. And a
person's increase or decrease in planned retirement age had
nothing to do with whether the person thought he faced
mandatory retirement at 65, mandatory retiremént at 70, or no
mandatory retirement whatsoever.
‘ .
These data are consistent with the idea that most ople have K
de at least some prior thought to retirement a their s
ﬁfﬁzgggre pased on their conceptions of -their employers!
policies. While these plans may changé in the 1ong run, they
will not be changed immediately by being informed of the new
age 70 mandatory retirement provision.

In summary, the ADEA Amendments had a significant impact on
increasing the nandatory retirement age of some firms, but it
haa a ré€latively small impact on other aspects of firm
behavior, and it had only a -very limited impact on employees'
retirement plans. "
l. B

The Long-Run Impact of sthe ADEA Amendments ‘ \

In the long run, the‘impact’ of the ADEA Amenduents on employee
plans may be somewhat larger ana this, in turn, may induce
employers to change their policies. OQur analysis of the _
retirement plans of men showed significant differences between -
men who believed they were covered'by an age-65 retirement rule
and men who faced a retirement rule at 70 or above. On )
average, the second group retired two years later than the .
first with one quarter of the cohort wanting to retire at age
6 or age 67. Over time, 2s a)l men became aware that they can
work to age 70, we would expect retirement dates to be”
delayed.:#(We do not expect this to happen foreparried women
"since theif retiremente-decisions appear to be planned jointly—
with their husbands and those women dre, on average, two years

younger Qi:¢fheir husbands). . [///
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For the present, most employers expe®# little change in -
employee retirement behavior, either’because that behavior is
goverened by continuing financial incentives, or by -
expectations (rather than mandatory retirement-rules). But

. should retirement ages increase, the most common eaplayer
respose will be to iucrease 'retirement incentives, -

- The picture could change dramatically should.other$major °
changes #4 federal retirement policy oceur, such as raising the
Social Security retirement age. It is not at all clear whether
employers interested in controlling retirements will accept the

° repuXting older retirement ages, or will assume the cost of .
replacing all or part of the lost Social Security benefits with
supplemental payments. . < e

.
-~ .

Analysis of the surveys is diygided intg two parts. The first he
part examines the impact of raising the mandatory retirement

age on employees' planneo retirement ages. he second part

examines the impact of raising the mandqggfylretirqment age on.

the behavior of firms. ¢

Analysis of Employee Retirement Plans

- 3 i
In this section, the survey data are analyzed.to measure the .
impact of the 1978 ADEA Amendments on employee retirement pians.

Pfjpcipal findings are a3 follows: -

v - hen who believe they face an age-65 retirement policy
plan to retire, on average, at age 62. Had the same

men facea a retirement policy of age-70 or_ above, we

estimate that they would have planned® to retire, on

. average, at age 6l. »

’ -
. - When men are faced with an age-65 retirement policy,
we estimate that by the time they reach age 59, about
4 percent of the cohort Wil want to retire at age 66
or nigher. Had the same wen raced a retirement poliex
. of age-70 or aboye, about 24 percent of the cohort
woyld have wan¥€d to retire at _age 66 or higher and
most of these wbuld have retired by age 68.

When married women are raced with an age-65 retirement

policy, we estimate that oy the time they reach age * .
59, about 1 percent will want to.retire at age 66 or

higher. Haa these same women been faced with a

retirement poljecy of age-70‘or above, about 5 percent .
would have warteda -to retire at age 66 or higher. This’
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relatively small impact arises in part from the fact that women
key their retirement decisions to the decisions of their
husbands and women are, on average, about two years younger
than their husbands. This means most couples will retire at an
age that will ‘not bring the wife into contact with a 65-year
old limit. e

- ln practice, 10-15 percent ¢f all sample respondents
knew of the 'existence. of a Feaeral law which moved the
mandatory retirement age from 65 to 70.

Employees were much more aware of the manaitory -or
expected retirement ages in their ‘fimms. In firms
that had haa no recent change in retirement fage
policy, 57 percent of men and 48 percent o omen
correctly identified the firm's retirement e (or the
absence of any retirement age) while 10-15 pkrcent of
both groups did not know their firm's policy and 20
percent of both groups identifieZ a policy that was
too restrictive. JIn firms that had made a recent
policy chapge (within the last y®ar), about 35 percent
offiwen and 26 percent of women could correctly
identify their firm's policy while about 30 percent of
both groups identifiec a policy that was too
srestrictive. - - )

. ¢

When sample respondents were informed of the 1478 ADEa
Amencments, only about & percent chose to change their
retirement age from 65 or less to 66 o more. An 2
equal number chose to reduce their planned age of
retirement wnile about three-quarters of all
respondents left their planned retirement age
uncnanged. We believe this result inaicated that
retirerent plans are not something péople will quickly
change in an interview fiormat. Over time, we expect

S results to be somewhat ‘larger.

Analysis of Employer Responses to the 1978 ADEA Amendments

’

Y :
. This section addresSes the impact of the 1978 AﬁEA Amendments
" on employer retirement policy by analyzing survey data
collected from older. workers' pgrsonnel officers and pension . f
plan sponsors. Given the limiteq¢ direct impact of the’
Amendments and the relatively stronger influence of financial
varidbles on employee retirgment plans, most of the near term
effects ‘k the Amqpaments are, likely to be felt indirectly

, through employer'policies. . [
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Eéployeé; co-woqkers were bound to be retjiring relatively
early, on aVerage,_partxcularly if they were subject to an age
larit, Among those subject to an age limt, 43 gercent hao
persons in their ocqupation retiving by age 61, 63 percent by
age 62, and 79 percent by age 64, on ave age. Few changes ywere
expected fn that pattérn over the near Term and pnly 7 percent
of the older yorkers subject to an.age limitgwere expected to
have co-workefs retiring®at ages older, than - The relatively
early'retirements were in response to substantial financial
incentives to eanly retirement offered by employers, including
pension plans with young normal retirement ages, payment of
full accrued early retirement benefits, and continuation of,
company-paid insurance after retirement. There appeared to be

Jdittle reason for employers to alter their policies in the
short ternm. - )

A number of policymakers have gxﬁressed concern that large
numbers of employers who currently permit continued pensian
ccruals {(about 55 percent of our sample), would discontinue

them subsequent te_the passage of the ADEA Amendments.

older workérs (6 pereent) would eéven recommend that the firm.
- consider such a move, . .
3
Another major area of concern during consideration of the
Amendments' was the potential impact on formal performance
- evaluations, as been arguea that mandatory retirement
rules serve as a sybstitute for effective performance .
evaluations, which prdtects both employers anae employees from
the rxsks‘of dec¢lining produativity that may occur with age.

Ir indeed manaatory retiremenp rules did spbstitute.for
eﬁ ective performance evaluations, it was feared that
indreasing the age, or elimipating mandatory retirement, could
lekd tq stricter evaluations of performance at al) ages, with
theNunintended consequence that more older employees would be

- dismyssed before rétiremenQ, The findings of thi study
csuggest that formal performance evaluations, rathemthan acting
as a bubstitute for a mandatory retirement policy, moPe often
operate in conjunction with one. Employees subject to
mandatory retirement and formal berformance evaluations were no
more likely than those subject only tq performance evaluations
to have to have evaluations made more stringent in thesin the
near future,

The other major argument against raisiqg'the age limit
mandatory ‘retirement was that age limits were needed to assure
Jobs and promotional opportunities for younger workers.
Employers or workers subject tasan age limit did believe that
manaatéry retiretient rules were fore iﬁpontant in this regard
than as a simple way to remove unproductive older workers.

J
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Although| approximatel

y 50 percent of workers! employers

§he cost of labor would increase if significant .
older workers postponea retirement to age 70, the

of workers subject to an age limit were four times

ly torbelieve costs would decrease as other

A surprising 21 percent of woRkers in manufacturing

Ject to an age 1limit, and 34 percent in the largesy
eémployers believing costs would decrease.
relatively young current retirement ages, little

ion that retirement ages will change, substantial

s of incentives to early retirement, and policy changes
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y the organization,

mendations were being,

The ‘short-term impact of ADEA
to be quite limited.

-

“

,éummary of Major Findings

In terms of the numbeé of older workers affected, the greatest
impact of the ADEA Amendments was' on enployers' mandatory
retirement rules. Forty-four percent of the qmployees were
subject to new mandatory retirement policies as a result of the
Asendments, and ,an additionala9 percent had policies changed
for other reasons. The great majority (87 percent) of the
changes attributed to ADEA involved retaining mandatory
retirement with an older age 1imit. Only 6 percent of all
older workers had their age limit removed as a result of ADEA.
Nearly all employers responded tq the legal mandatory
retirement age permitted by the Amendments.. Most of the
enployees experiencing no recent change in employer policy had
been, subject to no age limit since 1976, and nearly all of the
re er had been subject to age limits of 70 or older pror
to: the endments. Although the impact on employer's mandatory
r¥Ciremdnt policies was found to be quite large, the -
corresponding impact on other retirementZrelated benefits ‘and
policies was found to be ,of a much smaller order of magnitude. \

-

<
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It is sfzniricant that at least half the potential

the Amendments od emplqur policies had already bee

the time the survey data~ were collected (early 1980).
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Empleoyers, especially those rétaining an age limit, were

offering their workérs substantial incentives to encourage
retirement before the normal retirement agey including’?ull
accrued early retirement benelits, continuation of health, life g
and disability insurance after retiréhent, and retirement 4
counseling.

- »

‘Employers were asked whether the average retirement age ¢ias

expected to change in the next few years. Sixty-four percegt
expected no change in the average retirement age for the .
employeesfocupatio Whewchange was expected, twice as many
employers expeq&;ﬁn:;rkers to delay rebirement as retire

earlier, but only 7 percent expected the average retirement age
o exceed 65, ’

i

v
Givgn the policy changes already accomplished, the subgtantial -
inducemehts to early retirement, the relatively young
retirement ages, and the geq;r;l anticipation that employeées
would not change their recent retirement behavior, one would
expect few aadit{ohal changes in pension.or health and welfare
benefits. The findings confirm this expectation and nearly all
of the recommendations involved either increasing benefit

amounts, adding types of coverage .or shifting costs more to the
emplayer, M . .

When pension plan sponsor's recommendations werg ¢
the reason why policy changes were. being actively con
planned, ADEA was found to be ﬁ,éponsible, even in partY for
ery few of the é.ikely benefit adjustments in the near sture.
onsequently,; tht impact of ADEA on employee's retirement .
enefits in the/near future is expected to be quite limited.

When employers apd pension plan sporsors were asked what pplicy
chag&; they might recommena that their organizatidas®consider
shouly a large number of older wokrers postpone redirement to
age 10, the response was again overvhelmingly in the direction
of providing moré generous benefits. While it was feured that
employers would discontinue pension aceruals for workers over.
age 65 in résponse to the Amendments, the results did not
confirm this expectation.

Despite the indpcements offe¢red to ehcourage early retirement,
the relatively young retirement ages and the anticipation that
very few employees would postpone retirement bheyond age 65, the -
employers retaiping their age 1imit® believed that mandatory
retirement rules were important. However, these employels

promotional opportunities than as a simple way to remov
unproductive older workers.
i

Ddelieved age limits were more important as a way to assufe g
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Conclusion
_!—r——

The major short-term impact of the 1975 ADEA Amendments was to \
force employers to raise their mandatory retirepment age
limits. There has been relatively little change in other
" retirement related policies, and there will probably bg little -
in the near future due to ADEA., Most changes were being made
in response to other factors. Kather than attenpting to
mitigate the potential effect of the Amendments, most employgrs
appeared to-be waiting to see whether, and how, employees'
retirement behavior will change before they alter policies. .
4
If retirement ages ipcrease pregipitously, eﬁployers might be
faced with the choice of making major structural changes in
their system of personnal management, or spending large sums of
money to pay retiring workers supplemental benefits yntil they
are old enoggh to qualify.for Social Security benefits.
2 . .

If retirement.ages increase more slowly, the outcome is more
likely to be determined by other, factors'such as the rate of
‘growth in the economy, and the unemployment rate. The total - .
long-term impact of the Amendments on employee behgvior and
employer policies will likely be determined, largely by changes
in otlier Federal retirement policies ana future economic
performance. ' .
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: PART 11, '
. :
EFFECTS OF MANDATORY RETIREMENT ON YOUNGER WORKERS
Sunmnmary '

An analysis of census survey data was unaertaken'to assess the
maximum immediate impact on younger workers resulting from any
direct competition for jobs held by age-68 workers yho night
ele~t to remain in the labor force past 65 due to the increase
‘in* the mandatory retirement age. The possible job competition
Was assessed for youth, women and black workers who hold
full-time, full-year jobs at wage levels comparable to the
older workers, The logic behind the analysis was that any
short-ternm effect on these groups will result from a
substantial number of older workers who hold jobs comparable to
these other workers continuing to work longer than they would
have in the absence of the change in mandatory .retirement age.

¥

&he immediateﬂerrect of the 1976 Amendments on younger, female,
and minorify Workerss based on estiunates of the direct effect

‘on older workers was found to be small. Th estimated

additional number of comparable age~65 workers are potential
competititon for 1éss.than one quarter of one-percent of all
full-time workers ages 16-24; less than one half' of ane percent

"of all full-time plack workers ages 16-59; and one tenth nf one

percent of all full-time "women workers ages 16-2ﬁ.

In all three comparisons {younger workers, black workers, and
women workers) with older workers, the wage-comparable younger
workers were concentrated in manufacturing, professional
services, and wholesale and retail trade, while the
wage~comparable older workers expectea to work past age 65 ywere
concentrated in manufacturing, professional services, and
public administration, When these wage-comparable workers were
compared, ‘the potential for significant Jjob slot competition

Hithin specific industries did not materialize. rThe geperal

pattern was that apparent high levels of potential competition
within certain industries tenaed to result, on closer scrutiny,

from potential competition between workers in only a few
particular occupations., The greatest potential for Job slot
competition was not In dccupations with the greatest number of
wage-comparable younger workers but in the occupations with the

“highest ratio of wage-comparable older to younger workers, such

.

Aruitoxt provided by Eic:

ags: craft wyorkers for all younger workers; managers, craft
workers and laborers for younger black workers; and
transportation operatives, laborers and craft workers for
younger female workers, however, the magnitude of the
competition is still very small, representing no more than four
percent or the pool of comparable younger workers in any
occupation, ‘
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The focus of this analysis was full-time workers; however, sone

insight can be given to the impact of the change in mandatory

retirement age on part-time workers. Although the data show

relatively large numbers of younger and older workers ing

., part-time employment, no additional competition is antieipated
to result from the change 1n mandatory retirement rules.,
Indeed, to the extent that workers who stay in full- t ime” work
past age 65 would have taken part-time jobs at that age, .
competition for part-time work would be lessened by the new
mandatory retirement age. A

.

As a result of this analysis, it would seem that such labor
market concerns as youth unemploywent and affirmative action
are not likely to be worsened by the change in mandatory
retirement age, Few older workers are projected to continue to
work past age 65, and those that are likely to continue to work
represent potential competition for a very small number of
younger, female and black workers.

»
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LONG “TERM EFFECTS OF MANDATORY R

Summary

18
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'\ PART 111

ETIREMENT
POLICY QPTIONS -

Methodology. This section describes
labor supply effects of alternative ™
policies. Estimates of changes in th
participation of older workers were

for three policy options: " (1) the o

3

retirement);

(2) the current law (a

ge-

research on the lomg-run
andatory retirement

e labor force

projected to the year 2000
1d law (age-65 mandatory
70 mandatory

retirement); and (3) a
mandatory retirement.
est imates was tested to
bepefits: 1) across-th
benefits; and (z) larger
pensions when retirement

poliey that proh

ibits employers® wuse of

In addition, the sensitivity of wmese
two possible changes in retirement
e>board reductions in Soecial Secarity
benefits under employer-provi ded .
is delayed past the normal retiimement

-age.

Estimited effects of changes in labor
are based on a retirement.decision mo
the Department of Labor in estimating
I retirement age on e :
for a sample of 60,000 persons from t
Survey and matched Social “Security ra
projections to the year 2000 involved
techniques which take intd account ex
demographic and economic characterist
age and compute entitlements to .Socia
pension benefits. The retirement dec
into account individuals' -Social Secu
+and mandatory retirement constraints
health status and other variables--wa
labor force participation of persons
three points in time (198%, 1990, and

+

Effects o} Increase in Mandatory Retirement Age to 70.
estimates indicate that labor for

force’ participaticm rates
del developed for, mse by
the effects of mamdatory
odel-was-applied-to data N
he 1973 Current Popmlation-
rnings Records. Tke
‘use of dynamic simmlation -
pected changes in
ics of individuals as they
), Security and employer
ision model--whieh takes
rity and pension.wealth
as well as age, wage rate;
S applied to estimate the
between ages 60 ane 70 for
2000). !

The

ce participation of older men*

should rise as a result of. the 1976 A
mandatory-retirement age from 65 to 7
the partisipation rate were forecast

" #*Yhe effects in thisesummaby apply to
problems with the data used in the re
for women preclude a

the estimated effects on women.
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. The most significant impacts on older workers remaining in the .
labor force were found for those age 65 and over. 1In all three
years (1985, 1990, 2000), men age 65-67 were estimated to
experience a participation rate increase from about 33 percent
to about 40 percent, a rise of more than one fifth, For men

. age 68-70, a significant increase was also found, although the
pattern was not as uniform, In 1985 the participation rate is
estimated to rise from 17.6 to 22.0 percent, an increase of one
fourth. , In 2000, however, the rise is only by about five .
percent, from 18.9 to 19.8 percent. This difference over time
results from the interaction of mandatory retirement policiés
with trends in Social Securiﬁy and pension wealth for this age
group, with the retirement benefit effects becoming stronger
than mandatory retirement for 68-70-year-olds.

.

-

The change from age-65 to age-70 mandatory retiremeﬂ!?will
result in approximately 217,200 more older men being in the ,
labor force in 2000. The bulk of this increase is in the 65 to
67 age range.

Effects of Eliminating Mandatory Retirement. As in the policy
changes described above, moving from the current age-70
mandatory retirement policy to a situation in which mandatory
retirement is prohibited affects, but only modestly, older men
> who are not yet at the mandatory age. However, for the age
bracket that includes age 70 (the 68-70-year-old men), the
participation rate rises sharply, from 22.0 to 27.8 percent in
*1985, a 26-percent increase 23~ h

———zooo,—ame .

Compared to the age-T70 policy, elimination of mandatory )
retirement would result in 195,100 additional older men being
in the labor force in 2000. Almost half (90,300) are in the
68-70 age group. If aqded to the 217,200 estimated ris;éfn the

s

retirement age would induce 412,300 men to remain in the labor

force in 2000. This number constitutes about 10 percent of all-
male workers age 60-70 estimated for that year. ‘

Sensitivity of Labor Supply Effects to Chan es in Retirement

nefits, neé Social Security and employer pension
ntitlements are among "the most important factors in the
retirement decfsion, the labor supply estimidtes associated with»
different mandactory retdrement policies were reestimated under
three assumed changes in retirement benefits: (1) a 10-percent °
across—-the-pboard reduction in Social Security benefits; (2) a
20-percent Social Security reduction; and (3) an increase th:
pension benefit accruals for, delayed retirement that is closer

~ S s

ey

Ne

.

ERIC | |

L4
@
..

*




.

[E

. .

P .

e

to an actuarfally fair accrual rate than assumed in the
simulation model. Thesé sensitivity tests reflect current
policy concerns regarding the need to contain Social Security
costs and the desire to encourage delayed retirement. ¢

The'estiqaﬁéd effects of the Social Security reductions on the
labor force participation rates of older men were small in size
and inconsistent in direction. The principal conclusion of
this analysis is that marginal changes 4n Social Security
entitlements have quite different implications for workers at

.different ageés in terms of the financial desirability_to them
of continuing to work and accrue additional Social Security
coverage and earnings credits., The estimates done in this
study point to the need for more analysis of the likely impacts
of future Social Security benefit changes on labor, force

participation and on the fiscal status of the Social Security
Trust Funds.

-

The adjustment to employer pension benefits for delayed ({
retirement that was analyzed assumed that all plans provided a
10-percent increase in accrued benefits for eath year workea
ter the normal retirement age (or 5 percent for plans with
siormal retirment ages younger than 65). This adjustment is
more generous than that assumed to exist currently in the
majority of plans. ' N —~

The more generous pension adjustment would serve tq increase
roe’p -under the age-70 mandatory
retiremént policy and under a prohibition of mandatory
retirement. It Was estimated that, if pension plans were
evised to, encourage later retirement, the number of men' age
#60,~70 in the labor force .in the year 2000 would inecrease by
4:100 in the age-70 mandatory retirement case, and by 67,700
ith no mandatory retiremezxg —_
Conclusions. Several 1%po tant conclusions may be drawn from
these projections of the labor supply effects of alternative
mandatory retirement policies.. First, the rate of increase of
the downward trend in the labor force particpation of older men
" that has prevailed for ‘two dedades should be reversed, at least
temporarily, by the 1978 ADEA Amendments unless other more
power ful economic forces offset the effeqﬁs attributable to the
new age-T70 mandatory retirement policy. owever, the long-term
decline in older men's labor force participationgshould resume
in the mid- to labe-1980's absent other signifidant pollcy
change or economic trends that depart sharply from previous
long-run experience., Elimination of mandatory refirement would

Q | ‘ 32 ‘.
RIC Lo T

P A v 7ext Provided by ERiC

r
-




constitute .such a policy change, and in this case the
projections found that older men's labor force participation
would rise not only immediately after enactment of such a
policy but would also continue to rise slightly over the Johger
run. .

\

‘A second conclusion is that the order of magnitude of the
increase’in the workforce that should.result from the age-T70
policy (a 5-percent increase) found in other studies was
. confirmed here and found to apply even when viewed over a long
a period of tine.

Third, the total elimination of mandatory retirement would have
a similar impact (a 5-percent increase) on the male workforce
when compared to the labor: force participation expected under
. the age-T0 policy. Taken together, the 1978 Anmendments and
. further Congressional action to eliminate mandatory retirement
would add 412,300 men age 60-70 to the labor force. Thus,
elimination of mandatory retirement, while helpful to
employment aspirations in thousands of individyal cases, would
be expected to have a marginal impact on the overall labor
force that is no greater than the impact of setting the agk at
70 vs. 65,
Finally, vargeted pension adjustments such as an increase in
‘the rate of benefit acecruals for delayed retirement can be '
expected to increase older workers' labor force participation,
but other refarms, such as an across-the-board cut in Social
Security benefits, should not a priori be assumed to stimulate
a delay in retirement simply by virtue of constituting a
* ' reduction in available retirement -income.
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PART 1V N \

IMPACT OF THE EXEMPT -EXECUTIVE PROVISION
IN THE 1978 ADEA AMENDMENTS

Summpar .
Two years after the 1978 ADEA Amendments became €ffective, a
survey of the pgﬁonnel officers<of nearly 3,000 firms and an
~ in-depth case s Y of 50 of the firms revealed a great deal of
indecision and confusion surrounding firms' use of the
authority left them by Congress to exempt executives from the
* % increased mandatory retirement age. Although 20 percent of all
personnel officers indicated that their firms/either were using
, the exemption or were planning to apply it widhin a year,,
nearly 30 percent said their firms' executifes¥must retire
before reaching age 70. about a firth of the larger sample and
a third of the case study firms had not made final decisions
about whether to apply the exemption,

~ \)
Larger firms and those engaged \{n manufacturing were more
likely to use the exemption' than’other firms. Seventy-five

- percent of the executives eligible for exemption work for firms
already using it, ana personnel officers expected only a
3-percent increase in the numbers of eligibles over the next 5
years., “

The main reason given by néarly half of the case study *
respondents for using the exemption was the neea to assure
prozmotional opportunities for younger workers; cost savings
were also frequently cited., - '

'

Although the majority of firms (60 percent of the case study

o sample and 80 percent of the larger sample) weré not using the
exemption at the time of the survey, case study responses .
indicate that executive retirement age was not an issue for
these firms. The firms either had no older executives, their
executives were retiring by age 65, or there was no policy
encouraging retirement at a specific. age. - -

“~
Approximately half the non-exemption case-study firms expected
their policy to continue, and the remainder had made no final.
decision. Future adoption of the exemption by these firms will
depend on the retirement behavior of the-exdcutives
themselves. The recent performance of the n¥tional economy and
the high inflation rate were expectéd to have more effect on
executive retirement decisions than increases| in the mandatory
retirement age.

'
“
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In general, the effect of the exem
partial retention of the old retir
firms that have the organizational
complex policy (the larger firms)

“growth in executive positions (the

ption has been to pernmit a
ement age pollcy for those
capability to administer a
nd that have the least
manufacturing firms) and

al

tHus the greatest pressure
and the manufacturing sqgt
likely to apply manda tory
their o}deq employees as a

'for turnover in jobs.

Large firms

or have traditionally been mdre

>

retirement and pénsion incentives to

>

part of personnel policy.
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EFFECTS OF THE TENURED FACULTY EXEMPTION }{
y IN THE 1978 ADEA AMENDMENTS - -

- v
- . \ s

Sunmary s

This section of the report examines. the impact on higher
education of the exemption for tenured college faculty members .
from the mandatory retirement age provisions of the-1978
Amendments to the Age Discrimination in Employment wct..

The major questions given attention are: (1) what are the
origins and impact’ of longstanding mandatory retirement age
. policies in higher education? (2). what are the attitudes of
faculty members and administrators te retirement and to
> alternative pQdlicies with respect to.the age of mandatory
retirement (including the current exemption and its
exptration)? (3) What are the likely direct effeots of * .
different policies on mandatory retirement age (including the
exemption and the expiration)? and (4) What are the likely
adaptations by the ,higher education’ sector to the direct
effects of these policy changes? |, - .

e 2

In attempting to answer these qﬁestions, several approachés are
followed, including examining existing knowledge and data,
peciall;

analyzing the re ned surveys —

developed for this study, several models of inst;tutional and
faculty behavior, and simulations of effects oyer the next

several decades of continuing the exemption versus allowing it
:to expire in-1982, S o

L3

‘" 1. Problems and Prospects Facing Higher Education

—

The impact o & mandatory retireqéht age change yill depend
in part on the adjussments nade by institutions and their
faculty members to other problems; facing higher education
during the-next decade. Thus, it is important that these
other issues are understdod and considered When the likely
effects of a change in the mandatory retirement age are -
examnined.
- - ) . .
' . . &
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Enrollment Changes in the 1980s. The projections for 2
EEEﬁT§8UE_ETV?Tg_EfiEE_ETEEﬁFET with some experts

predicting declines in enrollments while others

.foresee/ increases. Much of the variition hinges on

the growth of what are called non-traditional

students, since the potential for enrollment growth

from the traditional-college age population is 1§hited

. because of/declines in birth rates during -the late _
_,_19505_and/£he 1970s. The rising demand for higher

e
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- education by persons beyond the age of typical college
students and for continuing education and training
gould, if strong enough, offset the drop in demand
from the college sdge population. The net result is
not et clear, however, and this accounts for the
great uncertainty about the impact of enrollment

changes on the demand for faculty members in the 1980s.

* The imﬁgrQ.of prospective enrollment declines should
be clear. 1In an,era of growth it will be easier to
accomodate the expiration of the mandatory retirement
age exemption because instftutions might not need to
signifitantly reduce their pate of hiring of new young -
faculty members. 1If no enrollment growth is likely, .
this will forct more substantial reductions in new -
hires unfil a new stable pattern of retirements
emerges in response to the end of the exemption.
enrollments actually decline significantly,
already-employed faculty may be required to accomodate-—-——-
these declines. Whatever happens, certain types of
institutions, namely the four-year liberallarts
collegs, will continue to be heavily dependent on the
tradidtional college student population for their
enrollments. Hence, they are most likely to be - -
adversely affected by enrollment declines. o

T
layoffs of

> - LS
Aging of Faculty Members. The aging of faculty
members Is almost inevitable, given the extensive
hiring of new faculty members to staff the enormous
expansion of higher education in the 1960s, the slower
-growth of the early 1970s, and thg minimal growth .
projected fgr the. 1980s. - e

Financial Constraints. The tig % financial
situation for higher education--botH for private
institutions dependent on private donations and
endownents and for the larger public sector
insvitutions di%ectly affected by tax changes and
spending cuts--will reduce its ability to adapt to
changes of any kind, including changes in the age of
mandatory retirement. .

-
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d. S The Impact of Inflation. The inflation rate is almost
certain to affect TacQIty decisions about retirement .
because the real salaries of faculty members have
declined by 15-20 percent ovér the past decade and

this reduction is reflected in reduced Pension
benefits. s

e. Health and Expected Retired Life of Faculty Members.
Faculty are a longer;lived and healthier group than is '
the general population. The death rates and -
expectatfon of lite of older faculty members are
considerably lower ana higher, repspectively, than for

the general population. Thus, faculty members are (2
much more able to dontinue working Y®yond age-65'than ¢
is the case for other workers.

f. Trends Toward Earlier Retirement b Faculty Members.
Despite forces that would seem to cause facultly
members to delay retirement, there is evidence that
faculty members are retiring at progressively earlier
ages. This may be due to inoreased pension benefits ’
as well as the trend toward earlier retirement in the
rest of the population.

.
-

'y
Background.Information .

a. Evolution of Mandatory Rearement and Pension Practices
S—

‘

. another outcome, namely academic freedom.

ERIC
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The onTuf!nn_oﬁgmandatory—retirement in higher education
is closely connected to the history of pension plans. The
discussion focuses on the evolution of statet public
retirement and TIAA-CREF plans that cover over 90 percent
of -all faculty in the national faculty survey.

The development of pensions and associated mandatory
retirement age policies in higher education reflects the
public-private division” of this sector. Public
institutions covered by State pension plans have
historically had a later mandatory retirement age than have
private institutions. .

~

b. The Meanink and Evolution of Academic Tenure

The development of academic tenure was based on the desire
of academic institutjfllos to protect the académic freedom of
fagulty members, i. heir ability 4n their teaching to
deal with controvers issues without fear of losing their
Jobs. Thus, the costs imposed on higher education by
_ténure rules have been accepted as necessary to achieve '

[a)




-

C. %%anges in State Legislation Since the Passage of the
EA .

retiremient age are detailed. Most changes have raised the
State minimum mandatory retirement age to conform with the
Federal.law, with many States including a faculty

exemption. Unless States move to amend their laws further,

. the expiration of the ADEA faculty exemption will have an “
immediate impact on the legality of mandatery retirement
provisions within the great majority-of States. In all but
a few States, Federal law must be considered the binding
constraint on ansinstitution®s ability to adjust their '

, mendatory retirement age policies.‘

d. Attitudes of Administrators and Faculty Members

. Prior information on the attitudes of administrators and
faculty gpembers toward the exemption is rather limited. A
1979 study by the American Council on Educatjon indicated .
strong oppostion to uncapping the age or mandatory
retirement as well as considerable concern #bout shifting
’to age 70‘after expiration of the exemption for tenured
faculty members. Half the institutions said they plannea .
to make use,of the exemption; most of the remainder could
not do so because they already operated with a mandatory
retirement age of 70. Two-thirds of the institutions
B Tnd{cated they would favor making the exemption a permanent '
R © “one, with the strongest support for this position coming_
from the private institutions. Tenured faculty members
aged 50 and above, as shown by our current survey, were-
_strong in their opposition to continuation of the exemption
with 70 percent favoring the lapse of the exemption. A
somewhat smaller majority of 60 percent favored complete
» uncapping of the age of mandatory retirement.

Changes sinae 1978 in State legislation covering mandatory
|
|

4. Results From Survey of Educational Institutions -

|

|

l :

i a. Mandatory RetiremWnt Provisions Prior to ADEA

| ">  Bmendments. Prior to the 1975 ADEA Amenaoments, 79 —
j percent of responding institutions had some age of
|

|

|

mandatory retirement. Almost 70 percent of these o
e institutions set this age at 65; and 19 percent had a

mandatory retirement age of 70 or over. Anqther 6-

percent had an age of 66-69 and 5 percent did not

specify their mandatory retirement age. The

pablic-private division is clear with only 41 percent

of public universities setting an age of 65 compared

to 70 percent of private universitdes. At that time, .

‘ about half of all full-time faculty members were -
employed in institutions with a mandatory retirement
age of 65.
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b. Chaises Prompted b¥ ADEA Amendments. Alpost ™30
N percent of responding Institutions have m¥ie some

N change in their mandatory retirement age since anuary
1, 1976. These changes took place primarily ameng .

™~ public institutions. Only 27 percent of all pfivate
institutions with a mandatory retirement age Yalow T0
made changes as contrastea to 55 percent of similar
institutions. .

c. Mapdatory Retirement Provisions in 1980. As a mesult
of these changes only 3b percent of public
institutions had a mandatory retirement age of $5 it
the tiuve of the Survey compared to 61 percent prior to

’ 1978. The percentages for ‘the private sector mre 57
and 78 percent, respectively. At the time of the
surveygone~thira of  all full-time faculty members were
employéd in institutions with a mandatory retirement
age of §5. Half were covered by age 70 manaatery

i retirement age whiie 1% percent were not subject to

mandatory retiremsat. The percent subject to a
< mandatory retirement age below age had fallem from
. 69 to 35 percent since the passage of ‘the ADEA
Amendments. While the percentage of faculbty-fiot
subject to a mandatory retirement age has doubled,
— oniy a small fraction (13 percent) remain in 3
institutions without mandatory retirement provisions,
<fThus, although the expiration of the exemption am3» be
N Simportant for particular types of institutions, it wil
. affect only about a third of all full-time facolty
members. However, raising the age of mandatory
retirement above 70 or its elimination altogetker will
) » force an alteration in policies covering most .of
higher education-87 percent of faculty members and 76
percent of institutions,

. <
d. ComEulsory versus Mandatorz‘ﬂétirement. Most .
ns utions allow extensions of emp oyment bdeyond the

stated mandatory retirement age at the discretion of
the administration. Wnile not granted all faculty
members, such extensions provide flexibility to
faculty membters and their institutions. Only &
percent of all institutions rgport that ret¥rement is

compulsory at age 65. Of the 34 percent of
Institutions with a Eandatory~get1rement age or 65,
t

. lesg than 10 percent“also have compulsbry retirement
. ’ at that age. { .
3
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e. Age Distribution of Faculty. Most striking is the
. Proad similarlty In the age distribution of faculty
age 45 and over across different types of
institutions. While no’ particular type of insitituion
. , is uniformly confronted by a particularly old or young
. ** faculty, a few Anstitutions within each groyp will be -
faced with the possibility of adjusting to the changed
retirement plans of a large proportion of their
faculty members-~those now approaching normal
retirement age. Thus, targeting policy on a
particular type of educational institution defined by
size, control or type, will not alleviate the
difficulties faced by those institutions with an older
age structure.

f. 'The. Effect of a Mandatory Retirement A ons the ¢

+ Probablility of Retiring. Welexamine for each
institution the probablility gf a cohort of ficulty

aged 60 retiring prior to re éhéng their 66th birthday.

Retirément probabilitied do not differ using the 1980
mandatory retirement age in the public sector, but
they do differ in the private group. However, if the
pre-1978 mandatory retirement age is oonsidered,
probabilities of retirement are 10 percentage points
higher with a 65 mandatory retirement age than with an
older mandatory retirement age in both public and
private institutions. TRere is no correlation between
probability of retiring and a current mandatory
retirement age of 65. However, the combinatign of a
mandatory retirement age and employment extension
policies result in a higher probability of retirement.

SubStituting for the current mandatory retirement age
the imstitution's mandatory retirement age prior to
1978 resulted in a significant and positive effect on
‘*ﬁﬁg, S *  retirement probabilities (Persons facing an age 65
e mandatory retirement limit were more likely to leave
employment than thgze not facing this constraint). °We
. conclude that retirement plans were made by faculty
. : - members retiring in 1979 based on the mandatory
retirement age in effect at the time these plans were
. . finalized. A change in the mandatory retirement age
Just: prior to their expected retirement date fhiled to
change the plans of most faoulty members. Thus whilé
. the current often higher mandatory yetirement age has
——----—————-34tt1e effect, the presence of a mahdatory retirement

. age was a significant factor in the retirement 4
e - planning of recent retirees, suggesting that the
. >
f q
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. current mandatory retirement age will affect the retirement
plans of faculty members now making‘retirement preparations.
In conclusion, the findings suggest fhat mandatory retirement
policies limiting the ability of facu ty members to continue
working past some age Pnd directly influence retirement plans.

5. Prelimipary Results from the Survey of University Féhulty
Megbers .

a. Attitudes Toward the Exemption and to Mandatory
hetirement Age

The attitudes of faculty members, referred to earlier, are
of key importance in making any decision about continuing
the present exemption for tenured faculty members to the
minimum mandatory retirement age of 70. Accordingly, we

. attempted  to ascertain the extent to vhich faculty members
favor continuation of the age 65 exemption.- Overall, 70
percent of; all faculty respodndents indicated thdt they
"oppose" or "strongly oppose" continuation of the exemption.

We also asked faculty about their attitudes toward removing
altogether the minimum mandatory retirement age. Por the
entire sample, 60 percent of all respondents "favor" or <
"strongly favor" complete elimination of mandatory
retirement ages for faculty nembers.

In contrast, we rind that about one fifth of all faculty
members “"favor" or "strongly favor" continuvation of the age
sixty~-five exemption and almost a quarter of all’faculty

- ’members oppose elimination of the mandatory retiremeﬂf\age.

¥ b, Expected Age of Retirement

About 90 percent of ali respondents provided an expectea
age of retirement. Ten percent have no idea as to when
they will 'retire and 5 percent say they will‘never retire.
Only two percent etpect to retire before age 60, ‘24 percent
plan to leave by age 62, anG another 5 percent expect to

+ retire pefore dge 65. Then there is a big increase, with
26 percent expecting to retire at age 65, 5 percent in the

. next two years, and another 35 perceunt from age 68-70.

About three percent plan to retire after age T1.

[N
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c. Changes in the Expected Age of Retirement - °

Almost 30 percent of the respondents indicated that.they
had changed their expected age of retirement over the past

several years. Of this total 66 percent delayed thelr
retirement age, 29 percent accelerated their expected
retirement age, and 5 percent changed it only marginally.
Among those who now expect to retire at ages 66-67, for
example, mosf pushed back their expected age from 65. This
change may represent a response to the shift in the age of
mandatory retirement. Awong those now expecting to retire
at age 65, over half earlier planned to retire before age
65. Among those who now plan to retire at age 68-70,
two-thirds had earlier planned to retire at age 65.,

d. Response to Inflation . !

At the time of our survey the inflation rate was 12-15
percent annually, having risen progressively over the past
decade. We wanted to know whether higher rates of .
inflation would cause respondents to accelerate or delay
their expected age of retirement.

We,first asked whether contifiuation of the current
inflation rate of 12-15 percent woulé cause them to delay
retirement. One-third of the respondents indicated they
"strongly agree" that tney would delay retirement if these
rates continued. Another one-third indicated they agreed
with the statement. Only 15 percent voiced disagreement,
while the remaining 21 percent indicated uncertainty. This
distribution of responses suggests that there is
substantial-uncertainty about inflation and vhat it will do
to thgmuell-heing of faculty members.

. -t
We also asked whether a reduction ih the inflation rate to
the 7-10 percent range might cause people to retire
earlier. Only 17 percent of.%he respondents agreed or
strongly agreed with this.statement. Pifty percent
disagreed and 32 percent were uncertain. In short, a
reduction in the inflation rate much below current levels
seems unlikely to produce -much change in retirement ages.

In summary, inflation has already affeated the attitudes of
faculty members about their expected age of retirement. A °
majority, it appears, are likely to delay retirement so as

-to minimize the rate at which the real value of their

retirement benefits will decline.

e
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., CONTINUED EXISTENCE OF MANDATORY RETIREMENT
RULES, CONSEQUENCES,OF MANDATORY RETIREMENT RULES
[ FORCE ON BY OLDER WORKERS,
"ESTIMATES OF RESPONSE BY OLDER WORKERS TO
CHANGE IN THE MANDATORY RETIREMENT AGE

.~

* .

5 1. Development'of Mandatony Retirement Polioies

Employer mandatory ‘retirement rules and €mployer pensions have
historically been olosely related. Prior to the widespread ~
adoption of formal pension plans during the.1940's, both

« pensions and mandatory retirement rules were rare. As the
Social Security®progran develgped in the late 1930's, policies
to encourage retirement arose. This led to the development 'of
both compul'sory retirement rules and pension plans to help
facilitate retirement. One of the clearly understood purposes
of Social Security when it ‘was enacted in 1935 was to encourage
workers to leave the labor Torce by providing an econogic base
for rétirement., Thus, the Social Security system has’ 't
significantly affected retirement age by providing an economic
base for retirement and establishing retiremént as an
appropriate.and expected ocpurrence in old age.

The sharp increase in private pension plans in the 1940's

- occurred primarily.to encourage and speed up retirement by
exeoutives. JHowever, partially aided by unions' collective
bargaining agreements, this pension coverage gradually spread

+ to of employees. It became.general practice to structure
private pensions as suppleméntary to social security and the

<+ Social Security minimum age for receipt of retirement benefits

became the actuarial basis of the private plans.. The effect
of collective bargaining on the presence of mandatory .
retirement provisions in pehsion plans has followed no obvious
trend. A Department of Labor study in 1957-58 found that
one-half of the 100 cqllective bargaining agreements on pension
plans included oompulsory retiremeht provisions. ' However,

- other studies have found no significant effect of unionization
on the presence of mandatory retirement provisions in pension

—~

plans. - : ] <:j'

» -
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. pensions and of Social Security--ensuring a margin of income

"3, 1Inefdence of Mandatory Retirement Rules Prior to the 1978
ADEA Amendments '

8 o0

F

M -

2. Mandatory Retirement Rules and Non-Neutral Pension Plans

Mandatory retireme?L_rules are only one method of ensuring that
a worker leaves a job at a given age. The lifting of such

rules, while protecting the worker's right_to continud at the .
same job at older ages, will not efBure that ye/she will
actually do so because, in addition to forced retirement rules,

non-neudtral pension plans have been widely used to induce job
exit. ) )

— L

Pension plans can and dé exert economic ‘pressure on individuals
to leave & Jjob and leave the labor force. Of course, the very
existence of a pension which can be taken at a given age will
provide workers with the option of leaving their job and
accepting benefits at that age. Few would object to this
impact of pension plans on work., In fact, it is‘this aspect of

replacement for those who retire--which has long won support.

Thus, generous pension plans will eliminate to some degree the
"need" for mandatory retirement rules. But pension plans have

been designe@ to induce retirement with even greater certainty.

Most pensions decrease in lifetime value when postponed and
therefore put economic pressure on workers to quit their jobs

and accept a pension. Employers can affect the'age of

retirement by iilting pension bepefits to ensure that the .
optimal time for acceptance of benefits occurs at the age they |
desire employees to separate from the firu. >

It is 1likely that such non-neutral pension plans have at least

as much to do with inducing retirement as mandatory retirement !
rules. .

-

Prior to 1978, mandatory-retirement rules varled in their
incidence -across industries. Although on average, Ul percent
of workers aged 58 to 61 in 1969 were in Jobs with mandatory
retirement rules, most were codcentrated in comzunications,
petroleum .refineries, federal vernment, instruments, and
transportation, where four workdrs in. five were subject to
nmandatory: retirement rules. The lowest incidence of workers in
industries withr mandatory retirement rules were in service

X}
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industries, sales and apparel where one worker in five was
subject to such rules. Industries with the highest incidence
of mandatory retirement rules had the highest degree of private
pension coverage and coverage by Social Security, Mandatory

D mo O b

‘higher 'wage industries with white collar, workers. . In addition,
those industries in which physical demand requirements are .
important tended not to have mandatory retirement rules,

’ 7/
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. The Consequencbé of Man&étory Retirement on Older Worker
Labor- Force Participation , . l

This section pfesents an analysis of jhe labor parket effects .
on older workers of raising the mandatory retirement age
limit. Two typges of analysis are reported: (a) an examination
of the effects of raisingthe mandatory retirement age,
availability of pension bénefits and other variables on the
retirement decisons of workers who were subject to the former
mandatory retirement age of 65; and (b) a review of estimates
of overall labor supply effects ‘of raising the mandatory
retirement age based on the abové analysis and other major
estimates.

a. Major Conclusions of Labor Supply Research

- &

Our study has found that the prior existence of age~65
mandatory retirement rules had a significant impact on the
likelihood that workers reaching that age would withdraw from
the labor force. For example, men aged 62-64 who Were wage or
Salary workers in 1973 had their probabidity of continuing to
work at any Jjob over a two-year period diminished by about 28
percentage points due to facing an age-65 mandatory retirement
rule. Women age 58~61 were estimated to have a decline in
their probgbility of continued work of about 8 percentage
points associated with the prospects of the.future imposition
of mandatory retirement by their emplogers.

t
Had the 1978 ADEA Amendments bedbme effective during the period

- analyzed in' this study (1973-1975), the result of raising the
mandatory retirément age from 65 to 70 would have been that at
most 200,000 older workers would béve been working in 1975

N instead of retired. Such a result is, of course, of great
signifigange to individual workers approaching age 65 who want
to continue working and are unlikely to have much opportunity
at that age to move to other jobs. This increase is less i
important in that it represents a measurable increment to the ¢
total number of such workers; for example, this maximum figyre
(200,000) implies a 3-percent increase for men aged 64-66 in
1975. However, viewed in the context of the national economy,
this change in labor supply would be a miniscule increase in
the tqfal workforce (less than two-tenths of one percent).

———ThisSstudy—also—estimates—the—relative importance of Social
Security and pension benefit entitlements to the retirement i
decision, both in terms of the current year tradeoff (loss of a
year's wages vs. loss of retirement benefits) and the wealth

—-—  effect (the present asset value of a lifetime of future

[ —benefits). The current trade-off of benefits vs. wages was ;

found, to be especially important, reflecting the fact that

Social Security and the bulk of pension plans are designed to

encouriage retirement. -
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Since mandatory retirement provisions are closely tied to
private pensions, this résearch indicates that the incentives

~inherent in pension plans are more important determinants of
behavior (people do respond to these incentives) and therefore
that the eventual impact of changes in mandatory retirement
legislation depends critically on how pension characteristics
change. If employers cannot dismiss employees at age 65 on the

. basis of age b§t are permitted to 'structure fringe bnefits to
make it very eXpensive for workers to continue working beyond a
this point, changes in mandatory retirement rules will have
only a modest aggregate, impact. On the other hand, if
employers were to remove these f$inancial discentives to work,
the impact of the ADEA Amendments will be more pronounced.

b. Other Estimates\Bﬁ\the Responses of Older HWorkers to the
CThange mMandatomirement Age

)

(1). Economic Studies

The Department of iabor Estimate. Some of the earliest and
most frequently cited estimates of the number of older

¢ workers projected to remain on their jobs in response to
the change in mandatory retirement age were made by the
U. S, Department of Labor. ' The Department estimated that
between 150,000 to 200,000 workers aged 65 to 69 were not -
in the 1976 labor force because of enforced mandatory
retirement, The smaller estimate was based on'Current
Population Survey (CPS) data relating to persons who want
jobs but are not in the labor force. The larger estimate

4 was based on responses of mandd%ory retirees surveyed as
part of the Social Security.Admininstiation's Survey of
P Newly Entitled Beneficiaries (SNEB). Both estimates

attempted to identify three groups of workers dissatisfied
with mandatory retirement provisions: (1) workers out of
the labor rorce who say they would work in the absence of
mandatory retirement; (2) workers unemployed because of
mandatory retirement provisions; and (3) workers working
part time rather than full time because of mandatory .
retirement ‘provisions. Once these workers were i tified,
estimates were made of the number that would continue to

work if'the mandatory retirement age were changed from 65
to T0.

-

-
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Halpern's Estimate. Halpern (1978) Suggests that the « . <
short- ga Ng run effects of raising the mandatory . 3
retirement a may be quite different. Her estimate of the

59 in 1966) would be forced to retire darlier than they
desired ynder 3 mandatory retirement agq of 65. Data from
) the 1969 SNEB indiqggg_ghgy_sﬁpercent of‘the sample were
mandatorily retired and would have continued to work in the
absence of a mandatory retfrement age. Data from the 1968
SNEB, originally analyzed by Schulz 61976), indicate that 5
Percent of the sample was retired hnwillingly, was able to
work and unable to find a new job. Taking these estimates
together, Halpern Projects out six Years beyond the change

eéveryone who wants to work past the olg mandatory
retirement age of 65 will continue to work until forced to
retire at ‘age 70, it is overstated. Taking the
overes&i;iZ{on Pprodblem into account, Halpernvsussests a:*
more, re tic estimate woulc pe around 200,000 additional
workers, which is consistent with the Department of Labor
estimate.

Clark, Barker ard Cantrell's Estimate. Clark, Barker and
Cafitrell (1979) use three estimation Procedures to predict

- —f’EﬁE increase in labor force participation due to the change »
in mandatory retirement age. Results of all three

procedures are approximate}y the same. the removal of

.
Werthe imer and Zedlewski's Estimate. 1In a study for the
IamInIstratIon on Aging and further «refined under this .
—— study, WertheTimer and Zedlewski analyzed the impact of .
mandatory retirement dn the labor market behavior of men
and single women in the 1969-1975 waves of the Secial
Securigy’ndministration Retirement History Syrvey.

-
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. 65-year-olds, the aVerage reduction estimated for the three
observation periods was 20 pernentage points. For
66-69-year-olds, the average reduction found was smaller
(13 percentage points for the 66-67-year-olds and 11
percentage points for the 68-69-year-0lds). This study

also found that mandatory retirement ‘at age 65 had a

negative effect on the labor. supply of- 62-6l-year olds.-

This anticipatory effect reduced their participation rate

by “about 9 percentafe points. -

P

£

These results were used to make'a” projection of the impact

. or raising the mandatory retirement age to 70. It was
estimated that in 1985 there will be approximately 250,000
more workers aged 62-69 as a result of the change in the

.. law., This represents an 8-percent increase in the nunmber
of workers aged 65-69 and about a 3-percent increase {n the
nudber of workers aged 62-64. The authors also point out
that while these increases are sfgnificant for the older

population, they result in very small changes in the labor
force as a whole. ' *

Thus, the ‘results of this study are generally in-agreement
with those presented earlier. (Note: An adaitional
long-run analysis of labor force participation between 1980.
and 2000- has recently been completed by Hendricks-Urdan
Institute. This analysis indicates similar results to

v other estimates.

. The various studies combined present evidence that
mandatory retirement age policies have significant ‘effects
on_the labor force partieipafgon of the o%aer population.
Although othese estimates of additional older sworkers
represent a substantial increase in the number of older
workers in the labor force, they represent a very small
portion of the entire labor force. In addition, these .
estimates are made using labor force partiéipation rates
derived from the behavior of older workers in the late

—%®— —— —-1960's and early 1970's. -These. workers were wWaRiig *
decisions in response to environmental constraipts) both
physical and social, which will be dirrerenp_ggnﬁs cceeding
cohorts of older workers. Thus, for example, continued
high rates of inflatiof eroding the financial seour ty of
individuals may influence large numbers of older wo kers to
continue working. On the other hand, if firms change
incentives to favor early retirement even more than .
presently,.the projected increase in the number of older
workers in the labor force may never materialize or may be
swaller than estimated. Due to these uncertainties the -

ey

-~ 7 long=run impact of the law Is difficult to predict.

- /

v N

Q .
EMC‘szo—ex-u o

Aruitoxt provided by Eic:

~ r




g

i
+

o

»

(2) 1 dust}y Studies :

A number of regcent studies have a

essed the attitudes of

the business communit,

Y and workers toward the change in

mandatory retirement age.
they provide insights into

T

se studies are useful in that

e agtitudes and behavior of

__athose directly affected by/the change in mandatory

'/
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etirenent age: employer d
results of thes studies are é\

employees.,

The pertinent

mmarized below.

-
arris Survey. In 1978 Johnson and Higgins, Inec.
cormissioned Louis Harris and_Assoclates to éonduct a study
of American attitudes toward nsions and retirement. The
sample included 1,330 full-tijg cmployees and 369 retired
people as well as 212 company spondents. The respondents
for the comparies were selecteli by the chief executive
officer of each company. 3

The outlook of current older workers is affected by pension'_

coverage, with those covered having the most positive
outlook toward retirement. However, over 50 percent of the
workers expressed a desire to continue to work instead of

retiring:

part-time; and 8 percent wanted to retire from their
primary job and change jobs to work with a different

employer,

19 percent wanted to gork full-time; 24 percent, _

.

.

"Of those workers, already retired) the ma jor Goncerd was

inflation. Fifty-three percent of™re
about half of this group preferred ful
earlier 1974 Harris survey found that

frees wanted to workje

l~time work.

45 percnt of elderly

/.

An

retirees "had not looked rorwardfto‘stopping work,"

Regarding mandatory retirement,, respondents were asked
?hethqy-they agreed with the statement: "Nobody should be
orced to retire because of age, if he wants to continue
working and is still able to do a good Job." Eighty-eight

Percent of the current employees agreed with this state-~
ment, as did 67 percent of business leaders. In a
similar 1974 survéy, B6 perd&nt-of the general public age

. 18 and over felt this way. . .

. -

¢ % < Spencer Study. % In 1979, Charles'D. Spencer and Associates,
< Inc., survg§i§;§00 employers to estimate the impact of the

‘o

change in mandatory retirement age( The nupber of employes
aged 6% or older woriing in the,100 sampled cogpanies in
December,-2978 w#s-0.18 percent of total employment in these
compahies. AS of June
. manditgrysretingment age B@%awﬁ law, the number of workers
b5—and glder coptinued—to =-.»?;-...:e

1978, sixzmonths after the change in '~

empis;méiﬁ.', R S T s : )
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¥hen asked to estimate the near-tern lmpacb of the
amendments, 39 company respondents agreed that a few more
employees will work longer and retire between ages, .65 and
. Tu; however, the majority of employers expected nshnﬁh&~*
. slgnlf!canb change in retirement patterns. Twenty-two
percent of the respondents qQualified their response by
saying that c¢ontinued inflation could change anblclpabed
rn*irpmenx;tnands.,
Hewitt Study. In November 1979, Hewitt Associates surveyed
900 members of The Compensation Exchange, a nationwide
organization representing a cross-section of business and
industry. Responses were received from 582 companies. The
section of the survey dealing with benefit issues and the
Age Discrtmination in Employment Act are discussed here.

0f the 582 responding companies, U429 reported on the number

of workers who continued to work past age 65, It was

reported that, on average, U5 percent of the workers

reaching age 65 continued tq work. Since employers were

noy asked how this comparea with the pre-1979 work

behavior, a measure of the change associated with the 1978 *
ADEA Amendments cannot be computed. Employers also®were

not asked how long past age 65 those who continued-to work
did so. .

.
The survey asked companies wlbh defined benefit pension
plans whether they provided for some benefit increases for
employees working past age 65. A majority, 52 percent of
the companies, were providing no benefit increases. In
addition, Y47 percent of the companies reduced group life
insurance benefits at age 65. In terms of health beneflis,
no clear pattern pad emerged.

Al
Coggerman Study. Copperman, Montgomery and Keast (1979)
con ed a study of the private business community in
order, to determine the preliminary impact ,of the ADEA
/ amendients. o > e
Vo .
“HBEE"YI?EK“tﬁKt“ﬁﬁd_ﬁ”mﬁnuztcry retirement age prior to the
legislation plan- to maintain a mandatory retirement age
1limit at 70. Size of firm is a key variable in a number of
findings. Larger firms were more likely to report that
they would change their personnel policies and more *
rigorously apply performance approaches than small firms.
In general, larger employers anticipated a greater impact
of the. ADEA than do smaller ones. However, the majority of
employers (58 percent) expect no changes in response to the*

Y
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Amendments. It is anticipated that any effect which does

result will be dispersed throughout the economy. Firms

Wwith no prior mandatory retirement age envision less impact

than do firms which had such a policy. According to 80

percent of the respondents, continued inflation would lead

to an extension of the worklife of 6lder workers.,

In summarizing these studies, it is appropriate to employ

the terms '"tentative and preliminary" since the data were
collected either. immediately prior to or immediately after

the time that the Amendments became law. Thus, results

either reflect an anticipatory guess dt a preliminary

appraisal since ft was too early for the pattern of worker

and employer responses to have materialized. In general, -
surveyed employers expect little change in the average
retirement age due to the change in mandatory retirement .-

age. On" the other hand, the surveys seem to reveal a

desire on the part of employees to continue working. ’/,///

Thus far, most employers are not reporting any major shifts

in early retirement patterns. While those havirg a former L4
mandatory retirement age of 65 have raised this age to 70
tmajority of cases) or eliminated it entirely, they have

not altered the normal eligibility age for receipt if

pensioh benefits - usually* 65. While some employees ave

remaining beyond age 6% uncer the new mandatory retirement

age policies, the yast majoritybcontinue to retire early.

No clear trena of later retirement is currently discernible.

) - . '
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" Preface. K //’/

Thepervasiveness and harmful effects of mandatory retiremeht
practices have been of increasing concerncto the Congress over .
the past twenty years. As a result of increasing information
on the extent and consequences of mandatory retiremeént
policies, Congress enacted the Age Discrimination in Employment
Act in 1967 and subsequent Amendments in 1974 and 1978.

Since early Congressional consideration of age discrimination
in connection with the Civil Rights Act of 1964, the Congress
has enacted and subsequently strengthened laws prohibiting
unreasonable employment discrimination on the basis of age.
(The ADEA Amendments of 1978 represent the most recent
extension of protection against age discrimination in
employment.) At the time the Admendments were being
considered, the Congress was particularly concerned about the
effectiveness of the law in protecting the employment rights of
older workers, the consequences of an increased mandatory
retirement age on labor force participation<by older and
younger workers and employer response to the law. In additionyg
the Congress expressed the need: for further and more ®
comprelensive information as to the feasibiiity of further
modification of the mandtory retirement age. gFor these
reasons, and before considering additional prétective
legislation, the Congress required that the Secretary of Labor
conduct a comprehensivewstudy of the effects of the 1978 .,
Amendments to the ADEA and provide both an interim and final
report on the results of the .study.

In response t68 this requirement hpe Department of Labor
initiated in 1979 an extensive series of studies designed to
produce—information on the current and probable future
coansequences of the 1978 ADEA Amendments. Research ffndings
from many of thesg studies are now available and are summarized
in this interim Teport. These findings include information on
the labor force participation effects of mandatory retirement,
response of current workers and employers tw the increased
mandatory retirement age, long term projections of consequences
of alternative mandatory retirefient age policies and the
effects of the ADEA exemptions for tenured faculty employed at
1nat1tutlong of higher edutation and bona fide executives.,
Additional information on older worker characteristics and
personnel and compensation policies which encourage the
employnent of older workers will be included' in the final
report on the ADEA.Studies in January, 1982. This interim °°
report i{s designed to present the most important research
findings relevant to the major areas of Congressional concer
the effects of raising the upper age limit in the ADEA to N

the reaalbility‘or extending or eliminating the upper age
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limitation for private sector and nonfederal public sector .
employment and the effects of the exemptions permitting age

65-69 mandatory retirement for tenured faculty members‘at @
institutions of higher education and certain executive

. employees. The report is descriptive in nature dnd does not
{nclude recommendations. Appropriate recommendations will,
however, be included in the final report now under preparation.

In reviewing the extensivé research findings'from our studies,
the Department of Labor is concerned with both the impact of
mandatory retigement on the individual and administrative and
financial cohsequences of the ADEA legislation for employers.
In addition, the Departmént recognizes that mandatory
retirement policies are an important factor influencing the .
. retirement decisipon, but that this decision, is also
simultaneously affected by public and private pension policies
, and employer personnel policies. Study findings therefore not
only reflect the consequences of mandatory retirement policies
alone but more importantly, examine such consequences in the.
context of the major factors which affect retirement behavior
. in the°United States. . T
I. ‘Introduction ' . :

*It cannot be disputed that they (older workers) constitute
a class subject to repeated and arbitrary discrimination in
employment. While depriving any...employee of his Jjob is a ‘
significant deprivation, it is.particularly burdensome when
the person deprived is an older citizen. Once terminated, .
the elderly cannot readily* find alternative employment. }
The lack of work is not only economically damaging but i
emotionally and physically draining. Deprived of his — |
status in the community -and of the opportunity for
meaningful ‘activity, fearful of becoming dependent on |
others forr ... support and lonely in ... new found ‘
- isolation, the involuntarily retired person is susceptible
to physical and emotional ailments, as a direct consequence
- of his enférced idleness. Ample clinical evidence Supports
the conclusion that mandatory retirement poses a direct
threat to the health and 1ife expectancy of the retired
person.” (Justice Thurgood Marshall) °

.
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The Age Discrimination in Employment Aét was enacted by
Congreas in order to eliminate arbitrary age discrimination in
employment, promote the employment of oldér persons based on M
their ability rather than age, and to help employers and
workers to meet problems arising from the impact . of age o
employment. The Act was originally passed in response to a
report by the Secretary of Labor in 1965 which documented the
existence of widespread age discrimination in employment and X
recommended apesif!o legislation to eliminate such
discrimination. D

The original Act (1967) included a requirement that the
.Secretary of Labor undertake a study of institutional and other
arrangements giving rise to involuntary retirement and report
findings with_any appropriate legislative recommendations to
the Congress.2 Additional research requirements were
included in the Amendments of 1978 which required an
examination of the effects of raising the upper age limit under
4he Act to 70, an assessment of the feasibility of raising or
ellminatln; the mandatory age altogether and an examination of
exemptions cofitdined in the Act.as amended. .

- -
Beginning in 1968 and continuing through 1978, the Secretary
sudbmitted an Annual Report to Congress cover&ng Departmental
activities under the Act as required by law. -

.

.-

1

The Older American Worker, Age Discrimination in
Employment, Report of the Secretayy of Labor to t Congress
under Section 715 of the Civil Rikhts Act uf 1964, U, S, -
Departmentr of Labor, June 1965. - v

* s

2 ~—
° Age Discrimination in” Employment Act 06/1967, Public Law 90
202, Section 5,

. ~
'

!

Ag& Discrlmlnatlon;in Employment Act Amendments of 1978, .
Public Law 95 - 256, Section 6. . .

]‘ ?
= Age"Discrimination ‘in Employment Act of 1967, Public Law 90
= 202, Section 13. 1In 1979, the Equal Employment Opportunity
Commission assumed responsibility for enforcement of the Age
Discrimination in Employment Act. Under Reorganization Plan
No. 1 of 1978 which authorized this transfer, the Department of
Labor continues to be responsible for research (including
studying the effects of the 1978 ADEA Amendments) and for
educational and informational activities relating to expanding
employmeg} opportynities for older workers.

- . "-4
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As they were.available, research findings pertaining to
involuntary retirement from various ongoing studies were ™
incorporated within these annual reports. These findings
. continued to indicate the existence and utilization of
compulsory retirement policies and practices by employers with
- detrimental dlsorimina&ory effects on older employees.

In the eleven year period during which the Department had
responsibility for enforcement of the Act, it was successful in
substantially reducing the occurrence of various prohibited

enployment practices, providing information on the provisions

of the Aqt to employers and employees throughout the nation

covered by the Act, and in developing an efficient and .
effective enforcement program for compliance to the provisions

of the law.

ADEA Amendmenté of 1978

The Age Discrimination- in Employment Act Amendments of .1978
representéd a substantial modification of the protective
provisions of the original Act, by .extending the upper age
limit of protection under the Act to age 70 for most private
sector and nonfederal public employees, prohibiting mandatory
retirement of covered workers under employee benefit plans-and
extending age discrimination protection without an upper age
limit to almost all Federal employees. These provisions were
enacted based upon evidence presented to Congress indicating

. the widespread continuing use of mandatory retirement rules
(covering approximately half of the private non-agricultural . [P —

|

. .o -

workforee) accompanied by continued substantial age
discriminatfon in employment. 1In addition, when considering

* the Amendments,- Congress became aware of widespread public -
opposition to mandatory retirement and received substantial
scientific evidence refuting a variety of prevalent negative
beliefs about the ‘physical, psychological and intgllectual
capacities of older workers, Moreover, the Congress was also
concerned that mandatory retirement policies and age
discrimination in -employment were significantly influencing the
trend toward earlier retirement, and that with an expanding
older population having longer life expectancy, severe straips
would be placed on the financial solvency of public and private-
pension programs. Finally, continuing inflation was resulting
in eroding the value of .fixed retirement benefits and because
of limited employment opportunities, older persons were unable
to supplement declining real incomes. These and a variety of
other gonsiderations resulted in enactment .of the ADEA
Amendments of 1978, (It is important to point out that in
enacting additional protection against age discrimination in

- employment, the Congress continued provisions in-the law which
permit employers to: (1) observe the bona fide occupational '

fes
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qualifioation exception; (2) observe the terms of a bona fide
seniority system or any bona fide emgioyee benefit plan except
that 'no seniority system or employee benefit plan shall require
or pernit the involuntary retirement of any individual because
of age; and (3) discharge or otherwise discipline an individual
for good cause.) - .

In enacting the new provisions, the Gonsreaa was conoerned
about several potential oonsequences of an increased mandatory
retirement age. The major areas of uncertainty included:
—— (1) the possibilfty -of an alverse® impact on employient-

opportunities for younger and,minority employees caused by

“ large scale retention of employment of workers after “age 653
(2) potential administrative burdens on employers=related to.
performance assessments; and (3) possible cost implioations for
pension plans and (4) possible difficulties for universities
and for major corporations in adjusfing to, the upper age limit
of 70. 1In addition, {when considering the legislation, the
Congress discussed ‘thh alternative of completely eliminating

the.mandatory refirement age but decided that further P
information o he consequences of such a policy was needed in

order to ider this alternative.

Research Required by 1978 ADEA Amendments

The 1978 amendments required that the Secretary of Labor
conduct’ an extensive study of the consequencs of the new
coverage provisions of the law including: (a) an examination of
the effpcts of raising the upper age limit to 703 (b) a °

lii——deteriihat&bn~o£~themfeaa%b&%&ty~of~further extending-—-or
eliminating the age-70 limit ‘on coverage for the private sector
and nonfederal public employment; (c) an examination of the =
effects of the exemptions for tenured faculty.and certain
policymaking executives. In meeting this requirement the
Department of Labor first reviewed Congressional hearings,
debates and reports and noted that they condistently referred
to the lack of empirical infomration available on mandatory
retirement uporr which legislative policy decisions could be
based. A continuing need was ctted for comprehensive research
to more completely respond to Congressiona conoery with both
lnstltutggnal factors leading to involuntary retirement and the
response of employees and "employers to the 1978 Amendments.

The Department also reviewed the existing information available
which could be used to analyze the mandatory retirement issue
and ‘concluded that this information could not sagisfy
Congressional congcerns since it wa® neither comprehensive nor
timely. : . h -
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.The Department therefore concluded that a major research 4
program was neoessary to properly respond to the requirements ,
apecified in the law and provide Congress with more s
comprehensive information than that available in the past, It ~
therefore initiated an extensive series of studies designed to
provide the needed information for both the 1nter1m and 'final
reports required by Congress., These studies arée as follows:

- L)
1, The Effects of Raising the Age Limit gor Mandatory
Hetirement in the Age Discrimination in Employment Act
{exIstence of mandatory retirement age limits, direct
effects of age limits on older workers, effects of T
- mandatory retirement limits and pension rules on the
retirement decision, long run analysis of adjustments
*to the change in mandatory retirement age, indirect
o~ effects of .,the mandatory retirement age limits on
younger workers, effects of the¢ executiye exemption
Provision) r, .

2. The National Survey of Employee and Employer Response
to ADEA Amendments (characteristics of employees,.
- Knowledge of ADEA, retirement plans, knowledge of
employer policies, demographic data; employer
\\1 personnel policies, retirement policies, responses to °*
& ADEA, pension’and rringe benefit policies)

.,

5 .
Ryt Study.of the Effects of the ADEA on Tehured Faculty ;

(mandatory retirement- policies in higher education,
national survey of university retirement and pension
—————--———————-policies.and faculty retirement_plans, university and .

A faculty response to ADEA, effects of mandatory
retirement policies, long run adaptations to change in ¢
. mandatory retirement age)

‘

y, Characteristics of Cutrent Older Workers (older -
persons in the labor force, occupatlons,» industries,
demographic characteristics, types of employment)

5. Review of the Bona Fide 0ccugationa1 Qualification !
Provision in the ADEA (analytical review ‘of ,
» { legislative history of BFOQ provision, major .
- litigation and areas requiring further clarification) *
v -
6. Employment Opportunities for Older Ho‘iera (review of
recent. development{s in employé€r personnel and *
gompensation policies for older workers, current
-~ barriers to emplpyment, recommendations ror improving
employment opportunities) -

-

Q | | 5 9 ’ | .
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.7, Analysis or<;;gloxer Personnel, Fridg 4 Benefit and
age Policies Related to Re;IremenE iﬁrevaiance of
. retirement intentives, consistency.in 'employer '
retirement policies, perception of policies by

euployees, effects of policies on refirement age) v

-

g, Potential Effects of Inflation on Retirement Age t
. .Tourrent evidence regarding effects of inf a€€on on
" retirement decision, futu’e consequences o employee .
beha!}or) .- .

(%t> be intitiated FY 1981)

‘The studies undertaken by the Department of Lahbr in reponse to
the research requirements of the 1978 Amendments to the Age
Discrimin#tion in Employment Act represent the most
comprehensive approach to date in examining the current and
potential future effects of the legislation on employees and,
employers, In conducting the studies, the Deparment has .
examined: the historical basis for mandatory retirement; past
effects of the formér mandatéry retirement age limit; the ’
‘eurrent and probable future effects on labor force participation
of a mandatory retirement age of 704 the indirect effects of
this age “limit on younger workers including, minority employees;
the current and probable future response of employees arnd
employers to the age 70 criterion; the consequences of the
exemptions now contained in the law; and the long term effects
,of alternative mandatory retiregpnt policies. The research
findingstin these areas respond™~directly to Congressional
concern with the impact of the ADEA Amendments of 1978.

T —

" 'In conducting these extensive studies, the Department is also
responding to the consistently expressed. mandate by Congress to - -
more thoroughly: examine and document the overall conseguences ’
‘of mandatory retirement age limits for older workers. Such an
examination requires a basic understanding of the historical

origins of age discrimination in employment and current and

probable future retirement patterhs of American workers. The
continuing existence of age discrimination in employment is < “
clearly a fupction of the discriminatory attitudes and

practices of the past which continue to operate in the present
despite protective legistation and considgrable. modification in .
“retirement policies, practices and bshavior. v -

Early History of Age Discrimination in Employment N

‘The emergence of age discrimination in employment can be traced
to the late 1800's in the United States. ,There is some
R } 2 ] . N
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evidence to.indicate that even at this time, negative beliefs
about, the capavdities and productivity of the aged were alteady
cofiion in the nation and .that these ideas cantinued to gain in
strength despite the fact that older persons often controlled
, and managed major industries.> There is also reason to

i believe that the development bf retirement as a social patte
in industry, served to enhance and legitimize employment
discrimination practices despite early evidence that older
workers were capable, conscientious and productive employees.6

4 €
Prior to about 1920, age discrimination in employment was
justified primarily on the basis of the belief 'that "modern

. technology" required substantial.physical strength, agility and
endurance which was generally beyond the capacity of older , .
workers. Thus, the requirements of industrial technology and

- efficiency were seen as causing the employment problems of the
older worker, and Jjustifying early discharge from employment.

. These early beliefs in the physical limitations of older
workers led to substantial age discrimination in hiring which
was still continuing almost unabated prior to the passage of
the Age Discrimination in Ewployment Aot in 1967. :

Despite the gradual publication in the 1930's of “industrial
studies that demonstrated the advantages of older workers in
terms of productivity, reliability and physical capacities, age
discrimination persisted and grew largely because personnel
. managers and other corporate orgléiala remained unoonvinced of
: the viability of older workers. Thus, rigid age limits in
hiring and restrictive physical examinations continued to be
utilized to limit the number of older workers in the labor T
e £ OPO S e e

‘

. Achenbaum, W. A., 01d Age in the New Land: The American
Experience Since 1790, Johns Hopkins Univepaity Press,
EaEEInorex R N

6 .
<::f5 Graebner,.W., A History or Betiremeﬂ%, Yale University
7 pre

.
+

ss, ‘New Haven: 1980. ’
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Workers Over 40, A Su*ve[ by the National "Association of
Manufacturers to Determine the Status of Workers 40 and Over,
National Association of Manufacturers, New York: 1938
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These conditions led to early studies of age discrimination,
most of whioh conoluded that the teohnological environment
ocombined with pensions, group insuranoe and workmen's
oompenaation, were presponsible for the continuation of
diaoriminatory praotices. Nevertheless, gradually apd
imperoeptibly, & shift in beliefs about age discrimination .
ooourred, with negative stereotypes about older.workers
beooming the dominant reason for the continuation of
disoriminatory employment praotices.

~

L]
Retirement as an institution gradually emerged in a society
where age discrimination was already widely practiced. While
age disorimination did not diminish in intensity, retiredent
served as a convenient methdéd for employers to arrange the work
force so that younger workers were predominant and to reduce .
the demand for employment by older workers. Retirement
policies, acoompanied by continuing discrimination in
employment based on age, became a consistent and significant
social pattern which resulted in substantial reduotions in
labor force participation by older persons.

Demographio and Retirement Trends & - ¢

In evalliating the effects of age discrimination in employment
laws and regulations it is essential”to recognize thaf the
behavior of botli older employees and their employers is
significantly influenced by changing demographic and economio
circumstant®es and by CUPTEnt governmental and private sector

retirement poiiciess

The general aging of the population is now a very well known

' fact Lthis trend for retirement policy and
pension systems are 11ﬁeiv1ng widespread national attention.
It is possible that the combination of ohanging demographic
circumstanoes and current eoonomic conditions will result in
major modifioations in current retirement and pension policies
which led ttvthe early retirement trend and consequent ially
significantly restrioted labor force participation by older

- workers, Changes in national retirement-poliocies could
substantially alter present retirement patterns and
ooncurrently lead to a reduction in age discrimination in

employment. P 'S -

Two trends whioh have developed over'’'the past twenty-five years
are of the greatedt significanoe in conneotion with older
worker labor force participation. The first of these is the

gradual aging of the population and workforce, and the second,

the deolining labor force partiolpation of older workers.
N Y
' L
b -
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¢ ‘ w,)w
4
Q v i

ERIC

Aruitoxt provided by Eic:

A




1. Population Aging ' .

Under intermediate demographic assumptions, the number -
of persons agh 65 and over will grow from-25 million
(11 percent of the tdtal population) in 1980 to 32
million (13 percent of the population) in the year
2000 and to more than 55 million (22 percent of the
population) by the year 2030." Today, 31 percent of
the people in this coluntry are 45 yedrs old or over
(up from 28 percent in 1950) -- this figure will

v increase to 39 percent by the year 2050, Contributing
to population aging is the gradual increase in life
expectancy at older ages., Medical advances in the
future ©could result in additional {iricreases which
would lead to higher proportions of older persons in
the population. »

These population trends may result in & gradual aging
of the labor force in the years ahead. If labor force

r particpation by older workers had been increasing
consistently with population growth, the current
serious pension financing problems would have been
significantly reduced. Q

2. Declining Labor Force Particigﬁtion

While our overall population continues to age,’
- dramatic changes in the labor force participation of
older workers have taken place pver the past
twenty-five years, Particularly significant are
_declines fn labor force participation by men aged

55-64 and 65 and over. Overall, the labor force
participation rate of men 55 and over fell from 65
percent in 1955 to 46 percent in 1980. Afong men -
65-69 years of age, 57 percent were still-in the labor
force in 1955 -- {n 1980 only 28.5 percent were

R enployed.® For all men aged 65 and over, labor foroe
participation has continued to decline at an
accelerated rate since 1970. At that time about 27
percent were employed whereas only 19.1 pergent were
in the labor force in .1980. There has also been a
mwodest decline in partioipation by workers §5-54 years
of age. Department of Labor projections indicate that
if present retirement and pension policies continue,
labor force participation by older persons will

. continue to decline in the future.
*  Labor Department projections indicate that this rate will
continue to decline thrcugh the year goqo._. (

NG .
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‘benefits. Early retirement options have continued to
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The retirement decision of today,. is influenced by a

copplex set of rules and practices which have

institutionalized age 65 retinement and resulted in a

majority of workers retiring bgfore that age.

Mandatory retirement policies and rules are but one .

factor influencing the retirement decision 'and - s
theréfore must be considered simultaneously with other

factors,  Currently both public and private pension

systems provide substantial incentives for early

retirement and‘'retirement at the age of 65. The major

public retirement income program - social security - v
has established eligibility ages of 65 for full ant 62

for reduced benefits and utilizes an earnings test

provision which reduces benefits to retirées after

reaching an earnings 1imit. 1 addition, most private

pension plans prohibit annuitan rom returning to

permanent part-time or full-tim employment without

temporary loss of all or part of their pension

proliferate in both the public and private sectors ~
often accompanied by substantiagl pension inducements.

All of these policies generally result in encouraging’
complete retirement by older workers at or before age

65. Thus, before age 62 early petirement provisions

of employer pension plans often make benefits

available to employees; between age 62 ‘and 65 social -
security eligibility and the associated retirement

- test provide additional financial Tncentives to retire

fully or work part-time; age 65, the normal retirement
age under social security and most private pension
plans, presents additional incentives to accept

o4
-exists beyond this age for further employment and

associated increased pension benefits under present
arrangements) and finally at aéc 70, mandptory
retirement i{s now imposed by a large number of
exployers.

In summary, the consequences of these policies have
significantly reduced labor force participation by
older workers. The decline in participation which has
been continuing for decades and which was particularly
rapid during the early 1970's has Pen slowin

recently, but it has not stopped./ For men aged 55 to, -
64 the labor force participation/rate trend has
continued slowly downward over fhe past five years
declining. to 73.5 percent in 1980. For. men 65 and

e ”
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over, the trend, after rapidly for many years, se d
to stabilize during 1976-1979 but receded rurthersgg
1980 to a new low of 19.3 pepcent. For older women,
‘labor ‘force participation r‘%ﬁa have been sfable in
recent years --.age 55-64 - 41 percent, age 65 and
. - over ® 8§ percent. A particularly signiffcant
development is the rapid decline in labor force
particpation of black males aged 55-64 over the past
two years to the point where in 1980 their )
participation was a full 10 percentage points below
their white male counterparts, Thus, the decline in
labor force participation among older workers has
° abated but not stopped. For men aged 55 and over the
downward trend in participation which began prior to
» 1950 is continuing; for women the trend seeps to be
¢ 4/ leveling off and the rate of decrease has skﬁyed,
considerably.” Department of Labor proJeqt;b&a\
indicate a continuation of these trends ithro g§ the
- year 1995. However, for workers aged §5%and Over,
there is a possibility (depending upon edonoife s -
conditions) that labor force participationimiy¥ hold-
constant or decrease only modestly’ in response to
continuing inflation and the increase in.the mandatory
retirement age under the ADEA. A
AN
It is generally agreed that the increasingly earlier
availability of liberalized social security (incluging
. disability) and private pension benefits and a
continuation of compulsory retirement practices his
. 1ed to the development and Ihtensiflication of the |
trend of lower labot force pArticipation at older
ages. A continuation of thig trend into the next

ha nsequencess+—{a}a 1
. substantially increased retirement financial supnorﬁ

. burden for a/smaller workforce; and (b) even.fewer
opportunities for older persons to remain employed !
because of institutionalized early retirement v
‘practices and pension programs. !

L)
There are several reasons for conceérn about the
continuing deg¢line in labor force participation by
,older persons; First, the future economic position of.
an older person may be endangered by early labor forée
withdrawal since longer periods of retirement are now
anticipated under conditions of sustained, inflation;
second, earlier retirements inocrease the financial ’
stress on both social security and private pen
plans; third, shortages of sk llgdvlabor could develop
in certain -industries as could general labor

Y 4 . ] q
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shortages, angd fourth, it appears that olde person's
preferenoes for part-time employmdnt are in reasing
_but that labor demand is not suffioient to satisfy
their ourrent emplcyment needs. For these reasons,
the potential for reversing the decline in labor force
partioipation and raising or eliminating the mandatory
retirement age have beoome major public policy issues.

The Age Disorimination-in Employment Act (ADEA) as
amended {s designed to prohibit arbitrary
disopimination in employment.based on age and promote
employment opportunity for older warkers. At present
thes8 objectives must be accomplished in an
envirpnment oharacterized by increasing early
retirdgent in response to ourrent public and private
pensiol lioies. While mandatory revirement prior to
age 70 {s now prohibited, few inoentives exist for
older employees to remain on the job, since after age
65, foregone social seourity benefits are generally
not reooverable and oontinued pension acoruals are not
- ——— —assured. Thus, while compulsory retirement polioies
oannot be imposed prior to age 70, many if not most
. .employers implioitly and explioitly anticipate.that
few workers will oontinue employment at older ages and
. therefore provide few alternatives or f{noentives to
enoourage such employment. The persistence of this
pattern, ocoupled with the substantial early retirement
incentives in ourrent pensfon systems, may place
limits on the rapid achievement of the goals of the
Age Disoriminatfion in Employment Aot unless more
» inoentives are provided for employment of older
workers and the need for retaining a mandatory

retirement age {a-reexamined., — -

Estimated Number of‘ﬁmployees Within Scope of the ADEA

An estimatéd 73 million workers of all ages are exployed by
employers who have 20 or more employees and are, therefore,
ooverad by the ADEA. The exaot number of these 73 million
workers who are in the 40 to 70 year old age group protected by
the Aot {s not known. However, labor foroe data show that of
the 104,720 million persons 16 yéars'of age and alder who were
in the clvilian labor foroe in September 1980, 39 peroent were
40.to 70 years of age (Table 1). Applying this proportion to
the estimated 73 million persons employed by covered employers
yields an estimate of 28 million persons ocovered by the ADEA,
or 7 out of every 10 persons aged ‘40 to 70 in the civilian

labor foroe. - A
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In addition tc the original coverage of the 1967 Act, the above
eatimates include the Federal, State and local governmgnt
employees and cngloyeea of employers of 20 or more employees
added by the 1974 amendments. The 197 ents increased
coverage by raising the Act's upper ag limitation
from 65 to 70 in.non-Federal employméint a nating the .
upper e 70 coverage liq}tation in Federal sector coverage.
The Fed sector change became effective September 30, 1978.
New privat ector and State and local government Q:;:rage—~———h -

tal
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became effective on January 1, 1979. However, cer n bona
fide executives, high policymakers, and tenured co e faculty N
personnel aged 65 through 69 are exempt from the prohibition
against compilsory retirement effective January 1, 1979. Table
1 shows that {n September 1980, 1,217 miilicn or .02 percent of
the civilian labdp-force were persons 70 years of age and over;
1,801 million were 65-69 years of age. Current population .
projections df persons 16 years of age and older indicate a
relative incresase in the proportion of persons in the 40 to
under 65 year age group in the next two decades «- from 33
percent in 1980 to 39 percent {n 2000; the actual number of
persons in this age group will increase by over 24,457 million
(Tadble 2). Those 65 to 69 years of age, while expected to
renain stable as a proportion of the population, are expected

> to increase in number by 492 thousand betweern 1980 and the year
2000. The labor foroe participation rate of persons in the 54
nd under 65 year age group was 57.4 perdfiit in 1979, but is

rojected in the high growth assumption to rise to 57.5 in 1985

and 57.8 {n 1990 (Table 3). The number of peraons in the labor
force in the 54 and under 65 age group i3 expected to increase

y_only 83 thcusand from 1979 to 1990. The labor force
gartioipmtlon rate of persons 65 of age and over in the high -
growth assumption of the total labor foroe is expected to .
decline from 14.1 in 1979 to 13.8 i{n 1985 and 13.7 percent in

1990; 4n the 65«69 year-age group, labor foroe participation is
projected to remain atable at 21.4 peroent from 1980 to 1990." -

~
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Table 1. Nimber and percent of peradns in the .
e o . civilian labor force 16 years of
/ age and over, by specified age . .
. * group, September 1980°
o . ~ ,
- . _ I'4
T R T
Age Group H Number; H Percent
. (in cho‘usanda)
. T Tonal ;. . YOU, 720 10000 .
Under %0 yeara o 63,593 61.00 —
, %0 and under 70 years - 39,908 | 38.00
K 65 to 69 years 2- { 1,801 .02, '
70 years and over A 1,217+ ‘ .02
. - -
' 3
. ' ' . i‘ 7
b . -, .’ 3
Note: Detalls may not add Tty tolZls because qf rounding.
fggroex U. S. Bureau of Labor Statistios, Employment ‘and Earnings, October
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Table 2. Estimated distribution o
16 years of age and o

f the population of the United States
veraby specified age group,

19807 to 2%33/

.

(Numbets in, Thousands)

®

Age Group : 1980 : . 1990 . s 2000 .
__: : Number « :~ Percent H Number : Percent H Number i Percent
Total 168,335 " 100 185,082 100 . 204808 100.
—a,
.6 and under 25 '
years 37,619 22 31,493 ST s 37,660 18
'5 and under 40 ) ' )
yéars . 50,205 30 60,347 33 54,885 21
10 and under 65 . ,
. years . 55,584 33 63,418 34 . - 80-041 < 39
5 years and over 21,927 15 . 29,824 16 : 31,822 16
65 to 69 years 8,700 5 10,022 5 9,192 Ty
70 to 74 years 6,793 y 7,782 y 8,24y y
75 to. 79 years 4,32y . 3 : 5,501 3 6,394 > 3
80 to 84 years 2,816 2 R + 3,639 2 4,236 2
85 years and over z,égu T L 22881 2 ¢ 3,756 2

ourcei’ U. S. Bureau of the Census,
.Population of the United

- 50, and 60.

Current Population Reports
States: 7 o," 1

19 7 to 205 29

» Series P-25, No. 704, "Projections of the
Serles I,.July, 1977, pp. 29, 31, 36, 37, 4o,
[ 4
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Civilian labor force and labor fo%ce participation rates,

by specified age group, actual.1979 and projected
high growth assumption 1985 and 1990

Clvfilan labor force

Labor force participation rate

Actual

tProjected high growth i

Projected high growth

- 1979

1990

1985

1990

" 6 and under 25 years
5 and under 54 .years

5 and under’ 65 ‘years

102,908

‘Ebzao

63,336
11,719

2,573

128,123

23,916
88,873

11,752

3,582

68.4

75.3

84.6

57.5

13.8

71.1
79.4
88.0

57.8

13.7

U. S. Department &f Labor
Draft), October 1980.

ote: Projections in-this table are not directly“Comparable to those in Table 2.

» Bureau of Labor Statistics, The 1995 Labor Force; A First Look
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II.//ﬁesearch Findings . .

°

Section 6 of tRe ADEA Amendments of 1978 specifically requires:

(a) an eg;l!natio of the effects of raising the mandatory
retiremerft age to 3 (b) a determination of the feasibility of
raising further or eliminating this limitation; and (c¢) an
examinatdon of the effects of the exemptions in the Act for tenured
faculty at instituf4ons of higher education and for certain
executive employees.

The studies undertaken by the Department provide information
directly relevant to these areas of concern. To the degree
possible, the ,prelininary research findings presented here are
organized in response to the specified research requirements.
However, an assessment of the overall current and future
consequences of the ADEA Amendments requires an integrated - _
consideration of findings from different ma jobr research areas and an
evaluation of the overall effects of the new law through combining
significant research results. It is therefore particularly -
important to understand the reasons for the existegce of mandatory
retirement policies and the effects of the former mandatory
retirement age of 65 as well as the current consequences of the new
age 70 limit, as a basis for developing further recommendations
concerning the mandatory retirement age. Our findings permit such
an overall consideration of the past, present and probable future

conseq efices of mandatory retirement.
o

The findings will be organized as follows:

Part 1I. Effects of the 1978 ADEA Amendments on Employee -
Retirement Plans and Employer Personnel and Pension
Policies

Part 1II. Effects of Mandatory Retirement on Younger Workers

Part III. Long Term Effects of Mandatory Retirement Policy
Options _

Part 1IV. Impact of the Exempt Executive Provision in the 1978

- ADEA’ Amendments

Part V. Effects of the Tenured Faculty Exemption in the 1978
AD;A Amendments. .

Part VI. Confinued Existence of Mandatory Retirement Rules,
Consequences of Mandatory Retirement Rules on Labor
Force Participation by Qlder Workers, Estimates of
Response by Older Workers to change in the Mandatory .
Retirement Age. . -

.
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. The research findings presented fn this interim report are derived
\ from the studles\being conducted by the Department of Labor. A1)l of
the studies are now nearing completion and therefore these findings
can be viewed with confidence. 'In some instances however, the fipal
results from our studies may modify the current findings. Such
modifications, substantial additional detailed information from the
studies, and the Department's recommendations, will be presented in
the Final Report to Congress on the Age Discrimination in Employment
Act Studies in January 1982,

3
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*PART I .

" EFFECTS OF THE 1978 ADEA AMENDMENTS
PERSONNEL AND PENSION POL1CIES

(63)




Part I

EFFECTS OF THE 1978 ADEA AMENDMENTS ON EMPLOYEE RETIREMENT
PLANS AND EMPLOYSR PERSONNEL AND PENSION POLICIES

Summary =

The analysIs has examined nine major areas:

- - What factors influence an employee's planned age of retirement?

- How do employees' retirement plans change when an age=-65
retirement policy is extended to age 70 or lifted altogether?
owledge about their own firm's
retirement policies, tMe federal ADEA Amendments, and (where
applicable) state mandatory retirement laws? .

*
- How have firms modified their mandatory retirement policies ,in
response to the ADEA Amendments? *

- Why ane mandatory retirement policies important to firms?

- What was the pre-Amenddent pattern of retirement behavior? Apd
what retirement incentives were offered at the time of the
survey? ’ -

- How have firms modified their benefit, persopnel, and other

. retirement policies, in response to the ADEA Amendments? What -
modifications are contemplated in the future?

< L]

- bo firms believe that employees will delay their retirement
plans because of the ADEA Amendments? And what, if any,
policies will firms change to countefact this trend?

)
- What do employers believe the impact would be, should a large
number of older workers bostpone retirement to age 70? And
what, if any, policies firms would change in that event?

What follows is an overview of findings. In peviewing these the®
reader should be aware ghat the national survéy of employees and
employers was not a general survey of the workforce, but focused on
those workers and employees who were most likely to be influenced by
the 1978 ADEA Amendments. This,meant, for example, excluding
federal workers, excluding persons who worked for firms with less
:han twenty employees, and restricting the sample to persons age

ERIC | IUR
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. .
_ _The‘ Function c;r-Handatory Retirement v
To understand .the impact of the 1978 ADEA Anendments, it {s

O 'necessary to understand the role of mandatory retirement jtself.
- Our analysis centers on twa, interrelated ideas: a "backstop" model
to explain some firms® use of mandatory retirement, and a "target
income*® podel to explain employees' retirement plans.

A discussion of the backstop model bégina with the observation that
mandatory retirement is far frog universal. We estimate that in the
mid-1970's, about 60 percent of persons surveyed had faced some
mandatory retirement age. By the time of the survey itself (early
1980), 51 percent of the sample faced a mandatory retirement age of
70 or more while 45 percent faced no mandatory retirement age

v whatscever. This suggests that the-function of mandatory retirement

can be inferred, in part, by ‘comparing firms that used the device

and firm§ that did not.

The 1ikelihood that a firm would use mandatory retirement policy was
strongly and positively related to the firm's size. When firms were

. asked their reasons for Jsing sandatory retirement, all firms, but
particularly large firms, put greatest emphasis on assuring
promot ional opportunities for younger workers. The promotion
rationala was stronger than the oft-cited rationale of retiring
‘!ﬁn productive workers.

s .

Together, these findings suggest a picture of a large, mature,
Slowly growing firm that prefers to keep employees for an entire - .
career and uses-promotional ladders to petain its labor force. 1In .
the absence of rapid firm growth, promotion involves movement into -
already existing slots. Mandatory retirement is one policy which
helps assure that slots will copme open at predictable intervals.

At the same time, & firm using mandatory retirement also uses-«other

devices to achieve this end. Firms try to reduce retirement ages by
estabplishing relatively early ages of pension entitlement, and by
offering a variety of incentives (e.g., comtinuation of health .
insurance) to retire even before "normal® retirement age. Employers ~
who retained retirement age limits were significantly more likely to

also offer incentives to encourage early retirement than other

employers, Taken together, these .financial incentives were quite

effective.. Among employees covered by a mandatory retirement rule, ~

43 percent were in occupations where employees retired by age 61,

63 percent by age 62, and 79 percent by age 64. 1In this context

mandatory retirement serves as a "backstop" to force out t e

employees who did not respond to primarily financfal incent ves.

«
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Financial incentive) were generally effective because most employees
forn their retiremsnt plans through a ™target indome” model. TIi
this model, an employee wants to retire as early as he can, subject
to the condition that he will have an adequate retirement income.
Thus, retirement decisions are heavily influenced by the age of
pension entitlement, the age of social security entitlement, as well,
as the behavior of peers. But while this’ model holds for many
persons (particularly men), it does not hold for all persons. If
the firm wants to assure a predictable rate of job openings,
mandatory retirement can be used to increase retirement rates.

For example, we apply a target income model to men who believe they
face mandatory retirement at age 65 and show that about 4 percent
say they plan to retire after age 65. But were these same men faced
with a retirement age of 70 or above, we estimate that 24 percent
gggld want to retire after age 65 (though most would retire by age

. t

In summary, mandatory retirement rules are not used by all firms,
and where they are used few workers are rectly affected. ‘But a
significant majority of workers ’in large [irms are subject to an age
limit, primarily to Massure" tyét_lines of\ promotion will remain
open.

.

The Short-Run Impact of the ADEA Amendments

In assessingethe impact of the ADEA Amendments, it is useful to
separate the shortsun and long-run effects. In the short run, the
amendments had their most direct impact on the behavior of firms --
particularly firms' mandatory retirement poNcies -- and a much
smaller impact on the plans of employees. In the long run,, this
balance may be reversed.

14

Fifty-three percedt of employees sampled in the surVey worked for
firms that had changed their retirement policies "in the last few
years"™, In almast all cases, (82 percent) these changes have arisen
in whoge or in part from the ADEA Amendments: Most of these recent
changes attributed to the Admendments involved moving from one
mandatory retirement age to a higher one, while relatively few -
changes involved abandoning a mandatory retirement age altogether.
This reaction suggests that by the late 1970's, most employers who
retained mandatory retirement policies did so by conscious choice.
When these employers were forced to.liberalize their retirement
policies, they did the minimum amount necessary to be in compliance
with the law to as to reduce the policy's effectiveness as liytle as
possible. ’

ERI
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The Amendments' short-run impact on other aspects of firm behavior.
was relatively weak. For example, it has often been asserteq that a
relaxation of mandatory retirement age would result in a more
widespread use of performance evaluations as an alternative way of
removing people from jobs. The survey suggests, to the contrary,
that the incidence of performance evaluations was already highest in
firns that have mandatory retirement rules, those with such rules
swere no more likely to have stricter evaluations in the. future.
Thus, “the two policies serve as complements, rather than ~
,8ubstitutes, for each other.

t

It was also anticipated that firms jwould discontinue pension “
accruals for workers over age 65. However, only 6 percent o
employees currently permitted to continue ac ruals have employers
who would suggest such a move. T

Although at least half the short-run changers had been made by the
time of the survey, the results suggest that nearly all the employer
response has been, and will be, in the direction of providing more
encouragement for employees to retire by liberalizing existing
benefits, adding types of benefits, and shifting costs more tovard
the company. A maximum of 15 to 20 percent of surveyed older
worKers either have been, or soon may be, affected by employer
policy changes. Most of the future benefit liberalizations being
considered were in response to factors other than ADEA.

The ADEA Amendments' short-run impact ‘on employee retirement plans
was very weak, a conclusion that arises form several pieces of
data. First, only 15 percent of the survey respondents could
correctly identify the amendments!' barring of mandatory retirement
before age 70, while only 8 percent of the respondents in Maine,
California and New' Jersey could identify the pardllel- laws that
existed in their states. By itself, this data means little_aince
the ADEA Amendments might be affecting persons ind4r®ctly through

, changes in firm policy. But in practice,.on{y 11 pﬁrcent of the
sample report having pade a recent change in ‘their petirement plans
for any reason. About one-third of these actually decreased their
retirement age and only one-tenth of these‘increased their
retirement hge’explicrtly,because of the ADEA Amendments. -

. L}
Finally, the survey conti{ned an "exper iment™ to see whether people’
would change their planned retirement age upon being informed of the
ADEA Amehdments'! details.™®fn this® experiment, about 8 percent of
the respondents did increasevtheir retirement_age from 65 or less to
66 or more. But an equal proportiom of the sample decreased their
retirement age. And a person’s increase or decrease in pianned
retirement age had nothing to do with whether the person thought he
faced mandatory retirement’at 65, mandatory retirement at 70, or no
mandatory retirement whatsdever. -In fact, the biggest change in
retirement plans stimulated by the experiment was an increase from
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age 62 to 65, a change anticipated as most likely by personnel
officers., (About three-quarters of all respondents in the
exper iment left their retirement age (Wehanged). .

These data are consistent with the idea that most people have
devoted at least some prior thought to retirement and their plans
are based on their conceptions of their employers' policies. While
these plans may change in the long run, they will not be+vchanged
immediately by being informed of the new age 70 mandatory retirement
provision. > .

In summary, the ADEA Amendments had a significant impact on
increasing the mandatory retirement age of some firms, but it had a
relatively small impact on other aspects of firm behavior, and it

had only a very limited impact on employees' retirement plans.

The Long-Run Impact of the ADEA ‘Amendments

In the long runy the impact of the ADEA Amendments on employee plans
may be somewhat largeér and thi#, in turn, may induce employers to
change their policies. Our analysis of the retirement plans of men
showed significant differences between men who believed they were.
covered by ap age-65 retirement rule and men who faced a retirement
at 70 or above. On average, the second group retired two years
later than the first with one quarter of the cohort wanting to
retire at age 66 or age 67. Over time, as all men became aware that
they can work to age 70, we would expect retirement dates to be
delayed. (We do not expect this to happen for married women since
their retirement decisions appear to be planned jointly with their
husbands and those women are, on average, two years younger than
their husbands),

, .

For the presept, most employers expect little change in employee
retirement behavior, either because that behavior is governed by
continuing financial incentives, or by normative expectations®
(rather than mandatory retirement rules). But should retirement
ages increase, the most common employer response will be to increase
retirement incentives. : .

A significant m}nority of employers, most likely those with the
strongest interest in controlling retirements, appear willing to pay
for their preference with better retirement benefits. This apparent
willingness to bear higher labor costs may, however, be based on the
belief that the marginal ‘cost will not bé great, since relatively
few employees will delay retirement in the wake of higher or no age
limits. P .
The picture could change dramatically should other majqr chi%ges in
federal retirement policy occur, such as‘?aislns the social security
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[

retirement age from 65 to 68.

It is not at all clear whether

employers interested in controlling retirements will accept the
resulting older retirement ages, or will assume the cost of

replacIng all or part of -the lost soclal security benefits with
supplemental payments.
. (Notes

.

The research data utilized for evaluating fhe effects of
derivéd from th€ National Survey of Employee and Employer
Response to the 1978 ADEA Amendments.

Age Discrimination in Employment Act and 5800 employers
identified by these individuals: The employee sample is
representative of the universe of employees subjget to the

ADEA. Due to the fact that persons working ‘for@irms with

fewer than 20 employees, in hazardous occupations or

federal employees, were excluded from the sample (and are
not covered by the AREA) the employer sample is weighted

toward larger firms #4th some overrepresentation of
manufacturing, profegsional services and transportation
industries.

Employees were interviewd py telephone;
enployers received separate mail questionnairesein the
areas of personnel and pension policies.)

3

+ Analysis of the survey is divided into two parts. The first part
examines the 4mpact of raising the mandatory retirement age on
employees' planhed retirement ages. This is done in the context of
a more general podel in which an employee's planned retirement.age
depends on his income, his-pension coverage, his social security
coverage, and other factors as well as any mandatory retirement age
M he may face. . B

-

The second part of the analysis examines the impact of raising the

< mandatory retirementilage on the behavior of firms. This question

" has several specific dimensions. To what extent are firms in
oompliance with the amendments? How many firms changed their
pension and benefit policies in*response to the amendments? To what
extent do-firms eipect*x‘ker behavjor to change as a result of the
amendments? And how W

change?

firms respond if worker behavior.doés —
Detailed overviews of major findings are presented.’
Analysis of Employee Retirement Plans

In this section, we analyze the survey dati to measure the impact of
the 1978 ADEA Amendments- on employee retiremest plans.
in two ways.

We do this
The first involveg simulations based on regression
analyses of the survey data. The second involveg analysis of an
.
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the ADEA Amendments of 1978 on employees and employers are

This survey included
6100 randomly selected employees aged 40-69 covered by the
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"experimeﬂij\ln the data itself. These analyses are explained more ° ,
fully below. .

~ " Note that we do not propose to analyze the data through direct
tabulations -- which actually count how many people want to retire
before age 65. Such-tabulations are misleading because people tend h
to delay their planned retirement age as the{grow older.-

For example, the regression analyses for men,*show that one
additional year of age causes a men to increaseé his planned
retiremenﬁsage by about three months. The survey ¢sample contains
wen ages and older. To analyze the impact of the ADEA
Apendments, we need to look not at thefr current retirement plans,
but at our estimates of their retirement plans when they reach age
59. The regression-based simulation {s designed to make these
estimates. Fig

The experiment, referred to above, arises in the following way. At

the beginning of the survey, employees are asked about the age at

which they‘expect to retire. Later, employees are informed about K

the ADEA Amendments and the fact that they cannot be forced to

retire before age 70. They are then asked to give their retirement
"age a' second time, taking the ADEA Amendments into account. The
copparison of the initial estimate and the reestimate, cafter hearing
about ADEA, creates an "experiment" to measure the Amendmpﬂts' . &
impact. 4

-
Principal findings are summarized as follgws:
a - Men who believe they face an age-éé retirement policy plan
to retire, on average, at age 62. Had the sime men faced a
o retirement policy of age-70 or above, we estimate that they
®would have planned to retire, on average, at age 6U4,

- When men are faced with an age-65 retirement policy, we

4 estimate that by the time they reach 9, about 4
percent of the cohort will want to rgtike/at age 66 or *
higher. Had the same men faced a reftirement policy of M

« age-70 or above, about 24 percent of the cohort would, have
wanted to retire at age 66 or higher though most of these
.would have retired by age 68.

° - The survey data on single women is too unstable to give
° reNable inferences of the impao® of an age~-65 retirement
- on their behavior. s .
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When _married women ar®\faced with an age-65 retirement
poligy, we estimate tha by the time they reach age 59,
about 1 percent will want to retire at age 66 or higher.
Had these same women been®faced with a retirement policy of
¥ age-70 or abovey a:&g; 5 percent would have wantd to retire
at age 66 or higher<" This relatively small impact antSes
® in part from fhe fact that women key th®ir retirement
°decisions to the decisions of their husbands and women are,
o On average, ;bout-ty&’years younger than their husbands.
> This means most couples will retire. at can age that will not
T obrifig the wife into contact with a 65-year old 1limit.

14 practice, 10-15 percent of all sample respondents knew
¢ gﬁ,the existence of a federal law which.moved the mandatory
etirement age from 65 to 70. 1In Maine, California, and
. New Jersey,|@bout 8 percent knew of the existence of state
lawvs which changed mandatory retirement ages. R
EmpLoyee§ were much more aware of the mandatory or expected
retiremgnt ages in their firms. In firms that had had no
recent thange in retirement age policy, 57 percent of men
and 48 percent of women correctly identified the firm's
retiremefit age (or the absence of any retirement age) while
10-15 perceni of bbth groups did not know their firm's
policy and 20 percent of both groups identified a policy
that was too restrictive. 1In firms that had made a recent
policy change (within the last year), about 35 percent *of
»men and 26 percent of women could correctly identify their
firm's policy while about percent of both groups
identified a policy that whs too restrictive.

When sample respondents were informed of _the 1978 ADEA

Amendments, only about 8 percent chose to change their
retirement age from 65 or less to 66 or more. An eqial
number chose to reduce their planned age of retirement
while about three-quarters of all respondénts left their
planried retirement age unchanged. We believe this limited ,
result indigated that retirement plans are not something
people will qui'ckly change {n an interview format. Over
timg, we expeci results. to be somewhat larger, particularly
+ -+  for men, as described above. .
The remainder of this Review is divided into five sections: Section
T rev1e2§ employees' responses to two questions on their planned age
of retifément; Section 2 reviews employees' knowledge of their
firm's retirement age policies; Section 3 estimates the determinants
of an employee's planmed age of retirement and constructs simple

simulations®to investigaje the impact of mandatory retirementy
Section 4 examines changes in gpployee ret;rement plans when™ they
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are informed o} the 1978 ADEA Amendments; Section 5 contains a brief

co?clu ion, . »
g
1. An Employee's Planned Retirement Age ' e

Throughout this séction we are concerned with explaining the‘,
determinants of an employee's planned age of retirementz ForY this
reason, we begin with a deasrlptlon of the retirement age variable
itaself.

[ .

'

Table 1 contains data for men, stratified by age, on the amount of

guess their retirement age. The data show that between 75-and 80

per'cent of all workers have givem at least some thought to

retirement, a proportion which does not vary much by age. The .

proportion of men who have settled on an (anticipated) ¥etirement

age varies slightly more with age, increasing from 59 percent for
. men ander 50 to 68 percent for men ovei:jZLT’/’,(/
, ‘

Our analysis of these responses ralsed ssues: the mganing of
retirement, and differences in guessed and anticipated responses.
We address the meaning of retirement first.” E3.01, the question in
the employee questicnnaire that begins the-.retirement age section,
refers to "how old you expect to be when you retire--either from
where you now work or from a future job."™ At the same time, o,
question E3.20 asks:

° ~ . .,
E3.20 °> As of now, Jo you expect that you will stop
¢ working completely when you reach:retirement age
/ or not?

. Table 2 below contains the distribut { respopwe
question for men ages 54 or less, crossta d by
anticipated retirement age. The data show that most men
of retirement plans, .expect to keep working to some exten
their ¥retiremept." This indicates that most re::;:ggnts

interpreted retirement to mean leaving a "main jobt pension ¥

‘acceptance-~-rather than a stopping of work. As proceed to
analyze the determinants of a person's "retirement" ,age, this
meaning of ‘retlrement should be kept in mind. - . +

N .
~NT o . .
.

2. Employee Perceptions of Retirement Policies: and Retirement Law

2

» / retirement policies and retirement law. We are erested in
three specific items:

¢ - . I ‘ e (\,
N .

° { - t
.
o Q r
. 3 > \ . &
L , . .
. - » .
' » <
. ¥
1 .
. .
. . .
Al ¢ ~ - -
3
A Y - . .
. .
o Y «
’ A ) { -
.. £ .
\)‘ -, . o ;z H
L . .
ERIC § L S .
A proiedy e - ‘

-y . ’ -

~thouight_they have given to retirement and whether they anticipate or .

-

3

§

.

~
4

e




PART I *

73

”

Table 1. Distribution of Anticipated and Guessed Retirement
M Ages by Amount of Thought Given to Retirement
. for Men*

———

) Ages 39-50
(N = 1284)

. Anticipated
. o  Retiremeat
Guessed at

# Retlresent

(B) Ages 51-60

Tevoted at Least Some
Thought to Retirement

.

-

Devoted Little or

592

No Thought to-Retirement

172

243

Devoted at Least Scme

Total = 1002

1
Devoted Little or
(N » 1638) . Thought to Retirement No Thought to Retirezent
* Anticipated . 682 .r -—
Retirezent °,
- " Guessed at &
Retirement 142 182 ¢
-3 - L]
* Total = 1002
v N
(C) Ages >60
(N =.406) Devoted at Least Some Devoted Little or
e Thousht to Retirement Yo Thought to Retirement
14 - -
' Anticipated 682 . . -
Retirement
Guesaed at . ’
' Retireazent -~ 122 ¢ . 202 -
» »
' - Total = 1002
v : )
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3
' Table 2, ponses of Men, Ages 39-34, on the Question
of Whether They Plan to Stop Working Completely
After They Reach Retirement Age
4 . .’

’ Anticipsted or ‘Proportion ¥ho Plan
Guessed Retire- taber of to Keep Working After
mant Age Responses "Rezirement"”

55 or less ) 682

.

. 56-65 883 552

- 66-6% 5 802
70 and above . 28 752

»
' A4 .
o
.
N LY

ERIC
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What does the employee know about the retirement agé in his
own firm? .
What does the employee know about the 1978 ADEA Amendments?
What does the employee know about age discrimination laws

in his own state? (This question was asked only for
residents of New Jersey,.California, and Maine).*

A priori, we assume that the employee's knowledge is most
accurate on the policies of his firm. This implies that the
ADEA Amendments work [if they work at all) indirectly by :
affecting employer pelicy which then influences employees. The

tabulations presented in this section support this fo:mptlon.

The data in Table 3 show that about 10 percent of men and 17
percent of women do not know whether their employer has an
expected (or mandatory) retirement age, while 27 percent of men
and 22 percent of women indicate a retirement age of 65 or :*
less. The remaining three-fifths of the sample indicate their
firm has a retirement age for their occupation of 66 or more
(concentrated at 70) or no retirement age whatsoever.

In Section 3 we examine the extent to which these percetpions
influence employee retirement plans. For the present, we
acknowledge that they may have some influence and this leads us
v to ask how accurate the perceptions are. To begin to answer
this question, we cross-tabulate employee responses with the
responses of the personnel office in the ‘employee'’s firm. A
priori,,we believe that policy changes take time to filter down
to employees-~particularly younger employees--and so we would
expect the accuracy of employee knowledge about retirement
policy to depend on whether or not the change was recent.

Table 4 compares the employee's response.and the personnel
offiger's response to the existence of a mandatory retirement
policy. Included in thé table is the percent of employees who
correctly identified their employer's policy. The data show
that 60-65 percent of men and 50-55 percent of women correctly
identify the existence (or non-existence) of a mandatory
retirement policy in their firm. This percentage is slightly
lower in firms that have made a recent policy change, but.the
differences between firms that have and have not made 2 recent
change is not sharp. For example, -one mistake of importance to
this study is an employee's perception that his firm has a
mandatory retirement age when, in fact, it does not. Where
firns have made no recent policy change, about 18 percent of men
and women make this mistake. 1In firms that have made a recent
policy change, only 9 percent of women and men make this
mistake. (The reason for this surprising outcome emerges in
Table 5.) Firms that have made a recent policy change are

typically firms that had a mandatory retirement age of 65 and,
. g
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PART 1 .
£ ’( .
Table 3. ‘
Enmlogee Perception of Fim's
nda or ecte etirenent e
¢
f Employer Mandatory
'{ or Expected Retire-.
i j——menr Age Mumber of Responses*
: Iy
bad Men Women
0-55 ‘a3 7
56-61 34 ¢ 8
62 . 59 T 48
. 63-65 834, o 405 °
66-70 1% 335
> 70 / 2 7
_Ro Ratirement Age 1486 991
| Don't Know 335 373
!
5 Total 3502 2174
&
————— ‘ -
*Excludes missing datz. Ty
' -
o
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“Table 4. rinm Jatizement Policy Versys Paplovse
° Teepcion of Tirm's Policy

.
*

g

.
A. Tire's That Lave Mot Hads Policy Change Within last Year
k]

Bwployes's Perceptions
Rive

Iy Expsceed otk as
[ to long as Doa’t
N Tirn's Policy Retire Recire Ooe Can Raow
™ Mandatory Ratirement | 180 2 483 8

¥andatory Retiresent 28 2 ¢ 20
X e 2128

Percent CotTect = 3%
B 4 4

3. Iira’s Thar Lave Made Policy Change Within Last Yesr

‘ Employes’s Perceptions
\ Rave Expacted  Vork as
. to . to Long as Doa't
" Piza's Poltey Retire Ritire Ooe Can  Know
Bo Mandatory Recirement
~

.8 10 57 . ?
429 30 m ~ 62

Mesdatery Recizeneng
Be 358

Pircent Cotrect « 622

Sy

Vomen . ,
A. Tirms That Xave Kot Made Policy Change Within Lase Yesr
&

¢ Esployee’s Perceprions
Kave Ixptceed otk as Dm.u.
[ Lecg a8 “Don't
- Ratirse Qne Can Kook
%o Mandatory Retitessnt

' 38 2w 7
Mandatory Retirssest 1 13 3

XTe 93! )
Perceat Correct » $72 N

! -

.
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3. Tira's thac Mave Kade Policy Change Withia Last Teer

* leyee’s Perceptions
. R Have Ixpected Votk as
o Pira's Policy ts te losg a8 Deu't -
Que
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- . Tabless, - S of Accuracy of loyes Perceptionf
of Firms' Retirement.Policy o
. Firns With Firms With
. No Recent A Recent .
{ . Policy Change Policw Change
A. Men ’ RPN .t .
) . > . *
.Correctly States Handatory M\ v —e
Retirement Age 142 -~ 272
., Correctly Statea ti_\e Abaence *
of Mandatory Retirement Policy ~ © &3 L,z
. Gives a Mandatory Retirement - )
. Age That Is Too Low A ,72 272
) . - ’
. Cives a Mandatory or Exfected
+ Retirement Age When No Handatory .
Ratirement Exiata . 192 ° 8x
Don't Kook Firm'd Policies 9 - I
An o:h.Z 7% . 233 ]
* 1002 108, )
° - . .. N = 1128 N - 858 .
. . [
3. Nomen e )
Y T .
Correctly States Mandatory 2 -
. Ratirement Age o122 192 |
° o .
#h Corfectly Statea the Abaence B ) -
ot of Mandatory Retirement Policy 3562 ”
4. .
Gives a Mandatory Retirement 4 ‘q
Age That Ia Too Low . 8% 232
N Gives a Mandatory or Expected ! s ; , -
Retirement Age When ‘No Mandatory ,
Retirezent Exiats » 182 102
: Don't Know Firm's Policies 16z - 142
All Other 102 272
® . ¢ 1002 1002
. K= 793 N = 447
L
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in resﬁonse to the A Amendmentsf increased it. but did mot
abandon .it. ‘In these*firms, most employees know that there is
a mandatory retirement age (Table 4) but relat{vely largh
numbers of employeés believe that the age is lower than it

.actually is (Table 5). .
Table 5 expands on Table 4 by examining data on mandator}
retirement ages as, well as the existence of i mandatory
retirement policies per se. Here, the impact of recent employer
policy changes is more evident.  In firms that have made no
change in retirement policy, 57 percent of men and 48 percent of
women accurately described their firm's policies, correctly

« identifying either the retirement age or the absence of any
retirement age. Conversely, 26 percent of both men and women

" perceived policies that were too restrictive.” Either they
identified a mandatory (or expected) retirement policy ;ggre
none existed, or they identified a retirement age that too
low. R .

. '

Where a firm mage a recent policy change, overall employee
accuracy declined. The proporation of employees %ho correctly
identified their firm's retirement age (or the absence of a
retirement age) dropped from 57 percent to 34 percent for men,,
and’from 48 percent to 26 percent for women. Conversely, the,
.proportion of the sample erring by identifying the poligy as too
restrictive rose from 26 percent to 35 percent for men and fnonm
26 percent to 33 percent for women. (Note also that among t?‘ms
with recent changes, about one-quarter of both men and women
‘lthought their firm's retirement ages were higher than they .
actually were. These observtions are grouped under A1l Other).

would expect older workers ¢ be more familiar wiyh employer
retirement policies, but the proportions in Table 5 (all
workers) and*Table 6 (older workers) are quite ,similar.

Table 6 recomputgs Table: 5 for workers over'55. A priori, we

To summarize the data in Table 5 and 6, we assume that over
time, employees become more familiar with recent policy changes
and the accuracy of their descriptions réaches the a curacy in
the rest of the sample. Given this assumption, the survey data
indicate that about three-fifths of all men and one-half of all
women have an WMccurate picture of their firm's retirement age ,
(or_the absence of that age) -while one quarter of both men and
women believe their firm's retirement age [s more restrictive
thdn it is, P , . . :
At the ‘opening of this section, we argued that employees should
have better knéwledge of their firm's policies than of relevant
federal and state law.® We now investigate this proposition
directly. At the time of the survey, three . states--New Jersey,
California, and Maine--had laws prohibiting an age 65 mandatory
retirement. . !
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-8 As shown in Table 7, knowledge about the existence of state laws
V < Neys in New Jersey, California and Maine is limited. Among survey,

‘ ® respondents who lived in those states, only 5 percent 6f men and
6 percent of women sald laws existed which precluded a firm's
foreing retirement before age 70. Eighty-eight percent of men
and 84 percent of women said they either did not know about such
a law or that no such law existed.

® o ’
Knowledge about federal laws was somewhat higher, with 1§
percent of men and § percent of women knowing that federal law
grohibitgd a firm from forcing retirement before agé 70. (Table
) Here, too, however, there was nmuch incorrect information,
with 71 percent of men and 82 percent of women saying that
either they did not know- of such a law or that now such law
existed. Sim)lar tabulations restricted to workers 55 and older
show similar results.

We opened this section with the’ proposition that employees weres
far better informed about firm policies than about state or
federal law. The tabulations indicate the proposition is
correct, and also showed that significant numbers of employees
do not know, or are misinformed about actualatirm policies.
Nonetheless, when we turn to estimating the determinants of
employees' retirement ‘plans, it is more reasonable to link these

plans.to employees' Eercegtions of firm policies, rather than to
firm qoliq es themselves. .

3» Estimating the'Impact of Mandatory Retirement Rules

In this section, we utiliZe survey data to estimate the impact
of mandatory retirement rules on individual retirement plans.
The sample is divided into two groups: \ .

~

, .
(A) Pelsons who say they face an expected or mandatory
- retirement age o{ 65 or less.

(B) Persons who say they face an expected or-mandatory
retirement age of 70 or more (including no mandatory
s, retirement). ‘ ’

We use each,group to estimate a séparate model of tfie
determipants a person's planned retirement age where these
determinants fnclude the person's demographic characteristics,
his financial circuimstances, and certain characeristics of his
firm's pension plans. We assume that when.this model is
estimated for.persons* in Group A, its coefficients embody the‘
impact of facing a retirement age of 65 or less. When the model
is ‘estimated for persons in Group B, {ts coefficients embody the
-, ¢ .
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5 23.26 To ths bast of your knowledge, does the stete in which D
you vork have & law about employers making their workers rerire
by a’cutu.n age?

r _E3.27 (if yes to E3.26) According to the stete law, vhat is
. tha earliest sge st which you cen be made to retire?

(combined responses to poth questions)
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A
v . #!%' J g'b“.g_ Knou.rledge of Federal Age Disgiminat%n
5 ,;f..ﬁ Laws Among All Sample Respondents
. ..
/

i Sanple Respondents .

» 1

b ~
- . - » N e
. 3‘.3.29 ‘d to the best ofyour lznovledge,(does the federal )
government have a law abput employers making their vorkgrs
_  retire by a,certain age? 2 4
) ’ . < .
E3.30 (if yes to E3.29) According to that federal law, .

at is the earliest age at which you can be made to retife?

' s
. ¢combined responses’ to both_guestions) - . '
. L4
. ~ . Men Yomen ‘e Y
~ . © .
L Don't Xnow . " 282 R . 412 N -
4. . A A » -
- Z L a. 432 412 . A
. -'v-a’.sgc'h‘s. I I e 3‘ i < S 1o ‘3
. . " Yes, Thare is 'Nﬁ,"‘, . . . ~5 . . '.' ' .
\A Law . AE Bl e N * L > *.,
. . LEA - R ~
' - TSt 31 = -
; Don't Know Specific < ’ -~
‘' Age h - 5% 12, T .
> V - . . )
. Age 65 or Less 82 7%
Age 70 152 92

More Than 70
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impact of facing a retirement age of 70 or more,. We tHen :use ’ .
. the two estimated models to estimate two, separate, .
T distributions of retirement ages for the same people. A : \

comparison of these two distributIgns glves the Impact of

age-65 retirement rule. We hypothésize a sipple "target incomJ}A‘
model in which many men want to retire in their early sixty's,
subject to the constraint that they have an adequate income at o
retirement. If the model is correct, -and if most men {n the i
sazple ‘have adequate sources of retirement income, even a . |
mandatory retirement age of 65 will not pose a binding

constraint in many cases.

3 -+ - . -
To test this model, we begin with independent variables . .
describing the ilégyal's dendographic characteristics, his
c

financial cir s, and certain attributes of his pension

goverage. Dohograppric characteristics inglude the individual's

age, educatibn, the presence of a,child who°is less than 12,

tenure on tfe current job, and a variablé denoting persons who .,

are professfional, téchnical or sales twhite collar) workers.

. Financial gircumstance variables include the ‘level of refirement? -
“income fro all sources which the person expects to’receive, K
variablé ydentifying people who are- reasonably .gonfident that
*their retfiremeht income will provide a comrortabie-living, a, -
variable {identifying people who expect to recgive social

”»

v

security, and a variable identifying peogie'who own their own . e
° phome. The description of thé person's ‘peRsion situation is
based on & set of six, mutually exclusive (0,1) variables to ¢ .

describe the following situations: B

.

C e . ) . E'
. ‘o K No pensio? . . . P .
. = . Upsure of pension coverage and/or ehtitlement age ,
* " *
©.7 = ‘Cavered by a pension and full benéfits at 60 . .
- L - ' e - -
‘¢\$ r Covered by a pension ang full benefft® at 61-62
N . - . PRt -

. -

= Covered by a pension and Tu%l benefits at 63-65 .

- Covered by a pension and 'full benefits at 66 or more.
* - 0

Regressions explaining planned retirement age for mgn appear in ~
. Table 9. The sample of men is divided into two groups: those
i who say their firm has a mandatory or _expected retirement age of
. 65 orffless (column A) and those who say their firm has a -
retirement age of 70 or more {column B}. In most respects, the
two regressions are similar, and support the target income model
sketched aboves In what follows we discuss those results that
are statist{cally significant.
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The .coefficient on expected income+is between -.3 and -,.4 which
means that each extra $2,000 of expected retirement income
causes a reduction in planned retirement age of about one
month. The coelfictent on the comfort provided by this income
lies between ~.5 and -1.0. This means that persons who are
reasonably confident that their retirement income will pro§fde
Al them with a comfortable living will retire six months to one
year earller than other people who don't have this expectation.
The coefficient on expected social security receipt lies betyeen
- 3.0 and 4.0, and this means that person3 who expect to receive
social security will postpone their retirement by three to four
. years, all othen.things,consfant. This postponement f{s
consistent with an idea of target income model in which men
+ would like to retire quite early but will keep working until
°they can retire with social security. .

-
Similarly, persons covered by a pension which prévides full
benefits at age 60 retire between two and two-and-one-hdif years
before workers who receive full pension benefits at age 65.

Certain demographic variables have similar impact ac¢ross both

. equations as well. 1In each equation, one additional year of
tenure on the job (holding age 'constant) reduces planned
retirement age by a ,ittle more than a month, a relatfonship
which may reflect the role of gears of service in determining
the level of pension benefits. Being a professional,
technical, or sales workers chuses postponement of retirement by
about a year. <Certain other varjables (e.g., having a ehild
under 12) e significant in’one equatidn but not the other.

Khat di‘ference does a mandatory retirement rule of age 65 or
. less have qn planning a retirement age?
In this methodology, we assum; that the estimated coefficients
of the Group A regression in Tablé ¢ embody the behavior of
° persons faced with an agge65 retirement, while the estimated
coefficients of the Group”B regression embody the behavior of
s persons faced with a retirement age of Ze—ea_above. By applying .,
- the Group B coefficients to persons in Lroup A, we can estimate
¢ what their retirement_plans would have/been had they not been
faced with-retirement age of 65. Sigilarly, by applying Group A
coefficients to persons in Group B, can estimate what their
retirement plans would have been had they been faced with a -«
retirement age of 65, y comparing these counter-factual -
distributions with the actual distributions, we,can estimate the
impact of mandatory retirement. . .
L 4
ta

.

ﬁe 1nvéstigated a number of other explanations of tﬁé significance
of job tenure without success. T - . .
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Table 10 contains the distribution of retirement ages for the
413 men who said they faced a retirement age of 65 or less.
Column A'of the table contains estimates of the men's planned
retirement ages when the men themselves reach age 59. The
estimates assume that the men continue to face an age-65
retirement. Column B of the table contains estimates of the
same men's retirement plans at age 59, assuming they faced a
retirement age of 70 or above (including no mandatory
retirement).

The differences in the two distributions are significant. The

© estimates in Column A show that aging the sample to age 59
(while retaining an age-65 retirement policy) increases their
planned retirement age by about 2 years. But only 4 percent
have planned retirement ages 66 or more. By contrast, Column B
shows the plans of the same men assuming they face a retirement
age of 70 or above, and here, 22 percent of the men plan to
retire at ages 66-69 (with most retiring at %6 or 67).

These results are consistent with the target income model
postulated above. For most men, the combination of the desire
to retire at an early age, coupled with current pension and
social security entitlement ages mean they will want to retire

at 65 or less. An age-65 retirgment rule does not infiuence R
their behavior. But for a siggificant minority of men (e.g.
20%), an_age-65 rule does 1limif behavior and their Fet rement .
decision would be postponed by] one or two years if the rule wWere
relaxed.

Table 11 performs similar calculations for men who actually

- faced a retirement age of 70 or above. 'Similar differences .
emerge. Column B of Table 11 shows the &spimated distribution
of planned retirement ages when the men are "aged" to age 59.
We estimate that 24 percent of the men will plan to retire at
age 66 or above (with most retiring at age 66 or 67). Column A
of Table 10 reestimates planned retirement ages assuming these
same men faced retirement at age 65, Here, only 4 percent of
the men have planned retirement ages above 65. *

3 1
fo better understand the results, note that in Table 10, the
retirement plans of persons in Column B are about 2.2 years
higher (on average) than the retirement plans in Column A.
Recall that these two columns represent the retirement plans of
the same people (with the same independent wariables) estimated
‘using two different regression equations. Thus, the 2,2 year
postponement of retirement plans comgs from differences in
behavior induced by facing an age-65 retirement, rather than
from any differerjces in pension coverage, occupation, or other
independent variabless

\ .
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PART 1
’ " Table 10. Simulated Retirement Plsns of _
. Men Who Face 65-Year Retirement.
: Rule (Men in Group A in Table I11-14) ~
¢ . - ¢
P A i .3
s \ - Reestizated N .
Distribution -
(Assuming Men’
. Aged Distribution Were Facing
of Actual Responses Retirement,
_(Assuning Men Are , Age of 70 or
A1 Age 59, Rather Above, Rather S
. ) ‘Than True Age)X* : Thaz 65 or Less
. R N ~
<59 - 8.4 N\ 1.6 ¢ \
<59 8.2 2.2
Pl » v ' )
60 ., ude P .
61 RN LI 2 . 3 ,
62 - 21.8 © 124 ’
63 15.5 . .15.0 <
. T
"64 0.2 19.1 7 r
6 i sa o 16.5 '
. 66 29 . - « W \
67 1.g 7 6.8 .
68 L,
-_— v - [ LI,
. 69 ' _— . . 7 : ”
. - 1 100% . 1002
¥ean ° - 61.6 Years ° 63.8 Years “
: - v * .
o *Based on Group A Regression in Table II-14. .
**Based on Croup B Regression in Table 1I-14. .
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» Table 11. Simu-llted Retirement Plans of Men
Yo Uho Face Retirement Rule at 70
—C_-A2ce Xetlrement Rule at 70
. or Above (¥en in Group B in Table II-14)
- -3
- v . + . R
-a - T . A . 3
o Reestimated Aged Distri-
= . - Distributions bution of
) ¢ Assuming Men . Actual Responses
. Were Facing . (Assuming Men
L - . R Retirment Age R Are All Age '
. « of 65 or Leas 59 Rather
NN Rather than \ Than True
. . ° 70 or Above* Age) ** .
.. 4'*‘-‘ v - N J
. . 1
~ <ss . 5.9 | 1.0
<59 . 8.8 : 2.0
. , 60 B » e . ERER
61 oo . 186 ~ . 6.7
f‘ B . . ’P P
62 ! 17.0 1173
63 16.3 . 17
64 \ 11.0 ~ 17.3
. . f
. 65 a . 6.7 . 15.1
R > .
86y 3.5 7 - 2.6
& - 67 3 ' . 8.5
" 68 ’ 2.4 '
» “~ .
- 69 .
. ’ .
1602 . 1001
/ : N
Mean 61.7 Yeara - 63.9 Years
. B
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*Based on croup A chrcnion in Table 1114,
#ABased on Gioup B Regfesaion in Table 11-14,
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The magnitude of thwse differences can be seen by comparing the -
// ‘estimated plans of person's whé actually faced suth a rule
(Table 10, Columr A) with person's who actually did not face
such a rule (Tabie 11, Column B) and again, the second group
wants to retire about 2.3 years later an the first, .

In summary, the pepfeption ef an age-65,ret1rgment rule reduces
the aver ‘planned age of retirement by about, 2.2 ‘years and
decreases t ber of men expecting fo retire after age 65 by
about 80 percent. /- . P . .
. - ¢ \x'
Because these results dre retirement plans, rathar than actual

* retirement behavior, they should be treated with.caution.®
Nonetheless, it should be noted that they are broadly consistent
w¥ith the results of other parts of the study which were, based on
actual, pre-ADEA behavior. In one set of estimates based on the
Retirement H_skory Survey, we examined the retirefgent behavior\
of workers aged 62-64 in 1973 who were faced withjmandatory .
retirement. The findings show that over the next ltwo years, 81
percent “of this group had actually retired while’ ey estimate
that abqut 60 percent of the group would havé refi ed had the,

" group not faced mandatdry retirement. When we exawine similar
"statistics from Table 10 we find that.among worke §.aged 62-64 °
who face_an age 65 retirement, 71 pencent will rebtife over the

next two Years, while 45 percent would retire if they did not

face mapdatory retirement. In both cases, facing :ap age-65 '
retirement incrgases the number of retirementss.among the group,:
by about 20-25 Percentage poi'nts,. 4 j‘

1] N
To this.point:, we have argued that differences in ngup A"and * °
Group B retirement plans come from facing (or not faeing) an
age-65 retirement. Before leaving these results, it!is worth
exanining a few of the details of this relationship. 1In
particular, our model contains two potential incentites fof
retirement at a young age: a variable describing full pension
entitlement at age 60, and g variable deséribing the presénce of
early retirement provisions. As shown in Table 9, the impact of
Bothevariables is larger wher the individual is facediwith 4n
age-65 retirement age (Group A) than when he is not (Qroup B).
In the Group.A equation, pension-entitlement at age 6‘ redsces
retirement age by about 2.6 years compared to 2.1 years fo
Group B. Similarly, early retiremént provisions in the pension
plan cause retirement ages to be reduced by one year ip the .
Group A eguation, but have fo impact, in Group B. These results
indicate that a mandafory retirement age affects, not only .
retirement at that age, but incentives in the years leading,up

to that age as well.
N
) ¢ ~ Y .
* : * L i\ -
For example, all of tht men in Group A say they facé”an age-65,
retirement, but by law, this is illegal. :

[y .
°
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In determining the retirement plans for single women, we must
conclude that estimates of the retjirement plans of single women

are too statistically unstable toArovide a basls for measuring

the Impact of mandatory retirement rules. . »

' .

Estimates for Married Women

# [

In the case of working married women, we found we could improve
Pur model’'s predictive power if we included variables describing
the retirement situations of their husbands. Three additional
variables were examined: .

- A variable describing whether the husband was in poor
health. .
- A variable measuring the womane; estimate of the )

number of years between the date of the interview and
the husband's retirement date. :

- A variable describing whether the husband was covered
' by a pension.

The important feature of the estimate for married women is their

early retirement age. When we estimate the plans these women .
wiil make at age 59, the large majority say théy want to retire

before age 65 whether or not they face an age-65 retirement

rule. When the age-65 retirement rule is lifted, the proportion.

of women who desire to work after 5 increase,.from about two

percent of the sample to five percent of the sample. While this
change is sharp In proportionate terms, it does mot have a greab”’ s
impact on the labor force per se. .

Thé’limited impact of age-65 retirement’ upon woken's behavior in
part reflects the desire of a woman to retire when her husband

does, togethér with the fact that women in the sample are, on
average 2 years younger than their husbands. Women in the

sample average 48.7 years in age while their spouses average

50.5. Even with the l1ifting of ma atory retiremefit, our

eztimates show that most men will hdve retired by age 66 or 67

and simultaneous retirement by wiveS will not involve hitting an : °
age-65 limit. . .

Determinants of Changes in Retiremefit Plans
J

To‘this point, we have been discussing a model by which the 1978
ADEA Amendqents influence retirement decisions indirectly
through firm retirement policies. 1In this section, we examine

" more direct impagts of the ADEA Amendments on individual

O
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decisions. Data in the survey permit such examinations in tyo
ways. The survey establishes whether or not a person has |
changed his plarned age of retirement in recent years. 1If the *
person has madé a change, the survey asks for the reason behind
the change. The ADEA Amendments are coded separately as one
possible reason for the change. The small number of people who
know about the ADEA Amendments to begin with suggests the number
reporting adjusted retirement plans in response to the ADEA
Amendments should be quite small.

The second examination of diregct ADEA impacts invalwves the
results of an Mexperiment™ conducted in the survey itself. 1In
the survey, questions test the respondent's knowledge about-

federal ané (if applicable) state retirement law, Question
E3.31 reads: .

E3.31 betually, as of January of this year, there is a ..
federal law which says most workers ‘cannot be
made to_retire against their wishgs before they

. are 70." Also, state laws in California, New
Jersey, and Maine say that Mo one can be made to
retire against their wishes because of their age,
even if they are over 70. Of course, people who

. want to retire before 70 can do so at any age,

. and if they are eligible, dollect Social

’ Security--or any other pension for which they are

e eligible. Taking all this into account, if you
had to make up your mind today as to what age you
will retire, at wyhich age would that bé? e

The difference between a person's original retirement age and
this re-estimated retirement age can be looked at as crude
experiment to measure the ADEA Amendment's impact. The
remainder of this section will be divided into three parts. 1In
the first, we will tabulate the ADEA-induced changes in
retirement age ywhich occurred prior to the survey, the first
source of data cited above. In the second part of,this section,
we will tabulate the results. of the ADEA "experiment™ described
above. In the third part, we-summatize unsuccessful attempts to
alyze the experiement using regression and logit analysis. We
conclude from these attempts that there is no systematic pattern
to persons yho reestimated thejr retirement age.
- &

- ADEA-Indyced Adjustments Made Prior to the Survey

As suggested ét the beginning of this section, the number of .
persons who say they changed their retirement plans directly on
response to th%m Amendments is very small. Tabl® 12
contains a summ:

.

of thi} information. =

.
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Table 12.~ R:esgonses of Persons Who Changed
‘Their Retirement Age.in the Last
' ‘ .- . "Iwo or Three Years” (Men and
\‘ Women Grouped Together)
; i A [
) -, ‘o !
[ E3.11 Why Did Yéu Lower Your Planned Retirement Age?
. Change in Mandatory Retirement Law? 13
Other - ° . 157 -
. Not Applicable or M{ssing '5567 '
pt .
! B3.12 Why Bid You Increasa Your Planned
Ratirement Age? ' -
Change 1in &E_datory Retirement Law? 13
Other 311
Not Applicable or Hi(:ing 5413
\
£3.13 Why Did You Decide to Retire After All?
. Change in Mandatory Retifement’ Law? - -
Other ° . - . 18 -
Not_Applicable or Missing ' ¥ 5719 .
£3.07 Did You Decide Mot to Retire = .
, *- After Al17- : <o,
Change in Mandatory Retirement Law? 3 .
N Other : . 108
. Not Applicsble or Missing o« - 5629
‘ / . : ¢
- ~ l; }
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To put Table 12 into perspective, b&gin with the fact that the .
survey contains 5,737 responses, of which 112 did not give any
Tanticipated .or guessed retirement age. Of the 5,625 persons who
did give an intitlal retirement agd, 620 (or 11 percent) report
having made a recent chanfe in their retirement .plans. Of this
number, 29 report having made their changes in retirement plans
in response to the ADEA, Amendments. This number is divided
about equally between people who postponed their rgtirement (16 .
persons) and thase who lowered their retirement age (13). The .
total figure of 29 persons represents one-half of ont percent of
the initial 5,625 persons. ° ’ +
In summarizing these  figures, we shoull recognize that the
survey was conducted about a year after the ADEA Amendments took
effect, a short time- in which to gain recognition. * Moreover,
the“direct impact of the Amendments as measured in this question
remains less 'likely than an J4ndirect impact working through .
employee perceptiens of company policies. Nonetheless, the data
. in the survey ihdicdte that the short-run, direct impact of the

ADEA Amendments upon individual behavier was almost nonexistent.

Tabulations frém the Sﬁrvey "Experiment"

- . .. ' ~ . A O
We turn next to the results of the survey "experiment" described .
above--i.e., the way in which employees!® estimated retirement ¢

~ ages changed when they were informed of the ADEA Amenaments and
corresponding state laws. T .
A pfiori, we expect lhat knowledge of the ADEA Amendments would, °
if anything, cause a person to postpone ekpected age of ,
“retirement--in particular, to increase it to a level above age
65. In practiee, the pattern of'change.is more complicated. As
shown in Table 13, about 6 percent Qf men and 9 percent of women -
do postpone their retirement from an-age younger than 65 to an
. age over 65. But roughly equal proportion® of men (7 percent)
and women (8 percent) décrease their retinement age in the
¢ - reestimation. Moreover, the proportibn of both men and women
who increase thelr retirement age to something over 65 bears no
) relationship to their previocus perceptlions of thelr firm's
retirement policies. .

.

Among those who did change their retirement age, the most
frequent adjusiment was from age 62 to age 65, a change

* tabulated under "Other Increases" in the table. As shown,in
the table, this kind of change was most f?%quent among persons
who originally tholight their firm had a refirement age of 65 or
less. 1In practice, however, about 90 percent of these persons
thought their firm had a retirement age of exactly 65, and so
moving their retirement plans frém 624up to 65 seems to.have

little to do with mandatory retirqpeqt regulations per se.

- b >
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\ Tsble 13,

/
A) Men :

Perceptiona of Firm Policy

‘Parceived L 65

Changes iu Retiremant Age

Decregsed
Rl:irmn:
e

Changes in Retirement Age

Increased
From Below
65 to

Same
Retirement

enQiven ADEA Information

1

14

Other

AL Age Above 65 Incresses Total N
82 VARL sz 132 1002 86

Perceived > 66 . 62 832 62 52 , |100x 67
Perceived No Retirepent Age 72 792 62 81 1002 135.
Changes in Retirement Age
S , Increased
Decreased Same From Below -
3) Single Women Retirement - Retirement 65 to Other v
Perceptiona of Firm Policy Age Age Above 65 Increases Total N
.
Perceived < 65 72 702 92 142 1002 164
Perceived > 66 ” o762 > 92 1002 138
B - - - SN
Perceived Ko Retirement Age 102 712 paL 4 >4 1002 391
Changes in Retirement Age
Increased
Decreased Same From Below
C) Married Women Retirement Retirement 65 to Other
Perceptions of Firp Policy . Age Age Above 65 Inlreases Total N
Perceived < 65 SR SN, S 692 vex 142 1002 254
Perceived > 66 = 72 24 92 1002 175
+ . <.
Perceived Ko Retirement Age 102 712 102 92 1002 473
- e — —  m— - P --—-—-'—-—n—--‘— - - |m—m e W Eme -
A " « " -
1. Sample includes persons of all ages. Ixcludes persons who did not know
about firm retirement poucy:
.
. :
: il
3 f - ¢
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Rather, we speculate the¢ increase was‘triggered by questions
concgrning the &dge of pension entitlement, social security
recelipt, and other matters, though detailed tabulations have not
been able to prove this assumption ¢ne way or the.other. M

In summaryy, the results of the "experiment" indicate that
knowledge of the ADEA Amendments and other factors caused about
6 percent of sample men and 9 percent—of-sample women to
increase their retirement age from something under 65 to
omething over 65. The emphasis on other factors is important,
however, sipce the proportion of persons making such adjustments
was independent ofr witether the person had originally thought his
firm had a retirement age of 65, 70, or thought his firm had no
retirement age at all. s

Exploratory Rééression Models

The data suggested perceptions of mandatory retirement had
little “impact on how a person changed his retifement age when
informédd about the 1978 ADEA Amendments. To test this idea more .
». fully, we ran a series of linear probability models amd o
nultinomial logit models to see whether better predictions of-
changes in retirement ages“could be obtained when demographic
variables, pension variables and retirement age variables were
* all controlled as well. In general, the models were ineffectuai..

wheh all other factors are held constant, the fact that a person

qtﬁougﬁt hls firm had an age-65 retIremené Increases the
grbbabilit% that he will reestimate his retirement age above 65
by about .03-,0%, n both cases, e coefficients that produced
this effect are weakly statistically significant, but the effect
itself is quite small. More generally, neither the linear
probability model nor the logit model did a good Jjob of
explaining which people reestimated their re{%rement plans and
which didn't.

The failure of the models should not obscure the basic patterns
in the data. First, between 70 and 80 percent of all groups in
the sample kept the same retiremegt age, even when informed of
the ADEA Amendments. This should®not be surprising. By their
own description, most of the persons in the sample had devoted
at least some thought to retirement and were unlikely to make
radical changes on the basis of an interviewer's questions.

Over time, their reactions may change. The regression results
in section 3°suggest persons will be revising their plans upward
while they will become more aware that their.firm does not .
require retirement dt age 65. The.simulations in section 3
siiggests that together these results will cause them to extend
their retirement date by one or two years. This process,

Aruitoxt provided by Eic:
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however, takes time. It would show up in the suryey only if

large numbers of \respondents felt heavily constrained by an

age-65 retirement rule at the time of the interview, Since

thesé respondents are typicallysaged 45-50, that situation is -
unlikely and this accounts for the experiment's relatively weak
result. f R

5n Conclusions

In this part of the analysis, we have examined the impact of
age-65 retirement rules upon employee retirement decisions. 1In
reality, such rules were made illegal by the 1978 ADEA ’}
Amendments but our estimation was still possible because 25 .,
percent of the survey sample believed their firms had &

) retirement Policy of age 65 or less. 2

We found that an age~65 retirement policy had a significant

impact on the retirement plans of men. In our sample, most men

followed a kind of "target income" model in which they retired *

when they were able to accunulate an adequate retirement

income. For most men, this meant retiring before age 65. But a-

significant minority (about 20%) wanted to continue working -
v -after 65 and\ for men, mandatory retirement acted as a kind of

"backstop" to pension and other financial incentives. 1In

particular, an age-65 retirement policy reduced the average ’ N

rplanned retirement age from about 64 to 62, and it reduced by 20

percent the number of persons who said they wanted to retire

‘after 65. Impacts for other groups were harder to_measure.

Results for single women were too unstable to draw firm

conclusions. Results for married women showed little impact,

largely because these wamen keyéd*pheir retirement decisjions to

the retirement of their husbands since husbands were about two

years older than their wives, these. joint retirements. typically

occurred before the wife turned 65. -

»
When persons were informed about the 1978 ADEA Amendméngs, about
8 percent changed their planned vretirement age from something
under 65 to something over 65 while equal number decreased
their retirement age in one way "or another.. Both the increases
* and the decreases ‘had little to0 do with whether a persof thought
* his firm had a retirement age of 65, 70 or nd retirement age at
all, and the changes were also uncorrelated with other
individual characteristics, g N R
This result supported the idea that retirement plans depended on
the age of pension entitlement, the age of social security
entitlementsand other financial variables. In this context, a *
person’'s ans er was unlikely to change in response taq an
interviewer®s questions,

. \ | \
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- ' aAnalysis of Employer Responses
to the 1978 ADEA Amendments .

\ ) .

Summary

This section addresses the impact &f the 1978 ADEA Amendments om
employer retirement polidy by analyzing the employee-based survey
data coll-cted frqm older workers!' personnel officers and pension
plan spor.sors. Given the limited direct impact of the Amendments
(only 15 bercent of older workers had -heard about the Amendments and
less than 1 percent had consequently changed their retirement p?ans)
and the relatively dtronger®influence of financial variables on
employee retirement plans discussed previously, most of the near
term effects of the Amendments are likely to be felt indirectly
through employer policies. However, employérs may have policy
agendas of their own which are not necessarily in concert with the
goals of federal policy. While most employers with mandatory
retirement rules would be required to raise their age limit to age
70 to minimally comply with federal law, and that is what 87 percent
of those changing poliey due to the Amendments did, the considerable
opposition voiced by miny business spokespersons during
consideration of the amendments suggested that they might attempt to.
mitigate the effects of a higher age 1imist by changing other
policies.

* If employers wish to influence the retirement behevior of their
employees and, in fact, rationally construct personel management
policies and benefdt incentives to achieve the desired result--and
it 4s not at all clear that they do--then employers' response to the
ADEA Amendments will be predicated on current employee rettrement
behavior, their predictions of changes in retirement behavior, and
the impact, of that behavior on the firm.*

Employees co-workers were boupd to be retiring relatively early, on
average, particularly if they were subject to an age limit. Among
those subject to’ an age limit, 43 percent had persons in their
occupation retiring by age 61, 63 percent by age 62, angd 79 percent
by age 64, on average. Few changes were expected in that pattern
¢ over the near. term and only 7 percent of the older workers =“subject o
an age limit were expected to have co-workers ' retiring at ages oldep
than 65. The.relatively early retirements were in response to°
substantial financial 'incentives to early retirement offered by
Setheir gmployers, including penston plans with young normal
retirement ages, payment of full accrued early retirement benefits,
4 . .. .

'

)

] .

. The Department intends to initiate research to ascertain the
degree to which emplpyer:personnel and bepefi{t policies
systematically infMience employee retirement behavior.

’
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and c-ntihuation of company-paid insurance af ‘r‘retiqement. There
appeared to be little reason for employer$ tofalter their policies
in the short term. However, the g;estion arosie concerning whether

believed lack of change fn employ behavion was the

: retireme
result of policy changes made prior to the syrvey.

Several specific issues raised during hearings on the Amendments
were addressed by the study. Spokespersons -for several large
companies contended that should large numbers of workers postpone
retirement, labor costs would rise dramatically if continued pension
acccruals and equal levels of health/welfare benefits must be
offered wotkers, over age 65. The private sector representatives
asked for a judgement of whether employers would be required to
provide such benefits under the provisions of the Amendments in
conjunction with ERISA. The response was that *discontinuing pension
accruals at age 65, and/or providing lower; levels of health/welfare
benefits to older wérkers would not be in violation of present ERISA
regulations or the ADEA Amendments. Conséquently, firms could
adjust benefits by either liberalizing financial indentives to
retirement, or by reducing the marginal galn from continued work.

A number of policymakers have expressea concern that large numbers

of employers who currently permit continued pension accruals would

discontinue them subsequent to the passage of the ADEA Amendments.

The findings from this study suggest that the employers of very few
older workers (6 percent) would even recommend that the firm .
consider such a move.

Another major aréa of concern to legislators during consideration of
the Amemdments., w3s the potential impact on formal performance
evaluations. It S been argued that mandatory retirement Fules
serve as a substi for effective performance evaluations, which
protects both employers and employees from the risks of declining
productivity that may occur with age.

I indeed mandatory retirement rules did ‘substitute for effective ™
performance evaluatidms,. it was feared that increasing the age, or
eliminating mandatory retirement, could lead to stricter evaluations
‘of performance at all agesgﬁwith the uninteénded consequence that
more older employees would/be dismissed before retirement. The

findings of this study suggest that formal performance evaluations
rather than actIng as;arsugstltute for a manaatorx retirement
policy, more often operate in conjunction with one. Employees
subjdct to mandatory retireme and formal performance evaluations
were no more likely than those subject only to performance
evaluations to have .to have evaluations made more stringent in the
near futute.

&
The other major argument against raising the age limit or
eliminating mandatory‘retirement was«that age limits were negdded to

ER
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assure Jjobs and promotional opportunities for younger workers.
Employers of workers subject to an age limit did believe that
mandatory retirement' rules were more important in this regarq than
as a simple way to' remove unproductive older workers.

Although approximately 50 percent of workers® employers believed the
cost of. labor would increase If significant numbers of older workers
postponed retirement to age.70, the employers of workers subject to
an age limit were four times more likely to believe cosis would

.decrease as other employers. A surprising 21 percent in
manufacturing subject to an age limit, and 34 percent In the largest

firms had employers believing costs would decrease.

It would appear that assuring promotional opportunities is an
overridihg crncern for sofie employers. These employers are not Qnly
willing to use mgndatoxy retirement rules, but dlso relatiety\\\
generous benefits to achieve that end. ~—

Given the relatively young current retirement ages, little
expectation that retirement ages will change, substantial offerings
of incentives to early retirement, and policy changes already
accomplished, relatively feft older workers can expect additional
changes in their pension of Health and welfare benefits in the near
future. If personnel officers' and plan sponsors' suggested
recommendations for change were implemented, existing benefg}c would
be liberalized, new types of health/welfare insurance coverdge would
be provided, or costs would be shifted more toward the company.
However, less than half the recommendations tfor changing pension
benefits were actually under actiVe consideration by the
organization, and fewer than 30 percent of the recommendations were
being’ considered as a result of ADEA. The short-term impact of ADEA
on employee benefits thus appears to be quite limited.

. A}

The fallowing sections address employer responses in more detail,
beginning with n analysis of the impact on mandatory retirement
policies in Section 1 and current retirement behavior, inducements
currently offered, the function of mandatory retirement rules and
anticipated employee response jin Section.2. These sections form a
background against which recently accomplished and anticipated
policy changes are addressed in Section 3. Section 4 analyzes what
{mpact» there may be on the firm should large numbei@ of older
workers postpone retirement to age 70 and what employers might do in
that event. Section 5 presents a summary %f findings and
conclusions. -

4
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1. The Impact of ADEA on Mandatory Retirement Policies
. ~

By the time of the survey, more than 95 percent of the affected
- older employees .ere workiwg for firms h compliance with the
provisions of ADEA. Table 14 shows that 51.4 percent of workers
were subject to a mandatory retirement age of 70yor older, and
45.6 percent were not subject to mandatory retiregent in 1980.
Only 3 percent of employees were subject to a mandatory '
retirement age below 70 at survey-time, and some of them were
likely in occupations exempt from the provisions of ADEA or
where age is a bona fide occupational qualification. This
situation represents a change in policy for over 53.percent of
* workers during the last few years. N

The,great majority of* workers subject to a mandatory retirement
policy prior to enactment of the AD Amendments remained
subject to an age 1imit at the time of the survey. As table 15
shows, the ‘preponderan response was to raise the mandatory
retirement agf to 70 rathér thidn eliminate mandatory retirement
(80 percent),lalthough a substantial pinority of older workers

sybject to a new'policy (18.8 percent) may now work as long as
they are able.

Personnel officers were asked why the firm's mandatory
r:tirement policy°was altered. When responses to this question
were tabulated, ADEA was found to have been responsible for
nearly all recent changes in mandatory retirement policy. The
rigures in Table 16 show that the employers of 70 percent of
. employees subject th altered mandatory retirement policies cited
' ADEA as the sole reason for the change, and an additional 12
percent said. ADEA was at least partly responsible. A total of
44 percent of all older wonkers were subject to new mandatory
~ . retirement policies at least partly due to ADEA. '

When policy changes were cross tabulated. against the reasons
given for\the m st recent change, the ADEA amendments were found
. to be at least partly responsible for 90 percent of the
. . increased manda ory retirement ages and 63 percent of the
elimifdations. Thirty-eight percent of all older workers were
subject to older age limits and 6.4 percent had their age 1imit
removed because of ADE4.

Nearly 12 percent oY the workers subject to a new mandatory *

retirement policy had mandatory retirement eliminated due to
ADEA. This would suggest that their employers either

. ' anticipated future legiglative action on mandatory retirement, -
or felt that there was no difference between using age 70 and,
not having mandatory retirement rules. .

¢
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Table 14.

. .
etirement Yolicies Older

W bie

. . of Survey

o _ag the Time

' Humber of Older : Cumulative
Retirement Age  Workers Percent Pexcentage
< 55 — y 1 * . L
60 10 0.3 0.4
’ 62 v * 0.4
63 - .f 0.2 0.5
65 - 6 2.2 2.7
66 3 0.1 2.8
67 3 . 0.1 2.9
‘ 68\—" 4 0.1 3.0
69 ¢ s " % 3.0
70 , 1593 ) 51.0 " 54.0 '
n .- 4 ’ 0.1 54.2
72 ) \' & 0.1 54.3
o 75 KOy a1 54.4
No MRA 1423 -, 45.6 1002
Don't Know 1’ ' ; 1002
Total | 3t24 , 1ooz\
. , ’ S
\ \ * c- £
- ) , )
i )
x . .
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Table 15, Current and Prior )fanéatogz Retirement
* Policy for Employees Whose Employers
_ » Recently Made a Change ip Policy

-

-

.

Change in Policy °
(Prior igo Current Number of.
MRA __ MRA) Older Workers

60 to - 65 ' 1 .

62, to 65

63 60

65 - 70
v

66 70

i
>

67 70

68 65,
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PART 1 . ¢ |
Table 16. Keasons Cfted By Workers' Employ'en' ,
b for the Most Recent Change in A
. : Mandatory Retirement Policy '
. <
-Reason —Number of Older Workers '  Percent -
J ADEA Only 1188 70.4
, + ADEA and Other .~ 208 . c123 "
’ 1
> State Law Only 114 6.8
¢ Other ' 177, 0.5
N - A ]
’ Total ' 1687} 100%
N ’ .
t A ’
1. Numbers include employees whose firm's eliminated mandatory
retirement prior to 1974,
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'Nearly half the older workers in the sample were not subject to

~ a new mandatony retirement policy, mainly because their .
employer's policy was already in compliance with the ADEA ,
Amendments. Since elimination of mandatory retirement was the
goal of some framers of the Amendments, Table 17 was prepare¢ to
show whether the size of the employer was associated with the
likelihood that employees would have mandatory retirement rules
rescinded. , o

. A)
The table shows that employees of the smallest firms were least
likely to have been subject to mandatory retirement before ADEA

" (approximately 25 percent), and that incidence of coverage by .-
'y mapdatory retirement rules increases with the size-of the
' employer until nearly 91 percent of workers in the largest firms S

had been covered by such rules.. By 1980, only 21 percent of
employees of the smallest firms were subject to an age limit,
but the proportion increased to 86 percent of those working Tor
the largest Yirms. Workers previously subjeet to an age limit
in the largest firms were also the least likely to have the
rules recinded. The chances that other workers previously
-subject to mandatory retirement would have the rules eliminated

+ wer‘e similar in magnitude regardless of the size of the employer.

2. Ant!cigaéed Employee Responses, and the Function of -
andatory Retirement Rules

~

. A priori’ it is reasonable to assume that employers have not and
will not adjust their retirement policies in a vacuum. Rather,
rational responses will be ma'de in the context of numerous
variables, including recent employee retirement behavior, the °
current incentdve structure influencing that behavior, employer N
beliefs concerning the function of mandatory retirement, and
anticipated changes in employee retirement behavior. This .
sectidn discusses each of these topics in turn, providing a
backdrop for the subsequent sections dealing directly with
policy changes that may have already been made by survey time
and those under active consideration. s )~<

]
4 Recent Retirememt Behavior

Information on co-workeps' recent retirement behavior is
B provided by responses to personnel questionnaire item P, 11
which asked: o ¢

o, .

. . [
For your employees in the occupation(s) listed on thg cover
of this booklet, ihat was the estimated average age ofr

retirement in 1977 and 1978% [
S—
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. . .
* Table 17. " Percent of Older Workers Whose Bsployer :
. Changed -Mandatory Retirement Policies, -
- By Fim Size R ‘
¢ ges in
1 oyer's BEunber of Employees
tory
Retirement Fewer than 200~ 1,000- 5,000~ 30,000~ 100,000 4
Policy 200 998 4,990 29,099 99,999 And Over
‘?A
(1} No MBA BN
Since, . .
1976 74.0 46.9 26.4 20.7 16.6 9.5
(2) El4minated |
MR Since 1976 3.3 6.3 12.1 10.8 14.1 / 4.5 . , |
(3) Retained or Vi - |
Mogtcd a i e .
MRA: v 2L 44.9 60.2 67.4 69.3 86.1
J Unknosm 1.4 1.8 1.3 1.1 0.0 0.0
- ,, 1002
Tgtal 1002 1002 1002 1002 1002 1002
(646) (599) (553) (610) (368) (537)
Likelthood a ' T ’
Covered Worker
Would have MRA .
Eliminated
[22(243)] 13.4 12.3 16.7  13.8 16.9 5.0 .
e — b )
1." Eighty percent of these fimms raised their MRA to age 70.
. K .
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The responses are sho;n in iable 18.

One third of the older workers had no co-workers retiring during
the two-year period. This is not surprising since more than 20
perdent of “the older workers (646) were employed by firms with
fewer than 200 full-time-equivalent workers in all occnpations.
Approximately thirty percent had co-workers recently retiring,
on the average, at age 62 or earlier, and 10 percent had
co-workers retiring before ‘reaching age 60.

When only those with at least one recently retiring co-worker
are considered, the results are-even more startling. Nearly 20 -
percent had co-workers retiring before age 60, and more than 55
percent retired, on average, by age 62. Fewer than 6 percent
had co-workers retiring at ages older than 65. These results
suggest a strong trend to relatively early retirement, or more
acturately pension acceptance. .

Employees with no mandatory retirement were more than twice as
likely tb have had no co-workers retire recently than other
.employees (50 percent versus 21 percept), and when co-workers
were half as likely to retire below age 62 (21
percent versus 33 percent) but twice as likely to retire at 65
or older (41 percent. versus 21 percent).

v

This ogt ome would suggest that mandatory retirement rules
significantly affect employee retirement behavior. However, the
rQ§qj§% of the overall research study indicate that other
variatles, particularly figancial variables had a much stronger”
effect on ypetirement behavior th mandatory retirement rules

er se.. The next subsection indirectly explores financial
ariables through the retirement inducements currently offered
older workers. '

i

Existing Retirement Inducements

The data’concerning inducements offered to employees at the time

3 of the survey indicate that the three most commonly pffered were

“continuation of insurance after retirement, retirement
counseling, and no reduction in retirement benefits. When
inaucements offered by.employers with and without mandatory
retirement were compared across industries, employees subject to
an age limit were twice as likely to be offered continuation of

nsurance, counseling, and unreduced retyirement benefits, as
€mployees not subject to mandatory retirement. This finding is
consistent with the hypothesis that some employers use mandatory
retirement as a backstop to catch those employees who d87'no
respond to incentives by retiringﬁﬁéfore the age 1imit.




Table 18. , Percent of Older Workers with Co-workere .
. Recantly Retiring at Various Ages in 1977 N k
N and 193 B g -~
. B M ;
L1
- N . < hd .
Covorkers ¢ As a As a ¢
Average Funber: of Parcent of Parcent of
. Retiremen Older All Older Those With
Age - Workers® WoTkers Co-4sotkers Retirding-
40 to's9 33 10.3 18.6 -7
60 to 61 305 9.5 8 17.1
‘ M !
62 345 1.0 193.4
63 to 64 310 9.9 17.4 [} N ,
! 65 ass 12.3 2.7
66 and Over 104 33 v 5.8
. .
None Retired 1065 34.0 1002
Don‘t Xoow 63 _ 2.0 (1779)
No Response 218 1.0 :
3
Total 3125 1002 . .
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Data on current provisions for postponed retirement were derived
from pension plan sponsor items which asked:

Does fﬁe pension or retiremeni plan listed on the cover of
this booklet currently 1neiude provisions for postponing

4
retirement (late retirement)?,

-

Which of the following types of provisions for postponing

retirement are contained ip the current plan?

Same benefits as though retirement occurred at

4
age 65 or normal retirement age;

3

Employees continue to accrue-.benefits with no age

and/or service limitations; y s

.
L

‘Employees continue to accrue benefits but with

aéi and/or service limitations;

.
[

N -

Benefits are actuarially Increased based on date

of commencemnt of retirement;
L]

.

Other

ke
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It was found that @ majority of older workers (57 percent) could
Increase thelr pension beneflt by postponing pension acceptance
beyond the normal retirement age, largely through continued
accruals. ({Table 139) This finding Is contrary to the commonly
eld belief that continued accrual is relatively uncommon. Most
particIpants In all types of plans could conlfnue accruals, at
least up to some age/sérvice limit, and most participants in
g}ans other than the defined benefit type could ,continue pension
acrruals indefinitely (or -until mandatory retirement rules were
enforced). .

The postponed retirement findings raise questions, such as why
employers bother to offer continued accruals when employees are,

in general, retiring so early. Perhaps employers are — .
anticipating feaeral policy changes in this area, or perhaps
continued accrual is a way to appear non-discriminatory. It is
inexpensive because few people take advantage of it and

depending on how the benefit is computed, increases may be very
modest. . v

Emplgyérs' Beliefs About Mandatory Retirement Rules

Since many employees subject to mandatory retirement are

currently offered substantial® induceménts to retire early, and

most of their co-workers seem to be responding to the

encouragement by retirfgg,abarelatively young ages, one becomes

curiou bout why emplSyers believe they need mandatory

retirement rules. { .

£

The responses cross-tabulated by size'of the firm, show that the
vast majority (78 percent) of workers subject to mandatory
retirement worked for firms which belllevea the polidy was
ifportant for providing advancement opportunities. The larger
the firm, the more convinced the personnel officers were that
"mandatory retirement was important in this regard. The
employers of 40 percent of those working for- the 1arge§t firms
felt thg policy was very important in providing advancemqyt
opportunitifes. *

Our data also demonstrate that older workers! employers believe
that mandatory retirement is significantly less imporitant as a
way to remove unproductive older workers, than.,as a way of
providing advancement opportunities for younger wogkers.
Névertheless, the employers of 52 percent of surve§3§sﬁgrkers .
subject to mandatory retirement felt the age limit was lbportant
for this purpose, while U8 pércent felt It was unimportant.

.
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Percent of Older Worksre With -
Provisione for Postponed

Betirement by Pension Plan Type . |

S
N Iype of Pansion Plan \"9
Provision for - . o
Postponed Retirement Defined Delined . ! All Older
in Paployes’s Plan Benefit Contribution Other *  Workars
* - . '
. Yo Provision 14.6 28.7 13.4 15.6 .
Ssae Benefit as - ’ B -
~ Though Retirement . ' .
Occyrred et Age 65 .
! or Normal Ratire- . .
ment Age 28.6 4.1 '’ 0.0 26.6
.
f Accruel Continuee
With No Age/Service
Linite 27.3 50.0 85.4 30.9
Accrual Continues but .
With Age/Service Linits 23.7 3.4 0.0 21.4 .
Banefids Actuarially ’
Incressed ( 4.9 N U % I
Other 9.9 0.0 0.0 0.8
. Total 1002 1002 1003 100%
{2333) (2621)
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"~Tables 20 and 21 were éﬁhstructed to £xplore é e relationship
between performahce'%;aluations and mandatory retirement. 1If
performance evaluations substitute for fiandatory retirement, .
then employees not suﬁject to an age limit wou}d beéxpected to
be more likely to have\ their performance evalugted. For
employees in our sampleé, this is not the case. | Instead,
mandatory retirement any pepformance evaluations tend to occur
together, as dual elements Bf employer policy.

Perhaps employees working for firms with mandatory retirement
fiad been subject to less strict evaluations which terminated
only the worst workers, wi the employer relying on mandatory
retirement to terminate<§ﬁﬁh;odé?ately unproductive. 1If so,
then employees in firms Wwith mandatory retirement could expect
performance evaluations to become stricter Bince, for most, the
. mandatory retirement age was, recently raised. The results from
Table 21 do not confirm this hypothesis, singe employees subject
to both performance evaluations and mandatory retirement are no
more likely than those subject to, performance, evaluations alone
ta have their work scrutinizedﬁmore %losely_ix the future.
. , \ )
Although inconclusive, these re?ults tend to q“gstioq the
substjitutability of mandatory retirement and performance
evaluations. 1Instead, both formal performance évaluations and
mancatory retirement may be the- product of the same
antecedents. Fo?,sxample, mature, rather large, hierarchially
structured organizations which prefer to promote from within and

~—_ to retain employees for long periods must not only develop . i
-8 ujitablesways of determining who shoulgq§be promoted, but also . ]
‘assure

hat advancement ?pportunities will b’ available when

e ready. -

people
/ -

The relatively slow-growing natjire of these mature
organizations, coupled with low}employee turnover, means that
openings must be provided largely through retirements. Thysy’. ’

contrglling retirement behavior is of utmost importance to\the
maint nance - f the entire structure. .

4 .
Anticipated ChangeB in Employee Retirement Behavior
2

To the extent that employers wish to influence employee
retirement behavior, ional response to the ADEA Amendments
will be predicated on the'ir belief that employees will change
their behavior as a result of the Amendmeénts. Findings from the
analysis of employee data already presented show that the
Amendments have had a very limited effect:qn employees!
retirement plans.

e v + .
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Table 20.

° ®

4

Percent of Older Horke;s

Subject to.Formal Performance

Evaluation by Mandato

etire-

ment Policy of Their Empioyer

T

- ¢ -
Employee Subject to Employer's Mandatory
Formal Performance Betirement Policy
Evaluation . LN No MRA Has MRA
No 33.4 12,4 >
Yes' 66.6 87.6_ "
Total 1002 1002
. : (1376) (1687)
Percent Non-response 3.3 0.9
0 R <
[ ° 7 ’
4
( ~
., .
'\':’ : J - v . .
b .
’ ’
‘ oK ’
: 123 .
Q . -
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PART I .

Table 21.

Percent of Older Workers.
Whose Employers Anticipate
More Strict Performance

Evaluations by Mandatory .,
Retirement Policy .7

L

Employer is Anticipating
More Strict Performance

Employer's Mandatory

Retirement Policy

»‘ -

] ,
Evaluations Has MRA No MRA
Yes *38.9 37.8
N No 60.8 62,0
Don't Know . 0.3 0.2
' . 1002 1002 N
(1306) (989)
9 /|
Percent FHon-response 11.6 2,0
7
~
. P
,e )
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The results presented in Table 22 show that the majority (64 .
percent),of employees!® personnel officers anticipate no change

in -etirement behavior ifi the next few years. But when change

was expected, more than twice as many employees were expected to A
work longer as were expected to retire’ earliers '

When anticipated changes in retirement age were cross-tabulated
against the r cent average retirement age, it was found that the
employees whose co-workers retired earliest (before age 61) and
latest (after age‘65) were the least likely to be expected to Y
change their recent retirement behavior. Employees whose . -
co-workers retire at age 61 or 62, on average, were most likely
to have their personnel officers expect them to begin working -
longer, followéd by employees whose co-workers now retire at age
65. Those with co-workers retiring at age 65 were also seen as

the most likely group to decrease th2ir retirement age, on , .
average., .

The net effect of all factors influencing retirement behavior,
as seen b ensonnel officers, is an increase in the average .
FEE'remen% age. However, haIf of those expected to delay
retirement are offset by workers expected to begin retirin
eariler. And most expected to delay retirement currently retire v
> well before -‘eaching age 65. Therefore, relatively, few

» employees are expected to continue working long enough, on

average, to be affected directly by the Amendments's higher Ege
limit. . .

. Past experience and expectation of change in retirement behavior

are likely to be the relevant variables in the firms' -

sy—if—that—potiey is—rattonally—constructed— -
to influ~nce employee .retirement behavior. Given the relatively
early retirements”in the recent past, and.the general
expectation that little will change, employers, in general, have
little reason to quickly alter their benefit structure in
response to the Amendments. However,isome firms may have
already dohe so, and their expectations of future emplolee s
behavior may be made in light of recent changes-in incentives. .
The next section addresses recent changes in empleyer policy and
those anticipated in. the near future.
L4

3. Recent and Anticipated Policy Changes s :

L3
Since the survey was to be fielded soon after the 1978 ADEA
Amendments became effective, the instruments were designed
primarily to capture future changes in employer and plan sponsor
policy. Firms were not expected to alter policies, other than

-
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Tadble 22, Changes in loyees' Retirument Behavior
Anticipated by Their Personnel Officers
L]
) " 0
; » : .
¢ -
Persounel Officer's As 2 T As a
Anticipated Change Percent of Workers Percent of Workers
. | id*Aversge Mumber of _  Whose Personnel With a Co-worker
: Retirement Age Oldar Workers Officer Responded Ratiring last Vear |
. Increase 454 H 15.2 23.6
- Decrease .. . 211 7.1 11,0
- Stay the Same 1228 a1 63.9
. Doa't Kaow ! 28" 0.9 1.5
Mo Retirees in - .
the Eaployee's . ' < .
Occupation Last
“ } Yesr ’ 1065 35.7 -
o .
) ‘| Bo Response 139 - -
Tetaly nzs 1002 1002
3 N . (2986) (1921)
. @ .
4 - .
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N . .
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. their mancatory retirément age limit, very quickly. The gata’ /

was actually collectea appraximatedy or.e year after the

« effective oate of the Amenoments, ana, more importantly, tWo
years after the Amenoments were passed, ana nearly three years
after two essentially similar versions were passea by the House
ana- Sepate. By 1977 it was clear to observers of Congress that
same” ADEA Awmenoment woula be enactea, though the specific
getails were yet to be agreta upon. The firms which followea

LRy the actions of Congress haa approximately three years to

48 evaluate the anticipatea .mpact af the impenaoing legislation,

. ano alter policies accaraingly; before the survey aate were
collectea.

Policy Changes Before the Survey A

Our oata inaicate that the overwhelming majority of all olaer
workers (91 percent) haa experiencea no change in encouragemeRt
to retire between Jdnuary 1979 ana the time of the survey. Only
8 percent were subject to some change in employer policies. -

N Although the numbers were small, employees subject to manodatory
retiremgnt were more likely (10 percent) to have experiencea
some chadge in early retirement policy than employees not
subject ot an age limit (6.7 percent). The gata shaw that
nearly all accomplishea changes were in the airection of
increasea encouragement to retire before the normal retirement

o //Rge. - i -
Potential Changes in Employer Retirement Policy Due to ADEA

<
Subsequent to being askea what changes in policy towara
encouraging retirement hao already occurrea since January 1979
personnel—officers were askeuw for theéir recommendations
concerning future ¢hanges in inoucements que to the Amenaments,

The responses tabulatea in Table 23 show that the great majority
of personnel officers woulo recommena no change in inaucements
over the near term. However, if ana when recommendeq changes
* are made, employees can overwhelmingi? expect to be offerea more
- liberal inoucements in the future. Egployees subject to an age
limit are substantially more likely ta be offerea liberalizea
inoucements than those who may work as long as they are able. .
When accomplishea policy changes encouraging early retirement
were tabulatea against recommencations for liberalizea
inoucements, the results in Table 24 show that an acaitional 7.6
percent of employees with no recent change in encouragement to
retire early may be offered liberalizea inducements In the .
future, In acaition, half of those recently more strongly -~ .
encouraged to retire coulo have those inaucements
. »
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) Table 25. Personnel Officers' Recommended

es in Inducements to PRarl
Retirement Because of ADEA, by

. , - Mandatory Retirement Policy
N . . ' AN N
A
. Eoployers Mandatory Retirement Policy
Change Hags MRA * No MRA All Workers ‘
None " 8.0 - 90.5 88.0 A
1]
B More Liberal 13.2 18.3 ) 11.1
Less Liberal f 0.8 1.1 0.9
N .
Total 100X 100% 100%
/ . : (1671) 1333) ¢ (3004)
- . N
> Percent Nonresponse 1.8 , 6.3 3.9

ERIC .
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Table 24, Percent of Older Workers Whoss Employers
MadePolicy Changes Directed Toward Encouraging
Retirement Prior to the Survey, by Recommendations
That Inducements to Early Retirement Be liberalized
in the Future

4‘,“&&3
Yae,
Recommended Future Changes in. Induce-
Accomplished Changes in Policies ments to Early.Retireme
Toward Ecnouraging Early More Less ~ No e
Retirement Liberal Liberal Change SE Totsl
>
More Encouragement ™
than before January 1979 . 52.7 1 .. 0,5 46.8 1002
: 3.7 3.3 (201)
Less Entouragement than o . 8:2 | 8,2 83.7 fooz
Before January 1979 N ©0.1)° . (0.1) (1.4 49)

No Change in Policy Since
January, 1979 0,8 91.7 1002
0.7) (83.D (2632)

Qldex Workers Subiect
to Mandatory Retirement: )
\ More Encouragement 48,9 1002
than befors January 1979 (4.2) +(139)
el %
Less Encougagement than 84,0 1002
Before January 1979 0.2) L (25)

No Change in Policy Since 90.4 100%
January 1979 . : (81.3) (1452)

Older Workers Not Subiect
to__ Mandatory Retirement . _
Mos® Encoursgement 33.6 0.0 41,9
than béfore January 1979’, 2.8\ (0.0) (2.1

AN

12,5 | 42 83,3
then before Janusky 1979 0.2) (0.1) (1.6)

Less Encouragement

No Change in Pqlicy Since - 58 1.0 93.2
January 1979 ‘(s'.a) ©39) (8.9

~
1. Numbers in parenttesis are percentsges of the total sample, or subsample,
An gsterisk denotes less than half a percent.

-

Aruitoxt provided by Eic:




. “120 o

liberalized still further. Using these data, approximately AN
! fourt.een percent of all older workers either have already
received (7.0 percent) or may receive in th® future (6.9
percent] more encouragement to retire early. Only 2.4 percent
have received {1.7 percent), or may {(0.7) receive less
i encouragement to retire early. S

v

- The proportion among workers subject to an age limit is even
+ " higher. Nearly seventeen percent have either already been more
~~ strongly encouraged to re!*re early (8.6 percent), or may be So
n e future (8.1 percen®). Only 2 percent of workers subject

to mandatory retirement either have already received less
- encouragement to retire early or may be offered less liberal

Inducements in the future. These results suggest -that an upper .
dbound on the number of affected employees subject to age limit
lies somewhere between 15 and 20 percent. v LRI

— “Similar calculations for employees not subject to an pge limit
suggest an upper bound of 10 percent already are (4.9 percent),
or will be (5.4 percent), more strongly encouraged to retire
early. Only 3 percent of this group has recqived less .
encouragement, or may be offered less lfhgral inducepents, to
retire early. * Lo *

' .
A particularly striking finding is that, contrary to :
expectations, half of the potential policy changes were already
accomplished by the time of the survey. This Important point -
should be kept in mind when potential changes are addresse
later in this section. - . .

There was some evidence presented above, concerning policy

- changes already made by the time gf the survey, which is )
consistent with the hypothesis that employers are attempting ﬁb
counter anticipated increases in employee retirement age by ‘p
increasing incentives, both financial agd nonfinancial, to .

- encourage early retirement. To explore this hypothesis further,
personnel officers' recommendations for changing inducements to ~
early retirement were cross-tabulated againgt their beliefs that
average retirement ages will change in the near future.

The results ran counter to expectations, for not only were more

liberal inducements recommended for 20 percent of the employees
expected to increase their retirement age, but for an equivalent
_proportion_(19.6 percent) of employees expected to retire

earlier than in the recent past. , . i

While there is a ready explanation for wanting to uffer - .
liberalized inducements to counter 2 jhrcelved shift ta later
retirements, the question arises as to why pgrsqnnel officers

14
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PART 1 -
Table 25.  Percent of Older work.ers Whose
N Tan Sponsors Re ded Changes
’ in Individual Retirement Benefits .
» Due to ADEA
\ Rlan Sponsor's Recommendation for Change » }
. o Ko ’
‘ Change/Not Ko .
Recirement | Increase Decrease Providedl Respcnaez Total
Benefit Y
Nomi .
Retirement: 7.2 0.7 " 81.0 3.1 100%
Rarly " . - o
Retirement 4-7J 1.5 81.9 11.9 100% .
[y - . . ’ .
Anount of Cost . cve . .
of Living Ad- 4 ~
Justments 11.3 1.0 . 74.5 13.2 . 1002 .
. ' h ’
. Disabilicy ° . ) \
Retirement 6.‘5 2.3 78.8 12.4 100%
Death 4.6 " 0.3 82.6 12.2 100%
e .~} -« Supplemental. - .. - L7 . # -82.3 -.—16.0 1002 — -
Other 2.9 0.6 .'83.8 -+ 127 1002
n : \ (2696) *°
i .
- *Less than 05 percént.
. 1. Although "no change" and "not provided" were separate
responses on the questionnaire, several cross-tabulations showed that
many plans not providing the bemefit were coded “mo change" and the
categories were collapsed.
2. It is koown.that 99 of these ebservations have no pensiop * {
plan, and the cross-tabulations mentioned above shoved that fo *
/ R COLAS and supplemental bsnefits most mon-respondents either provided

no such benefit or did not respond to the benefit question. /
. . - L
3 | . \J

. ’
. s Py “ *
. s '
’ M L3
. L
’ ‘ * 1 0 1 ’ i
Qo G,
ERIC 5 o

Aruitoxt provided by Eic:




P A v ext provided by ERiC

</ . 122 .

. .
4

.
.

expecting younggr retirement ages would wish to encourage the -
trend still further through liberalized inducsmenta?‘ ’

L]
The most obvious possible explanation is that &lthough
retirement age is perceived to be declining, it is not declining
. fast enough, or to an age young enough to satisfy the employer
or the age may be expected to decline because inducements will .
be liberalized. . c L
Another plausible interpretation is that employers develop ad
hoc policies on a piecemeal basis, regponding to each change /in
coriditions separately without ever formulating an overall D .
retirement policy strategy or objective. Labor disputes are
settled, federal law and regulations are satisfied, and/or
benefits are adjusted to keep the firm competitive, but no one
pays attention to the gumulative jmpact on retirement behavior.
- Attention to retirement behavior in this scenario is, instead,
likely to focus only on controlling costs. Recognition of ADEA
may draw a reflexive response to 1lib lize benefits, even
though there is already a downward trend in age at retirement.

s '

The Possible Impact of ADEA on’ Specific Employee Benefits in the

Future .- .
~ - ’
A . o
Given that relatively few older workers were expected to N e

postpone retifement, with still fewer expected-to continue p

- working past age 65, and that some adjustments.to retirement
policies had already been made, -one would expect there to be
relatively-few adjustments to benefits packages ag a result of
ADEA. 1In general the results confirm this expectation,

The employee's pension plan sponsor was asked what chgnges in
pension or retirement plans were anticipated because of ADEA.

As seen in Table 25, few employees can expect to have their |
retirement benefits changed due to ABEA, even if plan sponsors'
recommendations are implemented. The table does ;mclearly
that when changes were retommended,. plan sponsors € much more
likely to recommend the prganization consider 1ncreases than
decreases in benefits._QIncreasing cost-of—livlng adjustments
was most frequently suggested, followed by increasing normal and
disability retirement benefits. Increasing'suppplemental,
death, and early retirement benefits were less®likely to be
listed. Although decreases were seldom recommended, disability,
and early retirement benefits were the mos}t often considered for
this adjustment. . -

Pension plan sponsors, unlike persbnnel officers, were
specifically asked whether changes currently under consideration

- I
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were the resulf of ADEA. Table 26 shows that, although nearly
30 percent of all older workers may have their retirement

benefits changed, only 8 percent have plan sponsors considering.

‘changes in retirement benefits as a result of ADEA. Even among
employees likely to have benefits changed, fewer than 30 percent
of the changes are even partly the result of ADEA. The great
majority (72 percent) of changes would have been made in any -

event according tfﬁfiff.ff:fffﬁaa .
When recommended changes were tabulated against the reason

changes were currently being considered, in general, fewer than
half the recommendations were even under active consideration.
Less than 30 peient of sponsors' recommendations were being
considered even®artly as a consequence of ADEA.

The case of cost-of-living adjustments is pérticularly

dramatic. Although 11 percent of employees would receive higher
cost-of-l1iving adjustments {f their plan sponsors!
recommendations were implemented, fewer than 4 percent actually
have the matter under consideration, and fewer than 1 percent
may receive them even partly as a consequence of ADEA. When one

‘ remembers that these changes were not even necessarily planned,

but only under consideration, the impact of ADEA is likely to be
quité qmall in the immediate future.. .
s .

To the extent that sponsor recommendations can be taken as a
barometer of thinking about the future, tabulations of these
recommendations by industry, firm size, and unionization reveal
a weak possibility that employees who either work for smaller
firms (less thdn 1,000 employees), provide services, or are
non-unionized may be mof€ Iikely to have the plan provisions for
normal retirement benefits, tost-of-l1iving adjustments or
disability benefits improved than other workers.

Although personnel officers were not asked whether they might
change specific pension benefits, both personnel officers and
plan 'sponsors were asked what changes in health and welfare
benefits were under consideration as a result of ADEA. The
findings clearly show that the great majority of older workers!
employers and an sponsors agreed that no changes in health and
welfare benefits were under conslderation.

When the multiple personnel and sBonsor responses to

question webe merged, the tendency to consider mostly
liberalization of benefits emerges more sharply. Nearly 7
percent of the changes under consideration by personnel officers
and 63 percent considered by plan sponsors are in the direction
of raising benefit levels, adding types of coverage and/or
shifting costs more to the company. .

N

.
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Table 26. Parcent of Older Workers Whose L
Plen Sponsors Recommendad Changes
in_Pension/Ret{rement Bensfits b
N the Resson for Planned Changes
. - 4"\ ° “
S
Reason for Anticipeted Changes
Benefic that At Least Change Plan No
Worker's Sponsor Partly Would Change or -
Recommended Due tq Bave Baen No No
for Change ADEA Made Anywey MRA Response Total
Normal Retirement 15.0 36.0 48.1 0.9 100X
- . (2'14)
Early Retirement 16.8 30.5 52.1 0.6 . 1002
. (167)
« Cost~of=Living : . -
Adjustments 0.8 21.4 ~ 0.0 1002
: (332)
i .
Supplemental .29.8 " 171.0 ~$3.2 0.0 1002
. L (47
Desth 11.8 21.3 66.1 0.8 . o0z
127)
Disabilicy
Retirement 18.5 10.9 69.7 0.8 100X
. (238)
Other 29.5 22.1 48.8 0.0 1002
(95)
A
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Very few employees have personnel officers considering cutting
back benefits, and still fewer have plan sponsors thinking of !
doing so. When workers might have health/welfare benefits
altered, they are more than twice ¥s likely to receive increased
benefit levels, additional types of coverage or a shifting of
costs more to the company, as a reduction in benefit levels,
elimination of types of coverage, or a shifting of costs more to
themselves.

“aon, What Employers Might Do Should Many Older Workers Postpone
Retirement to Age 70 "

In;&he previous sections it was noted that most of the older
worke

Vidrin

rs giti*Veyed have seén co-wlrkers recently retiring, on
average, before age 65, some substantially earliers Few of

their employers, while anticipating some net increase in .
retirement age in the near term, appear to expect average R
retirement ages to exceed 65. Contrary to recent experience and
employer expectations, substantial numbers of older workers

would have to postpone retirement for large numbers of average
retirement ages to reach 65, much less exceed it. Consequently
it might be difficult for .employers to imagine most older
employees working until age 65, and sheer conjecture to imagine
most working until age 70. Thus, results from.this section are
more likely to reveal the direction of current thinking, than
form an accurate picture of. the future.

- Perceived Impact on the Firm Should Many Older Workers Postpone
Retirement v X
. A

[ » .- - ‘
From Table 27 it is clear that most of the employees*,personnel
officers believed there would be some impact on the cost of
* labor (60 percent), or the number of vacant positidns (51 -~

percent), should a large number of older workers postpone

//// refirement to age 70. While most of the personnel officers
believed impact on the cost of labor was in the direction of
increased costs should retirements be delayed (50 percent), a *
substantial minority believed costs would decrease (11 percent)., =

N .

While the arguments for the increased %ost of older labor are
well known-~higher costs for life, disability, and health
insurance, and declining productivity--the arguments for
decreasing costs are less obvious. Workers over age 65 can cost
employers substanitially less if pension aceruals are not .
continued, and accrued benefits are not adjusted actuarially or
are adjusted by an amount that is less than adtuarially fair.

-

-
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Table 27,

ar . . -

N~

Percent of Older Workers Whose Personnel O;fICQtl

Eticign:e Effects on the Cost of Labor and the - , .
Number of Vscancies Should Large Numbers of Workers
Postpone Retiremsnt From Aze ES to Age 70 *

A3

L 4
T Type ™ Cost of Number
g“esogfex_sucimted Labor of Vacancies
.0 44.4
No Effect R 3s S
. Would Increase 49.7 NA
Would Decrpase -‘10.6‘\ . S1.4
. H
« No Response/Don't Know 5.3 . 4.2
’ 1002 ¢ 1002 ’
. (3125) (3125)
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.Pensions represent a significant proportion of the total cost of

labor. Further cost reductions can be pealized by converting
health insurance into a supplement medicare, or by
discontinuing such coverage altogetWer. Disability insurance
could also be discontinued when an employee reaches age 65.

The'Apendments sﬁ%cirically perg%ﬂ employers to offer different
levels or types of benefits to older workers in o der, to control
costs. Such differentials were not deemed to be in violation of
the Amemdments, ERISA or other existing federal regulations.In

addition, older workers are more reliahle employees._.That i, ..

more likely to be punctual, and have lower absenteeism rates.
>

When &mployer beliefs concerning the impact of large numbers of
workers postponing- retirement are compared across firm size,
industrial sector and“mandatory retirement policies, some
interesting differences appear. . .

9

As seen in Table 28, the personnel officers of e ployees subject
to an age limit are significantly more likely to{"anticipate an
effect on the cost of labor (69 percent) than those of employees
subject to no age limit {54 percent). While the proportion
expecting costs .to increase is stmilar among the two groups, (54
percent and 50 percent, respectively), employees subject to .
mandatory retirement rules were morge than three times as likely
to work for emploiars expecting costs to decrease (16 percent)

as employees not subject to such rules (4 percent).

The employers of a surprising 21 percént of manufacturing
workers subject to "an age 1imit believe labor costs would
decline should large numbers of older workers pastpone
retirement, One caf only speculate at to this finding. Perhaps
hese employees are’ less likely to be able to conjinue pension

ceruals, or have their accrued benefit increased should they
continue working beyong age 65. Alternatively, the sypposed
lower absenteeism of older workers may.-be the explanation, since
in some manufacturing industries absénteeism is reported to be.
alarmingly high.

[N

When responses are compared across size groups, a distinet trend
emerges. The larger the size of the firm, the more likely
employees are to have personnel officers believe there will be
an impact on the cost of labor. Only 44 percent of employees® .
personnel officers in the smallest firms believe there will be
an impact, but in tRe largest firms 90 percent of the workers'

- personnel officers expect an impact. Except for the shallest

and largest firms, there is 1ittle difference ‘in the propprtion
expecting costs to increase, but there is a difference the
proportion expecting costs to decrease. In general, t larger
the firm the employee works for, the more likely his/hfir B
personnel officer is to anticipate a decline in the coyt of
labor should E’significan} number of workers postpone tirement.
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Table 28. Psrcent of Older Workers Whoss Personnel Officers
Anticipste Effscts on ths Cost of Labor Should
Large Nunbers off Workers Postpone Rstirement to
8 70 by Their er's Mandatory Retirement °
. Policy, Industrisl .Sector and Size .
—
- - Anticipated Effect Should Large Numbers of Workers |
———  __Postpone Retiremeat
The Cost
° The Cost The Cost  of Labor - <
. Eaployer's Mamdatory of Labor of lador will !
Retirement Policy, i1 vill Remain ¥o J
N Indystry and Size Increass Decrsass the Same Response Total
- 1
- Mandatory Retirement
Policy and Industry ? =z
Employer has & ‘MRA: (i
Manufacturing 42.3 21.3 31.2 0.2 1002
Setvices 56.7 14.4 28.3 Q.6 1002
Other 64.2 2.1 3.7 0.0 1002 * -
Subtotal ) 54.2 15.7 29.7 0.4 1002 (1669) ©
. Employer Mas no MRA: ~ ’
Manufacturing 47.9 .7 44.1 0.3 1002
" Services 51.2 3.3 45.4 0.1 1002
Other - 49.2 0.8 50.0 0.0 1002
Subtotal - 49.% 4.3 45.6 0.1 1002 (1338) !
Nunber of Workers. “
Esployed | . \
> . i
Fever than 200 40.7 3.8 55.6 0.0 1003 (613)
e ¢ 200 - 999 56.8 2.1 ° 41.0 0.2 1002 (576)
* o 1,000 ~ 4,999 60.1 3.9 35.8 0.2 1002 (536) -
, e 5,000 - 29,999 59.5 6.9 . 32.6 1.0 1002 (595) ©
30,000 -~ 99,999 60.6 11.1 28.1 0.3 100X (366)
100,000 and over 28.8 61.6 9.6 0.0 1002 (310)
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If reducing or controlling the cost of labor is a major reason
for mandatory retirement rules, then one would expect employers.
with age limits to be more 1ikely to expect increases than
employers without such rules. However, this was not the case.
In fact, employers with age limits were more likely to expéct a
decrease than those without such limits. These findings are
cons stent with the earlier finding that mandatory retirement
rules were less important as a way to remove unproductive older
workers than as a way to assure promotional opportunities.

\ .
The findings suggest that: at least for some employers, assuring

th 1 ClUer WOTKers 1§ of Surrtetent iuportance that

they are willing to pay for it in higher labor costs. This is
true because a believed decline in costs associated with delayed
retirements, means that employers are currently incurring higher
costs through encouraging earlier retirement. As suEgested

earlier, assuring promotional opportunities may be the

overriding concern of these employers.

-

When anticipated effects on the number of vacancies are compared
across industrial sector, mandatory retirement policy and firm
size, the results show clearly that employers of workers subjJect
to an age limit are more likelysto:believe there will be an
impact on the number of vacancies shouid largé numbers of older
workers postpone retirement to age 70. Among this.group, it is
in the manufacturin% industries that the pfoportion is the
highest (78 percent). Manufacturing employees subject to an age
limit were also the most likely to have employers believe a
decline in the cost of labor would occur. It is in this segment
of the economy that employers may be most willing to pay for
promotional opportunities through labor costs.

Employees of serv;cb firms subject to an age limit were very
likely to have employers believe there would be an adverse
effect on the number of vacancies (73 percent), however, this
group was also the-most likely to have employers expect the cost
of labor to increase (51 percent). ,
When responses are compared across firm size categories, a very
strong trend emerges. The larger the employer, the more likely
the number of vacancies is expected to be affected should many
older workers postpone retirement. The personnel officers of 83
percent of employees of the two largest size categories expected

an 4mpaot, a-propqrtion similar-in magnitude-to those —
. anticipating some effect on the cost of labor. Clearly, it is
among the largest firms, and the manufacturing and service firms

with an age limit that most of the imgact is anticipated should
many older workers postpone retiIrement, ~
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Given these anticipated negative efgpct;, the question of what
might employers and plan sponsors do, i3 addressed in the nest
subsection, .

N *
3 M [y

Anticipated Changes in Benefits Should Many Older Workers

’ Postpone Retirement N
¢ Few employees can expect to be met with any change in policy

» Should they postpone retirement; however, when, or if, changes
. are made,,employees can expect their delaying retirement to be '
* met most often by an increase in early retirement benefits (17 ;:>
p&gcent), followed by more libgral gradual retirement (10
percent) and better post-retirement health/wealth benefits (9
- percent). “Relatively few ‘older workers were employed by firms
that might disccntinue pension contributions for workers over -
age 65 %8 percent), or give youth _priority in hiring (4 percent).

- Whenh multiple response€® were merged it appears that the majority
[ 4 of- older workers (65!2 percent) can éxpect their employers to

ake no policy changes at all should ‘they delay retirement in

gnificant numbers. Most of the thirty percent who may elicit

a policy response from their emplayer will be offered moxe
liberal inducements to retire--if .recommendaions are
implementeds~a pattern consistent with earlier findings. It .is
clear that most older workers work for employers who would
prefer to use positive inducements to influence employee
retirement behavior rather then reduce the marginal gain from
c ntinued work, ¥ : '

-
-

z

Some notion of whether the recommendations were based on
experience, anticipation ¥f trendl, or were simply.dreamed up
may be provided by Table 29, "Employees with co-workers
expected to begin working longer were nearly twice as likely to

elicit recommended changes from their employers as those whose

retirement b havior is expected to remain the same. Employees *
. WwhoBé co-workers are expected to retire earlier are nearly as

likely to elicit some recommendation for change, but the number

of multiple recommendations is smaller for this group. v,

pected to_coptinue working.longer-are significantly

more likely to be met with every response, expect 7

disc ntinruation of pension contributions, than employees

expected to begin retiring earlier. .

A small, but significant minority ‘of older workers (7.6 percent)
worked for firms which might respond to their working longer by
discvntinuing pension contributions for workers over age 65,
sometimes in cancert with increases in other benefits.

\
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Table 29, Percent of Older Workers Whose
Personnel Officers Recommend .
Policy Changes Should a large
Nunber .of Workers Postpone
Retirement by Anticipated i
’ Changes in the Average
Ratirement Age . . .’
» Ll
— ’ Anticipated Changes in the v
N Average Retirement Age
. No Retires's
. - in the Worker's
Remain Occupation °
Recounendazion Increass Decreass the Same Last Year
z 3 "
Recommended Some
Change in Policy 48,2 - §1.4 29,3 25,2
Individual Changes: -
ncrease Early +
tirement Bensfits® 31,1 23.6 15,6 11.4
Discontinue Pension « w
Contributions at .
At Age €S 12,4 10,8 3.0 6.7
L .
‘ Increass Post- .
Retirement Health ”
P and Welfare . )
Benefits 19,2 8.9 7.8 6,3
Liberalize
. Gradual ~e .
Retirement 18.2 11.3 10.0 8.0
Hire as Young
a Workforce e
as Possible ' 6,1 3.4 3.4 3.3
) “n (1) (209 (1195) (1028)
. -
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5. ~ Summary of Findings and Conclusion .
L] t

On the assumption that most of the effects of the 1978 ADEA
Amendments will be felt through employer policies, rather than *
on employees directlp, this section reviewed employgr response
to the ADEA Amendments.

v

Summary of Major Findings .

In terms of the number of older workers Bffected, the greatest
impact was on employers' mandatory retirement rules. Forty-four
percent of the employees were subject to new mandatory
retirement policies as a result\of the Amendments, and an
additional 9 pércent had policies changed for other reasons.
The great majority (87 percent) of the changes attributed to
ADEA involved retaining mandatory retirement with an older age
limit. Only 6.4 percent of all older workers had their age
limit removed as” a result of ADEA. Nearly all employers

resp nded to the legal mandatory retirement age permitted by
the Amendments. Most of the employees experiencing no recent

.

chaﬁke in employer policy (72 percent) had been subject to no .

age limit sinée 1976, and nearly all of the remainder had been
subject to age limits of 70 or older prior to the Amendments.
Although the impact{ on employer's mandatory retirement policies
was found to be quite large, the corresponding impact.on other
retirement-related benefits and policties was found to be of a
much smaller -order of magnitude. N N
Between January 1, 1979 and the time of the survey, (early 1980)
n-arly 10 percent of the workers' employers had altered their
policies toward encouraging retirement’ before the normal
retirement age, and 12 percent had.altered policies toward
encouraging retirement between the firms'normal and mandatory
retirement ages. Nearly all of the pre-survey changes were in -
the direction of more encouragement to retire early (8.6_
percent), or after becowing eligible for normal retirement (10.4
percent). Employees who remained subject to an age limit had
more often.received greater encouragement to retire before
normal retirement age (9 percent) than those who were not
subject to mardatory retirement (5, percent}. :

When recently accomplished changes in policies toward
encouraging retirement were tabulated against personnel
officers' recommendations that their employers consider changing
inducements to early retirement as a result of ADEA, the results
show that 17 percent of employees subject to an age limit have
been more trongly encouraged to retire early (8.6 percent), or
night be offered more liberal induceménts in the future (8.1
percent). Only 2 percent of these older workers have recently

received le encouragement to retire early, or mlghq by offered

less liberalf Inducements in the future.

.
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Perhaps the most signifioant of the above findings is that at
least half the potential impact of®the Amendments on employer
polioies hag already been felt by the time the survey data were

-

collected.

5 Employers, especially those retaining an age limit, were .
offering their workers substantial incentives to encourage
retirement before the normal retirement age, including full
aoorued early retirementvbenefits, continuation of health,; life
and disability insuranoce after retirement, and retirement
counseling. Employees' co-workers (those working for the firm
—— ——in—the—same-occupattom)-had—been responding to the Inducements’
by retiring at relatively early ages (55 percent of all
employees had co-workers retiring before age 62 and 72 percent
by age 64, on average). Co-workers subject to an age limit had
been retiring at substantially earlier’ages than those not
subject to a limit (43 percent by, age 61, 63 percent.by age 62 .
and 79 percent by age 64, on average). - .

¥
Employers were asked whether the average retirement age was
expeoted to change in the next few years. Sixty-four percent
expected no change in the average retirement agé for the
employees' oocupation. When ohange was expected, twice as many
0 were expeoted to delay retirement as retire earlier, but only 7
percent expected the average retirement age to exoeed 65.

Given the policy ohange3d alyeady accomplished, the substantial
inducements to early retirement, the relatvely young retirement
ages, and the general anticipation that employees would not
change their recent retirement behavior, one would expect few
additional ohanges in pension or health an@ welfare benefits.,
The findings donfirm this expectation and nearly all of the
, atigns-involved either increasing benefit amounts,

add jhg, types of coverge_or shifting oosﬁa more to the employer.

When plan sponsors! reocommendations were oompared to the reason .
why policy changes were being actively considered or planned,
. ADEA wa§ found to be responsible, even °in part, for very few of
t likely benefit adjustments iz the near future. Most of the
raoommended ohanges were not under active consideration, and ¥
. most of the ohanges that might aotually be made were due to '
_'j other faotors, and would have béen implémented in the absenoe of
the.Amendments. ‘

Consequently, the impaot of ADEA on employee's retirement _

benefits in the near future is expected to be quite limited.

The effect of ADEA is overshadowed by a general trend toward

more genergus benefits produced by other faotors. ‘
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When employers and plan spousors were asked what policy.change. -
they might recommend their organization consider should a large
number of older workers postpone retirement to age 70, the
response was again overwhelmingly in the direction of providing
more generous benefits. While it was feared that employers
would discontinue pension accruals for workers over age 65 in
response to the Amendments, the results did not confirm this -
expgctation. Only 6 percent of workers permitted to continue
accruals beyond the normal retirement age had employers who
would recommend the .alternative be taken under advisement.

——— " —Desplte the inducements offered to encourage early retirement,
the relatively young retirement ages and the anticipation that
very few employees would postpone retirement beyond age 65, the
employers retaining their age limits believed that mandatory
retirement rules were important. However, these empioyers
believed age limits were more important as a way to assure
promotional dpportunities than as a simple way to remove
unproductive older workers. The larger the firm the relatively
more important providing opportunities for younger workers
became. ,

Two other findings were consistent with the relative

unimportance of ag imits 4n removing unproductive older

workers. The first\way that employees subject to an age iimit

were also more likely to be subject to formal performance

evaluation, but they were no more likely to have the eyaluations

__belome more strict in the near future. These results suggest

that age limits did not act-primarily as a substitute for formal

‘- performauce evaluations. .

The second set of findings which were consistent with-the idea
that providing promotional opportunities is more imporfant to
employers than removing unproductive older workers, concerned
the ahticipated .impaet of a large number of older workers
postponing retirement to age 70. The personnel officers of
workers subject to an age limit were twice as likely to expget
an impact on the number of vacancies, and the larger the firm
P, the more unanimous the response. Employers -with and—without age— - ——
?&‘ Mmits were equally likely to believe the cost of labor would .

increase,” but emplofers of those subject to an age limit were

four times as likely to believe the cost of labor would

decrease. A surprising 21 percent of manufacturing workers

subJect to mandatory retfrement, and 34 percent working for the

'largest firms (over 30,000 employees) has employers believing

labor cdosts would décreasé should many older workers postpone

rettrement. Since these were'also the firms most likely to

retain an age limit and offer considerable inducements to early

.
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retirement, assuring promotional opportunities would appedr to
take precedence over controlling labor costs or retiring
unpoduct ive workers for these employers;

Conclusions v
¢

The major short-term impact of the 1978 ADEA Amendments was to
force employers to raise their mandatory retirement age limits.
There has been.relatively little change in other retirement
related policies, and there will probably be little in the near
future due to ADEA belng-made—in—res

T othér factors. - Rather than attempting to mitigate the potential
effect of the Amendments, most emplo ers appeare

to be waitin
to see whether, and how, employees? retirement behavior will .
change before they aiter po%Ic{es.
’

Higher age limits represent only one variable influencing
retirement decisions. Under the "target-income" model of
retirement behavior, most employees are predisposed to retire,
or more accurately, accept a pension, at relatively young ages.
The major factor influencing the timing of retirement is .
affordability, ‘The decision concerning whether the employee can
afford to retire may be based on maximizing lifetime pension
wealth, the extent to which the employee can maintain his/her
pre-retirement standard of living immediately after retirement,
<+ or the adequacy of retirement benefits throughout the period of
rctirement, Conséhuently, the level and kinds of retirement
benefits offered -by the employer, as well as rates of inflation
anticipated in the future, influence the retirement decision.

Employers interested in controlling retirements appeared to be
¢ willing, to bear the costs of maintaining the pre-Amendment
status quo by providing more generous retirement benefits, The
warginal cost of doing sg may not be that great, since few:
workers were expected ﬁascontinue working beyond age 65.

Although the findings of this analysis do not provide condlusive
proof, there is enough consistent evidence to support a general
pieture of the firms most likely to be willing to counter
inceasing retirement ages by providing stronger incentives. The
firms are likely to be large, mature, hierarchically structured,
bureaucratic organizations experiencing relatively slow or no
growth. They promote from within and prefer to retain employees
for an entire career, either becayse- effective employees must
acquire a substantial amount of firm-specific human capital, or
because the practice is consistent with the firms' management
philosophies,

Aruitoxt provided by Eic:




For an employee to remain long with the firm he/she must
allowed to progress up the corporate ladder. Promotion,
opportunities in a relatively closed organization ar
largely through the retiremept or death of older’
retirement of a single highly placed individual-tan result in
many promotional opportunities as the effectAfrickles downward
through the corporate structure. FY ‘

Assuring that‘fetirements, and thus oppovtunities, occur
predictably is of utmost importance to the successful operation
4———7r——o#—euoh—a—system—o£~pecsonnel_management+.ngp,Ln the absence of
other forces, the internal dynamics of the relatively closed

N hierarchical structure makes assuring retirements more important
ti.an minimizing labor costs. These systems so foster a belilef
. among employees that after a long career witRjithe company, older

workers should retire to give someone else a ance.
-

When one introduces the pressures of new technglogy, -~
.obsolescence of human capital and reduced aemand for labor =--
facilitating retirement becomes even more imperative, since the
choice may t..en be between an older worker retiring with partial
compensation, and a younger vorker's keeping hig job. In that
event, the socially preferable alternative has been to retire

the older worker. .
L3

Barring any major change in economic factors or federal
retirement policies in the short term, these firms will continue
to encourage their employees to retire relatively early.
However, the ADEA Amendments and other contemplated changesgaln
federal retirement policy are directed toward solving, problems
resulting form a situation that will not be*acute for some 30
years—-iha shift in the age structure of the United States'
population. If the social security retirement age is raised to
68, or other incentives provided to encourage later retirement
are enacted, substantial upward shifts ip retirement ages are
.. likely to result. , ! .

T 1f retirgmeng_ ges increase precipitously, tremendous pressure
would be generated In the relatively closed personnel management
structure. described above. Employers might be .faced with the
choice of making major structural cugnges in their system of
personnel management, or spending large sums of money to pay
~retiring workers supplemental benefits until they are old enough

P . to, lify for social security benefits.

L4 .

¢

r . If retirement agesmincrea re slowly, the outcome is more
fikely to be determin€d by other factors such as {he rate of
growth in -the ecofiomy, and the_unemploymeny rate. The total

+long-termimpact of, the Amendménts on .edpdoyee behavior and
employer policies 11 iikély be determpined largely py ¢hanges

a in other federal r tﬁnq@ént policies and®futune’ economic,

performanoe. N e ";g -t
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. EFFECTS OF MANDATORY RETIREMENT
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~— promotional opportunities.

From a macroeconomic perspective, the likely change in older
workers' labor supply is not of great consequence for the
economy or the workforce as a whole. Thus, the fear of some
that the mandatory retirement age of 70 will seriously affect
Job opportuhities for younge® workers is generally unfounded. .
However, it 1is possible that particularly vulnerable groups of
workers in particular industries could experience fewer jobs or

®
An analysis of census survey data was undertaken to assess the e
maximum immediate impact on younger workers resulting from any
direct competition for Jobs held by age-64 workers who might
elect to remair in the labor force past 65 due to the increase
in the m¥ndatory retirement age. The possible job competition
was assessed for youth, women and black workers who hold
full-time, full-year jobs at wage levels comparable to the
older workers. The logic behind the analysis was that any
short-term effect on these groups will result from a
substantial number of older workers who hold jobs comparable to
these other workers continuing to work longer than they would
have in the absence of the change in mandatory retirement age.

The immediate efflect of the 1978 Amendments on younger, female,
and minority workers based on estimates of the direct efféct on

-solder workers was found to be small. The estimated additional

- number of comparable age-65 workers are potential competition
for less than one quarter of one-percent of all full-time
workers ages 16-2U; less than one half of one percent of all
full-time black workers ages 16-59; and around one tenth of one
percent of all full-time females workers ages 16-5G.

In all three companisons (yoﬁigs;—:;;;;rs. black workers, and ,
women workers) withyolder workers, the wage-comparable younger
workers were concentrated in manufacturing, professional
services, and wholesale and retail trade, while the
wage-comparable older workers expected to work past age 65 were
concentrated in manyfacturing, professional services, and

public adminstration. When these wage-comparable workers were-
compared, the potential for significant job slot competition
within specific industries did not materialize. The general °
pattern was that apparent high levels of potential-oompetition——
within certain industries tended to result, on closer scrutiny,
from potential competition between workers in only a few -

articular occypations. The greatest potential for Job slot
competition was not If occupatfons with the greatest number of
wage-comparable younger workers but in the occupations with the
highest ratio of wage-scomparable older to younger workers, such
as: coraft workers roﬂ all younger wyorkers; managers,

i
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craft workers and laborers for younger black workers; and
trapsportation operatives, laborersiand craft workers for
younger female workers. However, the magnitude of the "
competition is still very small, representing no more than four
percent of the pool of comparable younger workers in any
occupation. ,

The focus of this analysis was full-time workers; however, some
insight can be given to the impact of the change in mandatory
retirement age on part-time workers. Although the data show

€ Y Targe nunbers of youfhger and older workers in-
part-time employepent, no additional*competition is anticipated
to result from the change in mandatory retirement age since
most pant-time jobs were not subject to mandatory retirement
rules. 1Indeed, to the extent that workers who stay in
full-time work past age 65 would have taken part-time jobs at
that age, competition for part-time work,would be lessened by
the new mandatory retirement age. k“\\ -

.

As @ result of this analysis, it would seem that such labor
market concerns as youth unemployment and affirmative action
are not likely to be worsened by the change in mandatory
retirement age. Few older workers are projected to continue to
work past age 65, and those that are likely to continue to work
represent potential competition for a very small number of
younger, femal® and black workers.

POTENTIAL EFFECTS OF MANDATORY RETIREMENT
ON YOUNGER WORKERS

~

1. Introduction —

-The primary target group for the 1978 ADEA Amendments
raising the mandatory retirement age from 65 to 70 consists
/ of those workers approaching 65 who were in jobs with a

mandatory retirement age. To the extent that workers who

would have retired at the madnatory retirement age continue

to work, the change in mandatory retirement age had a

direct effect on their labon force participation.

L]
In an economy with a limited number of jobs at-a given -
. point in time, a job he¥d by one worker is not available to

———— -—-another-workers. Thus, to the -extent that older WorRers T
remain in jobs as the result’'of the change in mandatory
retirement age, there will be an indirect effect on the
employment and promotional prospects of other workers who
would have replaced them.

'

If the older worker is part of a Job hierarchy, his/her w5
choosing to continue in the job may -affect the promotion@?ﬁl a
workers in subordinate job positions., e WY .

-
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On the other hand, if the older worker is in, a
nonhierarchial secondary job where a variety of other
workers possessing comparable human capital may substitute
for him/her directly, his/her ohoosing to oontinue in the
Job may affect job-slot availability for other workers;

The magnitude of such effects on younger workers depends “~
on: (1)-thédwsize of the impact’on older workers ({.e., the
number “Of. older workers who do not retire as a result of
the change in mandatory retirement age); (2) the kinds of
Jobs older workers haves; and (3) the characteristics of
older workers likely to continue to work as the result of

the change in mandatory retirement age. Since we know that

workers with different characteristics are not equally .
likely to retire, we anticipate the indirect effect on
younger workers to be selective as well. Thus, even though

in the aggregate the number of older workers who choose to" _

continue to work may be swmall, the differential natute of
the effect could be significant for some sectors of the
labor force.

There are groups of younger workers whose unique labor
force characteristics make them a locus of special concern
when' considering the indirect effect of the change in
mandatory retirement age on new entrants, re-entrantﬁ, and
late entrants into the labor force and on promotional
prospects for tste already in the labor force. Minority,
women and young workers fare poorly compared with white *
middle-age males on all measure of labor f e status.
Consequently,sthere is sensitivity to any ;ﬁfzcy which™
might contribute to'further deterioration of the economic
position of these vulnerable grolP¥:

Currently, young workers, partioularly minority young
workers, are of specia] interest because o6f their high
unemployment rate. Thus, to the extent that older workers
who choose not to retire hold Jobs that young workers could

.hold, there is conoern that the youth unemployment rate may

be exaoerbaté€d by the change in mandatory retirement age.
N . N .

The effect on women and minorities is of interest, since it

, has been argued that oontinued labor foroe partiotl

affirmative action and the goals of equal employment for
women and minorities, One argumentt {n favor of mandatory
retirement suggests that women and minorities will be the
ones that have to wadt for jobs if older workers oontirue
to fill job slots (Givens, 1978). Sinoe women and
minorities are also represented in the older worker N
population, members.of thnese Eroups may, of oourse, both

.~
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benefit directly and suffer indirectly as a consequence of
the change In mandatory retlrement age. Thus, oIger women
and minority workers may elect to work longer and thereby .
contribute to a teduction in job slots fo ounger women
.and minority workers. * >

~

Among ‘the arguments advanced in support of mandatory
+ retirement is that it establishes an age,at which most
workers are expected to leave their jobs, thereby .creating .
openings for younger, less senior workers. If the job held
i by an older worker is part of a job hierarchy, a series of
Job openings will,be¢ created when the job is vacated, with
> each worker moving up a level .and a young worker hired to
fill a position at the lowest level. Thus, it is argued,
if older workers delay retirement there are two potential
‘negative consequences for other workers: promotions are
retarded, and younger workers are not hired.

If the Jjob is not part of a hierarchy.and has the
characteristics attributed to jobs in the secondary labor
market, a ypunger worker can substitute directly for an
. older worker who retires. Thus, when-an older worker
. chooses to continue uorking in a secondary Jjob, younger
Wworkers qualified for the job may be affected directly.

.

However, since ,most secondary jobs are not subject to
mandatory retirement, the change in mandatory retirement
age should not adversely affect most secondary job
openings. In “the past, older workers forced to retire from
primary jobs have often tahﬁa}aecondary jobs where they
- directly competed with minorities, women and youth. Thus,
.to the extent that older workers stay In primary jobs as a~
result of the change in mandatory retirement age, their
direct competition Tor jobs with younger workers in the

rket—m b d ¢
a ay—derequceds

*The poessibility of fewer promotions and job openings for !
younger workers are not the only concerns of those who
oppose rhising the manaatory retirement agez Another
involves employers’ abilfty to meet affirmative action
goals. Firms are required by law to hire qualjfied

. minorities and women in order to increase their
representation in the labor force. If older workers remain
on the job and positions go not become vacant, all hiring -

Qincluding hiring of minorities and women will be retarded.

Although the expressed concerns for younger uorkers,QWOmen
and minorities raise important issues ofwsocial policy,
they are widely regarded by economists,as being based on
several questionable assumptions:

Q ‘ 15_:_ . -
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C.- That the number of jobs in the economy is fixed;

- That a position which becomes vacant is always

filled; )
- That women and minorities can successfully . T‘\\
. compete for most of the jobs that become vacant
when an older worker retires; \,
- That a significant nunber ofs older workers will
. continue to work in response to the change in
mandatory retirement age. -

In the short run, whether or not younger workers , women
and minorities are affected by the change in the mandatory
retirement age depends on the extent to which they compete
. .for the sape jobs and on the number of o0ldér workers who -
actyally remain on the job. )
Mandatory retirement rules establish upper boundaries only
on the age at wfich individuals in covered jobs most v
retire. Individuals in non-covered jobs may work as long
a§;1t is mutually benefibial to them and their employers.,

2! Previous Studies of the Impact of Older Workers' Labor
upply on Younger, Female and Minority Workers '

A. Attitudinal Studies

-1

Effect on hiring."bopperman, Montgomery ahd Keast (1979)
studied the impact of the ADEA Amendments on youth, Wdmen
and-—ainorities with-the following working hypoth
THe legislation will not have a significant adverse
° impact on the_job opportunities of youth, women and
o minorities. While mandatory retirement may constitute
one source of“job openings, the effects of economic .
° growth, "diversification, technological changes, and
' normal jqb turnover (including voluntary retirement)
will overwhelm the contributions to overall job -
< availability in the economy. Structural labor market .
M problems, however, may occur in certain areas such as
declining industries with aging workforces.
- »

. Copperman et. al. expected any impact on young, minority
dnd femals workers to differ according to characteristics
of the firm and its labor force. Industrial
classification, geographical location, and size of the

N firm, along with the age structure and occupational
distribution of employees were predicted to influence

o4
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€
employers' assessment of the potential impact of the change
in mandatory retirement age. In testing the relationship
between firms' characteristics and anticipated impact of
the Amendments, Copperman et. al found that tregardless of
business type, employers did not anticipate that the
Amendments would affect job opportunities for youth,
minorities or women. Employers in manufacturing, retail
trade and service industries were the most adamamt in their

. belief that the Amendments would not affect these groups.
Size of firm was found to be related to-'employers!
perceptions of the impact of the Amendments, The larger
the firm, the more likely employers were to view the
amendments as a source of reduced opportunities for youth,
wonen and minorities. 5 '
Copperman et. al, were also interested in exploring whether
anyon€ thought the change in mandatory retirement age would
increase job opportynities for older women and older
minorities. They found that as the proportion of older
workers in a firm increased, respondents believed-: the
Amendments would increase job opportunities for older
minorities and older “wowmen. o

Affirmative Action. Resardins the issue of equal
employment opportunity goals, most respondents in a
Conference Board study (Meyer, 1978) expect little change
‘as 3 result of the Amendhents. There are at least two
scenarios which predict no change in affirmative actton &
hiring. One is predicated on the assumption of no chang

in job opportunities resulting from the change in mandatory
retirement age. Thus, affirmative action hiring will
ccntinue as_before the Amendments. The second scenario is
predicated on the-priority of affirmative action, hiring in
the presence of reduced job opportunities. The impljcation
of this scenario is that affirmative action hiring will

continue in the presencé of reduced job opportunities.
Thus, if the number of Jjob slots is reduced because of the
change " in mandatory retirement age, women and minorities
will still be hired in an attempt to meet the goals of
affirmative action, i. e. to obey the law. The second
scenario 1S consistent with the notion that the affirmative
actioh policies for firms ocour outside normal hiring and
promot ional ohannelg.

Promot ional Prospects, Both the Johnson and Higgins

(Harris, 1979) and the Conference Board (Meyer, 1978)

studies addressed the impact of the amendments on

promotional prospects for younger workers. In the Johnson'

and Higgins sample, more business leaders (46 percent). than
. current employees (34 percent) thought' that older people

.
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should be forced to retire to open jobs for younger

. workers, Business managers in the Conferenge Board

“ anticipated little or no impaot on promotional
opportunities for younger Workers, mainly beocause they
anticipated minimum impact on, retirement in general.
Retirements are considered only one vehiole for job slots
to beoome available.. Employees leave Jobs for reasons
other than retirement, and new jobs are oregted when an
industry is growing. -

study

Of the executives who thought that the Amendments might
reduce promotional opportunities, the estimates were from

10 to 15 percent fewer job opportunities to less than -
one~-third of a percent reduction.in jeb opportunities, .
In general, these attitudinal studies provide no -
information regarding’ the underlying processes which will
produce the anticipated changes. They simply present an
informed opinion of what will happen. Although the sampled
individuals are ‘knowledggablenand to that®extent the
information provided useful, they do not provide
information leadin the identifioation of the important
factors which an“€hployer weighs in making decisions about
retirement policy. *

B. Case Studids
—_—

As part of a case stully- of 50 .firms' retirement policies

oonducted by the Department, respondents were asked: "Do

you expect increasing the mandatory retirement age from 65

to 70 will affect the promotional opportunities of younger
L]

. uestion;—4—satd
it would have ?o effeot on promotional opportunities, and
22 said it would have an effect on these opportunities. ,
However, 18 of the 22 positive responses were qualified.
Two respongenta suggested that expansion would outweigh any
impact of ?EA, and one respondent said that inflation was
the key-~-without inflation, ADEA would have no effect.
remaining 15 respondents qualified their responses with -
variations of: *Yes, there will be an impaot, but it will
-be too small to create a major problem." - *

The

-

oy
Respondents were also asked whether the Amendments will
have an indireot impaot on the firm's ability to employ
women and minorities. Of those who responded to this .
Question,” 10 said it wouldhave no effeot, and 1l said it
would have -an effeot. Of those who responded that it would
have an effect, 8 indicated that the effeot would be slight.

.
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c. Economic Studies

! Cantrell and Clark (1979) recently completed a comprehen-
'sive effort to estimate the impact of the change in
mandatory reﬁirement age on promotional prospects of

- younger workers. They assumed an unchanging age structure
and a zero rate of growth, then calculated the ‘average rate

.5 of upward movement in the labor forte. A person's rank in
the employment hierarchy was equated .to the ratio of 4
persons older to persons younger than the individual.

Using age-specific mortality rates and labor force parti-
cipation rates of U.S. males in 1970, Cantrell and Clark
estimated the average age at which individuals will reach
various ranks in the employment hiérarchy. .
To estimaté'{he impact of the change in mandatory *
retinement age on promotions, Cantréll and Clark increased
the over-65 labor force participation by 4 and then by 10»
percent, the estimates of increased labor forcesparticipa-
tion resulting from the change in mandatory retirement age.
Increasing the labor force participation rates created only
minor delays ‘in the age of attaining any rank, with older,
more senlor: workers, experiencing the greatest delay. To

. &alculate tne maximum possible impagt of mandatory retire-
ment :3§§s, Cantrel and Clark assumed that all retirements

at 65 are dqie to mandatory retirement rules.. Under this
- » assumption, reatest delay at the’ hjghest rank would be
v, a a_year,-w £ at the lower ranks ifidividual promotions

would be retarded by 5 to 10 weeks,

ke

The Cantrell-Clark model views the labor force as
homogeneous, with all workers of a given age having the
same probability of being hirdd and promoted as any othgr
worker. 1In-addition, it assumes that rates of hirin nd
promotion are the same from one industry to another and,

R

finally, that age is perfectly cdrrelated with seniority

‘ and seniority is an adequate indicator of relative '

" productivity. The results reflect average promotional
prospects throughout the economy. Recognizing that the
,Jopact may pe significant for some employers, Cantrell and
Clark describe circumstances under which the impact of ‘the
change in mandatory retirement age will be more severe than

b suggested by the average delay in hiring. The factors

identified as affecting the promotYon rates in a firm arg
growth of the firm, hiring strategy, quit rate apd -

A

retirement rate, ¢ . .
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¢ o . o -
D. Labor Substftutability{esearch .o

There are two basic mechanisms by which the age structure
¢ of the labor force can change substantially. One is
through demographic shifts such as increased birth or
mortality rates; the ‘other is through greater labor force
partfeipation of different age ‘groups. An example of a
change, in the:age structure of the labor force caused by a
* demographic shift is the huge increase in the number of
young workers entering tHe labor force in.the late 1960's
and 1970's as the post-World War II "baby boom" cohort
matured. An examplé of-a change in the age struéture of
the labor forece caused by greater. participation of a
particular age group would occur if older workers responded
in large numbers to the changes in the mandatory retirement
age by staying in, thé labor foroe. ]
In either case, as the age structure of the labor force
changes, a focus of concern is the impact of the shift on
the employment Status and wages of the workers themselves
as well as on other workers in the labor force. In terms
of employment status, the question of whether the larger
number of additional workers will coppete for jobs with
other - worker's of different ages becomes salient. In terms
of wages, the issue of increased numbers of workers driving
down wages for the enlarged group® is raised.

Review of Research. The concern in this study is the
potentla or older workers, who choose to remain in the
labor force as a result of the change in mandatory
retirement age, to*substitute in the labor market for
younger workers, Previous studies relating to this issue
are critically reviewed by Hammermesh and G;gg} 1979).
They divide the known studies of labor-labof Substitution
~ into the following categories: studies of the production
and non-productfon workersj 'studies of substitution by
education group; studies of substitution among age and sex
groups; and miscellaneous studies of sulgstitution. .

The third group of studies dealing with substitution among
age and sex groups is the most relevant for this study.
gpur Studies are summarized. Unfortunately, the demand
models- estimated in the'se four studies makev the :mplictt

-

assumption that the impact of an increase 4n t ize of
the labor force in a particular demographic ca ry is
felt by that demographic group and by other groups in the
form of a uage effect rather than an unemployment effect.
, 1In other words, these studies posit .that an increase in the
number of older workers might lead to a drop in their wage
rate (and possibly the wage rate of other groups) but not
af increase in the unemployment rate. In fact, in a world
of imperfect wagé adjustments, one might expect both !
N unemployment and wages to be affected,

. &
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The results imply that an increase in the number of men in

a particular age category had a stronger negative effedt on

the group's own wage rate than on the other groups' wage

rates. Thus, if there were a sizable increase in the

number of older workers, the main effect would be to

depress the wages of older workers relative to younger

workers. . /

1f wages were not to adjust fully to the increase ih the *
labor force, one would expect that the resulting

unemployment effect would similarly be concentrated within

the odder age group. Younger wWorkers would be relatively
unaffected.

Findings from the Case Studies. To find ot whether
workers of different ages are direct substitutes for one
-another, the DOL case study firms were asked whether
workers aged 50-69 and workers aged 30-U49 currently were
performing the same Jjobs. If they were, employers were
asked to identify the jobs that the different age groups
had in common. Employers were also asked whether
50~69-§ear-old workers andwl8-29-year-workers applied for
the same jobs and, if they did, whether both younger and
older applicants were hired to fill t e Jobs.

Fourteen respondents indicated that all jobs, and 6
indicated that quite a few Jobs, were held both by workers
aged 30-49 and 50-69. This compares with 6 respondents
reporting that 18-29-year-old workers and 50-69-year-old
workers applied for, and actually were hired for, almost
all Jobs within the firm. The industries represented by
these 6 employers are construction, finance, insurance and
real estate, manufacturing, mining, services, and ‘wlholesale
trade. “Seven respondents indicated that 18-29-.year-old

workers and 50-69-year-old workers apply for and receive
entry level, non.sktlled jabs

The major difference between the response comparing ﬁtuo
age categorieés is that the 30-49-and 50-69-year-old workars
are more likely to be substitutes for one another than are
the 18-29-and 50-69-year-old workers. The latter group are
most likely to be substitutes only for entry-level or |, o
1lowW-skilled™ jobs. ” :

Analysis of “Direct Competition for Job Slots Between Older
and Younger Workers

A Hypotheses and Expectations - -

It is well known that workers often retire prior.to age 65,
the previcus mandatory retirement age. Their propensity to
retire is rela%ed to their pension coverage which<in turn

*

e
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is closely related to firms' wage levels and the use of
mandatory retirement. The more highly paid jobs are more
likely to have pension coverage and be subject to mandatory
retirement provisions. Lower paying jobs are less likely
to have pension coverage and be subject to mandatory
retirement, especially in the case of secondary jobs. The
representation of "workers age 65, compared to workers ages
60-64, decreases in industries and occupations with high
rates of mandatory retirement; the opposite is trye where
the incidence of mandatory retirement provisions is low.

v

In addition, there are older work;?s who are forced out of
primary jobs at the mandatory retirement age and who take
secondary or-part-time jobs in order to continue working. .
To the extent that these workers elect to continue in their
primary jobs as a rdsult of the change in mandatory
retirement age, there will be reduced competition with
younger workers for secondary jobs.

. There are a variety of potential competitors for secondary
Jobs, which require low levels of specific human capital
and training and, therefore, are easy to enter.. In
addition, secondary Jjobs:have low wages, no job security,
no fringe benefits and no future advancement Competition
for these jobs comes primarily from young workers,
especially young black workers, women of all ages, and
older workers. Comsequently, it is in these jobs that we
expect to find the greatest job overlap among older
workers, women, minorities and youth. However,. it is
precisely workers in secondary jobs who are least likely to

be.affected by any change in/efndatory retirement
requirements.  — ./ -

In this analysis the effect of the change in mandatory

retirement age on promotions amd hiring of vo

rkers

has not been estimafed.

Promotion and hiring patterns are

firm-specific to a great extent.

Since neither data at the

firm level nor a model of the firms' hiring and promotion
patterns .,ere available, this process could not be
analyzed. In addition, promotions occur over long time
periods and, although the pattern of promotions may be
distorted somewhat by a rise in the mandatory retirement
age in the s.ort run, a variety of factors can mitigate any
adverse effects on a firm's promotional policies In the
long-run. 1Instead, the focus in this analysis is on the
potential for an immediate adverse effect on the job .
situation of younger workers resulting om an increased
labor supply on the part of older worké&g\gne to the change
in mandatory retirement age.

-
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Due to the lack of ®mn appropriate macroeconomic model, ’
there is no totally satisfactory way to measure the
potentfb{.}mpact of the change in mandatory retirement age
on younger werkers, women and migprities. .However, a
number of existing sources can be used to assess the
general nature and lilkely magnitude of the effect.

The s-ort-run effect will depend primarily on the number of
older workers changing their retirement plans as a result
of the change in mandatory retirement age. It will also
depend on whether the workers who eleqt to continue to work
hold jobs that younger workers would move into if the older
workers retired. <

e - .
.The long-run effect will depend on a variety of factors
whioh we c nnot accurately forecast at this time. Some of
these are macroeconomic such as the inflation rate. 1In
addition, firms may alter retirement incentives by changinyg
the structure of pension plans. Even attitudes regarding
the socially acteptable or desirable retirement age could
be affected in the long run, thereby contributing to a
.hange in retirement behavior. !
Q

B. Plan for Job Slot Competition Analysis
—

This analysis used March 1978 Current Population Survey
data to determine workers' occupation, industry, age, race,
sex and wages. For each group of interest--young workers,
minority workers, and female workers--a two-stage gnalysis
was conagucted. First, the potential for these workers to
be in direct oompetition for jobs with older workers was

————-established. If substantial potential for job slot

competition was found, the magnitude of the potential
impact was estimated in terms of job slots unavailable for

orkers, minority workers—and female—workers-due—te— —

older workers' remaining in thejr jobs.

To assess the poteptial fob job slot comeptition, the age
distributions of workers in specific occupations,
industries and occupations within industries were studied
in order to characterize them according to predominant age
distribution patterns. If they are young and growing, the
change in mandatory retirement age should hawe no
substantial impact on the number of available job slots. .,
On the other hand, in an aging industry the impact could be
substantial. ¥ .

After this genera) picture of the age structure of
industries and occupations was drawn, older and younger
workers were compared on the best available indicator of
human capital--annual wages for full-time, full-year
employment. ) '

¢
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For occupations ‘within industries, the age distpibutions of
workers receiving similar Mages were compareéd. It was
assumed that workers receiving similar wages in the same
occupation and industry .are substitutes for each other and
therefore potential’ competitors for the same johs. To the
extent that young, minority and female workers were making .
comparable wages in the same occupations and industries as
older workers, they were judged to be substitutes for these
older workers and potential competitors for the same, jobs:

Workers age 64 were compared to‘other (younger, female and
minority) workers as the basis of the estimatiod

q\\\\ procedure. This procedure was based on the observation of

Burkhauser and Quinn (1980) that by far the greatest impact
on retirement of the age~65 mandatory retirement age was on
people reaching age 65. Therefore, it_as assumed.in this
analysis that the age 64 group will have the greitdst
responge to the lifting of the mandatory retireqent age.

To estimate the magnitude of the effect of the change in
mandatory retirement age on job opportunities for young,
minority and female workers, information on the incidence
of mandatory retirement provisions for partioular
occupations within industries and on the labor supply
response of older (age-64) workers to the change in
mandatory retirement age was applied. In situations where
there were older workers comparable to younger workers, the
known incidence of mandatory retirement provisions fon a
particular occupation within an industry was used to -
estimate the pool of potential additional comparable older
workers., These were workers who previously had been

3"-*—3nbjuct—tU‘ag§:6S‘mandatory retirement provisions. 1In

sorder to estimate the number of workers in this pool who *
might contihue to work for one more year (i.e. past age
‘_the"numben—4n~therpoo}—uas~muit&pi&ed‘ y—the best—

estimate of the number of workers expected/to continue on
their present jobs. In this way, an upper/ bound was

- estimated on the number of slots that will not be ,
relinquished by older workers as the resylt of the change
in the mandatory retirement age. This eStimate of the
impact of raising the mandatory retiremgnht age is for the
one-year period when workers reach age /65.

C. Sumﬁary Results of. the bPS Analygis

Younger Workers. A maximum of 117,
. workers age- and previously subjeot - mandatory
retirement provisions were judged hdve jobs comparable
to workers ages 16-19 and/or 20-24/in 1977. Of the 117,825
comparable 6i-year-old-workers, it/ is estimated that 14
percent (16,296) will continue wofking past age 65. These

ll-time/full-year "’

.
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additional comparable older workers are potential
competitors for 0.43 perceént of the comparable workers ages
16-19 and 20-24. They represent 0.24 percent of all
full-time workers ages l6-%—and 20-24. <: ‘

The greatest number of 'wagg~comparable older workers are . in,

manufacturing, professional services and public \\
administration. These three industries account for more
than two thirds of-the comparable older workers. The
distribution for wage-comparable 16-19-year-old workers
shows the highest concentration in the wholesale and retail
trade industry, manufacturing, professional services and
finance. For .the wage-comparable 20-24-year] old workers,
the highest concentration is in professiona) services and
manufacturing, followed by the wholesale anfi retail trade
industry and finance. -,

Thus, it appears that, for both groups of Yyounger workers,
manufacturing and professional services.are the industries
most vulnerable to any direct job slot competition
resulting from the change in mandatory retirement age.
Although retail and wholesale trade have large numbers of
wage-comparable younger workers, there are relatively few
wage-comparable older workers in these industries to serve
as a potential source of cémpetition for younger workers.
In a- like mannet, although 'the finance industry accounts -
for over 10 percent of both the 16-19-and the
20-24-year-old wage-comparable workers, it accounts for
less than 6 percent of the wage-comparable older workers.

. ) 4
Table 1 summarizes the degree of potential job slot
competitiqQn between wage-~comparable younger workers and
older workers in thz same occupations and,industries.
Column one is ghe percent of wage~comparable younger

workers subject to mandatory retirement. This column
represents the maximum amount of competition should all
age=-64 workers subject to mandatory retirememt provisions
choose to remain on their jobs. It also represents a
maximum for another reason. In this comparisoy of younger
and older workers, it is implicitly assumed that
wage-comparable 64-year-old workers compete onlly with
wage-comparable workers dges 16-24. Clearly that is not
the case, since there are wage-comparable workenhs in other
age groups also in a position to compete wibl
should they choose to remain on their jobs. 0

mber of comparabla-age~64_. _
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Table }. Percent of Younger Worksrs in Poesidle Jod Slot Competition

vith 64-Year-01d Workers Subject to Mandatory Retirement |
and Additional 65-Yesr-Qld Workers Expected to Work in

the Absence of Mandatory Retirament

Parcest of Rage

Additional 65-year-old

4

Industry Comparable 16~24~yaar 01d .yorkars Worksrs aa 3 .
. and ’“nu‘ni in Competition with: Percaat of all Younger
. SOccupatics Horkars Age 04 Sorkers Age 65 Horkers {n che Industry
. dgr., Forest &
Tish, 0.1X (105,977) 0.022 0.01% (174,000)
"Laborer 7.42 (2,130) 1.02 *
g N
Mansger 0% (103,827) oz -
Hiaing .52 (2,497) 3.08 0.1Z (67,000
Crafcs 21.3% (2,457) 3.02 .
L Construction 5.22 (63,182) 0.72 0.09% (349,000)
T Mansger - 22.02 (2,186) 312
— Clertea! 6.43 (12,269) 0.92
T Crate 2.22 (20,460) 0.3%
B Transport 17.12 ( 3,286) 2.4%
Opexacive . :
rer 3,92 (24,982) 0.5%
Duzable Gooda
. Samfaceuring 4.3% (495,389) 0.62 0.3% (942,000)
. Clerfeal———  2.0R (32;0100————2.9%
Crafes C O 8.62 (92,464) 0.92 .
Soo-Transport Operative 3.02 (372,93%) 0.42
* Laderer ; 9.2 (17,960) 1.32
L]
- v
» . . {
-a e
N .
L3 Lo L]
’
—— % »
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" Table 1, (continued)

Percent of Vage Additional 6S-year-old

Iadusery Cosparable 16~24-year 0ld Vorkats Workers a3 a
and ocentially {n Cowpetition with: Percant of all Younger

Ogcypscton Sorkars Age Yorkers Age L/

Rov~Durable Coods

Manufacturing 4,82 (513,039) - 0,712 0.72 (720,000)
Professionsl 22.0% '(9,492) 3.2 .

’ Cllrl;ul \5-9! (82,034) 0.82
Craft N 7.2% (74,589) 1.02
-
¥oo~Transport Oparatives 2,02 (317,339) 0.32
Transport Operatives 1582 (22,044) 2.52 \ —_— .
Ladorar 14,72 (s,23) 2,02
Service Uorkar 63.6% (2,278) - 892 - ——

Transporta and 4 . : >

ublie O 6.92 (89,308) 1,02 0.22 (358,000)
Clerical 5.52 (S5,311) 0.82 N
Crafe i 28.42 (8,179) 4,02 -
Transpereation T TTT T
Operitive 3.2 (25,018) 0.%2

Wholesale and Retafl - —

Prade VT2 (905,831 01X 0.072 (1,735,000)
Hanagers -L7T (104,788) 0.23 ~
Sales 0.82 (218,030) 0.12 7 .

Clarical 0.72 (182,391) K 0.12
&
’ ’ -
- : 7
R4
£ ~ -
- ) . ?
/\r - s ¥
-, \
, 3 - . .
1 £, y — ¥
. LG
R L
. . \ . \'
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Occupation -

Wholasalé and Ratail
Trade continued

Table 1. (codeinued)

% I

Parcent of Uage
Comparable 16~24-year 0ld warh.n
Potaatislly in sticion with:

%gl Age 64 Sorkers Age 63

[}

Addicional 65~year-01d
« Vorkars as a
Percent of all Young

Vorkers in the Indust

Crate 0.9% (33,128) 0.12 .
Noo-Transpore 67“!‘1'“ 2.0% (38,227) 0.32 .
Tradsport Oparatives 2.0% (51,330) 0.32 , )
LaBorers ’ 2.02 (64,348) 0.32
Service Vorkars ¢ 0.2 (212,192) ‘0,022 -
- O 0 AN
- Pnsnce . 1.72 (400,342) 0.2 > 0.2% (873,000 . ¥
Maoagers M o sotasas - 19
Sales 9.0% (9,088), U . \
Clerteal 1.2 (371,862) 0.3z ,
. -
\ ZLSarvica Uorkars 3.92 (3,703) 0.32 i .
L 2 . K
Jusiness and Repair B
Services 6.02 (35,588) 082 ¢ 0.12 (267,0f0)
Professionsl 3782 (1,720) $.32 . .
, A d
| Clerleml ) AT(.M83) . 05T . . — ——
Crafe 13 (23,998 0.72 ’
N N
- -~ L ‘
R .
. 2
- : 1
. ) )
* . ’ .
L4
\ -
rd . . N
- o
¥ —
N ¥
» . ’ |
‘ N - LS . -
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Table 1. (continued)

Percent of Vage

@

¥

Addizional Gs-yuzqeld

Indusery Comparable 16-24-year 01d Workers Uorkers as ¢
ad _”—“M&mw_ Percest of all Younger
Ogcupacton —~4 Votkers ige Morkers Age 63  Workers in the Induscré
Parsonal Services 1.2% (26,336) 0.22 0.022 (165,000) .
Managers 4.52 (4,238) ° 0.62 , .
Sougeho Xers 02 (12,100} 0z -
l;cmm;m,! ""}9%5&)__;51) 8 0.22 (26,000)
nfg:uzm Sarvices 292, (1,043;129) 0.62 - 0.42 (1,153,000
Protessional 3.97 (32,434) 0.52 I
Yasager ) 11.52 (3,808) 1.62
Clarteal L 0.5% (378,200) 0.062 h
Crate’ 4682 (1,790) .63 .
“latorer 11.2% (S,822) p.132 * s
Service Yorkers 4.3 (269,153) 0.6% e
Public Admintstration 10.92 (121,309) 1.5%3 0.62 (395,000)
®  Clertcal . 8.82 (316,866) 1.22 .
_g;_.t: 64,52 (4,443) 9,02
Tocal ‘ 3.02 (3,792,496) 0.432 0.242 +(6, 824, 000)

.
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| this occupation~that one would expect the greatest direct °
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The sccond column of Table 1 shows the degree of potential
Job slot competition between wage-comparable younger
workers and thie estimate of the number of older workers
likely to continue in their jobs one more year. The final
column shows the percent of all younger workers in an

wage-comparable age-65 workers. . )
CTolumn two shows that, although there may be a degree of

pote tial competition for jobs in specific occupations

within industries, the degree of potential mpetition by
irdustry in geweral is very low. The expec ion of
substantial competition in manufacturing does not .
materlfalize, with a little over half of one percent of the
younger workers in potential job slot competition with

older workers. For professjional services the potential
competition {s even lowér. Although the absolute number of
potentially competing older workers is higher in these two .
industries, ‘the large number of wage-comparable younger

from the older workers. Since all of the wage~comparable

workers are potential compet¥tors, the greatest competition

would be among younger workers rather than between younger .
.and older workers. This conclusion applies at the industry
level; however, there may be differermtial factors by

¢ cupation which increase potential competition between .
same-occupation’ wage-comparable younger and older workers -~
within an industry. '

-

The only industries where the degrée of potential
competition is more than one percent are mining and
recreation. For both these industries, the wage-comparable

workers are in one occupation and represent a small portion
f the total workers in the {ndustry.

o

The ational distribution of wage~comparable younger
workers ages 16-24 and older workers age 64 and subject, to
ma datory \etirement can be summarized as follows: The
older wage- parable workers are mainly clerical workers,
operatives, cralt workers, professionals and service
workers. The dominant occupations of wage-comparable
16-19~year-old workers are cleérical workers, service
workers, operatives and sales workers. For wage-comparable
20-24~year-olds,. the dominant occupations are clerical .
workers, operatives, professionals, and craft workers.

Since clerical -workers dominate all three groups, it is in_

competition for job slotss The second most vulnerdble
group of younger workers appears to be operatives and, for
20-2l-year-olds, craft workers and professionals, i

¢

Q
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Table 2 gznpares the percent of wage coﬁ%arable workers
ages 16- in each occupation to comparable blU-year-old
workers subject to pandatory retirement and the best
est imate of the pumber of workers that will work past age
65. This tab shows dﬁat in'only one occupation, craft
workers, is the incidence of overlap greater than one 3
percent. For _.all other occupations, the potential direct *
competiton is with lessothan one percent of the
wage-comparable younger workers. These wage-comparable
young ‘craft workers with the greatest potential for Jjob
slot competition with additional older workers are 20-24
years old and in the following industries: mining,
transportation and,public utilities, professional services,
and public administration.

. .

Although cPerical worker$ represent a full 25 percent of
the wage-comparable older workers and over 32 fercent of
the wage-comparable Younger workers, the number of -
est imated additional wage-comparable older workers is only
0.34 percent of the total number of wage comparable .
clerical workers. JThe small percent results from the large
numbers of “Wage-comparable younger workers. Almost §5
percent of all the full-time clerical workers ages 16-24
have wages iomparable.to potentially competing older
workers. Thus, the relatively small potential competition

® between younger and older workers. is a reflection of the
high potential competition among all younger clerical ™
workers. 3 :
Virtually all the potential competition betkeen workers age
64 and workers ages 16-24 is in jobs with salaries below
the median annual wage in 1977. In fact, well over half of
the comparable bli-year-old workers, all but 1 percent of
the comparable 16-19-year-old workers, and all but 4
percent of the tomparable 20-2i-year-old workers had
salaries below $14,000 per year in 1977.

~ -

<

Minority Group-Workers. This analysis of minority workers

Is restricted to blacks due to limits on cell size for

other pinorities In the CPS tabyjations. Since the focus

is on the short-run impact of the 1978 ADEA Amendments on !
minorities, the potential for a change in the labor supply

of older workers resulting from the change in mandatory

retirement age to affect Job slot opportunities for all

minority workers regardless of age is analyzed. 1In this

analysis, all workers age-64 are compared to black worker

-ages 16-19, 20-24, 25-34, and 35-59 in an attempt to

establish the potential for direct job-slot competition

bgtgeen older workers and "younger™ minority workers ages

16-59. 3 ,
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Table 2. percent of Younger Workers Ages 16-2¢ in Each Oceupation
\ . Compareble to 64-Year-Old Workers Subject to
Mandetor\ Retirement snd Compareble to
Estimated Add{itional 65-Year-0ld Workers

Parcest of Younger Workers in Same laduserv and Occupetion

Parcanc of All

Parcent of Fage Comparable 16~26=Year-01d
16-24~Year-0ld Workers Workers
' Workers Additional 2 Addicional
Occuoagion Age 64 dorkers Age 635 65-Year—0ld Workers
Professional .52 (395,224) 0.62 0.4% (640,000)
Managers 3.42 €132,9) 0.482 0.142 (436,000)
Sales 1.02 (227,088) 0.15% 0.1Z (347,000)
Clearzecal 2.42 (1,220,707) 0.342 0.2% (1,907,000)
Crafs 7.62 (251,549) 1.12 . 0.32 (910,000)
3 Non~Traaspore
Oparacivas 2.52 (728,571) 0.352 0.258% (986,00Q)
Transpore ‘
COperatives 6.23 (202,679%) 0.872 0.33% (266,000)
{aborers 4.62 (120,419 0.642 . 0.182 (430,000)
Service Workers 2.7% (487,326 0.38% 0.25% (7%2,000)
Bousenold Workers 02 (12,100 oz 0z (12,300) ~
7era worcars 0% (103,827) 0z 0z (134,000) o,
Y
.l'o:al 312 (3,792,376) 0.432 0.242 (6,820,300)_
. ) . .
~ [
J .
* ¢ rd

[
1
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* A maximum of 131,909 full-time/full-year wQrkers age 64 and
previously subject to mandatory retirement provisions are
judged to have had jobs comparagle to black workers ages
16-59 in 1977. Of these 131,909 comparable 64-year-old
workers, 14 percent (18,467) are likely to continue working
fast age 65. These additional wage-comparable older

. workers are potential competition for 0.66 percent of the
comparable .black workers ages 16-59, and represent 0.4
percent of all full-time black wWorkers ages 16-59.

Table 3 summarizes the industrial distribution of the

1 wage=-comparable black workers and all wage-comparable
6li-year-old workers subject to mandatory retirement
pravisions. The concentration of wage-comparable older
workers is in manufacturing, professional services and
public adminlsgyatlon. The concentration for black workers
varies by age; however, in general, manufacturing,
professional services and wholesale and retail trade are
the industries where wage-comparable younger black workers
are located. Thus, it would appear that manufacturing and
professional services are the industries where the major
competition should occur between wage-comparable black
workers and additional 65-year-old workers.

The indu try summaries indicate that the following -
industries have at least 1-percent overlap between younger
’ black and additjonal 65-year-old workers: mining,
. construction, transportation and public utilities, finance,
business and repair services, and public administration.
Thus, the industries with the largest number of
wage-comparable older workers do not appear to have the *
greatest potential for direct competition between younger
minority and additional 65-year-o0ld workers: In essence,
the potential for competition between younger minority and
older workers is swa ed by the potential direct
competition amon younger workers, since the industries
with the gre st number of wage-comparable older workers
e are al % industries with a significantly larger number
of ¥ if, wage~-comparable, minority workers. ‘

The {industry aggregates are misleading, however, to the
extent that high levels of potentjal job slot competition
for industry reflect high levels of competition for jobs
in anYoccupation within an industry¢ The mining industry
is a dase in point where the industry total of potential
job slot competition is the total for craft workers within
mining. .

< ! .G
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Table 3. -Industrial Distribution of Wage-Comparable
Black Workers Ages 16-59 and Comparable
Age~64 Workers Subject to Mandatory Retirement

Black Workers Vo:&s
Indust_tz 16-19 20-24 25+34 35-59 64
4+ Ag., For., Pish. - - 2.9 1.52. 2.0 0z - ’
Mining - - 0.12 - 0.42
Construction = ' - 0.42 1.12 L ’
-~ Durable Goods - Manuf. - 13.22  15.72  16.0% ° 18.02

Non-Durable Goods ,

Yanufacturing 162 17.92 17.62 1_2.02 16.82
Trans. and Public ‘ ,

* Uedlicies TR K B N N S
Wholessle and Ratatl .

Trade 38,92 17.12  10.32  13.32 6.42 .
Finance 10.42 7.62 - 4,02 3.42 6.32 )
Business Services - - 0.762 0.52 1.42

° Othe? Services . 12.42 1.42 1.22 3.72 0.22 .
Recraation - -, - - -
Professional Services 20.82 27.82  37.72  36.02 26.02 *
* Public Mdminiscration 3.82 7.52 7.92 8.02 16.72 .
Tocal 99.97 " 100.0% 100.1% 99.5% 95.42
(8 10 thousands) (26). (321) (972) (149)  (13)
t . - : ~
Source: 1978 CPS 1 ' .
Sfwple: A1l full-time/full-year workers. ] .
v' - | !
. A
L] . X l‘
b ’ "
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Table 4 shows the occupational distribution of
wage-comparable younger black workers and age-64 workers
subject to mandatory retirement. The older workers are
largely clerical workers, craft workers, professionals,
service workers, and non-transportaion operativés, service
workers, clerical workers, and-professionals. (The
relative frequency of these occupations varies with the age
of the. black workers.) .

*° Table 5 summarizes the degree of potential competition

bet een comparable younger black wofkers and older workers
in each occupation. Thé three occupations with more than
l-percent overlap between comparable black workers and
additional age-65 workers are managers, craft workers, and
ldborers. These three occupations do not have the greatest
number of wage-comparable older-to-younger workers, and
theréfore, the. greatest potential for job slot

competition. It is also the case that the major potential
for job slot competition_in thede occupations_is between
additional older workers and minority workers older than 24 ,
since there are few' wage-comparable workers below age-24 in
these occupations.

Women Horkers: A mgfimum of 125,114 full-time full-year
workers age 64 and previously subject to mandatory
retirement had jobs comparable to- female workers ages 16-59
in 1977.

0f these 125,114 comparable 6lU-year-old workers, 14 percent
(17,515 workers) are likely to continue in their jobs past
age 65. These additional workers are potential competition
for 0.16 ‘percent of the comparable female workers ages
12—59. or 0.11 percent of all full-time female workers ages
1 -§9 M PR

Table 6 shows the industrial distribution of '
Wage-comparable female workers and all wage-comparable
64-year-old workers subject to mandatory retirement
provisions. The concentration of wage-comparable older

- workers is in manufacturing, professional services, and
public administration. The concentration of female workers

is in professional sérvices, manufacturing and wholesale

and etail trade. i \ ‘—a

For young female full-time workers ages 16-24.,-the . -
industries where wage-comparable additional 65-year-old
workers poteftially ngmpete with more than 1 percent of the
workers are hanufacturing, transportation and publie
utilities, finance, business and repair services,™and

public administration.
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Black Workers Ages 16-59.and Wage-Comparable
Workers Age-610 Subject :to Mandatory Retirement

J

(Full-time Workers)
. A1l .
Black Workers Workers
Occupation 16-19 20-24 25-34 35-59 64
-

Professional 5.1% 8.92 18.6X 15.12 15.3% ‘
Manager - 1,62 -2.32 2.32 6.6%
Sales Worker - 4.7 1.72 1.6 2.3
Clerical Worker 42,5%  25.12 22.5% 1S5\02 22.12
Craft Worker - 4,23 5.6 8Nx  16.12
Non-Transportation > (

Operative 13.62 25.52 21 32 20, 13.82
Transportation .

Operative - 3.82 3.6Z 4,22 4,82 .
Laborer - 2.42 . 2.32 2.42 4.02 .
Household Worker t,12.5% - . 0.62 3.22 -
Service Worker 26.32« 20.8%7 14.8%r 25.6% 14.92
Farm Worker - 02,92 1.52 2.12 -

. A Y
Total ‘100.0Z -99.92 99.8% 100.0% 99.92
(N in thousands) €24) (321)  (972) (1,488) (132)
’ -
1
A
Source: 1978 CPS R

Sample: All fﬁll-time/f;xll-yui vorkers. “

’ »

» o [
* . “;
. . . ]
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_Table 5.  Ppircent of Wage-Comparable Full-Time :
R Black Workers Ages 16-59 by ) .
4 . ) Occupation in Potentisl Competition. .
with 64~Year-Old Workers Subject to .

Mandatory Retirement and Workers

Expected to Coutinue to Work Past Age 65
in the Absence of Mandatory Retirement
. :
\ ° .
Percent of Total
16-59 r~01d Blacks Number of
N with Wages Comapsrable to: FullsTime
All Workera Additional Workers Blaek Workers *
Occupation Age 64 Age 65 ]\ Ages 15-59
; Profesaional 4.6 {436,288) . 0.6% 623,000
Managers , . 13.8% ( 62,739) 1.92 234,000
. Sales 5.6% ( 54,176) 0.83 94,000 T,
Clerical 5.5 (534,038) 0.8% 832.009'
. v
Craft 11.12 (190,964) .51 432,000
lon-haupor:lttot;
Operatives 2.8% (642,987) 0.4 839,000
Transportation - ) - !
Operatives 5.8% (107,568) 0.8% N 319,000
4 .
Laborars 8.02 (66.177)<\ 1.1z . 322,000
- t
servica Workers 3.3% (598,153) 0.51 892,000 .
. Household Workers 0%  ( $6,218) 0z [ * 58,000 °
Farw'Vorkers oz (55265 0z . 66,000
“ . s ¢ b4 .
) Source: 1978 CPS : N .
.. Sample: All fullctime/full-year voriazs. "y , .
. R .
N -+ M » 5
1
. . . )
. - .
Al » -
. . - ’ . . 2>
[ .
- ' . /"\Q
. ” . .
. -
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- 4 . . . . , A4
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, " N - 1 '7,,‘ . . »
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/ "l'able 6. Industrisl Distribution of Wage~Comparable Famsale
Workers Ages 16-24 and 25-59 Compared to Age-64 Workers
Subject tp Mandatory Retirement Provisions ;
/ , :
Female
Worksrs 1 Workars
Industry 16~26 |, 25-59 &
“7' For., & Fish. T 0.4 0.7 , 0.52
Miatng - - -
Construction 0.62 0.42 0.72 ’
¥ .

Z\/Duzablo Goods . 542 9.02 15.92 v
Non-Durable Goods, ) 10.92 12.92 . 17.92
Transporzation and

Public Ucilicies .22 1.82 8.2%
[
WVholesale and Retail .
Trade 17.42 17.02 6.‘2_
Finance' 16.52 7.2 7.52
Business Services 0.62 0.5% 1.12 b
Other Services ° 1.22 1.4% 0.22
Recraation - - P IRTE 0.22 .
. .
Prof. Services © 40.7% . 43.6% 25.82
Public Admin{scration 6,52 5.82 ' 15.352 ' /.
© 99.97  100.5% 99.92 -
’\ [}
7T "Wlads thad U0l Tpartemt.T T T T T oo s o e N /
Source: 1978 CPS : / - . '
Sampla: Full-time workers. ‘ /
\ ‘ / :
/
v : /
~
Ne
- ’
Q ]
| ’EM ~662 0= 81 512 - . 171
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/
Within manufaoturing, theloocupations with the h ghest
percentage of wage-comparable. workers are laborers in
durable goods manufacturing and transportation gperatives
in non-durable goods manufacturing. There ared;ery few
young female workers in these occupations compared to the
number of oomparable older workers, y£/

[ 3

- As pointed out in ‘the two previous analyses, the industry
distributions may be a reflectfqp of occupat onal

+ differences. Table '7T shows the occupational distribution
of wage-comparable female workers ages 16-59 compared to
wage-comparable older workers, and Table § establishes the
potential competitipn between younger wemed and older
workers in each occupatioh.

* "here are three ocqupations with competitfion potential
ater than 1 percent: transportation dperatives,
orers, and craft workers. These  threg occupat ions
account for only 1.6 percent of }he wage-comparable female
workers and only 2.8 percent of hll full-time female
these occupatiions.
non-traditional occupations for omen,/ and there are many
more older workers in these occupations to compete -
. potentially with he few younger female workers in them.

Part-time Workers. The precedifg .dAiscussion has concerned
compe on for full-time jobs. Tallle 9 shows the age
distribution 6f part-time workers by industry. 1In all .
industries, the largest portion of /the part-time workforce
are workers younger than 24! Therd alsc are large numbers
%- of part-time workers in the 65+ eca egory. Since there is
-ho measure comparablé to full-timd wages with which to
equate .these workers, it can only/ be speculated that older
and younger part-time workers coyld be competitors for
part-time. jobs. Since the numbef of part-time workers—
older than 65 is quite large, it/ is suspected- that often
individuals subject to mandatBFy retirement move into
part~time jobs after reaching the mandatory retirement. age.

- >

Table 10 presents the age distfibution by occupation for
part—time workers. Again, there is a substantial
contribution to part-time wor provided by the youngest and
oldest workers. When this table is compared tosthe age
distribution by occupation fogr full-time workers, the
coantrast is striking. With fhe exception of household
service workers, where full-kime workérs older than 65

const-itute more than 15 perdent of the labor force, there

are no occupations. in which/full-time older workers

constftute greater than 4 percent of the part-time workers®-

in-all ococupations and almgdst 20 pércent *in the managerial
-~ category. ' . ' . .

'

’ '
N ”
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Occupatd
Ages 16=5%

Table 7.

(Full-Tine Workers)

istridbution of Wage-Comparable Female Workers
Wage-Comparadle Workars Age-64
SW«: to Mandatory Retirement .

< ) : Fenale Workers
Occupacion 1‘ 16=26 23-34 35-54 35-59
« ' ‘Professional 14.12  30.52 201X 16.1%
Muger 7 213 2.82  3.83  6.3%_
‘v
Sales Worker ‘442 . 232 4.2 s.2%
Clarical Vorker 50.2%2  -38.3%  35.2%  32.8%
Craft Worker 0.52 ., 0.92 1.42 1.32
Non Transport .
Operacive 12112 13.6% 1777 A.2%
oy Traaspore Operative 0.12 0.12 0.12 (74
Laboraer 0.2% 0.4% 0.5% 0.12 #
Househsld Worker 0.6 0.6% 1.02 0.6%
Service Worker ,  15.3%  10.12  15.7%  17.6%
, ** Fara Worker 0.42 0.1% 0.1% 0z,
‘ 100.02  99.7%  99.2% . 99.2%
Source: 1978 CPS \
-3
Sample: Tulletime vorkars. »
- - - 3 ¢ . ¢ -
» @ “
»~
* ®
! .
X’ © M -
] »
° %, ¥
sy ) g RE) ‘A s :
e TR T g T e NG
N L
\ 7 ‘
- - -
) » v . L4
. . o )

s .-

o

All Workers

19.4% ,
11.62
2,6%
i
25.0%
7.6%

L1372
.32
3.5%

oz

o
)

4.2
)

99.92
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\-bu 8,2 Pyrcent of Wage-Comparabid Younger Womin in Rach
- - Occupation in Potential Competition with
« . "64=Year-0ld Workers Subject to Masdatory et
,Ratirement and Workers Ixpected to Contimue to

\ N

Sezh Past-Age_65
< = . -~ :
' . & -~ - é
° LI ‘ ®
< i N .- a =
' T, 16~59-Tear-01d Vomen ¢ fotal Mumber
. ¢ 4 © _ with Wages arable to: of Full-Time
. . VUorkers Additio Uomen Workars
Occupation . Age 64 Horkers ige 65 Age 16-59
Professional 1.02 (2.33.923) 0.14% 3,135,000
Managers 4.0% (* 364,560) 0.55% 1,154,000
Sales 0.7% ( 418,966) 0.12 *$93,000
. 4 .
Clerical 0.72°(4,320,990) 0.1% ¢ 6,647,000
Crate 7.8 120,426 | 11z @ 297,000
“Yon=Trhasportation . -
. Oparacives 1.0% (1,749,449) ™ 0.14% 1,985,000
Traaspereation v
Oparatives 27.72 ( 11,374) 1482 33,000
Laborers 9.8% (44,820 1,382 127,000
¢ Vorkers 1.22 (1,575,647) 0,162, 2,088,000
3 - *
Rousehold Sorkar 0 ( 99,529) oz ¢ 108,000
02 ¢ 14,129) N 3 17,000 "
» .. ¢ ']
'3 - [}
Sample: W11 Mkuu workers.
h e
s . v
S .
: ) . oy - ’
; .9. ; .
\\ } y . o ’
‘ . W >
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Table 9. agé Distribublon of Part-Time Workers by Industry a
0 e
. o 3 > - 3
, ) N . g .
© 7 Ipdusery 16:19 20-26  28-34 -35-54 55:39 60-63 6k 65 °
Ag., Por., Fish, &8sl 9.8 9.1 15.6 3.6 3.2 0.6 100 ,
Mining 8.7 .29.6. 27,4 "~ 8.5 0 0 0 288 _
Construceion 26.6  18)5 - 20,31\ ,21.1 *. 2.4 3.3 12 6.7
Durable Goods 22.6 18,2 18.7  24.0 4}0 2.6 0.7 9.3 .
« ° Nondurable Goods 28.4 11.9  20.3 °21.6  S.1 sa1'03 1.3
Transp. & Public R .
Ucilfcied *13.2- 18.8 23.6 31.1  6.§ 1.6 0.3 5.0
Whol'esale & Recall 42.8° 18.7, 12.3 15.8_ 3.0 2.5 03 4.7
fin., lasurance & .
Real Escate < 15.6 13.5  19.2° 26.5 6.5 4.0 0.5 ‘1l4.1.
Business & Repair . ¢
Service . 26,2 17,8 _ 18.4  22.3 3.1 2.6 0.9 8.9
Private Household °
& Other Septvces '32.0 88 123 2.7 6.3 /M/& 13.2 »
> ceartaioment § ' ) ¢
Recreation . * S4.6 17.4 9.9 8.7 2.1 52,3 ‘0.6 4.6
Professional Seiv. 15.8 18.8 . 2.0 28.9 4.0 2.9 0.8 1.7
- “Rublie Admin. 19.0  13.3 13.2  30.0 7.8 4.5 1.3, 1.1
- Source: 1978 CPS .o = .

.
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Table 10.  sgq Distribution of Part-Time Workers by Secupation

Occupacion 1619
Profesaionals 6.2
Huugcr: - 6.1
Sales 30.6
Clarical™ 22.9 )
Crate ' * 2.5
Noa-Transporse, *
Oparatives 34.3
Transport ° .
Oparatives 2:1-1
uhfour . 8.4,

HBousehold Worker 3.4

Other Service

Horker -37.8
Tocpl C T 0.
Source: 1978 CBS - .

Smh. Black and wtu.u pu:-:ndput-ycu and ym-u.mltuuqur workers.

Note: Pctcanuzcs for each rov add to 100 across columns. _/

.
.

0:26  23-36 3556 35239 60-63
19.6 3.2 283 33 2.2
‘123 182 6.5 105, s
18.3 166 2005 4.8 3.4
18.% . 18.0 8.4 4.8 2.5
18.7 9.0 169 2.5 4.7
15.6  17.0  17.4 4.3 3.2
.
184  17.0  28.0 4.6 1.9
16.7 5.1 13 2.6 1.9
“.3 7.8 W7 1.9 6.4
17.2 13.6 18,6 3.2 3.0
16.7 1. 2.7 4l 3.1

w

0.5
1.0
0.6
0.5
0.8

0.9

0.5
0.4

0.6

0.6

65+

8.5
19.9
7.6
4.9
13.9

7.2

8.5
7.6
13.0

6.1

7.5
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The situation is similar for younger workers'ages 16-19, a
group making a significant Lcontribution to part-time work

but ccnstituting a small percent of the full-time workers

in a given qccupation. The 20-24-year-olds are different,
since they are well represented in both the full-time and

the part-time work force. -

Conclusions from Job Slot Analysis

In all three comparisons (younger workers, minority
workers, and women workersg the wage-comparable younger
workers were concentrated in manufacturing, professional
services, and wholesale and retail trade, while the
additional wage-comparable older workers were concentrated
in manufacturing, p&§§;ssiona1 services, and public
administration. Sinc¥ young workers, black workers and
women workers in general are concentrated in professional
services, manufacturing and retail and wholesale trade, it
is not surprising to find the wage comparable w%rkers in
these<industries.

When these wage-comparable workers were compared to the
additicnal olaer workers expected to result from the higher
mandatory retirement age, the potential for significant job
slot compctition within specific industries did not
materialize. The general pattern was that high levels of
pote:tial competition within particular industries tended
to result from high levels of potential competition between
workers in only a few particular occupations.

The occupations where the potential for Job slot
competition be-ween younger and additional older workers
seemed to be the greatest was craft workers for all younger
workers; managers, craft workers and laborers for younger
black workers; and transportation operatives, laborers and
craft workers for younger female workers. In general, the

—competition that exists is between younger workers in

E

o cupations that are not customary for their groups and ©
additional older workers. Where there are large numbers of
younger workers in an occupation, the potential for job
slot competition among the young werkers themselves dilutes
the impact of pot:ntial competition from additional older
workers. However, in occupations with relatively few
younger workers, any number of additional older workers
represents potential job slot competition. It should be
emphasized, however, that this potential competition
involves a‘ very small segment of the.total work force. .

Q :

RIC SR
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Table 11 summarizes the estimates of the extent of direct .
competition for full-time jobs. The data show the small
etfeci the expected number of additional older workers will
have On any one of the three groups studied. The extent of
the competition amounts to no more than two-thirds of one
percent of wage-~comparable workers. in any of the -three *
groups and to no more than four-tenths of one percent of

all full-time, full-year workers in any of the groups.

* Y
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Tablo 11. ¢ oary Deta on Iscimated Additiona) 65~Year-old
Vorkars Comparable to Younger Workers, femalo Workers
and Black Workers »

Additional 63~
Additional €5~ Tear-0ld Worker:

Yeag-Old Gorkars 43 2 Percent o)

- Namber, of Additional 43 2 Percent of all Pull-Tine,
Vage-Comparable Hage-Comparadle Uage~Comparable Full-Year
Younger Uotkers §5-Year 01d Workers Youngar Workers Younger Worker:
Younger Worksrs .

Ages 16224 16,496 0.432 0.242
Female Workeys

Ages 1%-3%9 * 17,515 0.16% 0.112

‘ 4

Black Workers

Ages 16-39 . 18,467 0.662 0.40%

.
¢

Sourte: 1928 s

Sample: ‘ALl full-¢ime/full-yesr workers,

Q A . '
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Summary . ) ) . .

Methodology. This report describes research 3n the long-run
Iabo?'supply‘effects of Alternative ‘mandatory retirement -
policies. Estimates of changes in the labor force
participation of older workers were projesfed to the year 2000
for three policy options: (1) the old law (age-65 mandatory .
retirement); (2) the current law (age-70 mandatory retirement); ' " _
and (3) a policy that prohibits employerstuse of mandatory B
retirement. In addition, the sensitivity of these estimates

» were tested to, two possib changes in ‘retirement benefits:

(1) across-the-board reductions in social -security benefits;

and (2) larger bengfits under employer-provid¢d pensions when' |,

retirement is delayed past the normal retirement age. . .

[]
L

-~ o v

Estimated effects of changes in.labor force participation rates
. are based on a retirement decisfion model developed by Drs.
Richard Burkhauser and Joseph Quinn for use by the:Department .
of Labor in estimating the effects of ‘mandatory retirement age ‘
on employment. (See Section VI). This*model was applied to -
data for a sample of 60,000 persons from the 1973 Current i
Population Survey and .matched Sociaf Security Earnings
Records. The projections to the Yéar 2000 involved use of . '
dynamic simulation techniques which take into-accounf expected
schanges in demographic and ecogonmic characteristices of -«
individuals as they age and compute entitlements to Social
Security and employer pension benefits. The Burkhauser/Quinn
retirement decision model--which takes into account
individuals' Social Security and pension wealth and mandatory
retirement constraints as well as age, /wagesrate, health status
and other variables--was applied .to estimate“the labor force
participati of persons between ages 60 and 70 for thrag
~points 1In (1985, 1390, and 2000). .

2

., Effects of Inorease ih Mandatory Retirement Aje to 70. The
estimates indidate that labor force participation of oldep o
men® shoulf“rise as a result of the 1978 ADEA Amendments

raising the mandatory retirement age from 65 to 70. Slight
increases in the participation rate were forecast for older men °
under age 65. For instance, in 2000 the rate for men age 62-64

. ° " '
. ! ' . »
) e
The effects discussed in this Summary apply to older men.
Underlying problems with the data used .n the retirement
decision model for ﬁomen preclude attr;bu}gng the same degree
" of credibility to the estimated effectS on ‘women.
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will oe 69.3 percent® under the new law compared to 67.9
percent under the old laj., an increase of 2.1 percent. For
those age 60-61,°an even*smaller effect was found--the
participation rate rises from 87.9 to 88.6 percent in 2000,

The most significant impacts on older workers remaiﬁing in the—
labore. force were found for those age 65 and over. 1In all, three
-7—_. years (1985, 1990, 2000), men age 65-67 were estimated to*

experience a participation rate increase from about 33 percent
to about 40 percent, a rise of more than one fifth. For men "
age 68-70, a significant increaseswas also found, although the
» pattern was not as uniform. In 1985, the participation rate is
estimated to rise from 17.56 to 22.0 percent, an increase of one
fourth. In 2000, however, the rise is only by about five,
percent, from 18.9 to 19.8 percent. This difference over tile
. results fron the interaction of mandatory retirement poligies
. with trends in Social Security and pension wealth for th age
group, with,the retirement benefit effects, becoming stronger
than mandatory retirement for 66-70-year-olds.
- ¢
. The change fggm age-65 to age-70 mandatory retiremént will
result in 217,200 more older men being in the labor force in
2000. The bulk of this increase is in the 65 to 67 age range.

-

- ‘changes descrioed above, moving from the current age-70
‘\\ mandatory retirement policy to a situation in which marndatory
regarement is prohibited affects, bit only modestly, older men
who are not yet at the mandatory age. For example, in 2000 the
labor force participation rate for men age 60-61 will rise from
88.6 to 89.3 percent, with elimination of mandatory retirement.
L For men_ag - 693706

Effects of Eliminating Mandatory Retirement. As in the¥ pbli{y

44 4
. percent; for men age 65-67, e rise is from 40.1 to 42.9
. , '. 1]

perFent.

However, for the age bracket that includes age 70 (the
68-70-year-ola men), the ggrticigation rate rises sharglzg from
.0 to 27.8 percent in 1 , a 2b-percent increase, d from
19.8 t8 23.9 percent in 2000, a_2l-percent increase. )

I3 .. .
Compared to the age-70 policy, elimination &f mandatory
retirement wauld result in 195,100 additional older men being
in the ‘labor force, in 2000. Almost half (90,300) are in the
68-70 age group. If added to the 217,200 estimateg rise in the
labor force size caused by the increase in the mandatory
retirement age from 65 to 70, eliminating any mandatory
retirement age would induce 412,300 men to remain out

» . . .
This rate is the proportion of men age 62-64 who had any
- Work experience during the year.

N
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of the labor force in 2000.. This'number constitutes abou€1£§
¢ percent of all male workers age'60-70 estimated for that-yean.

. . - . FY
Sensitivity of Labor Supply Effects to Changes in RetJdrement
Benefits. <SInce Social Security and_employer pension. .
entitlements are among the most importgnt factors™n.the .
retirement decisiony.the labor supply estimates assocjated with
different mandatory retiqpmen;_policles were re@stimated under .
three assumed changes in Tetirement bengfits: “{1) a 10&fercent-.?
across-the-board reduction in Sgeial Securlty benefits; *(2) a
20-pedcent+Social Security redubtiong_dnd (3 an igerease inyg
pension pehefit-agcruals for de1a§e9'retirement‘that;is closer
'to an actuatr$ally fair accrual rabe than assumed in the A

‘- _.Simulation mode:. ThéSarsenesitivity tests reflect curgent
* pqlicy concerns regarding"he‘néed to contain Social Securi®y ~

eosts andfthc desire to encodrage delayed retiremen@tv ]

- . » - L . 1 .
The estim#ted effedts .5f the -soqtal. security reductions on the
labor forcg participation rafes of older gen were surprisingly
small *in size and inconsisfent in directidh. ,The principal
conglusion of this analysis is that marginal changes in Social
Security entitlements haVe qqité different impficatipns for
workers at different ages in terms "of the financial
desirability to them of comtinuing to work and acérue

additional Social Security coverage and earnings credits. The
estimates done in this stud oint to the need for more

analysis of the likely impatts of future social securitz7
benefit changes Jdn labor force participation and on the fisecal
status of the Socfial Security Trust Funds.

The adjustment to employer pension benefits for delayed
retirement that was analyzed assumefi that all plans provided a

n accrued benefits for each year worked
after the normal retirement age (or 5 percent for plans with,
normal retirement ages younger than 65?. This adjustment is
more generous than.that assumed to exgst currently in the

majority of plans. - '

L]
The more generous pension adjustment would serve to increase
labor force participation both under the age-70 mandatory
retirement policy and under a'prohi on of ‘'mandatory
retirement. It was estimated that, I{f pension plans were
revised to encourage lYater retirément,, the number .of men age
60-70 in the labor force in the year 2000 would increage by
49,100 in the age-70 case, and by 67,700 with no’ mandatory
retirement. ' p R [,

. . .

these projections of the labor 'supply effects of alternative
mandatory retirement policies. First, the downward tredd in
the labor force participation of older men that has prqvailed

- t . .
A

Conclusions. Several important conclugions may be dragzrfrom

3

Aruitoxt provided by Eic:
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for\luo decades should be reversed, at least temporarily, by
the 1978 ADEA Amendments unless other economic forces—pffset
the effectssttributable to.the new age-70 mandatory retirement
*p6Licy. However, the long-term decline in older men's.labor .
forge participation. should resume in the mld- to late-1980's
absgyt other significant policy.change or economic. trends tHat
depart’ebarply from previous long-run experience. Elimination
of mandatory retirement would constitute such a policy change,
and in this case the projections found that older men's_ labor
foree participation would rise not only immediately after
enactment ¢of such a policy but would also continue to rise
slightly over the longer run.

-

A second\conclusion’&s that the order of magnitude of the

herease in the workforce that should result from the age-70
policy (a 5-percent increase) found in other_studies was
confirmed here and found to apply even when viewed over a long
period of time. . .

]
Third, the total elimination of mandatory retiregent would have
a similar impact (a S-percent increase) on the male workforce
when compared to the labor force participation expected under
the age-70 pSlicy. Taken together, the 1978 Amenaments and
further Congressional action to eliminate mandatory retirement
¥ould add 412,300 men age 60-70 to the labor force. Thus,
elimination of mandatory retirement, wnile helpful “to o
employment aspirations in thousanas of individual cases, would
be expected to have a mafgigal impact on the overall labor
force that is no greater than the' impact of setting the age at
70 vs. 65. ’ N

Finaily, targeted nsion adjustments such as an fincrease in
the rate of benefit accruals for delayed retirement can be
expeclted to increase older workers'! labor force participation,
but unfocussed reforms (such as an across-the-board cut in
social securiey beneflts) should not a prIorL be assumed tb
stimulate a delay in retirement s oply.by virtue of .
constituting a reduction in available retirement income.

D [ ’
.

.

1. Methoaology .
a. Overview

The long-run impacts of alternative mandatory retirement
polieies reported here were developed using a.series of .
micro-level simulation models. The basic data base used as
input was the March 1973 Current Population Survey and’ °
Social Security Earnings Records (CPS-SER) Exact tch
File. This data base, developed jdintly by the Census
- Bquau and the Social Security Administration is th
»
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¢ March 1973 CPS Sample with the demqgraphi¢ supplement
™ matched with the sample's Social Securdity records.
Included in the Social Security data on the file are each
person's covered wages for each year since 1951 and each
. year's quarters of coverage since-1937. Having Social
Security quarters and covered wage data was important for .
the*project. vAs shown in.the analysis performed by-
«Burkhauser ard Quinn (See Part IV) the amount of the Social
Security bepefit is an 1mportant‘det?rminant-of the timing
of the retirement decision. Workers'reaching retirement
agé in 2000 will have Social Security benefits based on
earnings back to the mid<1950s.
For this project, a subsample of half the March 1973
CPS-SER was used. Thi# sample.was aged year-by-year from
1973 to the year +2000 using the Family Earnings History
(FEH) model. This model updates a sample by determining_

h year for each ggrson in the sample whether the’
basic demographic status will change and what
his/her \labor force.activity and earnings will be. Basic
demographic charactéristics that are updated are age,
marital statug, educational, attainment, disability at%tus,
number of\children for women,  and whether the person will
die. Labdr farce characteristics updated are participation
in’the labor force, wage rate, hours worked, and hours
unemployed. Any or all of the chanacteristics of the -
person updated can be saved as longitudinal variables and >~
added to the person's CPS-SER record.: For this analysisé

L

simulated earnings for each year after 1972 were saved
each person's record to be able to calculate Sqcial
" Seeurity benefits in the year 2000 or any earl?gi\gsir.
The output file from the fEH model with each person's |
. charadteristics for the yéar 2000 and earliér years was
used a8 input into a second simulation model. The JOBS
modél added to.each person's records Job histories to mateh ..
the labor force historigs, ~These histories included number
of Jjobs held,; the years the jobs were held, the industry of
“he job, and whether the worker was covered by a private
pension plan on the job. These data were needed to compute

employer pension benefits--another major-<determfnant of* the
timing of the retirement decision: A

Using the data from the 1973 CPS-SER‘fige augmented by data
from the FEH and JOBS models, it was possible to put

, together all of the data required to simulate retirement
using the retirement decision model. Beginning at age 58,
potential Social Security and employer pension benefits
could be calculated for'each year. Social Secuprity
benefits were computed using a special simulation routine
which computes retired worken benefits as they, are agfually
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current Soclal Securlty law., A special set
was developed for 1mput1ng prlvate-penslon
ed on data on pensién coverage and Job tenure
1973 CPS-SER by the JOBS model’and earnings
added by the FEH model. Mandatory retirement
the worker®*s age 58 job were ,dlso added to -
ted 1973 CPS-SER file. These were imputed
ker and job characteristics added to the rlxg
s ‘based $n findings fqpm'qu surveys.

benefits, ba
added to the
history data
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ating the longer-run lmpact of alternative
tirement policies: This simulation model was
eare¢h cdrried out by Burkhauser ano Quinn under
ask of this same project. The retirement model
e age at which, persons in the labor force at ~

. step in est
mandatory r
based on re
an earlier

. estimates t

¥ age 58 will

retirement and_at what age. . yae”
The steps | iht‘ﬁata}ﬁ%se developmen; anedsumgarlzed in
Chart ¥. I

‘the discusslon W follous,'the retjrement
s described firM.~.Prior Kiowleddl, of.its
dments ,and basic behavlorai.runctlons shpuld

4

The retlreJent decision model is based—onm the research that
bPrs. Richarld Burkhauser and Joseph Quinn completed for the
Department] They used data from the Social Sedurity
Administrafiion's Longitudinal Retirement Hlstory Survey

A major fodus of their Work was the impact of mandatory
retirement |age limits on this declslon.' Other important
variables in their analysis were Social Security and
employer pgnsion wealth and changes in thesé types of
wealth when retirement is delayed. Thls research s
reported ifg Part VI of this report. /9 remainder of this
section degcribes the Burkhauser/Qulnn(retirement decision
model as 1uglemehted in a microanalyti imulation modeling
framework. . . ,

.

For workers not subjed{ to immediate mand@tory retirement,
the retirempent decision model is a two-st
. decision m¢del. -In the first stage, a probability is
alculated|for whether a worker will change Jjobs during the
&rrent simulation year or stay on the same job.
en a worker leaves his/her Job, the second state in the
simulation|{determines whether the worker will take a new

" 1
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retire. "his model adds to the basic data o
e of retirement. Includea, in the determinants ¢
t is whether the worker is subject to mandatory -
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CHART 1 b

Steps in Development of Data Base for

Year 2000 Applfca{ion of the Retirement Décision Model

.
w, . ’
v . X 4 P

4 Ba‘se Year Data File

3

Match 1973 CPS-SER Exact Match File with
Soeial Sejurity Bistories through 1972

/ V4 . P 5

Ap}?ica:ioniof Family and Earnings History Model

Data added: demographic apng labor force
characteristics for each year 1973-2000,

~‘ [

- ~ Application of JOBS ib?el

Data added: jobs held, years each held,
industry of each job ,and private pension
coverage s *

. 3 Ve, -

. I K ~

Application 5¢°Soctal SecupiryWqdel'

. Datd added: social seturify retired

workers benefits from age 58 to age 71°

'

* - b -

Employer Pension Assigmment .

Data added: normal retirement age, early
retirement age, {immediately payable pen-
sion benefit for, each age 58-70

' l

Mandatory Retirement Provision Assignments

Data added: whether ‘worker subject to
mandatory retirement and mandatory re-
tirement age under age 65 and age 70

mandatory retirkment statutes “ -
-

P

Retirement Decisiop Model

and employer pension wea
age of retirement

Data added: computation sf social security

and ‘year and
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Job or leave the labor foroe.” A prownability of aocepting a
new job is oomputed based on the worker's oharacter-
istios. If the worker ‘does ndt take a new Job, he/she
retires.” The year of retirement {s recorded, all future
years of labor forte participati for the worker are

-— -recgorded as *not in.the labor folde," dnq the simulation

?

for ‘this person terminates. . » ’

The rollouiné-set O0f worker charaoteristics are used to
v .tompute probabilities, of ohanging jobs and, of accepting a

neu-Job:) .
Variabie Name Definition
HLIM | Disability status
MANRET ° Mandatory retirement status -
MSTAT Marital status ,
FULLPP Full employer pension benefit status
REDPP - Reduced employer pension benefit status
SSFBEN s Social seourity and full ,employer ; E
. : pension benefit status . % .
SSRBEN & Sooial security and reduced employer °
. pension benefit status q‘ﬂ,ﬁ;
SSBY2 . Social curity eligibility ‘laéqa
" IMPWG Wage rat D J .
CHGSSW Change in Jocial Security wealth .
. - if retirement-is delayed s
CHGPPW ) Change in employer pension wealth if - .,
o " retirement is delayed e
SSW Social Security wealth -
RPW Employer pension wealth A

Because Burkhauser, and Quinn diq not analyze reentry into
the labor foroe after .initial retirement, no provision for
reentry is made in this model. Hence; all retirements are

* permanent withdrawals from the labor force. Moreover,”
workers who were not in the labor fortve at age 58 for
whatever reason are assumed_pbver to reenter.,

/ )
The basic outputs of the retirement model are: (1)
uh%Pher workena_ugg_uere between ages 60 and 70 were
re¥ired in the last year of simulation; and (2) the year -
{and age) that the retirees withdrew from,the labor foroe.
0. Development of Basic Data Base.
rétirement model to future years req ed a sample
representation of the future populatipn with the variables °
used by the model known for each persdn in the sample.
The sﬁarting‘point for developing suct) a sampie~Tor the
years 1985, 1990 and 2000 -was a subs
1973 CPS-SER Exaot Matoh File. This/file is an exaot
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with Social Security summary earnings records (SER). The
subsample used for the projections included a subsample of
almost ,30,000 families (59,000 persons) from the total CPS
sample of almost 60,000 families.
. ,:a
"The 1973 sample of 59,000 persons was updated year by year
using the Family and Earnings History (FEH) model which
updates a sampie by simulating r by year the basic
demographic and labor force eveﬁgg that affects a

Py real-lifq_sa@ple of the population. For example, each.

« Yyear, each person in the sanpl#’ is assigned a probability
of dying based on age, race, sex, education, marital
status and, for women, parity. Whether the person is
actually assumed to die is then determined by comparing a
random number drawn from a uniform distribution with the
person's iadividual probability of dying. When a person

ies, the spouse has his/her marital status changed to
widowed, and any other necessary changes in the family are
made. AS with other events'simulated by the model,
Probablilities of dying are adjusted over time to reflect
expected future trends in mortality. ) ‘

The entire set of events updated by the FEH model is
listed in Table 1, along with the variables used in L
determining the updated status each year. For the
- non-labor force parts ofgthe model, the variables selected
to determine the probabiWity of major events oceurring
were selected. almost golely because they are strongly
correlated-with' these events. Thus, the individufl
modules are not behavioral models in the ysual sense.
They' are intended merely to produce an accurate )
representation of the population in a,number df imporbant
dimensions such as marital status by ggucation, age, race
and sex, families appropriately distrfbuted by region with
the appriopriate number and ages of children, and a proper
distribution of education among adults. Hence, the A
non-labor force modules are generally simple and designed
so that their outputs can be easily controlled by the *
. researcher to maich, for example,» projections of
, fertility, marit n
trends. The labor force modules are more complicated.
These are more behavioral and have been based on extensive
original research. Careful attention is paid to the .
varignce of earnings over time, to the movements of women
——in-and out of the labor force, and to wage rate and hours
differentialsi between demographic groups.

A Y

-

The output from the FEH model is an updated sample of the
population for any desired future  simulatidn yeap. Years
simulated for this stqu werq 1985, 1990, and 2000. The

.
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Tadle:I_. Determinants of Major Events Simulated by
the Fanily and Earnings History (FEH) Model

Event Simulated Determinants

Birth Marital atatus, age, race,
education, nuzber of previous
live birchs.

>

Death Age, race, sex, aducation, u\rlnl
atatus, parity of vomen, current
. aimulated yesr. .

Leaving home Age, race, sex, 'presem:e of own child
» \
< Marriage . ® Age, race, sex, education,-vhether
. previously married, current sizu-
. lation year.

Divorce length of marriage, current . .
aimulstion year. .

Educational advancemght ! Age, Tace, sex, education of
head of family, number of grades
cozpleted.

Interregional move Age, sex, education, and marital
atatus of family head or aingle
Coe individual, ’durstion of marriage,
. ‘'rpgion and current SMSA size.

Disability - Age, race, aex, education, narl.tal
status, vwhether disabled in .
» N previous year.

Labor force participation Agp, race, sex, presence of
disability, whether participated
in previoua year, marital status
and presefice of child under six

' for women. A . -

Houra of labor aupplied Age, race, aex, education, marital ’
status, presence of child under R
six, expected wage, labor force
supply in previous year.

L)

Hours of unamployment Age, race, sex, education, marital
atatua, presence of child under
aix, unemployment in previous
year, nggrsga:e unezployment rate.

Age, race, sex, education, marital
. status, region, disability status, e
wvage in previous year.
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data record of each persen includes the peréon's age,

race, sex, marital status, labor force status, disability

status, earnings, hours of work and unemployment, region

of residence, and several other charateristics in the ® !
simulation. Attached to the person-record is also a

record of the person's labor force participation history,

earnings history, disability history and marital status

history. These longituainal variables are important

elements for developing the Social Security and employer

pension benefits that\are needed as input into the
retirement decision model.

In order to carry out the final computation of Secial

Security and pension wealthL for the retirement model, it

was necessary to simulate a job history to’go with a

worker's earnings history. The purpose of the job history °
was to isolate periods of employment not covered by Social N
Security to assure reliable calculations of Social

Security benefits and to identify the length of employthent

spells with individual employerns for computing employer °

pension benefits. -

Job histories are simulated using the JoBs-tiodel, This—
model processes the‘ labor force -participation and earnings
history of each person in an output file from-the FEH
model and attaches to the record of each person a set of
job records for each job held through age 58. Each job
record records- the year the worker started the job, the e
year he/she.left the job, the industry for theg job, and .
whether the worker was covered by a single-employer
pension plan, a multi-employer pension plan or was not
covered. A new job record is created¢ each time a person’
enters or leaves the labor force and each time the person
{s simulated to have a job change ‘while in‘the labor
force. A maximum of one job_ charige is simulated for any
given simulation year. .

Q, - .
4. Social Security Benefits and Wealth. — The output
file created by the FEH model and augmented by the JOBS -

model is the input file for a special program ‘designed to
compute Social Security retired worker benefits. For the

abor -force partictpation history, earnings history, and

job record, ‘the Social Security'simulator constructs a

Social Security--covered earnings histbry for each worker

who was between th age of 58 and 70 in the projection
year--1985, 1990, or 2000 in the case of this analysis. N
Tnis covered earnings history excludes: (1) earnings in v
the non-covered federal, state and local employment; and

(2) earnings above the Social Security taxable maximum for

each year, The final coverage earnings history is

wage-indexed using weights, appropriate to the year the

worker turned age ?0. . .

. - ’
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On the basis of the worker's covered earnings history, a’
Social Security benefit is computed for each worker for
‘each age beginming at age 58 and continuing through age 70
(or the age in the projection ykar if younger). , The
benefit cgmputed at each age assumes the worker stops
Morking entirely at the current age and does not resume
Wwork at some later age..

The penefit at each age is re€orded on the worker's output
record. If the worker is not 'yet age 62, the benefit the

. worker would be eligible to receive at age 62 if not
working i3 recorded. If the worker is age-eligible (62 or
older), th& amount of the immediate benefit if the worker
stopped working is recorded.

At each age, quarters of coverage are checked to make sure
that the apprépriate quarters' requirements are
fulfilled. If the worker fails the\covered quarters
«requirement,a zero benefit is recordéd to the age. "Also
recorded on each worker's record is the amount of Social .
Security taxes the worker would pay if he/she continued to
work during the current year. These, tax amounts are used
in the Social Security.wealth computation. ’

bl TS

~

e.» Employer Pensions and Wealth. ﬁocial securtity

benefits and wealth were computed us only data
generated by the sfmulated models and vital statistics
data on survival rates. Assignments of employer pension
amounts rely on data from several sources.
Basic employer pension coverage was _derived from the JOBS
model. Only the job held at age 58 {S relevant for use in
the retirement decision model. This is largely because
changes in*'pension wealth are primarily derived from
increases in benefits payable from the current employer's
pension plan. Vested benefits which become payable at a
" specified age may affect a wonker's decision to retire,

for they increase pension wealth at that time. However,
we were not able to take account of vested benefits from
previous jobs in the analysis. Hence, the coefficients

+ are based only on pension wealth derived from the current
employer-. i .
Workers gsslgned pension coverge .by the JOBS ‘model on the
Jobs they held at age 58 are assigned employer pension
benefits in several stages. First, covered .private sector
workers are assigned“age and years of service requirements
for normal retirement under the employer's pension plan.

ERI
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Next, they are agsigned age and service requirements fér .
early employer pension benefits. Then, the normal and
early requirements are compared with the workerfs tenure
on his/her current job to determine the age he/she would. -
be eligible for a normal retirement benefit and the age at
which he/she could fipdt be eligible to receive an early
benefit., Eihally, regression procedure is used to 4 -
determine t agou of the normal retirement benefit, and
reduction fa are used to reduce the normal benefit .
for early acceéptance.’ O )

. . ;

When the worker reaches normal retirement age, he/she {s

given the full, inreduced benefit. The benefit is never
increased thereafter, The stream of potential private

p:gsion benefits is used to compute employer pension

wealth and changes in employer pension wealth needed as

inputs into the retirement decision model. .

f. Mandatory Retirement Provisions. In the retirement
decision model, an important determinant of when a worker
will retire is the presénce of a mandatory retirement '

requirement. Special tabulations of the DOL survey data

were used to deggiop procedures for assigning mandatory A

retirement provisions to workers in:the simulation., Two
separate mandato retirement ages were assigned to each
worker~-a pre-1978 mandatory retirement age, and a
post-1978 mandatory retirement age. '

To assign’a pre-1978 mandatory retirement age, it was

first necessary to det®rmine whether the worker was

subject to mandatory retirement on his/her<age-58 job. An
analysis of tabulations from the DOL surveys indicated ‘
‘that sex was not strongly correlatea with whether a worker

was subject to mandatory retirement. However, pension

coverage and industry were strong. determinhnts. Table 2

shoks the-probability .of being subject to/mandatory N
retirement by employer pension coverage and industry of
employment., r . . e

.

Workers subject to mandatory retirement are assigned:;7
mandatory retirement age based on whether they are covered
by an employer pension. Over 90 pertent of workers .
subject to mandatory retirement prior to the 1978 ADEA .
' Amendments were subject to an age~65 requirement,
— -

Tabulations of the DOL survey di%a showed that the most
important determinant of whether 'a worker was subject to

mandatory retirement after the passage if the 1978 ABEA

. _ Amendments was whether—the~worker37had“beenmsubjéétjté’*‘W’f"4'47 !

mandatory retirement before the passige of the '
/: L4 ,(‘

P . p— . : '
* . .
. & , - .
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Tabde 2.. Probabikity of«Being’Subject to Mandatory
Retirezent Prior to the 1978 ADEA Anendmenta,
by Industry and Pension Coverage

- , . .
Private Pensfon Coverage

Not Covered Covered
riculture, .
Forestry 1
and Fisheries . e128 .328
ng and Con.l:ructionl .128 .328 .
oufacturing - . 369 <709
Trmsportation’ <444 g%
Utilitfea and Comunica:ion? 444 <790
p .
Trade . .200 s
Finance, Real-Estata
and Idsurance Pz , +317 +786 .
Scrvicu’ * «231 <467
o
. \ <
. . \\
3

T. Agriculture, for'u:rr, fishiriee and mining and construction were combined.
-2. Transportation, utilities an§ coamunication were combined.

survey data.

v

~—



amendments. Table 3 shows the proportion of workers who

were sub ject to mandatory retirement in early 1980 by .

whether their employees had a mandatory retirement age in
- 1977. The proportions are shown separately by pension
: \\ coverage status and sex. Roughly 12 to 15 percent of
workers with employers who had a mandatory retirement age
prior to the 1978 ADEA Amendments were not subject to
mandatory retirement in early 1980. In response to the
amendments raising the minimum permissible mandatory
retirement age to 70, the employers of these workers
simply dropped a mandatory retirement altogether. Since
the passagg of the 1978 ADEA Amendments, a few employers-
who did not previously have a mandatory retirement age
instituted one. 1In general this was unusual. However,
3.3 percent of the women covered by pension plans who were
with employers with no mandatory retirement age in 1977
were subject to mandatory retirement in 1980. This could
indicate the beginning of a slight trend for employers who
hire large numbers of women: .

The proportions Ln Table 3 were used in the simulation to
determine the procedure of mandatpry retirement
requ}rements under current law. fgll workers currently
subject to mandatory retirement wire assigned a mandatory
retirement age of 70. Less than one.percent of the
workers in the DOL survey were covered by mandatory
retlrement provisions with a’later age. .

g Wage Rates. In estlmatlng the six sets of equations
that are the heart. of the retirement decision model,
workers'™ actual wage rates were not used. Instead,
expected wage rates were calculated from wage rate
regressions for workers age 58-61. The wage rates used in
the ‘retirement decision model were imputed using the same
procedures. .

* \

- i‘;xhe wage rate imputation equations were estimated
separately for blue collar and white collar workers. -
Moreover, a more detailed breakdown of occupatlons is d’;
within the broader blue collar/white colldr dichotomy.
The JOBS model, which produces the workers' job histories
includes an fhter-lndustry mobility model. However, it

does not include a model of occupational mobility. Hence .
a set of proc e3 had to be developed to assign
- occupations to kers at agé 58,

Once occupation is assigned, it is posslble with data from
sother, parts of the simulation to compute the 1mpute§ wage
rate per hour at age 58. For each cycle through thé- :
retirement decision model, the wage rate is updated r,

~
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1-.51, 3. Proporticn of Workers Subject to Mandetory .
. Ratirement After the 1978 ADEA Azendments
Yy Pre-Anendment Status, Sex and Privete
Pension Caveraae

.
,

. . Whether Subject to
- , Mandatory Refirement in 1977
Sex of Worker and Private . . . .
Pansion Coversge 5 Yas ¥o
Not Coverad By a Privete Pension
Hale . . R .8%0 009
Temale , - «861 .006
L] .
Covered By a Frivate Pension
v NMale R « <867 -.008
Temals . .829° s ,033
- , - . ]
S
. L J
. . y
-
- & .
. i
. .
[y - . Lt .
1. Numbers in_cells are the proportions of workhrs subjact to mandatory

utirmn{ in early 1980 after the 1978 ADEA Amegdpents bacame effective.
) |

i .
i

.

SOURCE: Special tabulations of Dol survey data.
I
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changes in age: angd tenure, When workers are simulated to
take on new jobs. in the retirement decision model, the
wage rate imputation procedure is repeated, with tenure

i ,reset to zero and then updated from this new base.

2. Research Findings. . v .
a.- Descriptions of Policy Experiments.. The data’ bases
and the reti{rement decisionm model described were used to

est imate.older workers' labor force participation ﬁibaf
under three alternative mandatory retirement policies.

The first poliey‘was a continuation of the law 'in effect °
prior to Passage of the 1978 ADEA amendments. Under his
law, workers could be required to leave their Jobs at age '
65 at the earliest. . (The distribution of mandatory
retirement provisions actually faced by private sector
- workers fnder pre-1978 law is deseribed in detail in.
’ Part- I), Prior to the 1978 ADEA ‘amendments, 56 percent of
private sector workers over age 40 were ubject to
mandatory retirement. Of these worktrs‘?QO percent were N
subject to age~65 mandatory retirement. An additional 6
Jpercent were suject to mandatory retirement at ages 66 to
69. Finally, 4 percent were subject to mandatory
~ retirement at age 70..- The simulations assume this
. distrfbution would not have changed greatly between now '
and the year 2000 without a change in the law.

4 -

The second mandatory retirement. policy simulated is the .
. curtent.law. This law specifies 70 as the earliest :
mandatory retirement age but.for a few exceptions. of -
. private sector workers 40 or older #n early 1980, u7
Percent were subject to mandatory retirement. With rare ‘
exceptions the mandatory retirement age for these workers
EN was 70, The simulations assume there will be no change in
hant - the percent of workers subject to mandatory retirement or
“in the age requirements between now gnd the year 2000
without legislation to praise the, legal minimum age.

. The third mandatory retirement policy similated assumes -«
| mandatory retirement fas eliminated effective Japuary 1980.
LY

A fourth set of simulations were also run as Part of this
. research, These simulations attempted to estimate the
“impact on older workers' TNabor force participation of not
only raising or eliminating the mandatory retirement age
but also of .requiring employers to offer fair increases in
- retirement benefits to employees who continue to work
. after fulfilling the age and service require ts for
normal retirement. sCurrently, many pension plans do not

«
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permit any benefit increases after a worker is eligible
for normal retirement. According to the DOL plan sponsor
. survey, 25 to uo,percent of workers ate covered by plansg
that permit no benefit incr&ases to workers eligible for .
normal retirement. Of the almost 60 percent of workers in
plans that explicitly pﬁrmit benefit increases, more than
a third can rece# only limited benefit increases after
normal retiremen# eligébility. Many of the plans which do ~
not explicitly restrict further benefit accruals after
normal retirement eligibility do so implicitly. Many
plans place maximums on years of creditable ,service, have .
maximum benefit limits, and place other restrictions on
benefits, especially those paid to long-service or .
high-wage employees.®

The fourth simulation assumed that all provisions which
retrict benefit accruals after normal retirement .
eligibility would be prohibited by law. Furthermore, the
simulation assumed employers would be required to give
near actuarially fair increases in benefits to worker who

were eligible for normal retirement benefits but continued

to work. . "Near actuarially fair" was defined as a

l0-percent increase in the benefit for each year .

retirement was postponed between age 65 and 70.% For

workers who were eljigible for normal retirement before age

65, the simulation assumed a S5-percent increase in

benefits for each year retirement was postponed. i

b. Basic Findings for Men.
.

1. Labor Supply Effects of Mandatory Retirement Policy.
Options . — [ -

The initial cross-section sample of 60,000 persons in 1973
yielded samples in Yhe 60-70 age brackets for 1985,,1990
and 2000 that range from 2,292 to 2,541 for men and 2,995
to 3,207 for women. The retirem®nt behavior of these
samples, was estimated under each of\the mandatory ’

I
Further research would be necessary to evaluate these

requirements.
-

s . ) . ‘ 4 c’
“Thé, 1l0~percent figure is a crude approximation of whit *
plans ¢ould reasonably be expected to do. For males at jge -

, 65, a truly fair increase based on mortality fates

slightlylower than the current rates wpuld_hggahnngglﬁﬁon_lZTA______
percent per year between ages 65 and 70. For females, the

sfair increase between 65 and 70 would be roughly 12 to 13

perqenf a year.

Q .
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retirement statutes described above and the results for
ach of ther simylation years tabulated. Labor force
sarticipants,ang nonparticipants were tabulated separately
for men and women in the age groyps 60-61, 62-64, 65-67
and 68-70. The resulting labor force participation rates
are shown in Table *4 for the years 1985, 1990 and 2000 for
each age group and under each alternative mandatory
retirement policy. & )

+—Ralsing the mandatory rJéirement age increases the labor
force‘pﬂrticigation rates in all age.groups between 60‘and
70. This is true both in the near future (1985) and in
the longer run (2000). Among workers 60-64, raising the
mandatory retirement age to 70 increases the labor force
participation only slightly, however. As expected, the
increase in participation rates is largest for workers
betweens#65 and 67. Hencey raising the mandatory .
retirement age from 65 to 70 increases the labor force
participation rate by nearly 7 percentage points in the

. year 2000, which represents an increase of 20 pescent in
the number of 65-67-Pear-old male workers. *

Increases' in the labor force participation rate of workers
. under age 65 and over 67 are very much smaller than for
sthe 65-67-year-olds. For, 60-61-year-olds in the year
2000,-the predicted participation increases By only 7
tenths of a percentage point. For 62-64-year-olds, the
increase is 1.4 percentage points. These’ increases do not
result directly because of -the increase in mandatory . -
retiremerft age. Rather, they are the indirect result of
the percent of workers subject to mandatory retirement at
all after the 1978 ADEA amendments. shown in Table 3,
the number of workers subject to mandatory retirement is
expected to fall by about 10 percent because of the 1978

Amendents. Furthermore, as shown by other DOL researgh,
the probability of a worker's leaving his current job
sometime between age an is higher if the worker is
subject to mandatory retirement. Moreover, the
probab y of his ge ng a new job, rather an retiring
if he leaves his job, is lower If the worker is subject to

' mandatory retirement., Thus, after contrplIIng for
employer pensions, Social Security and other factors,

™ workers Subject to mandatory retirement are more likely to
leave the workforce in their early 60's. By reducing the
percent of workers subject to mandatory. retirement, a few

~additional workers are predicted to: (1) stay on their
burrept Jobs a year or two longer; 399 (2) fing—trew jobs
if they leave their current jobs. b

»

.
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¢ . Age Minimun Mandstory Retirement Age
Yaar Group (3] 10 None Allowed
1983} 60-61 8.6 ° 85.3 8.5 )
62-64 * 69.5 69.7 *69.9
65-67 33.1 41.0 4l.1
68-70 17.6 22.0 . 27.8
. 1990 60-61> 849 85.2 8.0
M 62-64 68.2 69.5 7.8
. 65-67, 32.9 40,4 42.2
~ . 68-70 18.6 19.4 ° 23.9 .
. 3 f e \ ~ ‘
2000 60-61 87.9 88. . 89.3
A %2-64 67.9 69.3 70.6 *
! 65-67 33.4 40.1 2.9
o\ 68-70 18.9 19.8 23.9
4 4 ’
’ J . ., Yd 4
&
+ 1. Tvo outlying estimstes vere eliminstsd. Based on five replicstions.
2. Ags 60-61 estinates based on four sslscted nuns. Age 65 rste for
68-70 based on first' ssven simulstious. »
3. Based on seven' replicsticns. No juapmnl sslections.
o .
. >
v
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¢
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Tabls 8. Labor Forcs Psrticipstion Ratss of
Y 0ldsr Men Undsr Alternstive Mandatory
Retirement Policies, 1985-2000‘
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p p y that workers who
- leave their jobs will continue to work in pther Jjobs for
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For workers betweéy 6 d 70, the effect of raising the

mandatory -retirement age-from 65 to 70 was also very

small, although more than twice as large in percentage

terms than the impact on worRers under 65. The labor : ¢
force participation rate among these workers ‘rose by 9 '

tenths of a percentage point., For this group £his ) .
increase répresents almost a S5-percent increase in labor - /
force participation. This increase {s in part the result

of more workers having survived in the workforce to age 68 7
because thdy were no longer subject to mandatory '

retirement |at age 65 or were no longer subject to ¢ _ n
mandatory retirgment at -all. ! ]

As shown in Column 3 of Table 4, eliminating mandatory B

retirement altogether results in still further increases '
in labor force participation rates among older men. 1In ,
moving from age-70 mandatory retirement to no mandatory e
retirement, the greatest {nerease in labor force

participation is among men 68 to 70. 1In the year 2000, .
the increase from 19.8 percent to 23.9 percent .

participation is a 2l-percent increase in the number.of - Y
men in this age group who are working. The primary reason __

- for this increase is the difference between the behavior _

of men over 65 when they leave'their current jobs. |
According to our job transition results whether a worker

takes a new job If he leaves his current emplover is

strongl ependent on whether the worker 1Is subject to

mandatory retirement. Oldef men,of all ages are less ¢
Iikely to seek other N *

Jobs if they were covered by '
mandatory retirement on the jobs they‘just left. This -— .
effect is especially strong for men who leave jobs after
age 65. Also, the probability that:a workdr will leave :
his current job is very kigh after age, 65. According to 4
the results, 47 percent of male workers 65 or older can be’
expected to leave their jobs sometime during the next two -
years. In the year 2000 with age-70 mandatory rét;rement, .
34 percenf of these workers are predicted to seek and find
new jobs. With the eliminat¥®h of mandatory retirement,
39 percent of workers over 65 who, leave their Jobs are
expected to seek and find new jobs. This results !in a .
15-percent increase *in the-probabilit

at least one more year. - » . — - -
[

- The increases in labor force participation.rates for
workers 60-67 are smaller than those -for- workefs -between- D

ad 7D.' However, the increase in the absolute humber of '

men 65-67 in the labor force would actually be \
larger rowghly 200,000 vs. 100,000 for men 68-70. As
“ .
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with the oldest age groups shown in Table Y4, the“increase
in labor force participation of the younger groups is
accounted for primarily by the differences in behavior
between men subject and not-subject to mandatory
retirement at some time but not immediately.

Before discussing differences in the impact of alternative
mandatory retirement policies, some of the trends in Table
_u neéd explanation.

Although whether a workers gets a new job if he leaves his
current employer was a yery dominant factor in explaining
responses to alternative mandatory retirement policies,
whether workers leave their current jobs is the most
Important factor In determining the trends over time in
Table § with an age-65 mandatory .retirement policy. Table
5 shows the major factors in the model which influence a
workers's decision to leave his current job, the direction
of the impact of each variable for each age group, and the
time trend of each variable for each age group.

Workers 58 to 61 who are deciding whether to leave their
current jobs during the forthcoming year are less inclined
to leave their jobs if they have substantial amounts of
Social Security and pension wealth and can expect
significant increases in such wealth by remaining with
their current employers. They will also be less likely to
leave their current jobs the higher their expected wage
rates over the forthcoming year. Between 1985 and 2000,
all of these factors éxperienced positive growth 4nd,
hence, reduced the probability that workers 58-61 would
leave current employment. '

The 62-64-year-olds in Table 4 fall partly in the first
and partly in the second retlremqnt decision age groups ln
Table 5. For workers 62 to 64, Svcial Security and
employer pension wealth have Just the opposite effect they
have on the younger age groups--the greater the pension
wealth, the grdater the probabllity the worker will leave
his current job As both Social Security and pension

¢t wealth increased during the simulation, the proportion of

workers in this age group who left their current jobs also
ingreased., &n balance, the trends in Social Security and
employer pension wealth and the change in Social Security
wealth minated, and the labor force participation rates’
of 62-64>year-olds fell somewhat between’ 1985 and 5000.

v <
The 65-67-year-olds in Table 4 fell partly in the second
retirement decision age group in Table 5 and partly in the
third age group. The dlrectbon of the effect and.changes

\ ',
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Table 5.

R e o VA -

Sumiafy of Trends in H.jor Determinants

of Leaving the Current Job by Age of

}hle Worker, 1985-2000

Varisble
* Social Security Wealth -
Eaployer Pension Wealth
Changs in Social Sscurity Wesalth
Change. in Employer Pension Weslth
Eligibility for Employer Penuon
Imputed Wege Rate

Social Sscurity Weslth

Zzpléyer Pension Weslth

Change in Socisl Security Wealth
Changs in Employer Pension Weslth
Eligibility foxr &z_ploynr Pension
Inputed Wage Rate

Social Security Weaslth
Eoployer Pension Weslth
Change in Social sncuri:y Wealth
Change in Employer Pénsion Wealth

Eligibility for Employer Pension 1

Imputed Wage Rate

%
8
(@) ]

Iopact on
Probsbility
of Leaving

Curreat Job

negative
negative
negative
negative
positive
negativs

positive
positive
negative
negative
positive
negstive

positive
negative
negative
negstive
positive
negstive

<
.

Trends in
Variable
betvaen

1985 and 2000

[y

\
Thersesed
increased
increased
increased
increased
increased

increased
increased
decreassd
/.ncnu ed
decreased
increased

decreased
1ncreased
decressed
decresased
no change
no change
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£ v
between 1985 and 200¢ in the values of the major variables
affecting leaving the current job were discussed above for
62-64-year-olds except for employer pension wealth. For
workers over 65, larger amounts of employer pénsion wealth
reduce the probability of leaving the current job. There
is no obvious explanation for the direction of this
effect. If there will be a large pension increase from
staying on the job an additional year, the worker is more
likely to rem£in than. otherwise. On the other hand, if
the worker is eligible for an immediate benefit, he is
more likely to leave. .
Since the trends in all of the pension wealth and change
in, wealth variables were in the direction of reducing the
probability of workers over 65 leaving their-current jobs
during the next year, between 1985 and 2000 the labor
force participation of the ﬁB-?O-year—olds inecreased.

Table & summarizes older workers' labor force responses in
the year 2000 fue to changing the mandatory retirement age
from; (1) 65 to 70; and (2) from 70 to elimination of
mandatory retirement. The responses are percentage
increases in the labor force participation rates of the v
age groups. .

Because -of the recent qhange in the mandatory retirement
age from.65 to 70, we can expect increased labor force
participation among all ages of workers between 60 and
70. The largest increase will be among workers 65 to 67.
Their labor force participation will increase 20 percent.

+ The labor force participation rates of the other age .
groups of older men will imcrease nmuch less.

P

[y

Moving from the current age-70 mandatory retirement policy
to elimination of mandatory retirment will increase labor
foree participation rates even more. As shown in the last
column of Table 6, the additional response of 60-64 year
o0lds will be as large as the response of these workers to
the change from age 65 to 70 mandatory retirement. The
response of 65-69 year olds to elimination of mandatory
retirement will not be as great as their response to
changing the mandatory retirement age from 65 to 70;
however, it will still be substantial.. The labor force
participation rate of the group will rise by an additional
7 percent. i’

The largest long-run labor force response to eliminating

mandatory retirement would be among workers 68 to 70. 1In
the absende of other offsetting changes, the labor force

participggiqn rate of this group would ﬂhyreaSe by about

t. - ¢
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.Table 6. Percentage Increases in Male Labor Force
Participation Rates in the Year 2000

Resulting from Alternative Mandatory
Retirement Policies

P

. Percentage Increase in Male ‘Labor Force
- — Participation Rates in 2000 for Change
in Mandatory Retirement Age:
- . 4 From Age From Age 70 to
. Grou , 65 t0:.70 No Mandatory Retirement
' 60~61 0.8 . 0.8
* 62-64 2.0 1.9
; T e5-67 20,0 7.0
. 68-70 - 4.8 . 20.7
. - - .
< .
. ! . . .
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Clearly, in tfie absence of other offsetting change, the
change enacted in 1978 will increase the labor force

* participation of older workers significantly. Elimination
of mandatory retirement Rould result in further increases
of a lesser but still significant magnitude. The next
section shows estimates of the actual number ‘of older
workers under alternative mandatory retirement pg&lcles.

g 2. ‘Adjusting Labor Force Participatibn to DOL Projectiond

During the simulations wimich created the basic data sets
for “the analysis, no trend was imposed on,iabor force
participation rates. To the contrary, these rates were
maintained at their™98% levels in order to more easily
isolate the impacts of the major retirement detision
variables in the mvddel. ¢

- Labor Torce participation rate projections are usually ° °
v projections of monthly average rates. The simulation
models, however, produce rates based on Work experience
during the year. Thus, in order to compare the simulated
rates with rates projected byithe Department of Labeor, the,
DOL average monthly rates were converted to annual work
experience rates. The resulting labor force participation
rates_and the projected number of male workers in each age
group are shown in columns one and two of Table 7 under an
“ age~-65 mandatory retirement poliecy.

. The third volumn in Table.7 shows the number of additional
older males who are predicted to continue working at the
turn of the century because of the change in the mandatory
retirement age to 70. In a'll, 217,000 more men between
age 60 and 70 can be expected to be in the workforce as a
result of the recent 1978 ADEA Amendments. This
represents a total increase in labor force participation

. of this group of a little over 5 percent. Well over half
of the total increase will be among 65-67 year olds, those
who would have been most directly affected by age-65
mandatory retirement. -

, According to the predictions of the retirement model, a
substantial additional increase of 195,000 male wWorkers
could result if mandatory retirément were eliminated
entirely. These, workers would represent a 4.5 percent

* increase in the "age 60370 male workforce above its

) expected level with age-70 mandatory, retirement.

-
"
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60-61
62-64
65-67
68-70

Totel

1.
See text.

Table 7.

Number of Older Males in ‘the Labor Force
in the Year 2000 Under Altemmative .
Mandatory Retirement Policies ’
-
Increase in Workforce for
Mandatory Retirement
e 65 Mandatory Retiremont Policy Change from:
-AMdjusted Total Age 65 Age 70 tc
Participation Male to No Mandatory
Ratel Workforce Age 70 Retirement
(Percent) (000) (000) (000)
70.3 1491 12.4 12.2
54.3 1458 30.0 27.9
30.7 772 155.5 . 64.7
17.4 417 19.3 90.3
—— 4138 217.2 195.1
*

Rates from Table 19 ndjulted/to be consistent with Dol projections.

~
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, The largest single impact of eliminating mandatory
retirement altogether would be among 68- to
70-year-olds--an estimated additional 90,000 of these
workers would remain in the labor force. As pointed out
earlier, this result would occur primdarily as a result of
workers over 65 adopting the behavior of workers currently
not subject to mandatory retirement. These workers are
far more likely when they leave their pre-retirement jobs
to seek new employment, presumadbly with more flexible
hours, a less demanding workload, or both. Very little of
the impact of removing age-70 mandatory retirement would
be the resiit of workers no lorger bumping up against the
mandatory retirement age. Of the almost 40 percent of
workers expected to be suoject to mandatory retirement at
the turn of the century under current law, fewer than 10
percent will be actually forced to leave their jobs ,
because of mandatory retirement. However, these overall
results indicate that mandatory-retirement ages affect
employee behavior through a complex process which results
in earlier departure from employment and lack of
re-employment after leaving the current job. Further 4
research will be required to ,explain how mandatory

retirement rules operate to produce these consequences.

w

. , .
Sensitivity of Labor Force Participation to Changes in
Social.Security

Social Security wealth and changes in Social Security |
wealth are major determinants of the decision to retire. |
The simylation results presented thus far have assumed |

R ~ current Social Security law would be unchanged between now
and the turnof the century. This section examines the
sensitivity of the .male labor force participation rates to
change 'in Social Security benefits under current (age 70)

[ mandatory retirement policy and under a policy which

eliminates mandatory retirement. .

: Two simple changes Social Security benefits were madé for
. the sensitivity analysis. The first was an '
acrogs-the-boafd reduction in bengfits of 10 pergent. The
second was a 20-percent across-the-board reéduction. 'The
resulting lgbor force participation rates for males
between 60 and 70 are shown in Table 8. The first column °*
of labor forgce participation rates (thosSe under current
Social Security law) are from Table 4., These and all
other rates in Table 8 are adjusted to be consistent with
labor force trends projected by the Department~of Labor.
The second and third columns of rate in Table 8 are for.
10-percent and 20-percent cuts in Social ‘Security
benefits, respectively. ‘
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’ Table 8.

v Age Group

€0-61
62-64
6567
'68-70

e Group

6061
62-64

C o 65-67
/ 68-70

Impact of Acroaa-the~Board Cuta in Social Security
Benefita on Male Labor Force Participation Rates
in the Year 20001

Male labor Force Participation Rates

_Age-70 Mandatory Retirement

Current Social 10~Percent Social 20~Pe

rcent Social

Security law Security Cut Security Cut
- ’
70.5 7.5 70.4
- 55.4 55.7 55.6
36.9 7.4 33.4
18.2 19.4 18.9

Current Social 10-Percent Social 20~Percent Social.
Security Law Security Cut Security Cut
A

Elinination of Mandatory Retirement

W~

1
5
5

~-wN

I

»

N -
1. Simulated labor force participation rates have been adjuated to ba
consistent with DoL projected rates.
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Under the current age-70 mandatory retirement policy,
reducing Social Security benefits 10 percent would
slightly increase the labor force participation rate of
each age group of 60 to 70 year old men. The largest
income would be for men 65 to 67. If mandatory retirement
were eliminated, as shown in the bottom half of Table 8,
the resu would be the opposite. A ~10 percent reduction
in Social Security would reduce the labor force
participation of 60 to 70 year old men. The largest
decrease /Hould be for men 65 to 67. Reducing Social
Securitybenefits 20 percent would produce mixed results

. uhder both current mandatory retirement.policy and

ERIC

Aruitoxt provided by Eic:

eliminatkon of mandatory retirement. The participation
with age groups would rise in some groups ana fall in
others. .

The reasons for the results in Table 8 are not d&bvious.
They illustrate the complexity of the interaction of the
factors that influehce the timing of retirement. They
also indirectly illustrate a very fundamental point of the
h dynamics of labor f€rce participation’rates among

der\workers. v
’ - L

,The timing of retirement, defined here as total withdrawal

from the labonr RQrce, is a two-part decision. The first
decision is whether to leave the current job. The second
is whether to seek other more suitable employment or to
leave the labor force. Although the two decisions are
‘influenced by the same set of factors, these factors have
very different impacts on the decision to leave the
curredt job and seek a new Job versus the decision to
retire completely. Furthermore, a particular factor may
influence different age groups differently. Further
analysis to explain these. results is in progress.

Effects of Adjﬁsting Pension Benefit Acoruals After Normal
Retirement Eligibility

- .

There is curren;fy considerable confusion and a lack of =
solid analysis of how employer pension plans-treat the
acerual of benefits after a worker fulfills all !
requirements for normal (unrediuced) retirement. 1In the
analysis of the Retirement History Survey it was assumed
that benefits of all workers were frozen at,the point of
normal retirement eligibility. EXcept for government
workers, this assumption was also used in the simulations

reported earlier. Ve .
‘ ’ *
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i A; the time the simulatibns were run, 1twwas known that~
not all workers! benefits were frozen at*normal retirement
eligibility. 1In particular, the defined contribution
plans, which cover roughly 20 percent of covered workers,

* must permit ‘increases in benefits if they continue to’ !
collect contributions, Moreover, data from the DOL .
Surveys indigated that benefit accruals are permitted by
. many defined genefit (noncontributory) plans as, welly
Table 9 shows the distribution of wor}ers covered by

- various types of late, retirement provis@on. All types of
plans are included. Almost 27 percent of covered workers
in the DOL Survey uwere in plans tnat offer no increases in
benefits after normal retirement eligibility. An ° ‘e
additional 22 percnet were covered by plans that have age
and/oc” service limits on the achhal of benefits. It is

‘ not known how many workers in the survey could reach these ,
limits by or before normal retirement eligxb ty. - We do
know that service limitations can be very trictive?§$a~___
some cases as low as 20 years. vt

In all, 36 percent of workers re clearly covered by

plans where benefits continue acerue without limit

after normal retirement eligibility.. In a minority of :

these cases (about 14 percent), the‘accrual is on some ’

actuarial basis. 1In most cases, however, the accrual is

based on the rules for all workers “covered by the plan. \

In short, it is certain that about 36 percent of covered
workers continue to accrue benefits without limit and- that

as many as 22 percent more may receive benef1§ increases

if they do not exceed age or service limits. “For about 16
percent of workers whe benefits continue Yo accrue -
after normal retirement eligbility is unknown.r s

a simqla%ion whieh gave all
enefit increases for
creaseS were 5 peﬁcent of

Table 3¢ presents results fro
covered workers new actuarial
postponing retirement. These
the normal benefit for each ‘vean of postpérement if normal
retirement eligibility occurred vefqre*age 65 and 10 -
percent per year of postponement for normal retirgment at
or, after age 65. Currently, using gn assumed 6-percent -
iterest rate, an acutarially fair increase in oenefits. for
postponing retirement one year would be 16-17° pefcent for
men’ between age 65 and 70.g For women, the fair 4ncrease
would be around 12 percent for eac:/ﬁear retirement’ was
postponed between 65 and 70. The Ybwer unisex rate of 10
fpercent was selected because of exXpected incccreases v{n
ongevity over the next 20 years and-because pension plans
r tend to be conservative in their actuarial assumptions.

g
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“Tabla 9. Treatment of Banafit Accruals to
* Workars Who Postpona Retirement .

Past Normal Eligibility

Plan’a lata Retirement Proviaion

No provision in plan for
lata ratirement

No benafit accrusls after
normal retirexent eligibilicty

Continued benafit accruala
subjact to aga and/or
sarvica limitationa

Banefits actusrially in-
creased based on data at
atart of retiresent .

Benafits continua to accrua

with 00 age or servica limita

Total 4
- 13

Rumber of workera

1. Rased oo tabulations of DoL aurvey data.

Parcent of Coverad Horknnl

—_—— Y SOVEIAc WOoTXara

15.6

26.8

21.6

4.8

In 18 casea (0.7 percent),

plan sponsors rasponded "othar." Thesa caaes are pot included in the table.
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Part IIXx

Tabls 70. Effect of Requiring Upward Adjustments in
Employar Pension Benefits After the Norma)
Retiresent Age oo Male 'Labor Foree Rsrtici-
pation®in tha Year 2000 ¥

Mandstory
Retirenent No adjustment -

Policy Axe Group in henafic

Age 70 60-61 70.9
62-64 55.4
65-67 36.9
810 18.2

\

L4

Zlimination
of Mandatory  60-61
_uttrennr. 62-64

65-67 . .5
68—7% /)

)
. -

.
1. Lgbor force phrticipation rates ars Jjun:d to reflect DoL projected trends.
2. Workera nuubl;t,\lor pornal benefits before age 65 had their benefits increased
5 percent for epch year ratitrement vas dels ed. Workers eligidle for norma) benefits ap__
T g€ 65 of litar Had thelr benefirs lacressed 10 percent for each year retirement wvas
delayed, - -

¢

Aruitoxt provided by Eic:




5

4

.

ot be much affected by increases in employer

. .pension bdnefits for delayed retirement of the magnitude

simulated. In all, only 50,000 more men age 60~70 would
be working. This is a l-percent increase in labor force
participation for this group.

. . ) Fant .
For men age 60 and 61, the labor force participation rate

would fall slightly. Some of these men become eligible e«
for unreduced benefits as early as age 55, and others
become eligible in their late 50sv By age 60 or 61, their
benefits may have increased by-as much as 15 percent. If
some of these workers had been inclined to retire
previously,.they will be even more inclined to do so wlth
higher benefits.

" Under current mandatory retirement policy, the effect of

S5-percent yeaRly increases in normal benefits on the labor
force participation of 62 to 64 year olds is neutral. On
the one hand, benefit levels are higher. On the other,
the expected change din the bgneflt has gone from 0 to +5
percent. Some workers are more inclined t6 stay on during
this initial period when Social Security benefits are also
rising fairly rapidly (about 6.7 percent). Others,
especially those subject to mandatory retirepet, respond
more strongly to the increaSed level of the benefit and
retire somewhat earlier.

For workers 65 and older, the net effect of the l0-percent
yearly .increase in the normal retirement benefit is .to
increase labor force participation by about 15 percent.
Under thrent mandatory retirement policy, this is the
only age group with a strong response to the 10-percent
increases in delayed normal retirement benefits. By thls
age, virtually all of those covered by mandatory
retireffent were out of the labor force. Therefore, few
workers were affected by the addltlonal push out of the .
workforce of mandatory retirement.

(Y

In the absence of mandatory retirement, the increase ine#
labor force particpation from offering increases in
employer pension benefits after normal retirement would be
somewhat stronger than under age-70 mandatory retirement.
Without mandatory retirément, about 68,000 additional men .
age 60-70 are estimated to be in the workforce. This is a
1.5 percent increase in the workforce as opposed to the 1

percent _observed under current age-70 mandatory retirement.
{ -
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In addition to previding a 1ar%er boost in labor force
participdtion undet a policy of no mahdatory retirement,
new actuarial increases also encouraged workers age 62-64
to stay in the workforce an addtitional yedat.or two. This
was not so with age 70 mandatory retirement. Thus, in the L
ahsence of mandatory retirement, more of the older workers ﬁ
én the labor force wog}d be in their mid- rather than late

Os.

5. Impact of Mandatory Retirement on Female Labor Force

« Participation . - )
The equations on :ggf;;meﬁt behavior for- women were -
estimated using a sample of unmarrieg women who were

erviewed at two-year intervals through 1975 as part of, v

e Social Security Administration's Retirement History
Survey. It was uncertain how well these.equations would
reflect the retirement behavior of all women. Prelidminary
simulations indicated the results were a poor
representation for blder women. Therefore, the extensive
analysis performed for older men was not repedted for
women.

Zgﬁween the ages of 58 and 63 in 196%. These women were
t
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PART IV

L THE 1978 ADEA AMENDMENTS—— —

’

IMPACT OF THE EXEMPT EXECUTIVE PROVISION IN |

[y
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. = SUMMARY . - ‘ J .

" Effects of Exem ting Executive Personnel from the Higher
Mandator¥ Retlrement Age. Two years after the 1978 ADEA oy
enaments became effective, a DOL survey of the personnel b
officers of nearly 3,000 firms and an in-depth case study
of 50 of the firms revealed a great deal of indecision and\__. .
cofifusion surrounding firms' use of the authority left them
by Congress to exempt executives from the increased
mandatory retirement age. Although 20 percent of all
personnel officers indicated that their firms either were
using the exemption or were planning to apply it within a
year, nearly 30 percent said their firms' executives must
retire before reaching age 70. About a fifth of the larger
sample and a thipd™of the case study firms had not made
final decisions about .whether to apply the exemption.

Firms were slightly less likely to mandatorily retire
executives than other employees. However, firms that apply
mandatorygretirement to other employees were,significantly
more lixxy to require executives to retire than were firms
with no mandatory retirement age (72 percent versus 11 * »
.percent); nearly two~thiras of the firms requiring
executivgs to retire did so at ages below 70.

Larger firms and those engaged in manufacturing were more

likely to use.tlie exemption than other firms. Thus, the
major—impact of the exemption has already been felt.
Seventy-five percent of the executives eligible for

exemption work for firm§ already using it, and personnel
officers expected only.a 3-percent increase in the numbers -
of eligibles over the next 5 years.

‘

The main reason given by nearly half of the case study
respondents for using the exemption was the need to agsure
promotional opportunities for younger workers; cost savings
were also frequently cited.

Although® the majority of firms (60 percent of the case
stud{ samEle and 80 percent of the larger sample) had not
avalled themselves of .the exemption at the time of the
survey, case study responses indicate that executive .
retlrement age was not an issue for them. The firms either ’
had no older executiyes, their executives were retiring by
age 65 anyway, or there was no policy encouraging retire-~ .
ment at a specific age. \

» ’
Approximately half the non-exemption case study firms
expected their poliey to continue, and the remainder had
- made no final decision. Future adoption of the exemption

. '
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by these firms will depend on'fﬁ% retirement behavior of
the executives themselves. The recent performance of the
national economy and the high inflation rate wére expected
to have more effect ' on executive retirement decfsions that

'1q¢reases in the mandatory retirement age. '

In general, the effect of .the exemption has been to permit
a partial retention of the old retirement age policy for
those firms that have the organizational capability to
administer ‘a complex policy (the larger firms) and that s
have the least growth in executive positions (the manufac-
turing firms) and thus the greatest pressure for turnover.
in those jobs! Large firms and the manufacturing sector
have traditionally been more likely to apply mandatory
retirement and pension incentives to their older employees
as a part of personnel policy.

IMPACT OF THE EXEMPTION OF FIRM EXECUTIVES FROM
» THE HIGHER MANDATORY RETIREMENT AGE

&. Legislative Hiétory of the Executive Exemption

The 1978 Age Discrimination in Employment Act Amendments
(ADEA) permanently and categorically exslude from its
provisions only one class of private sector workers--
executives and high-~level policymakers with pension
entitlements greater than $27,000 yearly. This exemption
grew out of concerns voiced by spokespersons for the
business community. While the private sector registered
strong reservations about the potential effects of the ADEA
amendments ° generally, particularly dire consequences were
predicted should employers not be permitted to force
executives to retire at age 65, To allay these fears, the -
Senate Human Resources Committee voted to exempt certaih
highly compensated executives from the ADEA.

The executive exemption was hotly debated on the Senate
floor. The pros and cons surrounding retention of the
executive exemptich in the bill are reconstructed below:

Removing ;Less Productive Personnel:
3

.

Q

ERI

Pro:

The exemption is needed to
prevent executive suites
from being cluttered with
unproductive and incom-
petent personnel.

\

»

C

v

‘.

Con:

* The exeiption is unnécessary.

The Act permits the removal of
noh-productive employees. Com-~
petency, not age, should deter-
mine job performance capability

regardless of the category of work

involved.




Removing Less Productive Personnel: {(continued)

Pro: - Con: -
It is very diffiéult-to While the‘practice of permitting
evaluate the performance unproductive executives to coast
of a top executive com- into retirement might be aggra-
pared to other workers. vated by extending the Act's
The exemption spares coverage to age 70, it is the
» employers the burden of practice itself which requires
making competency evalua- examination. Traditional staf-
tions. Since objective fing policies should not be used
performance criteria as an excuse. Employers must
are almo;t impossible to make the tough decisions on com-
éstablish for this group, petency they want to avoid. The
it is customary to permit exemption is merely a conven-
unproductive older execu-~ lence for those unwilling to
tives to remain until age face the shortcomings of their.
65. If executives could own ingrained practices. It has
mot be retired until age nothing to do with the ability
70, the energy, vigor, to perfornm. ‘
ingenuity and freshness of: .
American business would .
be sapped, since most
people start flagging at i N
age 65 if not before. -
The exemption saves face It is not fair to save the face
for executives coasting of the few incompetents who
into retiremént, sparing might wish to remain beyond age
* them the embarassment and 65 at the expgnse of the many
stigma of a competency- performing satisfactorily.
base forced retirement: .
Mandatory retirement is a No evidence has been provided
fair, uniform retirement * that age is a bona fide indica-
policy. The exemption tor of job performance for high-
would provide much needed level executives. Since the
flexibility to business, Act provides an exception where
Since nothing in the ex- age is actually a factor in an
emption requires that ¢ individual's ability to perform
executives be retired at a_Jjob, the exemption is .
age 65, those performing uninecessary.
extraordinarily valuable
service would most likely *
remain on the job. b :
A 8
Y L-/\ P
. ,
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, ‘ 2 220
Q :

ERIC )

PAruntext provided by eric R - i




Promotional Opportunities

Pro:

An automatic retjrement

*. age of 65 for top-level
management personnel is
recognized and widely used
as an effective and proven
way to achieve the regular
and predictable turnover
on which corporations de-
pend to assure constant
replenishment of new ideas
‘and perspectives at the
top-most decision-mak;ng‘
levels. Without the
ability to force the re-
tirement of executives at
age 65, employers could
not assure executive level
promotional opportunities
for younger workers. N

’// A logjam in executive re=
tirements would cause good,

aglented people to leave
in the absence of pro-
motional- opportunities.

v ,.-Upward mobility of women

R and minority group members
moving through middle
management will be stalled,
unlegs there are top spots
and &ncillary promotions

available to them.

The exemption provides a
real benefit to busihess
while applying to a very
small group who will
suffer no real egconomic
hardship.

Cons

Compulsory retirement is not
necessary to Keep lines of pro-
gression open. Corporations
have successfully used other
management techniques such as
limiting .years of service in a
position, increasing pension
benefits for early retirees,
and counseling employees to
achieve desired levels of
turnover. Executives are no
more likely to stay p#st age
65 than other workers.

The argument that younger
workers' ambitions should be a
factor may be unlawful. A federal
court specifically rejected as
illegal the argument that per-
sonnel practices affecting

older workers could be based on a
policy of enhancing the status

of younger ones. The exemption
is discriminatory, arbirtrary and
unjust. It sets the bad precedent
of a categorical exemption to a
civil pights law. It amounts to
class discrimination against \
persons with pensions above an
arbitrary level. .

The problems paised with execu-
tives' remaining in their jobs -
exist in other occupations as
well. Why should arguments un-

Successfully made against rais-
ing the age cap in the Act for
other workers result éz an
exemption for executives%
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In the House-Senate conference, agreement was reached on a
modified version of the executive exemption. In response
to concern that low-level managers, supervisors, or blue .
collar workers could be mandatorily retired at age 65 under
the Senate amendment, the minimum retirement income was
raised to an unindexed $27,000 per year, and the exempt
group was more expliecitly defined as "bona fide executives"®
or occupants of "high policymaking position'!s" for at least
two years before he/she may be considered exempt, was added
to prevent employers from using executives! promotions to
circumvent the law. °

The elimination of cost-of-living adjustments to the retire-
ment income floor is somewhat problematic in light of
evidence that considerable effort was expended to define

. the exempt population precisely and narrowly. Increasing

salaries and related retirement incomes could greatly

expand the exempt population over time which might alter

the original intent of the provision. .

)
B. Industry Studies of Employer Response to Exemptions
‘ “

Soon after the 1978 Amendments became law in April 1978,

The Conference Board elicited comments from its four

personnel management council members on the expected impact
_ ,Wand,industny—:esponse—to—the—%aﬂT—Ainﬁthetr—repUrt;’the
executive exemption was mentioned only once. Many of their
respondents wgre reporteda as considering the executive .
exemption to be "a key factor in keeping promotion lines °
open." A possible bonus was also foreseen in a ripple~down .
effecty where second-level managers near age 65 ang
relu'fapt to adjust to new bossess would also plan for
retiﬁ{ ent at or before age 65, since their bosses must
retire’by then. The Conference Bdard study made no attempt
to ascertain how widely the“exemption might be used.

In' November-December 1975:\%ew1tt Associates surveyed 900
members of its Compensation Exchange. The published )
‘results (Hewitt Associates, 1980) revealed that, of the 575
companies responding, 26 percent were using the executive
exemption, 55 percent were not using it,.and 19 percent
- Were undecided. Théir data (Table 1) also show that, among
- manufacturing companies, use of the exemption is siggifi-
cantly related to corporation size, with large corporations
more likely to compel executive retirement at age 65\(44
.percent) than’ small ones (9 percent). Conversely, sma
companies were more likely than laﬁge companies to not use
the exemption (79 vs. 39 percent).¥ The Hewitt report
speculated that the lower incidence of use of the exemption
among smaller companies and the degree of uncertainty may
change as coiporations have more time to evaluate their
positions.

.
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Table 1v  Use of the Executive Exemption Under ADEA
- in the Hevitt Study
ROLFALTIRING COPARIES
MON- ALL
Anual Revemas (§ wil)fon NWFACT TURING  MANOFACTURING SURVEY
—Suryey Retoonses —COWINIES = CONPANIES | _ COMPANIES
Use Dxenption 9 n 2 s % « 149 -
. ; 5.8t 1693 “.5 25.08 27.68 .91
, ;
Doa't Use | [} ] ' (2} a2 107 ns
Eaesptios 3 .43 §9.23 3.6 LYX SRt ¥ 55,58
. ’ )
[} 12 24 Q ' 107
3 n.8 a.n 7.1 1®.08 .72 .63
-
/] 182 10 g m * 5
3 100,08 100.08 100.03 100.03 100,08 100.0%
- Source: MNowitt, “Hot Topics in Enplovoe Renefits,” January 1929. ,
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C. Summary Analysis of Department of Labor Data “

Case studies of 50 firms were conducted in order to analyze
. firms' use of the executive exemption. Related questions
were asked of these firms in questionnaires administered to
personnel departments and pension plan sponsors for a
larger sample of firms. A summary analysis of the case
studies and the data from the larger sample is presented
here. ' ’

In the larger sample JP nearl 000 firms, 20 percent were
.using the executive exemption or lanntd to use It within a

year. Sixty percent were not using it and digd not plan_to .
.use it. The remain n% firms were undecided regarding

future plans. arge ..

rms and manufacturing firms were
more likely than others to use the exemption.

The 50 case studies revealed that firms using the exemption

gave as their reasons, assurance of promotional

opport ties (about half cited this reapon) and cost

savings (cited by a fourth of these\{érms). Primary

reasons for not using the exemption wire that:- existing -
retirement incentives resulted in early retirement; no

eligible executives were near age 65; and the exemption
¥4§££§Q£§Q*§glignmpggnla_ii_xuuLJuukxonhh_:he_adminxstpative—jgggggggf-J
burden. a

. The net result of the exemption_thusg far appears to be

F— -that, for those tase StWYy TIrWS THAT Kave a mandatory
retirement policy, the possibility of keeping the age below

70 for some employees was ah attractive one selected by ul
percent of such firms. These firms are those most able to

adopt complex personnel policies (the large firms) and

those with an older workforce and less growth in positions

{the manufacturing firms). On the other hand, of the firms -
not applying mandatory retirement to its general employees,

very few (8 percent) chose to retire executives before age

1. The Case Study “Analysis N

- A surprising finding from the case study analysis is that,
two years after passage of the ADEA amendments, about half
of the 50 firms in the case studies were either uncertain

of the implications of the executive exemption, ill-informed
.Of its specifics, undecided whether to use it, or in the
process of deciding. Many respondents were largely

ignorqnt of the exemption and its implications and, con-
sequently, gave confusing and sometimes contradictory
answers to questions. The problems of how the exemption

v
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would be applied and the covered group defined had been

addressed and resolved by relatively few firms, mainly ’
. * those with very large labor forces (more than 40,000 -
workers).

[ .
Firms undecided about the exemption appeared to take one of
\ two approaches while their policy is being aeveloped: -
(1) the prior mandatory retirement age of 65 was contjinued
\\ for executives without formal adoption of ‘the “exemption; or .
(2) the age was officially raised to 70 for the eligible
. executives. -

N

Due to the confusion, the prop ion of firms officially

adopting the exemption could not pinpointed, but it is

probably about 40 percent of the 50firm sample. The very
rge firms (those employing 40,000 Yr more) and the manu-

fadturing firms were more likely to fise the exemption than

the \smaller firms or the non-manufacturing firms. N
+ When!firms using the exemption were asked what factors

prométed its use, nearly half cited assuring’promotional .

opportunities, and one quarter mentioned cost savings. ..

.Firms also wished to use the exemption as a way to remove
selected executives or simply to continue traditional
retirem&nt policy. ‘

The majority of the firms did not use the exemption at the
time of the study, and they gave.predominantly -pragmatic

‘reasons for this decision: existing retirement incentives

. were producing satisfactory,results; no eligible executives
were near age 65; the exemption would affect too few people
to justify‘the administrative burden. Fewer than one-third
of these firms cited a corporate philosophy of permitting
or encouraging work past age 65 or the need to maintain
equitable treatment of all employees as reasons for not,
adopting the exemption.

For most of the case study firms not now-using the . A
exemption, executive retirement age had not beocome a matter
of importance, but should promotion lines becbme blocked,

> upper levels staghate, or e;ecutive retirement decisions
run counter to the firm's wishes; the exemption would be
used by most firms that now: find it unnecessary. Fewer

than 30 percent of the 5Q case study firms had made a
definite decision against use of the exemption. -

, ,
It'appears that the executive exemption is not an issue in
Dany case study firms because their executives currently
retire by age 65. Retirement by age 65 is nearly as firmly "
entrenched among non-exemption firms as among firms using

the exemption. It appears that between 70 and 80 percent
e .
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of the eligible executives in the case study sample firms

- were exempt. " These estimates are very sensitive to the
sample characteristics, however. If one:.extremely large
firm using the exemption is removed, the proportion of
eligible executives that was exempt _drops below 65 percent.

Regardless-of what the precise figures may be, the fact
. remains that the majority of.executives working for lar
- firms with a mandatory retirement policy are subject to/a
mandatory retirement age of 65, and more .executives are

likely to join their ranks if the law remains unchanged.

If executives from firms indikating that the exemption ™ - *
cou ossibl e used in the future are added to those
alrea§§ subieet to the exemEtionl as mani as §5 Eercent of
these executives wou e forced to retire at age 65.

Although the fallure to index the $27,006 pension limit was
expected to contribute 'to any increase in the number of
executives eligible for the exemption, the case study firms
do not expect the increase to be substantial over the next

.two to five years. The case study firms using the
exemption.expect a total. of 87 more exempt executives by
1985, an increase of only 3 percent. Only oné of these
firms gave the unindexed dollar limit as ‘the only reason
for the expected increase; increasing numbers of executive
positions was an equally important factor. in this
projection.

~

.

2. . Analysis of the Larger Sample

The results of the analysis of responses Yo the personnel
items aaministered to the larger sample of firms presented
in Table 2 are in general, consistent with Hewitt's
finding's and the "case strudy analysis. Twenty percent of
the nearly 3,000 responding firms in the sample were using
the exemption*dr planned to apply 1t'w1tﬂﬁn a, year, 60
percent were not usfng it and had no plans to use it, and
19 percent were undecided. Large firms (those employing
6,000 or more workers) and manufacturing firms were more
likely to u$& the exemption than smaller non-manufacturing

& firms. The somewhat lower incidence of use found.in the*
DOL sample is 1likely to be due to the’inclusion of more
non~ manlfacturing firms than Hewitt's sample, and more
small firms than the case study sample.

Evidence of the confusion found in the case study analysis
was also_present in the larger sample. ' Four percent of the
firms not using the exemptions nonetheless required their
executives to retire at an age below 70 years as did 15
percent of undecided firms. >

’
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When the firhs!' mandatory retirement policies for

"executives and other occupation groups were compared, Table

3 shows that executives are slightly less 1likely to be . ;
subject to mandatory .retirement than other occupation -
groups. Nearly 30 percent of the firms having a mandatory
retirement age for other employees had none for their

executives. Only 11 percent of the firms had a mandatory _
retirgment age for execufives but none¥for other

.emplogees. However, when firms did require their b
execugives to retire at some age, that age was QPst often

belowf 70 years. .

Since large firms were more likely to avail themgelves of | -
the exemption, most eligible executives in the sample firms

were already exempt from the 197b ADEA Amendments., Seventy- |
five percent of the 75,556 executives were either already
subject to the exemption or would be within a year, a.
finding which suppq;ps the case study results.

The findings from the larger sample also. confirm that
employers do not expect a significant increase in the
number of executives eligible for exemption. Responding
firms expect that an additignal 2,310 ekecutives will meet
the exemption criteria in five years, increase of om}y 3
percent. y
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/ . . PART V.

EFFECTS OF THE TENURED FACULTY EXEMPTION _
IN THE 1978 ADEA AMENDMENTS o
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. Summar

- This section of the report ‘examines the impact on higher
education of the expiration of the exemption for tenured
college faculty members from the mandatory retirement age

sprovisions of the 1978 Amendments to the Age Discrimination in " .
Employment Act of 1967 (P &% 95-256). Vi |

The major questions given attention in this study are: (1)
What are the origins and impact of longstanding mandatory
retirement age policies in higher education? (2) What are the
., attitudes of faculty members and administrators to retirement
aftd to alternative policigs with respect to the age of
mandatory retirement (1nc§ut1ng the current exemption and its
expiration)? (3) What are the likely direct (first-round)
effects of different policies on mandatory retirement age ¢
(including the exemption and the expiratipn)? “and (4) What are
the likely adaptations by the higher edudatibn sector to the
direct effects of these policy changes? o '
In attempting to answer these questions, several approaches are.
followed, fncluding examining existing knowledge and data, the
results of two specially designed surveys developed for this
study, several models of insfitutional and faculty behavior,
and simulations of effects over the next several decades of
continuing the exemption versus allowing it to expire in 1982.

1. Problems and Prospects Facing Higher Education . ¢
[

. The impact of a mandatory retirement age change will depend
° in part on the adjustments made by institutitons and their
faculty membetrs to other problems facing higher education
during the next-decade. Thus, it is important that these
other issues are understood and considered when the likely
effects of a change in the mandatory retirement age are
-gXamined.

°

°

a. Emerging Problems in the 1Y80s

(1) Enrollment Changes in the 1980s. -.The v‘//
. projections for the 1450s give a mixed picture, wi
some experts predicting declines in enrollments while «
others foresee increases, Much of the variation
hinges on the growth of what are dalled
. - non-traditional students, since the potential for
enrollment growth from the traditional college age
-«population is 1imited because of declines in birth
. during the-late 1960s and the 1970s. The rising
[~ " demand for higher education by perscns beyond the age
.of typiocal college studentg and for continuing
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education and training could, if strong enough, offset
the drop in demand from the college age population.
The net result‘is not yet clear, however, and this
accounts for the great uncertainty about the impact of
enrollment changes on_the(demand for faculty members
in the 1980s.

The import;of prospective enrollment declines should
be clear. In an era of growth it will be easier to
accomodate the expiration of the mandatory retirement
age exemption because institutions might not need to
significantly reduce their rate of hiring of new young
faculty members. If no enrollment growth is likely,
this will force more suostantial reductions in new
hires until a new stable pattern off retirements
emerges in response to the demise of the exemption.

If enrollments actually decline significantly, layoffs
of already~employ$d faculty may be required to
accomodate these delines. Wwhatever happens, certain
types of institutions, namely the four-year liberal
.arts colleges, will continue to be heavily dependent
on the traditional college.student population for
their enrollments. Hence, they are most likely to be
adversely affected.

(2) Aging‘of Faculty Members. The aging of faculty
members 1S almost inevitable, given the extensive

hiring of new faculty members to staff the enormous
expansion of higher education irn the 1960s, the slower
growth of tle early 1970s, and the minimal growth
projected for the 1980s. The impact of this aging is
less clear. Without doubt, if the exemption is
allowed to lapse and the mandatory retirement age
rises in affected institutions from 65 to 70, over
time an increasingly Jarger proportion of faculty
membegs will have the oppertunity to continue teaching
past 65. :

(3). Financial Constraints. The tightened financial
situation for higher education-%both for private
institutions dependent on private donations and endow-
ments and for the larger public sector directly
affected by tax changes and spending cuts--will reduce
its ability to adapt tq changes of any kind, including
changes in the age of mandatory retirement. Given
that professors nearing retirement are generally paid
about twice the salaries of newly entering fagulty '
members, the degision of any substantial number of
faculty members to continue teaching until age 70 will
raise the costs of total compensation. Efforts to
stimulate the early retirement of faculty fhembers will

04 ...
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i .
be made more difficult, because of the inability of
institutions to find resources to provide early
retirement inducenents.

2

(4). The Impact of Inflation. The inflation rate is

almost certain to affect faculty decisions about
retirement because the real salariés of faculty
members have declined by 15-20 percent over the past
decade.

&

Health and Expected Retired Life of Faculty Members

Faculty are a longer-lived and healthier group than is
the general population. The, self-reported health
status of faculty members is better than is indicated
by responses to survey health questions on surveys of
the general population. The death rates.and expecta-
tion of life of older faculty membérs a considerably
lower and higher, respectively, afi forf the general
population. From age 60 onwards the de th rates are
only about half as high as for th genenal population;
the expectation of life is from 25 to 40 percent
longer. Thus, faculty members are much more able to
continue working beyond age 65 than is the case for
other workers.

.

Trends Toward Earlier Retirement y Faculty Members

Despite forces that would“seem to dause faculty
members to delay retirement, there |\is evidence that
faculty members are retiring at progressively' earlier
ages. To the extent that faculty me bers have been .
retiring earlier, this may be due to\increased pension
benefits as well as the trend toward barlier
retirement in the-rest of the Populativon. Whether the
effects of inflation and smaller Socia Security .
effeqt of
important -
O emerge very

Major Assumptions About the Impact of Lift nk the MRA
xemption .

(1). Impact of Continuance of Faculty to Later’
Retirement” Age \

a), Compensation costs of colleges will rise.

1

b) Coileges and universities will e more
limited in their ability to hire neyw faculty
members,

’
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¢) < Greater dlfficu1t1§§ will be encountered in
R meeting the godls -of affirmative action. , .
d) Tenure grantlng policies and tendre itself
will come under closer scrutiny. :
e) Pressures will mount to find ways of dealing g
; with faculty members whose performance is 1,
« impaired by age. 4 !
' *f) Efforts will -intensify to devise programs to
p stimulate the earlier retlrement of faculty
- - members,
(2) Duration of Impact . -
- ¢ a) .- The duration-of the impact of a change in
BKA will be fairly short lived. .
(3). Dlstrlbutlon of Impact : jmﬂ
, . R o,
a)’ The distribution of the impact will vary ? |
> among different kinds of colleges and ~ . |
universities depending on differences in.age
structure and current mandatory retirement
. eage. <
b) Whatever the age structure, small colleges
will «face a more difficult ad justment to a
°change irf mardatory retirement age.
c) The effect will differ for different {aculty
o groups, based on such characteristics as
sex, prodyctivity, and institutignal
1ocation§%%' o :
2, Background & . v ‘ -
:’! * : *g 7
This section des ﬂs ‘the evolution of mandatary
retirement and ten'@ practices in higher educition. An
understanding of thq{ratlonage and variation among
institutions is necessary in evaluating the impact on
higher education qfiichange in the mlnlmum all yed age of
mandatory retlreme t. o
’\ £ : 4 -
a. Evolution of‘Handatory Retlremen&'ﬁha Pension
v Practices N o ‘TV B
the evolution of mandagory retlremegt>1n hlgher education
is ¢leosely connected to, the hlstory dfépenslon plans. Our
g
. ’ T‘J i;f; - -
f ‘) ) g:t C.
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discussion focuses on the evolution of state public hd
retirement. and TIAA-CREF plans that cover over 90 percent
of ‘all faculty in the national faculty survey,

The development of penSions and associated mandatory
retirement age policies in higher education reflects the
public-private divisiion of this sector. Publie
institutions covered by state pension plans have
historically had a later mandatory retirement age ‘than have
private insyitutions. This division conditioned the
inability of\higher education to agree on a united policy
In reacting to the 1978 ADEA amendments. Tnis division has
also meant .that an important group of institutions has

" adhered more closely to state public policies than to
guidelines of the American Association of University
Professors on mandatory retirement age. However, a 7 -
proposed elimination of mandatory retirement age may result\
in a different response. While State and private )
institutions have not agreed to a specific mandatory-\ .
retirement ana extension poligies, most i stitutiowg\have a. .,

ma?dgtory retir%pent age. /

b. The Meaning and Evolution of Academit Tenure

The development of’ academic fenure was based on the desire. °
of academic institutions to Protect the academic freedom of
faculty members, i.e., their abilify in their teaching to
deal with controversial issues witF¥out fear of losing their
Jobs. Thus, the costs imposed on h{gher, education by

tenure rules have been accepted as n ssary to achieve
another outcome, namely academic free

ce -Changes~1n State Legislation Since ﬁhe Phssagé of the
ADER ,

-

Changes since 1978 in State legislation covering mandatory
retirement age are detailed.: Most changes have raised. the
State minimum mandatory retirément age to conform with the
federal law, with many States incluling a faculity
exemption. Unless States move to amend their 1dws further,
the expiration of- the ADEA faculty exemption will\ have an
immediate impact on the legality of mandatory ret cement
provisions within the great majority of states. Im\all but
a few States, Federal law must be considered the bin ing
constraint on an institition's ability.to adjust thei
mandatory retirement age policies.

Q
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-d, Attitudes of Adminisirators and Faculty Members

* B 1

Information on the attitudes of administrators and faculty
members toward the exemption is rather limited. A 1979
study by the Aerican Council on Education jndicated strong
opposition to uncapping the age of mandatory retirement as
well as considerable concern about shifting to age 70 after
expiration of the exemption for tenured faculty members.
Half the institutions said they planned to make use of the
exemption; most of the remainder coula not do so because
they already operated with a mandatory retirement age of
70. Two-thirds of the institutions indicated they would
Tav.or making the exemptigk a permanent one, with the -,
strongest support for this position coming from the private
institutions. Tenured faculty members age 50 and above, as
shown by our survey,; were strong in their opposition to
continuatidn of the exemption with 70 percent favoring the:
lapse of the exemption. A somewhat smaller majority of 60
percent favored complete uncapping of the age of mandatory
etirement. Whether younger faculty members would agree
with these sentiments is not known.

’

Results From Institutional Survey

Ve define retirement ‘as that age at which a person shifts

a. Definition of Retirement \

.

from a regular job at a particular institution. In looking
at retirement policies, normal, early, mandatory and
compulsory retigpment age are examined. !

b. The Institutional Setting S

(1 Tenure. Although the definition of tenure
remains to :be clearly defined by federal regulations
covering the ADEA amendments, limiting the exemption
to institutions with well-defined tenure systems would
not exclude a large number of institutions. 1In our °*
sample almost 92 percent of currently employed
full-time faculty members aged 45 and above are
employed in schools with tenure systems. Two-year ‘
institutions are least likely to have tenure systems.

{‘0

(2) Mandatory Retirement. We examined mandatory ,
retirement ages at our responding institutions both

prior to'the passage of the 1978 ADEA and at the tjime
of our survey (1980).

.
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a) Mandatory Retirement Provisions Prior to ADEA
Amendments. Prior he 19786 ADEA Amendments 79
j\ percent of responding institutions had some age of

©  mandatdry retirement. Almost 70 percent of these .
institutions set this age at 653 and 19 percent had a
mandatory retirement age of 70 or over. Another 6 ’
percent had an age.of 66«69 and 5 percent did not
specify their mandatory retirement age. The
public-private division is clear with only 41 percent
of public universities setting an age of 65 compared
to 70 percent of private universities. At that time,
about half of all full-time faculty members were .
employed in institutions with a mandatory retirement
age of 65,

b) Changes Prompted by ADEA Amendﬂg:ts. Almost 307 .
- pergent of responding institutions have ma some
change in their mandatory retirement age singe January
*1, 1978. Thesq changes took placegpiace primarily
among public institutions. Thirty-e ght percent made
some change as ¢ontrasted to only 18 percent of
private institutions. Only 27 percent of all private
institutions with a mandatory retirement age below 70
made‘ changes as cpntrasted'ﬁq 55 percent of similar -
public institutions. ! \ 2

c) Mandatory Retirement Provsions in 1980. 4s a
result of these ghanges only 36 percert of public

inst itutions had a mandatory retirement age of 65 at

the time of the survey compared to 61 percent prior to ¢ -
197¢ The percentages for the private sector are 57 \ m,ﬁ\\\.

. nd 7 percent, respectively. Atgﬁhe time of the « i
survey one-third of all full-time ™faculty members were 4 ; )

employed in institutions with a mandatory retirement

age of 65. Half were covered by age 70 mandatory W
retirement age while 13 percent were not subject to oo
mandatory retirement, The percent subject to a A4
mandatory retirement’ age below age 70 had fallen from ;“B.
69 to 35 percent since the passage of the ADEA - ’
Amendments.. While the percentage of faculty not .
subject to a mandatory retirement age has doubled, I
only a smail fraction (13 percent) remain in S ST

b Ter

Jinstitutions without mandatory retirement provisions.},
2P A
Thus, although the expiration of the exemption maggﬁa s -
importante for partjcular types oﬁi}nqtitutions, 16 -
will affect only abolit a third ol ;all full-time ~».5¥
faculty members. However, raising“the age of S
mandatory retirement above 70 or its elimination .
altogether will force an alteration in policies ?f ’
covering most of higher education--87 percent of &
. facu;gggmembers and 76 percent of institutions.
I}
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.(3) Compulsory versus Mandatory Retirement.: Most
institytions allow extensions of employment .beyond the -
stated mandatory retirement age at the discretion of .
. the administration. While not granted to all faculty -
¢ members, such . extensions provide flexibility to
. faculty members and their institutions. Only 4
percent of all institutions report that retirement is
IS compulsory at age 65. Of the 34 percent of
- institutions with a mandatory retirement age of 65,
less than 10 percent also have compulsory retirement
.at that age.

) Age Distribution of Faculty. Most striking is
the broad similarity in the age distribution of

faculty age U5 and over across differeht types of
institutions. Within each type, however, there is
some variation in the percentage of faculty within
five years of normal retirement age. Thus, while no
particular type of institution is uniformly confronted
by a particularly old or young faculty, a few
*institutions within each group will be facea with the
possibility of adjusting to the changed retirement .
plans of a large proportion of their faculty IR
members--t¥ose now approaching normal retirement age. ’
Thus, fargefing policy on a particular type of
. .education institution defined by size, control or
- N type, will not alleviate the difficulties faced by
those institutions with an older age structure.

(5) Projected Student Enrollments. Over the next
few years, institutions in our sample predict neither -
sharp declines or sharp increases in student
enrollments. The fact that-private universities are
most pessifistic in their enrollment projections may .
be important in predicting their responses to proposed,
N - changes in mandatory retirement age legislation. . R

- C. Retirement Benefits and Their Impact, on Retirement

* (1) Neneral Characteristics. Almost 95 percent of .
. full-t§me faculty members are employed in institutions
with elther a TIAA-CREF or State plan. For this
’/' reason the focus is on these two types of plans.

(2) Annuity Value of Pension Benefits. We calculate
. benefits from each type of plan based on a standard .
earnings history for full-professors who started work
—————— - at age 32. There is a considerable variation across ~————
State plans in the benefit for which such a person ’
would be eligible; at age 6%, with a mean value of

Q. 240
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$18,824. an additional year of work would increase
this annual benéfit by an average of 11 percent.
However, an additional year of work would mean a
decline in the present value of expected future
benefits (discounted at 10%) by 2 percent. Despite
the different method of calculating TI benefits, the
means and céhanges in annuity values are remarkably

similar for a person with this standard earnings
history working in a TIAA subscribing‘institution.

T (3) Inflation and Retirement Benefits. The effect of

2 -integral-parts—o

« pre- and post-retirement inflation on the real value

of retirement benefits is discussed. Many State plans
allow some kind of post-retirement benefit adjustments
although the maximum adjustments of between two to
five percentages points-are far below current
inflation rates. The advantages of-continued work as
a hedge against inflation are discussed, with examples
given. Later retirement—shortens the period over
which retirement benefits are received, reduces the
risk of real declines, and increases the initial-
benefit amount. Compounded, post-retirement inflation
ad justments reduce the real loss in benefits of early

retirement. Without such adjustments, prospective
retirees can antic pate significan gains in rea
enefits if retirement is delayed.

d. Early Retirement Incentives -

Few institutions responding to our survey offer early
retirement incentives in lump-qum form or which are not

TP rément plan. A large
percentage indicate that they have an early retirement
program - that is part of the pension plan, although upon
closer examination most proved to be optional tax deferred
annuities. We conclude that few institutions offer
programs targeted specifically on early retirees. Tax
deferred annuities may be seen as early retirement
incentives because administrators are aware of the
importance of benefit amounts in determining retirement
timing. However, such annyities are not uniquely targeted
on early retirees,

Réduétiona in workload prior to normal retirement are
offered by a large perceantage of institutions, although

those with an age 70 manda e _mora
likely than those with a 65 mandatory retirement age to
allow faculty to work reduced hours. This suggests that
institdtions with a higher mandatory retirement age have
adapted in part by offering the reduced work load option.

. <
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e. The Effect of a Mandatory Retirement Age on/{he
Probabliity of Retiring

We examine for each institution the proba ity of a cohort
of faculty aged 60 rétiring prior to reaChing their 66th
birthday. The sample was reduced becduse some institutions

- ' were unable to report data on facully age or reported no -
faculty members in the relevant age grfups. Moreover, the
data ar® for only one year and sS¢.may not represent long
term trends. .

Retirement probabilities do not differ using the 1980

mandatory retirement age in the public sector, but they do

differ in the private group. However, if the pre-1978
. mandatory retirement age is consideryjgd, probabilities of
retirement are 10 percentage points her with a 65
mandatory retirement 3ge than with ai _older mandatory
retirement age in both public and private institutions.
There is no torrelation between probability cf retiring and
a current mandatory retirement age of 65. However, the
correla*ion between the probability of retiring and a
variable which attempts to capture the relationship between
a mandatory retirement age and employment extension
policies is significant. . «

Consistent with the findings of other studies, we found
that the change in present value or the change in annual
annuity amount (highly correlatea varjables whose “separate
effects cannot be distinguished) had a“significant effect
while the absolute values of these variables did not.

Two alterations in the .regression, however, casts some _
doubt on the tonclusion that the mandatory retirement age
is not important. When interaction terms that capture the
interaction between mandatory retirement age and extension
policies are included, the simple mandéﬂbry retirement age
variable as well as the'interaction,terms seem to have a
significant influence. This indicates,that a variable for
the formal mandatory retirement age alone does not capture

* the effect on retirement.of policies that 1limit the ability
of worKers to continue work.

I3 < . ® -

We substituted fo héﬁcurrent mandatory retirement age the

o institution's mandatdr§ retirement age:prior to 1978. This

? variable has a significant and-positive €ffect on’

retirement probabllitleaq(PerqpnsQTaclng an age 65

. mandatory ratirement limit were more likely to leave

b employment fﬁapégpose pat facinge®hi uconst%alhp). He

conclude that r frémegt plansvere de by faculty members
retiring in 19794ba§ed on the mandatory retirement age in
effect at the time these plénq were finalized. A change in
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. mandatory retirement just prior to their expected .
retirement date failed to change the plans of most faculty o
members. Thus, while the current often higher mandator
retirement age has ljttle effect, the presence of a‘*ﬂ;k“

mandatory retirement age was a significant factor in the ™~
. -retirsmeitt planning of rECSHT TOLIFEEs  SUERoStTaE BRLL ihe
current mandatory retirement age will affect the retirement
1ans of faculty members now making retirement reparations.

In.conclusion, our finaings .suggest that mandatory
ret {rement policies limiting the ability of faculty members

to continue yorking past some age and directly influences"
retirement plans.

4. Preliminary Faculty Survey Results

. ~
-

a, Attitudes Toward the Exemption and to Mandatory
Retirement Age N .

The attitudes of faculty members, referred to earlier, are

of key importance in making sny -decision about continuing Ve
the present exemption for tenured faculty members to the
aihimup mandatory retirement age of 70, " Accordingly, we
attempted to ascertain the extent to which faculty mem¥ers
favor continuation of the age 65 exemption.

Overall, 70
ggrcent of all faculty respondénts indicated that tﬁex
oppose" or "strongly oppose™ continuation of the
.y exemption. The responses did not- differ substantially by

, type (two-year, four-year, university) or control (private,
public) of instijution. . '

We also asked faculty about their attitudes toward removing
altogether the minimum mandatory retirement age. For the
entire sample, 60 percent of all respondents "favor™ or
strongly favor®" complete elimination of mandator%
retirement/ages for faculty members, Faculty members at \
S ‘miﬁo-yearﬂlnsglﬁuflons were most supportive ofs uncapping;

faculty mehbers at universities werg least®supportive of’
eliminating the mandatory retirement age, !

In contrast we find that about one fifth of all faculty
members "favor®™ or "strongly favor" continuation of the age”,
sixty-five exemption; but there is no evidence of . *
differences among faculty members at different types of
institutions, With respect to elimination of the mandatory
retirement age, we find that almost a4 quarter of all A
faculty members oppose this change, with faculty memberg
from universities registering the strongest opposition.

A
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b. Expected Age of Retirement

About 90 percent of all respondents provided an expected
Ten percent have no idea as to when
they will retire and 5 percent say they will never retire.

age of retirement.

Only two percent expect to retire before age 60, 2L percent
plan to leave by age 62, and another 5 percent expect to

retire before age 65.

Then there is a big increase, with

the 26 pergent expecting to retire at age 65, 5 percent in
the next two years, and another 3% percent from age 68-70.

Abouit three percent plan to retire after age T1.

several critical ages come at 62 when eligibility for W
Sscial Security first occurs, at 65 which is the normal age
of retirement, and at age 70 which is the present mandatory
retirement age for many faculty members.

c. Changes in the Expected Age of Rehlremeni

The

Almost 30 percénh of the respondents indicated that they
had changed their expected age of retirement over the past

several years, Of this total 66 percent delayed their

retirement age, 29 percent accelerated their expected
retiregent age, and 5 percent changed it only marginally.
Among those who now expect to retire at ages 66-67, for
example, most of them pushed back their expectediage from
65 This change may represent a response to the shift in
the age of mandatory retirement. Among those now
to retire at age 65, over half earlier plahned to
before age 65. Among those who now plan to retire at age
68-70, two-thirds had earlier planned to retire at age 65.

expecting
retire

Based on these reEﬁIEE_TE*;s difficult to attribute to
passage of the ADEA Amendments the changes in expected
retirement ages. It is possible that. many people change
their age of<retirément over any several year period;
there is no simple method for isolating the separate
lnrlugnce of the legal mandatory retirement age gw‘rge.

Likely Responses to Early Retirement Inducements

The first question asked about the llkgilhood that faculty

members would retire earlier if their

not peduced because they retire early. Typically,
some reduction in pension benefits for those. who retire
before the normal retirement age, thereby acting as a

disincentive to retire early. One quarter of all
respondents indig¢ated they would certainly retire earlier
if there were nqf penalty attached toqthis choice.
30 percent said jthey would "possibly” retire earlier were
Thus, almost 60 percent of the

there no penalt¥es.

.~

.

ension benefits yere

there is

Ahother
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respondents indicated that this kind of inducement could
cause them to fetire earlier. However, forty-two percent
indicated they would not retire earlier even with su¢h an
inducement, With increasing age we observe a sharp decline

in interest.— -

The second question was whether individuals might retire
earlier -if their pension benefits were adjusted upward for
changes in the cost of living even though the recipient - —-
would suffer from the reduction resulting from early
retirement. Just over 20 percent of the respondents said
they would retire earlier were %Such an option available to
them. Over 34 percent said they might possibly accept this
option and the remainder were not interested or not sure.
These results are quite similar to those for the previous
question and suggest again that early retirement
inducements could perhaps produce substantial responses on
the part of faculty members.

Response to Inflation

The extent of recent inflation and its devastating impact
on people with fixed incomes prompted us to inquire how
people thoyght they would react to different rates of
inflation.” At the time of our survey the inflation rate
hovered at the 12-15 percent rate, having risen
progressively over the past decade. So we wanted to know
whether higher rates of inflation would cause respondents
to accelerate or delay their expected age of retirement.
We first asked whether continuation of the current rate of
12-15 percent would cause them to delay retirement.

* One-third of the respondents indicated they "strongly
agree" that they would delay retirement if these rates
continued, Another one-third indicated they agreed with
the statement. Only 15 percent voiced disagreement, while
the remaining 21 percent indicated uncertainty, This
distribution of responses suggests that there is
substant fal uncertainty about inflation and what it will do

’ o the well-being of faculty members.

v

We also asked whether a réduction in the inflation rate to
the 7-10 percent range might cause people to retire
earlier. Only 17 .percent of the respondents agreed %
strongly agreed with this statement. Firty percent. %

disagreed and 32 percent were uncertain. 1In short,; e

+ reduction in the-inflation rate much below current Yeéls .
seems "unlikely to produce much change. 4 B ~
: g
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In summary, inflation has already affected the attitudes of
faculty membepPs about their expected age of retirement, A

.majority, it appears, are likely to delay retirement so as
to minimize the rate at which the real value of their

\

Section™.  INTRODUCTION . . T

concerning the impaict on higher education oﬂ\the expiration of
the exemption grantpd 'by Congress to tenured college faculty
members from the mahdatory retirement age provisions of the
1978 Amendments to the Age Discriminatiom—im Employment Act of
1967. These amendnpents changed the minimum age at which
workers could be mandatorily retired for reasons of age alone
from 65 to 70. This| temporary exemption for faculty membeys
continues until Julyl1l, 1982 when the minimum age of mandatory
retirement will be raised to 70, unless Congress extends Yr
makes permanent the ¢urrent exemption. '

The results presente
results of two survey
and the other of facu
Descriptive statistic
with some Mghly prel
The analytic and simu
to revisions, |

in this report highlight somgy of "the

y one of institutions af higher education
ty members at those same institutions. "
from these surveys are presented, along -
inary analytic and simulation results.
ation results are tentatﬁwe and subject

The call for this study by=®ungress reflected its difficulty in
reaching a judgment about the appropriate minimum age at which
educational institutions. could uniformly require tenured
faculty members to retiire. A compromise was reached that
provided a temporary four-year exemption for tenured faculty

— members during -which tihe-institutions would be able to ad just
their policies to the new legislation. Meanwhile, thg~effects
of a permanent mapdatory retirement age change to age 70 or
higher could be studied \with the conclusions reported in
sufficient time for Congress to decide what action if any it
should take. < g

The Major Questions

.

The Congressional debate {on the legislatfon, and especially the
singling out of faculty members for thi s
ralsed a number of questions that guided the gtructuring of

- What are the origins and impact of longstanding e
mandatory retirement age policies in higher educaﬁfﬂgz

v
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this study. Four major questions are given major atfention;. ____
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- What are-the attitudes of faculty members and
administrators to retirement and to alternative ‘
policies with respect to the age, of mandatory
retirement? .

~7. What are the likely direct (first-round) effects of
« different policies on mandatory retirement age?
- o
- What are the likely adaptations by the-higher

education sector to the direct effects of these policy
changes?

g
Approaching the Task :

Several approaches are,followed in attempting to answer these
questions. First, we draw upon existing knowledge and data
avallable in the general literature, special studies unaertake
by higher education organizations, reports produced by .
individual educati{onal institutions, and discussions with a
variety of ipdividuals in higher education. Second, we utilize
the resuits of two specially designed surveys to optain
information from matched national samples of colleges and
universities and of faculty members. Third, we attempt to
develop and test sewveral models of institutional and faculty
Behavior that highlight the role of key variables influencing
decisions about the retirement policies of institutions and the
retirement plans of individual faculty members.® Fourth, we
utilize thesg¢ and other results-to simulate the effects. over
the ne%t several decades of continuing the exemption versus
allowing it to expire in 198 .f Finally, we present the
results of case studies for a“iimited number of institutions,
drawing on additional quantitative and qualitative information
that illustrate the variety of experiences and adaptations
among institutions and faculty members.¥

] -

The Evolving Context of the Study

On-going research indicated that thé effects of a one-time
change such as an upward shift of five years 4n the minimum
retirement age, has an initial impact' which gradually subsides
with time. In other words, the duration of any significant
adjustment effects is fairly short. Moreover, adaptations and
a®justments by professors and institutions will further reduce
the strength and duration of these effects. Second, %t became
apparent that the proportion of all coblege faculty members .,
expected to be affected by the legislation was less than had
been thought. Not only was the mandatory retirement age
already set at age 70 in many institutions but the exemption

» -
* To be included in final report
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appears to have been interpreted as not applying tb college
faculty members working under a contracts system rather than
under a tenure system. And finally, many States moved .
rapidlyto change the tiinimum age of mandatory retirement to age
70 for all employees including tenured faculty members Since
employees in these States cannot take advantage of ther‘\)
exemption, the proportion of tenured faculty members who Will
be affected by the expiration of the “exemption in 1982 ha%\
steadily declined. °

At the same time of assessing the impact of changes in the
mandatory retirement age in the higher eaucation sector may be
more difficult than undertaking a similar analysis for other
sectors of the economy. Many forces afrect higher education,
and uncertainties about the direction ana strength of these
forces greates major difficulties ror ‘the decade of the 1980s.

* Dgpending on the outcomes of these uncertain forces, their

effects probably will swamp the impact of changes in the
mandatory re&{rement age. Therefore, it is useful to describe
“the context thin which the effects of this leglsla¥ion will
have to be observed during the 1980s. .

Y ‘

.
One of the most obvious uncertainties “doncerns future
enrollment levels. The numerous projections of enrollments for
the decade of the 1980s give a mixed picture, with some experts
projecting declines of as high as 50 percent and others
indicating the possibilities for continued incr@ases despite
the declining size of the typical callege-age group, age
18-2%. The impact of these differefnces on faculty hiring and
faculty size are quite obvious--there will be fewer openings

, Tor new faculty members, with the result that the faculties at
most institutions will become older and the prospects for
adjustments will be reduced. ’

A second uncertainty concerns the financial situation of .
institutions of higher education in the 1980s, resulting from
continuing tight budgets Por public institutions, resistance to
tuition increases, and greater difficulties in obtaining gift
income. This means that institutions will have less
flexibility in designing”programs to stimulate earlier
retirement of faculty members.

Still another and related uncertainty stems from sharp
increases in some of the costs faced by higher education, among
them energy costs, mandated increases in Social Security
contributions, ete. The cumulative effects of these changes ,
will contribute to the financial crisis, making it more
difficult to hire new faculty members, to retain older faculty
members, and to finance programs to stimulate earlier
retirement. |

Q




Finally, the combination of deteriorating faculty salaries
which fell by almost 20 percent in redl terms during the 1970s
and of continuing inflation, will cause some faculty members to
defer retirement while inducing others to seek more
remunerative employment in other sectors of the economy. The
net effect of these two opposing forces iIs difficult to predict
but in either case the effects on the future of hlgher
education will be serious.

These uncertainties create several difficulties in evaluation
researoh of the kind we are doing. Most important, they make
it difficult to pinpoint the impact of the change in the age of
mandatory retirement because different combinations of these
uncertainties will interact differently with the poljcy

change. As a oonsequence, the projected effects of a change in
the mandatory retirement age as reflected in simulations,
depend critically on vhe assumptions made about these
uncertainties. In addition, the magnitudes of these
uncertainties are likely in the aggregate to dominate the
effects of the mandatory.retirement change. . Pl

Section 2 PROBLEMS AND PROSPECTS FACING HIGHER EDUCATION

In this section we outline the ecanomic context within which
higher education must adapt to a change in mandatory retirement

3 age. A required change in the mandatory retirement age is just
one of several critical problems with which higher education
must deal during the next decades. The impact of a mandatory
retirement age change will depend in part on the adjustments
institutions and their faculty members made to these other
problems. Thus, it is important that these other issue are
understood, and considered when the likely effects of a change
in the mandatory retirement age are examined. '

A. Emerging Problems in the 1980s .
Despite the existence of mandatory and normal r tlrement
ages, a. system of retirement beneflts, and the iypstitution
of tenure, it is apparent that higher eduction w 11 be
sub ject to «’number of unique and serious strains during
the 1980s. These are likely to make its adjustment to the
lapsing of the current exemption more difficult than would’

a otherwise be the case. This section attempt; to outline
“ some of those stralns. .

(1) Probable Enrollment Changes 1n the 1980s and Beyond

The pattern of past and projected enrollment changes has
been the subject of muoh public discussion and concern.
Though many observers believe that enrollments.have already

8 .3
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begun to decline, this is clearly not the case. 1In fact, »
~enrollments durlng the 1970s increaxsed by about.25

. percent. Enrollments increased in every sector of higher
"education, with the largest percentage increases occuring
at the two-~year colleges.

The prospects for the 1980s and the¢1990$ are less certain,
and less optimistic. The numerous prcjections for the
. 1980s give a mixed picture. Some experts project
enrollment declines of .as high as 50 percent. The majority
of experts predict modest overall increases in egrollments
, of less than 10 percent for the decadé. The Department of
Education predlcts little <or no change over the~decade.
Other experts aré far more optimistic and they forecast
continued vigorous growth in enrol)ments in the 1990s, as

new clientele groups{are tapped. N
‘ 1

course, the fargMier into the future one attempts to project <
enrollments e larger will be the impact of particular
assumptloﬂ"embodled in the _forecasts. The range of
posslbilltles reflected by the projections is very large.

The projectt::;péyr thQ year 2000 are.sipilarly varied. Of

These disparltles hinge critically on the growth of what
are called non-traditional students -- those who fall
outside the 18-21 age range, of typical undergraduate
students. Whether noéntraditional enrollments will cofitinue
to grow gives rise to a substantial part of the differences
among the various pnojectlons. .

b

The potential Tor enrollment growth from the traditional
college age population, is limited, due to prospective
reductions’ in the size of the typical college-age
population. The sharp reductian in births that began in
the mid-1960s will bring delayed reductions in the size of
the 18-year-old population from which the typical freshman

\ comes. Whereas the number of 18 year-olds was 4.2 millfon
in 1980, that number will drop to about 3.U-milXion in 1990°
and to a low hovering at about 3.2 million*through the

- nid-19908. After that, the number will depend upon future
birth rates. Much depends upon what fraction of each
cohort graduates frem high school and then coptinues on to
and completes college. Whether and by how much the
expected smaller cohorts of the late 1980s and early 19903.
resulting from the smaller cohorts of young people
available for immediate employment then, w111 affect

? college attendance rates is not clear.

o

The llkelihood that larger proportions of nontraditional
students will enroll is also uncertdln. No .doubt recent
increases in enrcllments among these students refleet in
v - r .
Q
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part ‘the desire of many women to either complete their
education or acquire additional training that will permit
them to enter the labor force and acquire satisfactory
employment. - The increase in demand from older student
also reflects the need for continuing training and
retraining on the part of a labor force living in a“period
of technological and other changes that continually affect
* the nature and composition of the demand for labor. 4

Despite the uncertainties, it is prudent to work with the
official Department of Education projections that show
little" or no change in higher education ,enrollments for the
1980s. ,
Whatever héﬁéens to the overall pattern of enrollment
chanpe, certaipn types of institutions, namely the selective
but also the 1ess selective, 4-year liberal arts colleges,
will continue to be heavily dependent on thestraditional
college student population for their enrollments. Such
institutions may very well face enrollment declines,
especially if they are located away from large population
centers. In the absence of changes, it seems apparent that
.+ many oI\ them will suffer enrollmeht declines as the .
wi competitio for traditional students intensifies over the
next decaded 3his will.force drasgic reductions in the
rate at whif@h«few faculty are hired and may even require
ldyoffs.

The import of prospective enrollment declines should be

clear. _In an_era of growth, whether strong or slight 1tA>,

will be easier to accomodate the expiration of the
mandatory retirement age exemption beczuse institutions can
adjust their rate of hiring of new_young faculty members.
if no enrollment growth is likely, this will force more
substantial reductions in new hires until a new stable’
pattern of retirements emerges. Finally, ir enrollmentg
actually decline, the demand for new faculty will have to
drop drastically; indeed,~some layoffs of already-employed
faculty may be requiréd to accomodate these enrollment
declines. - s -

v 4
(2) Aging of Faculty Members ///

The aging of faculty members is inevitable, giveh the
exténsive hiring of new facultywmembers to staff the
enormous expansion of higher education in the 1960s, the
slower growth of the early 1970s, and the minimal growth
projected for the 1980s. ‘Theg impagt of this aging is less
e¢lear. Obviously, Xarger proportions of faculty members
are older. It is unclear however whether larger .
proportiqns of them will decide to retire early or to
°°“t1““eQ*QQtij;ﬁp““til they are "forced" to retire.

-
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' Changes in the j;e distribution of faculty members can be
shown with the help of data from various surveys. The
median age of faculty members fell from 43 in 1962-63 to
about 40 in 1968-69, rising to 43 by 1972-73, and then
holding at about. that level in 1975 and 1977. Another view
of the distribution is provlded by the percentage of
faculty members over age 55. The percentage over age 55

~fell from 16 in 1962-63 to 14 percent in 1968-69, rising
again to 16 percent by 1972~73. Comparable data for more
recent years are not available but those data that are
available suggest little change over the 1975-1977 period.

How does all of this bear on the mandatory retirement
exemp&lon? 1f the exemption lapses and the mandatory
retirement age rises from 65 to 70, over time 'nereasingly
larger proportions of faculty members will have the
opportunity to continue teaching. The larger the
proportion of older faculty members, the-more difficult
will be the adjustment.

v

Tight Financial. Situation

Throughout most of the 1970s the resources available to
support higher education have been relatively more limited
“than they were in the 1960s. Moreover, the prospects for
the 1980s look no better as the pressures to restrain the
growth of government expenditures expand and take effect.
Because the public higher.education budget is such a
substantial portjon of most State budgets, it offers a
convenient target for restricting or cutting. Recent sharp
increases i{n the cost of fuel and supplies place further
financial limitations on most institutions. The growth of
regulations and the need to implement mandated changes
furfher strain tight budgets. And finally, the
difficulties of raising otWer funds to*support higher
education, including thetraising of tuition, hardly need
elaboration. .
The tightened financial situation for higher education .
obviously will reduce its ability to adapt to changes of
any kind, and in partjcular to changes in the age of
mandatory retirement. Given that professors nearing
retirement aré generally paid about twice the salaries of
. newly entering faculty members, the decision by any
substantial number of faculty members to continue teaching
“unt{]l age 70, or beyond if that is permitted, will .raise
the costs of total compensation. Thus, there is*a direct
link between the overall financial situation and the
ability of the institutions to cope with potential adverse
effects resulting from the chjange in the age of mandatory
retirement. N

¢ H
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4. The Impact of Inflation

4 The future of higher education is also clouded by
uncertainties about the prospective rate of inflation.
While the unprecedented price level increases of the late
1970s and early 1980s may be coming under more effective
» control, it seems unlikely that the inflation rate will
drop substantially in the near future.._The inflation rate’
is almost certain to affect faculty decisfons about
retirement.
- There are two reasons for this. First, the real salaries
of faculty members after adjustment fOF the éffects of
inflation have declined by between 15 and 20 percent over
. the past decade. This contrasts with the experience of
§ most occupational groups which either maintained their real
income or registered slight gains. The declining real
income. ‘position of faculty members means that they have
been able to save less, will Have fewer resources available
to supplement their relfirement benefits and as.a result
© will want to continue working as long as they can so as to
f begin their retirement in a more advantaged situation. -~

The prospects for any substantial betterment in the real
income position of faculty members in the 1980s also is
quite unlikely. One reason is that higher education as 3
whole will face stringent "budgets and therefore will be
unable to offer substantial salary increases to faculty
members. To the extent that the real income position of
.faculty members further deteriorates, their incentives to
continue teaching will lncrease._

Closely related is the decline in the real value of "
retirement benefits expected by many faculty bers. For
faculty members who belong to TIAA-CREF (most them are
in privafe institutions), the return on investments in the
late 1960s ans 1970s was less than had beensanticipated.
This has led to some erosion in retirement benefits
_relative tq those for people in other nonacademic sectors..
For most faculty members in the public sector retirement
benefits have also been adversely affected because of
falling real salaries to which retirement benefits are
tied. Even in the most favorable case, the incentives not
to retire are strong. Faculty members retiring in 1980
will, because of real salary declines, receive pension
henefits almost .20 percent less than other occupational
groups, most of whose salary increases Kept up with the
cost of living. For a faculty member who fetired with full
benefits in 1975, however, the real value of these benefits
would have declined by almost 40 percent by 1980, only five

.
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years later. This is based on an average 8.7 percent
annual inflation rate. Haa the inflation rate been higher,
the-real decline would have been even greater. Declines of
this kind are likely to cause faculty members to want to
continue teaching in hopes of building up their retirement
benefits to acceptable levels. The perceptions of
continued futire ihflation are also expected to affect
Inasmuch as retirement benefits are
usually fixed in value at the time of retirement, future
inflation reduces the ;real value of these benefits. There
is no effective way to deal with this problem except to
continue teaching as long as possible, in hopes of
minimizing reductions in real living standards after
retirement.

It appears, then, that the impact of inflation on salaries
and retirement benefits has been substantial, is likely to
continue at about the same pace, apnd will in all
probability lead to a deferral of the age of retirement for
faculty members. Any raising of the minimum mandatory age,
therefore, is likely to permit and encourage a potentially
substantial number-~of faculty members to continue teaching.

v e—

Health and Expected Retired Life of Faculty Members
=3 »

Faculty members are a lbng-lived group. The reasons for
the greater longevity off faculty members, relative to the
general population may not be well understood, but the
lesser physical,ggbands of the job,°’low accident rates,
better knowledge about health maintenance, and mork ample
financial resources to provide health care all contribute
to extend the lives of .faculty members well beyond that of
the aversge person. This means that faculty members as a
group have the potential to continue working longer than
most other occupational groups. Goed health alone would |
seem to cause the proportion of faculty members opting to
continue teaching into their advancing years to greatly
exceed that for the majority of occupational gpoups.

Two kinds of evidence are indicative: of the health of
college faculty membgrs.

s

First, self-~reported assesspents of the health of faculty
members indicate that theysggz_relabively healthy group.
One study indicates that 89 p€rcent of faculty members age:
61 and over describe their health as "excellent" or
"good.". Jpmong those aged 55+60, 90 percent describe their
health in similar fashion. If we equate those in the
general population who reported their health status as
"worse" with faculty members who reported their health
status as "fair" or "poor," then clearly faculty members

3
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are much healthier than the general population. Second, the
death rate of older faculty members as well as the ~

expectation of life, of older faculty members are
considerably lower and highqr, respectively, than for the
general population. From age 60 ohwards the death rates
are only about one-half as high as for the general
population. The expectation of life is frqom 25 to 40
percent longer over these same age groups. Thus a faculty
member retiring at 60 can expect to live for 21 years,

, compared to the 16 years for males in the general
population. At age 70 factuly members can expect to live
over 1l years as compared to less than 11 for the rest of
the population. e

This. evidence implies that faculty members are much more
able to continue theirsteaching and other professional work
than is true of other workers, A

'C. Trend Toward Earlier Retirement by Faculty Members

Despite forces that would seem to cause faoulty members to
delay retirement, there seems to be widepsread agreement
that faculty members have been retiring earlier each year.
This trend towara earlter retirement is a general

phenomenon that has characterized the male work force over
the past several decades. It is generally believed that

. the improvement of pension programs, the expansion of :
Social Security and its options for early (pre-age 65)
bepefits, along with a desire to engage in other kinds of
nonwork activities after retirement, have all contributed

* ta this change. Much the same appears to be true for
.faculty members. ’

The evidence on the extent to which faculty members are
retiring earlier is not airtight. The most comprehensive
evidence comes from TIAA-CREF which compiles data each year
on the starting ages for its immediate annuity contracts
from its members. These data indicate that in 1967 less
than 16 percent of its contracts oegan below "age 65., By
1976 that percentage had increased to just over 32
percent. The most recent data for 1979 show a further rise
to 39 .percept, reflecting an accelerating trend upward.
Unfortunately, the TIAA-CREF data include not only faculty
members but also other staff and still other individuals
who earllier worked in higher education and are now drawvwing
. benefits, Though some of these annuitants might be staff
.members of colleges and universities, officials in private
nonprofit foundations, and so on, the vast majority will be
faculty members. This means that the data are at least
r?ughly indicative of' the trend toward early retirement.

-
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This trend toward earlier retirepent of college and
university faculty members had been'expected to continue
into the foreseeable future at least as of several years

- ago. Now, however, there is much less certainty about
these projected trends. Some of the reasons for these ,
uncertainties are taken up in subsequgnt sectlons of this
report. b

D. Hypotheses Abdut the Impact of Lifting'the Mandatory
Retirement Exemption .

~ €

What are our expectations about the 'impact of permitting
faculty members to retire at later ages than is now
possible?. To what ‘extent will raising the minimum
mandatory, retirement age from 65 t 0 cause individuals at
to continue-to teach? What proporfion of them are likely
to continue beyond the age at which they might otherwise
-have expected to Tretire? wWhat are the consequences of a
resulting widespread delay in the'age of retirement?

We list here a ‘number of different hypotheses about the’
effects of raising the mandatory retirement age from 65 to
70. This list is not necessarily exhaustive. Rather it is
repsonsive to the concerns expressed in the debate abou
thislegislation—inCongressr—— — —————
- -
We divide this list into three parts. The first concerns
the impact on the continuance of vfaculty beyond the former
age of retirement. The second explores the duration of
this impact, that is, the number of years qver which this
impact will be felt. The third section looks at the
distribution of this impact acrosg different kinds of
colleges and universities and across differgnt kinds of
faculty members.

1. Impact on Continuance of Faculty to Later Retirement Age

Compensation costs of colleges would rise. This will occur
because typlically faculty members approaching retirement

' age (age §5) receive salaries that are rouéhly double those
of newly red faculty members. The amount of tncrease in
compensati costs will depend on the proportion of the
faculty who opt to continue beyond the age at which they
would otherwise retire and on the average length of their
‘extension. This increase would put pressures on
institutions to seek out other methods of adjustment,
including reducing the size of the faculty through
attrition, changing the student-faculty ratio, altering the
program mix, and raising more revehue.

-
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Colleges and universities will be more limited in their .
ability to hire young, newly-trained PhDs. To the extent C?

that substantial numbers of faculty members-remain rather
than retire, the opportunities for bringing—in new fa ty <
mgmbers are diminishe¢, The long range consequences of
. this are important if for no other reason than, that the
produce future imbalances in the age structure of fac ies.

»

cna,

Greater difficulties would be encountered in meeting the
goals of affirmative action. The more limited number of
new positions will make it more difficult to hire hN
addftional°women and members of minority groups. To the
extent that large proportions of the ilable slots are
allocated for the hiring of women anda§2mbers of minority
groups, this will prove detrimental to men and to -majority
groups, who traditionally have suplied the bulk of future
PhD recipients. In either case, some highly qualified new
PhDs who are not in these favored groups will bé passed
over in the hiring process.. . -

closer scrutiny. As older faculty members opt to continue
beaching, the average duration of time during which

{ndividuals hold tenure could increase by up to five -
years. When combined with the reduction in the number of

Tenure granting policies and tenure itself will come under -Z;

1n "tenure density," the proportion of the faculty .
protected by tenure. This means that insititutions Wil
have less flexibility in adjusting faculty size dowrward if
substantial enrollment declines occur. This will require
institutions to rethink their tenure policy, forcing them
rto be more selectivé in deciding who is to be granted
tenure so as £o hold down their tenure density.

Pressures will mount to find ways of dealing with faculty
members whose performance is impaired by age. To make
assessments in an even-handed way, it may be necessary to
gstablish an evaluatien system that requires eveluating’ the
performance of all faculty members. This will entail costs
in time and effort on the part of institutions and their
faculty members, since faculty members will have to be
involved in these evaluation procedures.

Efforts will 1ntensity to devise programs tp stigulate the N
earlier retirement of faculty members and to target these
policies on those faculty,members whose performance levels
show the greatest deolig{ﬁtith advancing age. The need for

* such programs has alrea been felt at many colleges and
universities, including those with relatively early*

mandatory retirement ages of 65. This development is |

-
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prompted by a concern with rising tenure densh;!es and the
need for more new younger faculty members in‘an age when
knowledge is rapidly expanding and changing. Since such
programs are not costless, institutions will have to divert
some of their limited resources to enhancing their
effectiveness through early retirement progranms.

Duration of Impact .

The duration of the impact of a change in the age of
mandatory retirement will be fairly short-lived. 1If, for
example, there i{s a change in the age of mandatory
retirement from 65 to 70, and if substantial numbers of
faculty decide to continue teaching unti) age 70, then
total budgetary ®osts will rise. This oecurs because older
faculty members typically receive salaries that are about
twice those of new young PhDs who otherwise would be

hired. As each new cohort of faculty members reaches age
65 and opts to continue, costs will continue increasing
steadily. This will continue for five years when the first
cohort that could extend reaches age 70 and must retire.
After that there will be no further increases in
compensation,costs because of this one-time change. At the
same time additional numbers of younger people can now be
hired to replace the older faculty members who are
retiring. Thus, the transitional peried will have ended
and no further changes will result from the change in the
mandatory retirement age by itself. It is important to
indicate clearly that these are one-time effects and will
not—lead to an ever escalating rise in compensation costs.
Of course, anything that changes the age structure of the
faculty will have subsequent long-run effects. . f

Distribution of Impact

Distribution of the impact of a change in the age of
mandatory retirement will vary among different kinds of
colleges and universities and also among different kinds of
faculty members, For exampie, colleges which have
relatively young f-~culty will experience almost no effect,
whereas long-estab;lshed colleges that experienced rapid
growth, say immediately after World War II, will probably
be more Severaly affected. It is also worth npting that
many colfeges and universities have long had mandatory
retirement ages of 70 and hence are not subject to the
effects of the change. Moreover, a number of institutions
have changed their age of mandatory retirement since, or in
anticipation of, the 1978 amendments. Whatever the age
structure, smadler colleges will be .more hard pressed to
adjust than will larger institutions. The problem arises
because small colleges have small departments of perhaps
two to four faculty members. To the extent that pne person

\
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continues teaching.f&k another five years, that
department's opportunitiés to acquire new faculty will be
nmuch more greatly limited than were one more individual to
continue teaching in & larger deparbment.

There will also be differential effecks for different kinds
of faculty. Women and minority faculty members will be
almost immune to this change simply because there arg so

few of them and even fewer of them are in the affected age
group of 65 to 70. Those faculty whose performance Ts high
and who want to, continue, will obviously new be able to do

so. Those faculty members whose performance is weak and

who may really want to retire will no longer be forced out
but must now make a conscious decision to retire at some .
age before 70, ~ - \ \

To sum up, the distributi of the tmpact of the change in \
the age of handatory retirement from 65 to 70 1 vary
considerably across institytions and among differe inds

of faculty members. This kes it difficult to generalize
about-the effects of the chhnge. It also suggests that

some institutions and facul}ty members may be considerably
hurt by this change while otihers may be virtually

unafifected, at least in the Bhort run. All of this makes

the analysis more difficult because whatever general trends
and patterns are found, ther
that will have to be dealt wi

h in special ways.

Section 3 Background to Survey Research

A. Evolution of Mandatory Retirement and Pension Practices

The evolution of mandatory ret retment in higher education
is closely connected to the history of pension plans. ~This
discussion focuses on the two types of pension.plansg,
namely State public plans and T]AA-CREF, that cover over 90
percent of all faculty in our sybvey.

A major step in pension coverage|of college teachers was
made with the creation in 1905 of.the Carnegle Foundation
for the Advancement of Teaching (CFAT), endowed with an
intital grant of 10 millidbn dollays from Andrew Carnegie.
‘. This provided the basis for an entirely new system of
professorial pensions. 1Initial cdverage of CFAT pensions
was limited to selected private institutions. Petitions
for membership from state universitjes and land grant
colleges were turned aside, markin 3perhaps the beginning
of the separate coverage of state arnd private institutions
by different types of plans, The floundation did reverse
itself in 1908 and made provisions fér state universities
to~be considered for membership on :case by tase basis.

1

are bound to be exceptions

-

ERIC

Aruitoxt provided by Eic:




" 256

In the first year, 1909, {ive state tax supported
institutions were admitted to membership while three more
werf alldwed 1n the'following year. But aftar the
, addfission of the University of Virginia‘4n 1911, CFAT =~ * N

_ cldsed its doors to state institutions, o =

During the decades of the 1920s and the 19303, state -
.legislators began to-seriously to face up to providing old
-age security for school teacherd and college professors. ,

< + Between 1923 and 1933, twenty.state legislatures enacted

pension laws of one kind qQr another. While some of these

were later invalidated through gubBernatorial veto or state

action, by 1932 approximately 100,000 eduycators were

recelving old age security.

In 1918 the Carnegie Fouhdation for the Advancement of
Teaching launched the Teachers Insurance and Annuity »
Associatien, a retirement funa based ‘on strict insurance
principles offering.a contractual Joint contributory plan - 24
to member, institutions. Private institutions joined TIAA -
in overwhelming numbers. 1In States where the legislature '
was slow°to act in esvablishing a pension plan . just for

, public shcool teahers a number of public colleges and
universities elected to join the Teachers Insurance and
Annuity Association, ‘ o . - - |

[ This woyement —toward state old age pension systems and the -~ —
attractiveness of participation in the TIAA-CR was. given

.added force by the decision of d%ngress not to finclude .
under the original Social Security, Act of-1935 State or .
local employees or the employees of "religious,

educational, or scientific institutions." This restriction®
on coverage W% maintained for some years; private colleges -
were not permitted to Join Social Security until 1951 and
,public collegs and universities not until 1954.

By 1950 the early phase of faculty retirement planswas

drawing.to a close. In a 1948 survey by TIAA it was * -

repqrted that 85 percent of college and university teachers.
~ were‘°covered by a retirement plan of some sort. Only*15-

v percent were in institutions with no plan or from which no
information was forthcoming regarding r¥tirement. O0f all
teachers, 46 percent were in institution scovered by TIAA,

+22 perg¢ent were covered by publicly administered plans and

16 percent werg covered by a variety of agency life
insurance plans, self-funded plans, religious plans, and so

* forth, .
In thé absenoe of a pensl&n plan, forceh retirement ‘was R
unthinkabld since few professors had savings or private — —

* ° annuities adequate for their retirement needs.. Forced:

&
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retirement would have meant penury and destitution for
many. Consequently in the absence of a pension system,
State lawmakers {n public higher educational institutions
as well as their private counterparts frequently allowed
faculty members té serve indefinitely. .

The establishment of pensién funds covering both publlcwgnd
private college professors was accompanied by regulations
at many institutions requiring the retirement of faculty &t
particular ages. A 1936 survey focusing mainly on state
funded institutions shows that by that date a mandatory
retirement age was a customary part of these plans although
there was gome variation across plans in the mandatdry
retirement age and in extension policies.

The acceptability of a mapdatory retirement age in both
putfilic andoprivate institutions is indicated by a 1950
*  Joint statement made by.the American Association of 1
University Professors (AAUP) and the Association of
American Colleges (AAC) entitled "Academic Retirement and
Related Subjecfs". The Committee came down emphatically on
the side of setting a mandatory retirement age. .
Recommending that
the retirement age be fixed, that exceptions *
rarely if ever made to pralong service beyond this
. fixed age, and that exceptions requiring earlier
retirement should be on recommendation of a cdmmittee
¢ of facully and administration...if there is a fixed -
sretirement age it should be between 65 and 70
inclusive. The committee believes that...65 is too
° early for a compulsory retirement age but it should

Ny

-
ve o

. adefinistration had entered into th committee's thinking;

N hoquer, they insisted that the eséential ratienale was not
‘administrative convenierdce but Justice and fairness to the
retiring professor.

v not:be later th::;}O." .
\ . A}
Elaborating&on the p y the authgyh admitted that ease of

-

It is of ocomsiderable interest that the Joint committee
gdve its assent to a range ,of ages, 65 to 70, within which
the "fixed ageh wag to be set. In so doing it reflected an
uncerta n}y that had prevailed for some years regrading the
"best" age. Presjident Alexander G. Reuthven remarked that
ng is now recognized" that the period-of service "should
end somewhere 'between age sixty-five and seventy." g N
noted above, there had been a tendency for the early State
pension systems gnd the early lnstltutgons Joining TIAA to
adopt' 70 as the maximum age limit. However, as the pension
move@ent expanded in the "1940s and 1950s to include

Q
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non-research-oriented institutiona that were predominantly
committed to teaching, and where heavy teaching loads were
the norm, the pendulum swung somewhat toward the lower, age
65, standard. In response to varying pressures, the trend
over the years flowed back and forth within this five year

. range. Some institutions selected age 70 as their
mandator, age and found it workable, others set no
© mandatory age whatever, and still others (actually the

|
| majority; set a mandatory age between 65 and 68. This lack
| of complete consensus probably seemed of little moment at
4 the time, but it appears to have cond@-ioned higher
| education's response in 1977 when the ADEA amendments were
under discussion. At the time the question ardse, higher:
education had.to confront the difficulty that no '
substantal agreement existed, or had ever existed, within
higher education af to the "most appropriate” mandatory
retirement age.. . . .
]

.,

-

Despite the strong statement by the American Association of
University Professors-American Association of Colleges
(AAUP-AAC) advocating a2 fixed retirement age, large numbers
of institutions continued to disregard this
recommendation. In 1969 TIAA published the results of a
survey of college and university retirement systems similar
to the one discussed above conducted two decades earlier.
It revedl that whereas 786 of the surveyed institutions
stated an age of retirement with extensions service
permitted, only 98 set a fixed .retirement age with no
exceptions. Fully 62 percent of all institutionss-by far
the largest category--fixed 65 as the normal retirement age
with extensions of service allowed to some specified

» wmaximum usually 70. )

A few years after the 1950 joint statement, the official
osition on the desirability of a fixed retirement age
wihout exception was revised. In 1966 the chairman of the
Committee on Academic Freeaom pointed out in a report
e committee, that forced retirement at an inflexible
e might not always be congruent with professors’
best intérests. A year later (1969) a shift in doctrine
was made official as_a joint committee of AAUP and AAC,
similar in its composition to the 1950 committees,
discussed earlier, issued a report in which the fixed age-
and flexible age systems were both referred to as being *
acceptable and neither was termed as intrinsically
superiors The committee insisted, however, that decisions
“regarding the year to year extepsions under,a flexible -
arrangement "should be made upéh recommendation of faculty
»and administration®” and not by the administration acting
| alone. Also it was reaffirmed that in no case should
| ‘retirement occur after the attainment of age 70.
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Thus{ the reevaluation by the higher education community
resulted in the greater acceptarnce of a discretionary
retirement gge between 65 and 70, but it included the+w
reafflrmab&%g tha mandatory retirement age no later than
age 70 is desirable,

The de“elapment of pensions, and associated mandatory
retirement policies in higher education reflects the
public-private division of this sector. Public .
institutions covered by State pension plans have
historically had a later mandatory retirement age than have

« Private institutions. This division limited the ability of
higher education to agree on a united policy in reacting to
the 1978 ADEA amendments. 7This division has also meant
that af important group of institutions has adhered more
closely to State publi¢ policies than to ALUP guidelines. :

. B N

B, The Meaning and Evolution of Academic Tenure

Nothing in this act whall be construed to prohibit
compulsory retirement of any employee who hhs attained
6§jyears of ;ge but not 70 years of age, and who is

, serving under a contracgjof unlimited tenure (or
similar arrangement providing for unlimited tenure) at.

K an institution of higher education as defined by
section 1201(a) of the Higher'Education Act of 1965,

--Section 12(d) of the PL 95-256, .
the ADEA Amendments*of 19]8

The absence of expressed Congressional understanding of
tenure was- largely made up for later in the process of
issuance of administrative regulations pursuant to the
statute. 1In preparing the regulations, issued November
1979, the responsible enforcement agency, the Equal -
Employment Opportunity Commission (EEOC), consulted with
the American Association of University Professors (AAUP), a
group with expertise in this field. The definition of
tenure, consists largely of direct quotations from relevant
sections of the AAUP/AAC 1940 “"Statement of Principles on

. Academic Freedom and Tenure." 1In so doing, the regulations
dispense with the adjective "unlimfted" as a qualifying
term, and _instead talk of "tenure plan,™" "tenure
afangements;™ or simply "tenure." The regulations
evidehce.an understanding of th great diversity of tenure
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\. plans In effect at various institutions. Rather than allow
an institutidp to claim automatic exemption under the Act

simply becaue of a nominal adherence to a "tenure" system,
the regulations stipulate that "the burden is on the one
seeking to invoke the exemption to show that every element
has been clearly and unmistakably met" (Federal Register,
44:226 (November 21, 1979), para. 1625.11, sec.b). At a
later point the same "issue is dealt with in more detail:

...a tenure arrangement will not be deemed inadequate

solely because it fails to meet these (AAUP-approvea)
standards in every respect. For example, a tenure

plan will not be deemed inadequate solely because {t

includes a probationary period somewhat longer than

seven years. 0f course, the greater the deviatidn

from the standards of the 1940 Statement of.

Principles, the less 1ikely It is that the employee in
question will be ceemed subject to "unlimited tenure" |
within the meaningz of the exemption. Whether or not a
tenure arrangement 1s adequate to satésfy the ‘
requirement of the exemption must be on the |
basis of the facts of each case (ibid., sec (e)(d),

emphasis added).

In sum, the regulations achlieve sophistication,with respect
to the complexity of tenure.

The proportion of faculty members with tenure is of
interest, for it sets a 1limit on the extent to which the
exemption applies. Highly comprehensive data covering all
categories of institutions' (university, four-year
institutional units, two-year units, "tenure" as %ell as
"nontenure") are available from the National Center for
Educational Statistics (NCES), a Federal agency. 1In its,
most recent study, NCES reports that out of a total of
roughly 396,000 full-time faculty members in 1978-79,
222,000 or 56.0 percent were tenured, the proportion of
tenured having climbed from the 1974-75 figure of 53.6 .
‘percent (NCES prepublication data from HEGIS, "Salaries,
Tenure and Fringe Benefits of Full-Time Institutional
Faculty, 1978-79," National Center for Educational e
Statistics.)

C. Changes in State Legislation Since the Paséage of the AADEA

The effect of the expiration of~the tenuned faculty

provided by the 1978 Amendments to the Age Discrimination

in Employment Act (ADEA) and of subsgquent legislative

action that may be taken by the U. s, Congress concerning

the mandatory retirement of tenured faculty members will be
., determined in part by whether broader laws, preempting
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federal law, have been passed by the various states.l
This section examines stateystatutes, as of January 1,
1980, pertaining to the mandatory retirement of tenured
faculty members in institutions of higher education. 1In
¢ most states faculty members are not specified in labor
Codes restricting the abllity of employers to retire

. employees on the basis of age alone. In a few, however, . ~
including California where mandatory retirement at any age
is outlawed for all other employees, the retirement of .

tenured faculty members is permitted at certain ages. Our
focus is on how changes in Federal law have and will change
the legal constraints institutions face in setting
mandatorg retirement policies pertaining to tenured faculty
“members,

The passage of the 1978 Amendments to the ADEA placed
additional constraints on the ability of higher education
institutions’ to set mandatory retirement policies for their
tenured faculty in States that up to the effective date of
the act (1) had no _legislation barring age discrimination
in the discharge if employé®s, (2) required mandatory .°
retirement prior to age 65 for tenured faculty members, (3)
had legislation on mandatory retirement that covered only

- private or public employees, or (4) had a bona fide
occupational exemption (BFOE) retlremen% plan permitting
retiring employees on the basis of age. Institutions in
states in which the pre-1978 upper. age limit was less than
70 would also find their legal ability to set a mandatony
retiremeht age for other employees altered by the ADEA,
However, the discussion here deals only with the legal
constraints on mandatory retirement policies of tenured
faculty members. ¢

>

We can for the most Eart ignore the second and fourth
prints above. Prior’to 1978 virtually all Institutions of
higher education had a mandatory retirement age set at 65
or older. And although the 1967 ADEA permitted mandatory
retirement at an age earlier than 65 in order "to observe
the terms of a bona fide seniority system or pension or
insurdnce plan,"5 we know that few institutions of higher
eduoation took advantage of this exception. This means
that we are largely concerned with whether the ADEA

. Amendments preempted then relevant’ State c¢odes, the
subsequent adjustments in-state statutes, and the effect of

., possible future changes in Federal law against age
discrimination on the legal ability of institutions of
higher education to freely set a mandatory retirement ag
for their tenured faculty membets. N 3 .

< .
14 \.
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Effect of 1978 ADEA Amendments

Prior to 1978, all States specifying an upper age limit for
the age group over which personnel decisions on the basis
of age were restricted, had set this maximum at an age no
greater than 65. 1In states where no upper age' was given to
the protected age group, all but two (Alaska'and Montana)
permitted manddtory retirement of tenured faculty in higher
education under a general BFRP (bona fide retirement plan) .
exemption’ or under a specific exemption to higher
edutation. Thus whether or not an institution was in a
state with legislation restricting age-based retirement
decisions prior to 1978, in all but two states it was legal
under both federal (the 1967 ADEA) and state statutes to
have an age-based mandatory retirement policy at age 65 or
‘older. N

. <

To sum up, whe ADEA Amendmen™s markedly changed the minimum
conditions under which employers in virtually all states
could 'set a mandatory retirement age for employees.

Academic institutions of higher education were given a .
temporary reprieve in that mandatory retirement of faculty
<between ages 65 and 70 would continue to be permitted under
the ‘ADEA Amendments until July 1, 1982. After this date
tenured faculty could not besmandatorily retired for reason
of age alone prior to age 70. By raising the maximum age
for the protected age group to 70 and by 'el{minating the
bona fide retirement plan exemption of the 1967 ADEA, the
ADEA Amendments assured that most state laws in effect in
1978 would be preempted by the Federal amendments. +During
the next two years (1978 and 1979) 18 states adopted or
amended statutes, in most cases bringing them intow
conformity with the ADEA Amendments. These changes at
the state level determined the ability of .institutions
within the state to take advantage of the ADEA Amendments'
tenured faculty exemption, to maintain age 70 mandatory
retirement now and upon the expiration of the exemption,
and to determine the impact of possible future changes in .
Federal law (e.g., the uncapping of the age 1limit) on the
legality of mandatory retirement policies for tenured
faculty within individual,states. )

Post-1978 Amendments at the State Level

Of the 13 states that prior to 1978 had no upper age 'limit
on age discrimination, but allowed the mandgtory retirement
age as part of a bona fide retirement plan1 six adopted

no amendments’ in state statues during the next two years
(Florida, Hawaii, Maryland, Michigan, Nevada, New Mexico).
In these states mandatory retirement gf tenured faculty

. .
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members could continue beyond 65 under the temporary

federal exemption and the State bona fide retirement plan
ememption (BFRPE). After July 1, 1982, a mandatory

retirement age of 70 for tenured faculty would be allowed '
under the state BFRPE, and the Federal capped age group.
Among the seven states that altered State legislation, only
Maine specifically banned mandatory retirement at any age
for all employees. A

’

The remaining states in this graup (i.e., those with
pre-1978 BFRPE exemptions but no upper age limit and who .
changed their statutes) adopted changes that would both
permit institutions of higher education to take advantage

. of the temporary faculty exemption of the ADEA Amendments
and cause future changes in the Federally protecta age
group to d}recbly affect the abikity of institutions within
these states to establish minimum mandatory retirement ages
for tenured faculty memhers.

‘Thus, in this first group o 13 states the ability of
higher education institutions to establish mandatory
rgtirement policies would be controlled by the ADEA
Amendments® and by ‘future amendments at the Federal level in
those 6 states that did not specifically alter their prior
BFRPE. .
In the second group of states, those 9 states with an age .
limit less than 65 prior to 1978, 17 the same pattern
occurs--very few adopted changes that both preempted the
1978 ADEA Amendments and assured that future admendments in
the ADEA- would not affeét the legal environment facing
higher education. This distinction falls only on Utah
which raised its protected group from 40-65 to all persens ~
M0 gr.older. Four sbages (Kentucky, Colorado, West

* Virginia and Georgia)l adopted no changes, thus having
their state laws preempted by the brbader ADEA Amendments.
New Hampshire specifically prohibited mandatory retirement,
but al}owed an exemption for non-profit, private
educational associations. The amendment to Rhode Island's
Fair Employment Act to include age discrimination specified »
a 40-70 protected age group but included a BFRP exemption.
In Ohio and South Dakota, the latter protecting public
employees only, the protected age group was raised to 70
for all employees, preempting the ADEA faculty exemption,
but allowing room for Federal influence if the protected
age group, were broadened at the Federal level. Thus, in
this groyp only Utah adopted legislation that excludes the
exercise of the ADEA faculty exemption by edueational
institutions, while insulating these institutions from the .
effect of the expiration of the exemption and of future
changes in the.upper age limit of the ADEA protected age
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group. Ohio and South Dakota moved to raise the state v
minimum allowed age of mandatory retirement to 70, negating
the effect of the ADEA tenured faculty exemption, but
allowing mandatory retirement policies of 70, legal under
State law, to be altered by future changes at the Federal
level. The other six states adopted changes that permit o
imsitutions within these states to take advantage of the

faculty exemption., This may cause the expiration of the

exemption to affect retirement policies of tenured faculty

members and will mean that future changes in the Federally -
protgcted age group will alter the minimum standards that
institutions of higher education in these states would have

to meet. -

U .- ’

Finally, i{n the third group of states, those with both a -
BFRPE and a capped age limit 'of 65 or less, most states did
not amend pre-1976 legislation. The three \that did
(Delaware, Indiana, Nebraska) make changes {id not preempt
the 1978 ADEA Amendments' .tenured faculty exXemption.
Delaware raised its maximum age to /0 but cohtinued its
BFRP exemption, as did Nebraska. ndiana spdcifically
exempteu compulsory retirement below 70 when/it extended
protection against other forms of age disc nation to '
persons between 65 and 70. In Wisconsin an e
disallowed mandatgry retirement below 70 for pyblic °
employees. Thus, in aly of these states, withfthe
exception of*public employees in Wisconsin, the 1978 ADEA
Amendments control the legal limits of mandatory retirement
policies get by instititutions of higher education for
tenured faculty memoers.

(4

Conclusion , ' N *

This brief’ review of-state laws dealing with the allowed
1imits on mapdatory retirement policies of tenutred faculty
members prior to 1978 and changes in 1978 and 1979,

o demonstrates-that at the.time of passage the 1978 ADEA
Amendments were broader than the laws against age
discrimination ln‘gg::‘states. Subsequent change resulted

. in many State statutes conforming, to Federal standards’ in
that the mandatory rytirement of tenuréd faculty was
pernitted as early as\age 65 either through a continuing
BFRPE at the state level or a specific exemption for higher
education.l9 Ve

*

In short, unless States movée ta amend .their laws, the
expiraton of the faculty exemptioh and any future changes

+ * in the gge group protected by federal ' law will have an
immediate impact on the legality of mandatory retirement ’
provisions for tenured faculty within the t majority of

states. This is not to imply that all ingtit tions &#ill be

», - »
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S0 affected, since many institutions, though earlier

—mandatory retiresent s permitted by law, set no or higher, .

ages of mandatory retirement, Whether or not institutiqns
currently set a mandatory retirement age between 65 and 70
or not, in all but a few States, Federal law must be
considered the binding constraint on an institution's
ability to adjust manadatory retirement policies in their

éadaptation to changed economic policies.

Attigudes of Administrators and Faculty Members

Q
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.Perhaps the most usei?} report of {nstitutional ,

(administrators') attTtudes comes from the studies by the
American Council on Education's Policy Agalysis Service
(PAS). (See Results of the PAS Followuijurvey on
Mandatory Retirement, February 16, 1979.) Their surveys
indicate strong opposition to a complete uncapping of the
age of mandatory retirement, with 44 percent of
4nstitutions opposed, another 25 percent not opposed but .
favoring a permanent exemption for tenured faculty members,
and still another 25 percent not opposed but concerned
about the implications of uncapping for colleges and
universities, Opposition to complete uncapping was
strongest in the private sectom, especially among
universities and four-year colleges. Within the public
sector, opposition was concentrated among the universites,
Almost half the institutions reported ptans to make use of
the temporary exemption for tenured fagulty memebers; many
of those who reported they would not use the exemption
indicated that they were prohibited from dofng so, they
already had a mandatory retirement age of 70, or the
exemption did not apply because they did not have a tenure
system. .

. .,
Our survey is the only one we know of that asked faculty
members for their views on mandatory retirement age
legislation. When asked whether they favored a
continuation of the present exemption for tenured faculty
members, sIIghtly more\ghan 70 percent of the respondents
indicated opposition; 20 percent favored continuation of
the exem%tion, with ano%her 8 pencent uncertain. The- \
support for legislation wihat would completely elimingbe— -

.the mandatory retirement age was’somewhat less strong,

Slightly less than §0 percent of the respondents said they
"favored" or "strongly favored® complet ation of
mandatory retirement agdy Twenty-six percent yere
"opposed" or "strongly opposed,” with 14 perceht uncertain.

There was some diversity of opinion agong reépondents from
different types of colleges. Whereas 70 percent of faculty
members at two-year colleges favored complete elimimation

¢
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of mandatory retirement age, this figure.dropped to 60

" percent for faculty at 4-year colleges and to 55 percent
for faculty members .at universities. There were no
appreciable differences between respondents from public and
private institutions.

Attempting to draw any conclusions from these two studies
is hazardous. But several tendencies seem to emerge. With
respect to the exemption many institutions are not affected
by it. ,For those Institutions where it can apply, ,most
ntend to use it until'1982. The implication is that
institutions using the exemption would prefer to have it be s

)/ made permanent. Faculty members, many of whom are not
subject to the exemption, strongly favor its termination in
1982. The responses to the prospect of legislation that
would completely uncap mandatory retirement age are less
favorable.

Roughly two-thirfds %f the institutions would oppose
uncapping and seek to have the present exemption made
permanent, with the strongest.support for this position
coming from private sector institutioins, especially
universities and rourJgear schools, and from public
universities. Just over a majority of faculty members
favor complete elimination of the mandatory retirement age
with the sentiment for this position most strong among
two-year college faculty members ana least strong among
faculty members at universities.

Section 4. Besults from Survey of Educational Institutions .

Introduction .
This section of the report highlights some of the key
findings from the analysis of the institutional survey

data. We concentrate attention on how the mandatoby
retirement age and changes in it affect retirement
probabilities, on pension plans.gpd how they affect
retirement patterns, and on how the interplay of mandatory
retirement, pension benefits, and pther institutional ]
characteristics combine to affect bettrement patterns.

The data
of insti

sed in this analysis come| from a special survey
Uigns of higher education\conducted furing the
1980.

spring o The survey of a stratified samplé\of
institutéons, drawn to reflect the population of - |
instititutions with 250 or more students and regular A
degree-granting status, groduced a 53 percent responge ‘
rate, with 298 institutidns responding. ~ The response rate

amd spread of responses by instititutional tyre was such /
that we feel we have an adequate representation of the ¢

universe of higher education institutions,

' /
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Definition of Retirement. We define "retirement" as
the shift from a regular job at a particular
Institution. This shift may not imply the total
cessaizon of work. TRhus, two faculty meabers leaving
employment at an institution at age 65 will have the,
same "retirement™ age but one may g¢hoose not to work
and the other may be offered fuld-time work
elsewhere. Or a facu}ty member may Ye officially
retired but then rehfred on a temporary basis. Early
the age of "retirement" as defined in this study is
not independent of other job opportunities. Taking
into account a variety of factors, including
institutional policies and alternative employment
options, each faculty member will determnine an
optimum retirement age which will maximize expecte
utility over his or her remaining lifetime. For some
faculty members ret rement may mean labor force

, withdrawal. For others, {nstitutional policies may
.constrain the allowed age of retirement, rforcing
individuals with other preferred retirement ages to
cease work. To the extent that these institutionally
permitted ages of retirement diverge from the desired
retirement ages, change in institutional policies may

. influence the former without affecting the latter.

The focus of this study is fo suggest the extent to which
changes in {nstitutional mandatory retirement age policies
will allow faculty members who wish-to retire at later ages
to do so. At the same time, other changes in both higher
education and in the wider economy, might be shifting the
age at which faculty.mem@bers would optimally retire from a
pagticular institution), Thus, the same phenomenon--later
age of retirement--may be due to different causes. A
mandatory retirement age change may merely allow faculty
membérs who would have always pré&ferred later retirement to
do so. On the-other han?a change in the mandatory
vetirement age may only permit recent changes in desired
retirement age to be realized. Whether‘a change in the
mandatory retiremént age is a direct cause or only a
constraining’ factor in retirement is important--but
difficult to distinguish--in understanding the direct
effect of the 1978 ADEA Amendments on future retirement
patterns in higher education. The fncreasting popularity in
higher education of early.retirement options that combine
part-time work with supplemental retirement annuities mean
that part-time retirement cannot be ignored entigeley in a
‘study of retirement in higher education. The possibility.
9f part-time retirement may even have an effect on an
indivfdual's expect&d age of retirement although the *°
difection is ambiguous. Likewise, part-time retirement

.
.
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offers combinkgd with pension supplements have budgetary
cost implications that are not immediately obvious. Thus,
if gradual retirement programs are instituted when the
mandatory ertirement age is relaxed, the retiremert age and
cost implications are ambiguous. While the term
"retirement” will consistently refer in this study to the
total cessation of work at an institution, gradual
retirement options will be examined with c iderable

,J attention paid to their effect on retiremenlt timing.

Through bh(ﬁr retirement policies, most institutions have
established an age range over which retirement with pension
benefits is permitted. This age range is indicated by
reference to an institutions's normal, mandatory,
compulsory and early retirgment age. These ages are not .
standard across all institutions but rather are defined by
the retirement policies set by each institution.
"Mandatory resirement" age at one institution may be
earlier than "normal retirement™ age at another. "Early
retirement™ -at one may occur later than what would be
"normal"™ at another. While these terms are useful, their
definitions must be carefully specified and variations

. " among schools noted. . ) . o,
N o«

- Normal retirement implies an age at which retirement i3

expected to occur though it may not be thé€ age at which

most retirements do in fact occur. It_ﬂs, however, the

standard age of retirément assumed for eStablishing desired

\ income replacement levels or absolute retirement income to

bec.provided by the relevant pension plan. In our survey,
this age was defined as the earliestf age at which full
* retirement beneftis were available.T

Mandatory retirement age is that age beyond which a faculty
member may not automatically continue employment. Work
beyond this age requires explicit extensions, usually on a
one y&ar basis. In one sense, institutional mapdatory
retirement ‘ages can be viewed as a maximum age, an uppe#
. limit forf reguiar epployment. This contrasts with the

winimum mandatory retirement age, as established by the

N ADEA Améndments. Effectively, this sefs an age below with
Lndgvidual faculty mgmbers cahnot be retired for reasons of
age. @ ¢ .

[

A somewhat different term, compulsory retirement age, is
used to refer to that age beyond which extensions of
,service .are no longer permitted, even at the discretion .of
the administration.
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Final}y, ‘early retirement iqbdeéirement pripor to the normal
retirement age. It Is defin as that age range prior to
the institutions's normal retirement age.during which
retirement benefits are actuarislly ad justed to account for
the longer period overn uhﬁgq retirement benefits will be

padd. . “ ° (:

¢ ° . .

The potentgpl effects of the 1978 ADEA Amenoménts are
affected by several key variables. One is thd extent to
which institutions and faculty members operate)| unaer a
system of tenure or indefinite appointments, ate subject to
mandatory ‘retirement ages of less than 70; are \covered by
the present exemptions, have options of continuing to work
becadsé the age of¥compulsory retirement exceeds the age of
mandatory retirement; the age distribution of f culty
members; and prospegtive changes in enrollments-\that will
affect the demand’fqr faculty members. We try to summarize
these effects, "noting any striking differences a ong
institutions wigp certain common ,charagteristics. °

. . . o 2 -

1. Tenure, A key part of the ADEA exemption f r- the

academic sector was its restriction to tenure facuﬁty
members or those with indefinite appointments In oup

samgle almost 92 percent of currently employe

full-time faculty members age 45 and above are
employed in scheols with tedure systems. Less\than 8
percent are employed in shcools without tenure
systems. Among four-year institutions and
universities, a relatively small fraction of
institutions responded negatively to the questio

~whether they had a tenure system. Two-year

institutions, both public and private, are least
likely to have tenure systems. Thus, while tenured
faculty members gre most-likely to work in four-yeéar
colleges and universities, the small number of
institutions without tenure and their small size means

* "that there i§ iittle difference in the di'stribution of
tenured faculty and all full-time faculty.

of

2. M¥ndatory Retirement at Institutions. Despite the
exemption granted to tenured faculty mehbers,” an
exemption that covers the vast majority of faculty
members, a sizeable number of institutions have
already changed their ndatory retirement'provisibns
to confyrm to the new law. Moreover, prior to the
ADEA Amendments many institutions had a mandatory

s rsyiremeng age of 70 or above. Our questionnnaire not
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only providés infTormatioh on these recent changes

since th& passage of the Amendments in 1978, but also
enables us to compare mandatory retlremenq“gge .
practices before and after passage of the amendments. 8

a, Mandatory retirement Provisions Prior to the
ADER Amendments. As of January 1, 1978, 79
percent of all institutions had some age of
mandatory retirément (Table 1). ° Among
institutions with an age of mandatory
retirement, Sixty-niné percent set this age at
65, 19 percent established 70 or over as the kge
at which faculty retirement was man§%ted, and 6°
percent had a mandatory retirement age between 65
and 70. The other 5 percent did not specify .,
their mandatory retirement age. Ve

The -percentage of institutions with manda
, retirement provisions varied consider across
institutional ‘type. All private versities in .

oQur' sample reported Having a mandatdéry retirement
ag'e in 1978. This was also true ol virtually all
institutions (97 percent) in the public .
university group. Public four-year colleRes -, -
.followed with 92 percent and private four~year
colleges with 86 percent.~ Two-year institutibns
were least ldkely to repoxt a mandatory age (47
percent bf private and 67
ingtitutions). ’

. Even greater varlation existed +
.handatory retirement among different ed cf
institutions with a-mandatory retirement’ age. For
example, private and. public universities differed
X little in the probability of having had a
» mandatory retirement age prior to the passa of
the ADEA Amendments. Yet only U4l percent of
publtic universities had a mandatory retirement
-, age sef at age 65 while 70 percent of private
wniversities had a mandatory ‘retiremept of that
age. An even highepr percentage (80 percent) of
private, four-yeay colleges with a mandatory
retirement age set that age at 65. Whereas less
than half of thé private two-year colleges had an 7
age 65 mandatory retirement age, over ¢
three~-fourths of public two-year colleges had
‘such an age. . . ot . o '

At ;ée time of the pass €'of the W78 ADEA
Amerfdments about half of a¥] full-time facylty
qgmbers were employed {n in tutions with'a

o
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. Table 1
. A Institutions With Mandatory
B Retirement Provision and Age: Pre-1978
" M *
f Percent of Percent of Institutions with MRA
Institutions by Age of MRA
. With With - 1
. i No MRA MRA 55 66-69 70+ Unknown
Type of -
Institution - - * . .
Y PRIVATE 16.5 81.9 77.8 2.8 18.1 1.5
° 2-Year 48.7 7.2 42.9 0.0 ° 43.0 8.7
f 1 4-Year 13.0 85.7 80.2 2.3 16.1 0.9
¢ University 0.0  100.0 70.0 12.4 17.6 0.0
- ”
- 3 . .
PUBLIC W) 6.4  61.2 2\ 20.7 9.0
. 2-Year 30.5 67.0 76.3 9,7 \9.8 9.9
« 4-Yoar 5.2 91.9 42,7 15.7 33.9 7.8
R ~ .
University 2.2 96.7 40.8 15.2  34.7 8.3
-‘.\* ¥ TOTAL 19,0 78.9  69.1 -« 6.1° 19.4 5.4
TTT T e e .--’..: ———————— —
;Insututinnl elininating MR after 1978 g.rere' not asked to report their
pre-1978 MRA, - ‘
- : Ry
»
.‘* * \ *
! L ]
° L) @
« ¢ ) \}J
\ . ¥ ML :
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Q . . <




272

mandatory retirement age of 65 (Table 2). An

addit fonal 23 percent were employed in .
institutions whose mandatory retirement age was HEEN
between ages 66 and 68; these faculty would 4
still be covered by the ,exemption. Only 26

percent of all faculty members were covered by a \ )
mandatory retirement age of 70. Because private \ .
InstItutfons, particularly private universities, \ N
and four-year colleges were more likely to have a

65 mandatory retirement age, faculty members

covered by a 65 mandatory retirement age were

concentrated in private institutions with 37

percent compared to the 23 percent of all

full-time faculty employea in private .

institutions.

Nevertheless, the high percentage of public
1nst1tut10q; among the total population meant

° - that most faculty members covered by the young
mandatory retirement age of 65 were still
employed in public institutions (63 percent). &
relatively small fraction (only 11 percent) of
faculty members covered by an age 65 mandatory

) retirement rule were employed private
T universities, with another 2§ perjdent employed in
private four-year institutions.

b. Changes Prompted by the ADEA Améndmehts. Some
significant changes have occurned sihce passage
of the ADEA Amendments. Althodgh inktitutions
"with a mandatory retirement age
permitted to continue mandatori etiring their .
older faculty at that age until 1982, many .
institutions took steps to bring théir mandatory - g
retirement rule into conformity with the ADEA
amendments (Table 3). Between the beginning of
1878 and their response to our questionnaire in
early 1980, 29 percent of all {nstitutions madg -
-/ some change in their mandatory retirement age.
In all but one case this was to raise the
-mandatory retirement age by bringing it into *
conformity with the amendements, The remaining
68 percent did not change their mandatory
retirement provisions., This is not “surprising -
., because in only 34 percent of all institutions
° Was the mandatory retirement age below 70. The
. cﬁanges that took place.occurred primarily among
public institutions. Thirty-eight percent made
some change in their mandatory retirement
provisions as contrasted to only 18 percent of.
. private institutions. These changes were oq all

¢
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Tabld - 2.

Distribution of 1980 Full-Time Faculty by

MRA Prior to 1978

i
14

Age of MRA

"El{

Aruitoxt provided by Eic:

Type of

Inatitution

PRIVATE
2-Yesr
4-Yaar

Univeraity

PUBLIC
2-Yaar

- 4-Yaar

University

TOTAL

No MRA

Abolished
Since '78}

17.1
0.2
11.8
5.2

28.9
16.1
6.8
- 8.9

46.0

¢

1.6

0.6
1.0

11.7
0.2
6.8

4.6
7

23.3

2.6
0.1
1.6
0.8

»

[
65 66-68 7{»‘1,1 Unknown ALl

*

0.3 23.1

0.1 0.7 .

0.2 15.4

6.9 -

76.9
26.2
29.3
21.5

‘

100.0

1See Table ¥-2,
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Table 3.

Changes in Mahdatory Retirement Provisions

No Change

__Remain at

Change
Changed Age
65 to 70
65 to unknown
66-68 to 70
70 to 65
Eliminated MRA

Unknown MRA

Since AADEA

4

Percent Institutuions

! Public Private. P All
60.0° " 78.8 68.5
23.8 44,9 . 33.3
0.6 2.1 1.3
14.1 14.8 ., .4
0.5 0.5 . 0.5
21.0 16.5 19.0
37.7 18.2 28.8
23.1 16.6 20.1
0.2 0.1

6.4 .0.2 3.6
0.9 . 0.5
73 1.2 4.5

25 3.2 ° "8
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typés. Of those fhat did change, 70 percent
raised their age from 65 to 70. Another 13 \
‘percent moved rrom age 66-68 to age 70y and -
sixteen percent of the changers eliminated
mwandatory rstirement entirely.

Only 27 percent of all private institutions with . )
mandatory retirement ages below 70 made changes

as contrasted to 55 percent of similar public N
institykiong. That publiec institutions were more
responsive than private institutions may say less

about differential institutional behavior than

about external forces for change. Many public
institutions may have made changes prompted by

the requirements of_ state legislation or

executive ‘orders to treat all public employeel

alike. . .

c. Mandatory Retirement Provisions in 1980: As a
" result of these changes, -only 36 percent of .
public institutions still (at the time of the-
survey in spring 1980) had a mapdatory retirement
age of 65 (Table 4); this compares to 61 percent -
two to three years earlier. And only 57 percent .
of private institutiong-had a mandatory . ’
retirement age of 65 compared to 78 percent prior
to the ADEA., The shift in age is evident when
the percentage 'of institutions with a mandatory
retirement age of 73’13 compared before and after -
the Amendments. Currently, 63 percent of public-
% institutions and L0 percent of ‘private

* institutions nave a mandatory retirement age of
. 7§ comﬁare§ to 21 and’ig Eercenﬁ resﬁectzveli
prior to‘the ADEA Amendments. j .

“Theé results from out data indicate clearly that -
almost all private two-year institutions now :
. * conform to the 1982 provisions of the law, that
. four~year private institutions are rapidly m6ving -
in that direction, and that private universities
« have moved very 8lowly. Prior to the. ADEA
Amendments, 70 percent.of private universities
with a mandatory retirement age set it at 653
since then the perceitage has fR1en to the -
current 63-oercent. This contrasts sharply with
‘o the behavior-of public universities where almost
half that previously had a mandatory retirement
age of 65 raised or eliminated it. .

8
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Table 4. ,
© J ' / ‘
- * Inlé:utions With Mandatory Retirement o
, Provistons and Age: 1980, ~ * 1
[ 3 . .
. ) - A - .
- »
- 1]
- T Percent of Percent of Institutions with'MRA
- Institutions by Age of MRA .
R | With With” . 1 " .
No MRA MRA 65 66-68° 70 15+
. Type of s .
* . Institution A
| emware 6.7 653 6.9 2.7, 39.9 - 06 '
‘., 2-Yeat 52.9 471 ° 5.2 85.1. 9.6
. 4~Year 16.1  83.8 9.9 2.4 . 307,
University 0.0  100.0 62:8 9.5 2.7 3
. A L7l Y R N .
’ [
PFUBLIC * 48.1 . .51.8 359 0.9 62.8 0.7
K 2-Vear 3.0 62.9 39.6 606
° A
i-Year , 12.3 87.6 2.1, - 65.9 2.0 ©
. .
13
Universix 10.1 89.9 25.5 9.8  64.7 °
e ersity o
. v, A
4. TOTAL L 23.9 76.0 .
. s
1 . ‘ ° ~
66 and 67 for publice, 68 for privﬁtu
- L]
® - .
R
L4
. _ S - o
. Y . .
: ?
-t y R . o .
Y’ v o .
) 3 .
y ~ M
. _ .
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The respon3es of these different types- of institutions
to the exemption feans that currently faculty members
\ covered by either™age or mandatory retirement -
. rovisions are somewhat more 1ikely to be in priva
nstitutions than in pu c ins utions than the
were _prlor to the passage of the amendments This ..
. difference Is not as great as might be expected..
' Currently, 60 percent compared to 63 perceént prior’ to
1978 of all faculty members subject to an age 65.
mandatory retirement age are employed in public
Tnstitutions, while currently 40 percent versus the
. earlier 37 percent .are employed in private
' institutions. More significant, however, at theé time
of the survey only one-third of all full-time faculty
faculty members were emgloxea in Institutions with a
L]

: stated mandatory retirement age of 65. Half are o)
covered an age mandatory retirement age £
gyov§s§ons and ;3 percent are emEonE% %n Institutions
without any mandatory retiremen provision. Thus

* although thei raising of the exemption may be, Important

for particular types of ins utions, will affect

only one-third of all full-time facult members. This

group 1Is almost eguaIIz divided among ¥acuI€! members

at two-year institutions, four-year colleges, ‘ Y

= y-

universit es, -
By contrast, raising the ége,of mandatory retirem
above 70 or its elimination would affect the large -
majority of faculty members--87 percent--and
institutions of higher education--76 percent.

3. Compulsory versus Mandatory Retirement. The impact
of legislation requir ng-changes in mandatory retirement
age provisions depends in part on the ‘stricthess with which
tMese provisions have been applied to faculty members in
the past. If they have not been strictly enforced, then
the effective changes in,retirement patterns due to {he law

ipuld be minimal.
A

v

Our agrvey questdoned institutions-about the ability of
faculty members to receive extensions to continue working
beyond the gandatdry retirement age either at their own or
their ‘administration's initiative. We also inquited about
the maximum age to which faculty members granted such
extensions could work. Surprisingly, unly a tiny
fraction--4 percent--of all institutiohs report that
retirement is required at age 65 (Table 6). The largest
8roup--37 percent--of institutions reported no age limit to

. .
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- . > * 4 - N .‘. . S A 14 - -
. ., )
Distribution of Full-Time Faculty N - 7 e ~ e
* 7 aby Mandagdbry Retirement ‘Agd. ./ ° | . v .~ ¥,
- B . . . -
" « o w . YN .
C Lt S e . s ST T
', , . e i )
4
. .-, ‘,‘ - o
Y " : T NI AE 2 — 3
. . . 6y [ 66-69 70+ None Unknown All
LI - ~ %) -
Type of : ’ .
Ins€itucion , |~ . . Sk
. . P - s © .
PRIVATE 12.2 1.4 . 7.4 1.4 ° » 6 23.1
2-Year : 0.1 " 0.3 0.4° 0.1 0.7
. . .
., 4-Year 8.1 ._0.6 5.4 1.1 0.2 15.4 -
University 4.1 0.8 1.7 0% 6.9
’ > “ 0 -
PUBLIC 18.% 2.5 42,9 11.8 s -1.3 ° 76.9
2-Year 10.9 [ 8.1 . 6.9 0:4 26.2 .
4-Year . 4.1 20.6 .37 0.9 29.3
University .4 2.5 w3 2 a.s .
TOTAL> . 30.6 . 3.9 ‘ 50.3 13.2 1.9 100.0
. * ;
Les and 67 for (5) public institutions, 68 for (4) private. |
2Au 80 in (1) public with 0.9% of FFAC, Age 75 in (1) private with |
.02Z of FFAC. . . .
Jpxcluded 11 tnstitutions (3.8%) with no FRAC data. .
M \ ' .
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Compulsory Retiremsnt Age .
A < -
L]
“ " Maximun Age of Extensions
Beyond Age of Mandatory Retirement
No Age * . Don't
No MRA Limit 65 66-69 70 15+ Know
Type of .
Institutiono ~
[] - t
PRLVATE 20.7 47.1 3.3 0.3 21.8 1.6 5.0
2-Year- 52.9  24.6 4.8 0.0 10.3 8.1 4.1
4-Year 17.4 49.0 4.6 0.1 23.8 0.8 - 5.7 .
()
University 0.0 64.4 0.0 3.2 26.8 0.0 5.6
‘ ’ » ! .
PUBLAC 29.5 30.0 4.5 2.2 26.0 5.5 2.3
2-Year 39.6 21.8 0.0 2.3 23.7 5.3 2.3
4-Year 12.4 41.1 3.9 1.7 3.4 6.0 2.9
Univereity 10.1 ’58.0 0.0 2.9 231 5.8 0.5
TOTAL 25.7 37.8 39 1.3 251 3.7 3.6
’
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extensions while others grant extensions for one to five
years. -,This means that the effective’!mandatory retirement
age is-somewhat higher than is evidenced by official
‘mandatory retirement ages. Interestingly, of the 3
percent of institutiong with a mandatory retirement age of
65, less than 10 percent of them also had a compulsory
rétirement age of 65. . > ,

/

While mandatory retirement-age provisions do set a time at
which faculty members may be customarily retired, extensior
policies allow institutions to extend appointments beyond
that age. This implies that by either formal or informal
means these institutions do evaluate the advantage of
extending some faculty contracts while terminating others.
As a consequence’ a higher mandatory retiremént age will
not for mahy institutions present an entlrerw.neu
sftuation. 1In fact, opportunities to continue tegphlng\ .
have existed at most institutions in the recent past,
whether or not all faculty members wished or were allowedg
to take advantage of working beyond the mandatory
retirement age. .

»
y, Age Distribution of Faculty. The simulations
conducted in this study and .in other studies indicate that
the short and long term lﬁg::; of a change in mandatory
retirement which compels er changes in the retirement

system will depend on_the age distribution of faculty
members,

. aged 55-64 range, the short-term pressures™ag institutions.
will be more severegythan if the faculty is colfposed largely
of younger persons , perhaps reflecting the relative youth

. of the institution itself. Accordingly, we sought to

If large proportions of the faculty are~g2::z:pover the

»

aistripution oers at
each institution. What is most striking about‘these
measures is the broad similarity in the age distributions
of faculty age U5 and over across the private, publie,
two-year, "four-year, and university groups (Table 7). It
is true that two-year institutions appear 0 have a - .
somewhat older faculty structure than do t € other groups
of institutions. Overall, however, public ‘and private

institutions within each of these groups vary little. This .
- is somewhat surprising because of the considerable

A e

variation across these institutions in tke current

mandatory retirement age; yet this is consistent with our
findings:;dbout-the practices of many institutions in )

extendin%iemploymeht beyond the mandatory 'retirement age.
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: . Y TN ‘ N
. Distribution of Faculty Age 45 "and Above -
- . . 2
- . ' -«
) < . !
Z ¥ )
' N . ~ . )
< x Age e * b
‘. 7 ) A . .
.. . 45-49  50-54 55-59 60-64 65-69 70+ 45+ _ !
b Type of .» -, . N B -
s Insfttution . ot yue ’
g REA A .y A . N N N
.| PRIVAPERST . W \eﬂs 919, C1%6 42 4 21 100.0° i
N - - » . . " -
+ NYear 3.0 260° "open 1.0 _7.1(\. 2.0 004 a
» N [y t e T A
4-Year 323 289 199 236 4 d.2 +*200.0
- University 3.8 26.6 204 13.9 3.7 40.5  100.0 Y
-t 0
. -
) .
BLIC 32.7 2721 21.§ 13.4 4.3 0.6  100.0
2-Year 29.5 29.6 20.2 16.6 3.8 0.4 200.0
4=Year 356 267 - 22.1 - 11.1— 4.4 - 0.9 " 100.0 7
° 2
“University 2.2 26.1 23.0 13.7 4.6 0.5  100.0
]
TOTAL 32,8 272.4 214 134 4.3 0.7 100.0
? -
Other Estimates . B
N COFEE | 30.0 263} 22.2  15.4 .5 0.6 00.0
. Ladd-Lipset 32.1 31.1  19.4 .6 2.9 Do.0
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o Despite the broad similarities in age structures, there is .
some variation by type of institution in the percentage of "~
afaculty within five years of retirement. The percentages I
. of faculty age 60 to 64, relative to faculty-age 45 and *
above, varies from less than 5 percent to over 30 percent.™ ‘' %
- _—.No discernable pattern appears across types of® institutions he
< or by age of mandatory retirement. This leads us to
conclude that while no particular type ofs institution is,
uriiformly confronted” by a particulaly old or young faculty,
a few institutions within each group will be faced over. the *
next five years with .predicting the retirement behavior of -
- a- significant perentagesof’ their faculty, those 60-6X.
Two-year institutions are most likely to face this .
predicament, since over half of those institutions with 30
percent or more of theip-faculty 45 years of age and over,
and expected to retire ‘within the next five*years, are °

.

. two-year public institutions. .

N LN

Se Prgjected Student Enrollments. *A major uncertainty -~
i faced" by institutipns projecting future hires of new N
& ] faculty meplWers is the expected growth®in stuaenf
enrolilments. Enncllment growth will allow them to'absorb . -
higher retirement ages and still permit then tg hire young, .
¢ °  new faculty members. W T ! 4

A % - -
Our questionnaire asked institutioms to provide estimates +
of projected enrollments of full and part-time students in
1983. Unfortnately, only 59 percent of ihstitutions could ,

- provide 'such projections. While the low responSt rate on
- . this question reduces the validity of ouf resitits, it also

suggests that a-high proportion of institutions of highér ’
7, education lack some of the basic information that is
**  “necessary for adcurate personnel planning. Qr their N

: {ﬂforqﬁﬁlqn is necéssarily 80 underfain -that fowreasonable
< ed by
B institutions do give 3; some indicatjidn of what this part
of the gample projects about future growth and deoline. As
v expected, the next three years is seeh as_a time of neither
* precipitous, growth nor precipitious decI%ﬂU*in studeiit °
enfollments. Overall enrollments are expected to increase
by approximately 5 percent. The rate of growth for small
schools is dependent on the initial small size of many
4 schoolsf&pd as A result large percentage increases signify
the addrtion of only a few hundred students. ' Thus, it is
perhaps more valid to look at -the expected growth at

institutions with enrollments of 2,500 and over.

Large two-year institutions expect the most rapid growth,
with rates of between 8 and Il perent over the next three
years. Four-year colleges in the public sector expect a

Fs
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period of stability while privatéd fcur-year institutions
expect more- rapid growth of between 6 and 12 percent in the
number of enrolled students. Public universities expect

° enrollments to be stable while private universities are the
dost Pessimistic in expectin%a decline in enrollment of 10

« percent. Whether these enrod¥ment. predictions will be
realized remains tosbe seen.” %

-

-~
.

=" The pesgimistic projections of private universities are
‘important in evaluating their response to proposed changes
in legislation governing mandatory retirement age. 1In
fadt, institutions with, mandatory retirement age of 70 and
65 across each type of institution expect approximately
identical rates of growth in enrollment.

6. Summary. The data on tenure, mandatory r;&irement,
faculty age structure, extension policles, and student

. enrollment prospects provide perspective on ta: environment

awithin which institutions in our sample will ye to adapt 4
to a rising age of mandatory retirement. 1In fHis
environment mandatdry retirement age policy iS—gpbf >
uniformly administered since extension policies aré@ﬁg,
force; data on the dge structwre for institutions wit# age

- 65 mandatory retirement indic§€gbthat extensfons are E;ten
used since a surprisingly high p rcentage of faculty in,
institutions with mandatory retirement ages of g; and oidg;,ﬂ

are above that age. . ' A iy len, o
R} B

Particular institutions, howevér, may be faced wth higher:
* numbers of delayed retirements over the next five years
than will others. This could be-an agute problem if they
"*«ind that faculty batween the ages of 60 and 64 who would
otherwise have retirey, postpqng their retirement when the
Ex) . [
used extension police liberally in the past, even
institutions with a high proportion of faculty age 60 to 6l
may in fact find little «change in retirement patterns as
the stated age of mandatory retirement age rises. It is
important ,to note that the majority of institutions with
‘ypartlcularly old age structures are those institutions
whose major mission is teacihring and not resdearch.

Student enrollment growth projecti
faculty members do postpone retir
their employing instituticis expedi
as a resylt of retirements, the s
in. enrollhent will provide little
the total size of the faculty dur
already noted that large universfties are particularly

pessimistic about the enrollmentf increases they can expect

over the next three years. . \__\\/;‘

indicate that if

ent and, ds a result,
ence fewer job openings
11 projected increases
lexibiT¥ity in augmenting
g.this period. We have
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Retirement Benefits and Their Impact on Retirement.

<1, General Characteristics

Important factors.determining retirement timing are the
amounts of expected retirement benefits' and changes in

these amounts with additional years of work. Virtually all
institutions of higher education offer their faculty

.members some kind of retirement plan coverdge. Among those
covered by plans, 83 percent of all institutiond offer

eitler TIAA-CREF or agState plan. It is primarily the

small institutions that offer either on coverage or a
non-state non-TIAA-CHEF plan. Thus, almost 95 percent of
full-time faculty members are employed in institutions with~ ~——
either a TIAA-CREF or State plan. For this reason ye - =

' concentrate our attention on the characteristics of P

TIAA-CREF and state plans and the provisions which -
encourage or discourage retirement age age 65 for
“institutions in our sample.

The distribution of instititutions offering ‘these plans are
shown in Table 8, It is apparent but not unexpected that
private institutions are covered primarily by TIAA-CREF,
while most public institutions offer a State plan. Thus,
-to some extent our attempt to isolate theé impact of _
TIAA-CREF versug, state plans on retirement probabilities is
confused by the?igh correlation between institutional type
and plan orrgre . Fortunately, however, there are high
percentages 3f four-year public institutions (32 percent)
and public universities (25 percent) that offer a TIAA-CREF
plan as well as a State plan. Within both the public and
private groups there is little variation in type of plan
offered by age 65 and age 70%§anoatory retirement, —

~TIAA-CREF and State plans differ sharply in the method of
calculating benefits. While TIAA/CREF calculates benefits

on. the basis of past contributions and interest accumulated
over time on these contributions, most state plans

calculate benefits on thg basis of average salary and past
servicejcredits. RS .
When a person covered by a state plan chooses to postpone
receipt of benefits frém age 65 to age 66 by working an
additional year, the absolute amount of the annuity

expected will generally rise both because the average
salary increases, if higher ‘earnings are expected during
that additional year and because the average is multiplied
by an additional year of service. Under TIAA/CREF plans_
the shorter lifetimé of a person retireing’ at 66 would raise
benefit amou7>; even if the total accumfilation did not i
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. change between age 65 and age* 66, A person covered by
N TIAA/CREF, can also expect additional accumulations both- o
because of the additional contributions made based on  the
additional year's salary and the aditional dividends that
will be earned by- the accumulated amount.. ° v

¢
2, Annuity Value of Pegnsion Benefits

For each State plan and TIAA/CREF we estimated the annual

. annuity that'wdyld be received by a person at age 65 and if
retiremertt, were postponed by one year the annuity that
would then be received at age 66. % Such a person is assumed
to have‘worked from age 32 at a beginning salary of $3,200
until age 65 when earnings as a full professor were '
$33,150. This earnings stream is based on actual data ®
obtained on earnings of college and university faculty at
various ranks from 1946 to 1980, 1In addition,.we y
hypothesized that if such a person continted working until
age 66, salaries would risé by 8 percent to $35,80Q,

- In Table 9 the means of the annuities, present values and
their change are presented. In comparing adross State
oy plans the annuity a persort with this galary schedule would g .
be eligible for at age 65-we find large, variation, ranging
from a low of $9700 to a high of $26,000 with a mean
$18,824. - If this person ‘continued to work for an
additional year, receivingsan 8 percent higher salary,
benefits would rise by an amount ranging from a low of © ’
" sewen percent to a high of 16 percent, depending on the
benefit formula of the plan. The mean increase is 11
percent. At age 66 olr hypothetiédl person would pe
. eligible for a mean annuity of~$21,016, ranging from .
$10,800 under the "least genefods™ plan to $29,374 under .
- _the "most generous® plan.'/' .

At first glance this rise in annual benefits might appear
to encourage people to postpone retirement becguse it makes
- them eligible for higher retiremént benefits later. )
However, evidence has been presented in other studies” that
« it is not the absolute size of a benefit but the present
value of future benefits discounted to the present that is
of primary impdértance in determining retirement timing.
Discouniting the stream of all fuqﬁre benefits gives us a.
different pfcture of the financial advantage to faculty
members of continued work beyond age 65. Assuming no
post-retirement inflation adjustments, we estimate that a
nominal discount rate of 15 percent is the most .realistic
rate to use in evaluating the present value of these
benefits. Discounting all future benefits at 15 percent
reduces the present valuye of benefits between age 65 and
6Q\for all plans by b6 percent. In the case of the "most

.
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~ Mean Size of Benefit and Present .
R Value of State &‘TIAA Plan Benefits
- - 3
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as . . ' Mean Value of i 10% 152
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generousY plan (in which annual benefits rise by 16 pergent ,
between ages 65 and 66) the present valu®e of ,the future
income stream declines by 2 percent betyeen those two

ages. For the "leaSt generous™ plan (benefits rise by 7
percent) -the decline in present value if benefits were
postponed would be 31 percent. This sjtuation is only

somewhat ipfroved if we assume a 10 percent discount ‘rate. -
In is uation, the mean decline is "only" 2 percent. :

. Examlnlng'TIﬁh—CREF benefits we see that the situation is
not much different. Annual benefits rise by 4 medn of 11 -
pergent ‘if ‘retirement i{s postponed from age 65 to 66.
Interestingly enough this benefit increase is the increase .
that a person with the same salary history couyld experience
under the State plans. -This suggests that desﬂlte
fundamental differences between defined benefit and defined
contribution pension plans, an additional year of service

+ and the raising of the income average upon which defined

benefit plan benefits are baseu, results in an increase
exactly equal to that which would be experienced under a
typical TIAA-CREF plan. Present values and changes with
postponement are also comparable. \

In concluding this examination of annual annuitdies, present
values, and their changes with an ad&ditional year of Work,
it is important to emphasize that for all State plans, with
only a few exceptions, and TIAA-CREF plans when future
benefits discounted at 10 percent, the present value of

- these benefitssdeclines when benefits are stponed.

- TIAA-CREF plans are comparable to most.State plans both in
-absolute size and increase in.the annuity which would be R
received if a person with the hypothesized wage profile’
postponed benefits and worked un additional .year and in the
change in present value of the future income, stream upon

s postponement. Differences among institutions in salary
level and annual changes will also influence final bemefit
amounts and change. However, these differences, will not be
due td basic dif ferences in plan characteristics.

3. Inflation and Retirement Benefits

v a. Introduction. * The achievement of the adequacy goals of a
retirement income program may be frustrated by price
inflation. Unless retirement income levels are ad justed as
consumer prices rise, the standard of living of retired
* persons will decline over time to a level far below that . -

contemplated by institutions in formulating retirement
income programs or that expected by retirees as they
contemplated retirement. Thus, expected price changes
during retirement can have a"major effect not only on real .
retirement benefits of retirees but on the age at which
they choose to quit work. ‘
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This section discusses several methods that have béen
incorporated into academic retirement plans to offset the
effects of inflation on retirement income. There are two
principal methods: (1) adjustments to post-retirement

“income, and (2) mechanisms that reduce' the impact of

pre-retirement inflation on intital retirement benefits.

Virtually all fcculty members in Righer educatdon are
employed fn institutions that participate in either a State
plan covering college faculty or in TIAA-CREF.

addition, 84 percent of all- institptiopns and most faculty
members* participate in Socgial Security. The inflation

ad justment mechanisms of these three types of retirement
income programs is discussed. . ‘

b. Adjustments to Post-retirement Income. r .

Variable annuity: Retirement income under a variable |
annuity Is stated ,(An terms of units, with the dollar value
of the unit determined by the aggregate doliar value of the
fund supporting the pension liability. Under these plans
there is no guaranteed benefit amount. Variable annuity
options are offer'dd by six of the State plans t cover
institutions responding to our survey. Experlence suggests
that generally faculty members are not eager to participate
in the variable annuity option, and as‘a resu%t they
receive the major portion of their 'annuity from the defjined
benefit component of the plan.

~

The variable annuity coponent of most State plans is
silm{lar to that of CREF, and this makes it possible to
evaluate the recent ability of variable.annuities to adjust
to inflation by referring to the CREF experience.

TTAA-CREF participants have the option of splitting
contributions between the fixed annuity component, TIAA,
and the variable annulty component CREF. However, as
recent experience of CREF tests, variable annuities are
subject to large short-term fluctu tions, even though
long-term gains may approximate priee increases.

Adjustments to fixed afnuitiges: Post retirement
adjustments to fixed annuities are offered by the 43 State
plans that cover institutions in our sample. In addition,
the fixed annuity received from a IIKA account is adjusted
by experience ﬁividegﬂé, as discussed below.

‘s

. Automatic adjustment§= These adjustments may be triggered
Y a price or wage index, although in nine state plans in

our sample benefit adjustments are unrelatdd to price or
wage changes. The onlx index used to adjust N

. 203
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' post-retirement benefits for the plans of responding
- institutions is the Consumer Price Index (CPI). Social
Security benefits are fully CPI ad justed. The most :
prevalent pattern for faculty pension plans allows a .
~ partial CPI adjustment up to some limit, usually 3-4
percent but running as high as 7 percent. Three plans have
either full or partial CPI adjustments without caps.

Four plans in our sample offer an’automatic constant annual
increase in retirement benefits at a rate pbetween 1.5 and
3.0 percent. Such adJustments,, while predictable, 1ncrgase

the danger that price changes will outstrip benefit changes.
[ 4

Ad hoc adjustments: Ten other-plans for institutions
covered in our sample offer ad hoc 4djustments. These
plans offer no automatic adjustments of a definite
prescribed nature. Two plans state explieltly that ad hoe
ad justments ars- based on the investment, experience of the

- Plan. These adjustments are unpredictable in that. they
need not be granted; if they are, the percentage adjustment
will vary depending on retirement date and investment¢
experience, -

Fixed dollar annuity-dividends: TIAA is an annuity that ),

* guarantees a fixed annuity equal to the annuity that can be
purchased by the individvual's prior centributions plus
accured earnings. During retirement, investment earnings®
. Beneratéd in excess of those anticipated by thHe assumed
.7 interest rate result in dividends and higher annual —
' benefits to annuitants. Only to the degree that the .
investment zains are equal to inflation rates will .
« retirees' benefits from TIAA be adjusted. for price
increases. ‘

e¢. “Adjustmengs to Pre-retirement Income
T

i~,r' Pre-retirement declines in real salaried mean that the
increment in future benefits resulting from an additional
year of work, or an additional year of contributioqs, will:
also.decline in real terms. The options for mitig ting
this effect of inflation on retirement benefits varlies by
' type 2{ plan. Defined benefit plans may (1) reducel the
i

averaging perlod, or (2) calculate benefits based .real
_earnin Def\ined contribuion plans may (3) increase
require ntributions or (4) provide contributions to

purchase units of an investment fund.

~ _d. Continued Work as An Adjustment to Inflation

° With the possible exception of those plans with a variab
. annuity component, faculty members in higher education can
anticipate some erosion in the real valué of retirement

~ g
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- ~
benefit both due to declining real salaries prior to-
retirement as well as to inflation after retirement.

Because post-retirement benefits are rarely adjusted by the
full change in CPI and because some increase in salary may
be-anticipated if retirement #s postponed, continued work’
may partially offset the effects of ‘anticipated inflation.
Salary and service increases will raise benefits from a
defined benefit plan. Additional contributions, plus an
additional year of fund earnings will increase guaranteed .
+ benefits from a defined contribution plan.

The effect of continued work on retirement benefit is
illustrated in Table 10. No actuarjal reduction- upon ,

- retirement between 62 and 65 is assumed although such !
reductions are common. An 8 percent inflation rate is
assumed, a not unrealistic long term rate for current
retirees. 1In such g plan the effect of postiretirement
inflation and delayed work is illustrated for\ three

, . situations: no inflation ad justment, a 4 per¢ent simple
’ adjustmerft, and a 4 percent compounded adjusthent. '

The lower half of the table {llustrates benef, ts at age 65
nd 62 for a /faculty member partipating in @ [FIAA plan with
- a 10 percent total contribution rate, an assumed 6 percent
interest factor, and a 3.5 percent contribution
administrative expense factor. Benefits are those based on
A . an assumed diviadend rate during the post-retirement )
period. The Taculty member for this dllustration is
assumed to have started work ht age 32vin 1946-47 with a
salary of $3200. By age 65 this person earned $33,150 and
received salary -increases of appreximately 8 percent during
, the' 1ast few years of work. ' . d

Between age 65 and 75 a retiree can expect to have
unad justed retirement benefits declfne «in real terms by 54
percent--from $18,453 to $8,589 in 'Panel 1. 1If retirement
. had .occurred 3 years earlier at age 62 the real decline -
would have been 65 percent. Continuea work in a defined
benefit plan with allowed serWce and salary credits untl
age 65 would~increase benefits by 30 percet in nominal
terms over the three year period (from. $14,210 to
$18,543). This 30 percent difference would be maintained
throughout retirement.. .
. . )
r* The thira pannel shows that compound et ad justhents would
reduce the eaAr retirement penalty, because early retirees
. would havk bene¥lts adjusted between 6P and 65 while the 65
year old retiree would "lose" three yeprs of adjustments.
The higher the CPI adjustment, the nafrower the difference
between early and later retirement.

>
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Part Vv C . . ] |
) "Table lo.
. .
- Illustrative Penaion Benefita at Age 62 and 65
"7 T Under Four Types of Reti?gment Plana '
{ [ . * N

State Plana: Forzula = 3 years averaged x .02 x years of aervice

* Retire at 65 - Retire at 62 .
Ratfo of (1)/(2)

No CPI .Adjustment . '
Ae 62 Aworking) 1 -
At 65 18,543+ 14,210 ,  1.305
At 70 12,620 9,671 - q 1.305
At 75 . 8,589 -+ 6,582 1.305
At 80 5,845 4,479 1.305

. 75/65 : 46.3 46.3

With CPI Adjustment ) AR

42 Not Compounided . .
At 65 18,543 14,778 1.25

. Ac 70 13,125 10,058 1.305

At 75 ' 8,933 6,845 1.305 !
At 80 6,079 4,658, 1.305 .
75165 48.2 . 46.3

N - . . R - -

With CPI Compounded ’ ‘ .

. 4% Adjuatment " . »
At 65 . 18,543 15,984 1.1 .
At 70 14,879 12,827 1.16
. At 75 11,940 10,292 1&2 .
9,581 8,259 1.
. 45,38 % hd M
4 " -t ~

Yurg Annuity from TTAA Plas  ~ .

Anmud 10.0% of salary lccu-ulatad 6% intereat factor, and 3. 51 Contributor

Adminiatrative Expense Factor. .
Accum. | 134,311 102,786 1.305 »

- . Benefir? - 18,276 " 13,300 ~aan

-

< . .

- l'l"he retiree will receive $14,210 in current dollara at age 62 and throughout

‘ retirement. 1In real terms, the initisl benefit at age 62 will de higher than
at age 65, the reference year for calculating rubbmfitl.

A
) znned on yearly TIAA ratea effective January 1. 1979, including dividendl -
. based on divtdend scale effective January 1, 1981.
. < ,
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”
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The bottomm panel shows the benefits under TIAA at age 65
and age 62. Benefits for early retirees would be smaller
both because of 30 percent lower accumulations as a result

! of a shorter worklife and ﬁhe\actuarlal ad justment.

Thus, in the absence of an inflation ad ustment mechanism
rospective retirees will find that osg oning retirement
can significantlylraise penefits and allow them to weather
the impact of inflatlion somewhat better w en they do retire

y, éarly.netlrement Incentives

In addition to the regular retirement benefit’ formula,

which may or may not encourage retirement at a particular

age, many 1nst1tuplons have introduced retirement benefits

that can be ecieved on retirement occurring prior to the

normal retirement age. There is a growing literature on

this topic that covers the detailed features of such

programs, their costs, and their effectiveness in

encouraging retirement. .
Hypothesizing that many public and private institutions may
wish to encourapgesearly retirements without going through
the time consuming process of lobbying for legislative ,
change in State plans covering all State workers or in the
costly route of instituting permanent changes in their

* TIAA-CREF plan -<covering all employees, we tried to obtain

data on early retirement benefits that are paid out of
institutional budgets and designed specifically to target

- ‘on.pot®ntial early retirees. Even this type of benefit
whiich would target specific employee groups is not commonly

" used ampng the institutions in our sample, in fact, only

three percent said they had such a program.

Finally, we questioned institutions about the existence 3;
early retirement pprograms which are integral part of the
pension plans covering faculty members. We received a far
higher percentage of positive responses to this question,
with 20 percent of all institutions saying they had such a.
program, including 36 percent of private universities and
22 percent of public universities. Two-year institutions
were least likely to offer such plans. In examining the.
particular provisions of these plans, however, it is clear

-tuat almo$t half of the programs are optional tax deXerred
annuities yhich are available to faculty members thro gh
salary reductions unger Internal Revenue Code, Section

' 403(b). Payments into such plans are made entirely by
fzculty members and no contributions are made by the ...
institutions themselves. Thus, such plans are available at
no or only zmall administrative cost to institutions and do
not represeat an additional benefit paid by the institution
to early retirees. .

.
.
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While such plans do not differentiate between early and
later retirees, a high percentage of institituitions see
these plaps as not only early retirement incentives but
2lso a8 a method of increasing benefits avaflable to
faculty members at an unchanged retirement age. This may
be an explicit recognition on the part of personnel
administrators of the importance of the size of benefits in
deterhining the retirement timing of faculty members.

In view of the findings presented in the section on faculty
n%tlrement expectagions, we examined the percentages of
institutions that—allow fagulty members to reduce their
workload prior to normal retirement age. Only 36 percent
responded that they did allow faculty members to take this
optign. Our findings show that, although faculty members
appear greatly interested in reducing work prior to normal
retirement, a large percentage of institutions have not
aqppted this option that might enktourage faculty members to
retire or to retire partially prior to expected retirement
age. Only 31 percent of institutions with a mandatory .
retirement age of 65 provide such a progr#h option while
half of the institutions with a higher mandatory age have
adjusted in part by offering the option of reducing work. .
loads. This helps to accomodate those faculty members who
wish to continue working beyond the normal retirement age
and yet eitier wish not to continue at full-time schedules
or cannot do so because their departments prefer that they
not participate as actively in academic affiars. 1In
general, institutions that allow faculty to reduce their
workloads prior to retirement provide this option to all
faculty members and are most likely to offer this option
beginning at age 55, . e

The Effect of A Mandatory Retirement Age on the Probability
of Ketiring

This section explores‘the effect of a mandatory retirement
age on the retirement:rates for 1978-79 reporited by
institutitons in our sample. First, we look at retirement
rates of public and private institutions.- Next we briefly
discuss, the correlation betyeen our retirement rate
variable and other variables hypothesized. to affect this
rate, Finally, we investigate this retirement rate
utilizing several variables ‘in oraer to test the causal
relationship, ' '

. N P
.

Probability of Ret rement '

Definition-of the Retirement Variable:

We estimaie the

probability of retirement for each institutions's faculty
. from survey data on the current (1979-80) age structure of
! .

(

, .. - . :
r
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faculty, and the ages of faculty members who retired during
the 1978r79 academic year. .
. That a mandatory retirement age may make- some small
difference in retiremént rates is suggeted by Table 1l.
Mean probabilities of retiring between 60 and 65 in the _ -
public and private sedtor are shown, grouped by whether the
institution had a mandatory retirement age of 65 or not.
« The second panel shows probabilities of retiring by a
pre-1978 mandatory retirement age. A current mandatory
-~ retirement age of 65 may make some difference in the
private sec:or, though little difference in retirement
rates by a mandatory retirement age is apparent for public
institutions in our sample. )
. 9
Because recent retirees may have made retirement plans
prior to the 1978 ADEA Amendments we looked at the
relationship between the 1978 mandatory retirement age and
retirement rates. , The results are striking. In both
sectors a pre-1978 mandatory retirement age of 6% increases
the probability of retiring by 10 percent. Rates are
idegtical across-sector by mandatory retirement age.. The
diﬁgerence in the two pggﬂfs may be due to the fact that
schools in the public séctor wére most likely to have «
changed their mandatory retirement age in response to the
1978 ADEA Amendments, thus obscuring the relationship
betw:en manadatory retirement age and retirement tining of
their faculty. This implies that recent faculty members,
having' made plans to retire within two years did not change
their plans as the mandatory retirement age chahged.

Regression Analysis ~

Simple correlations do not control for relationships among
variables and thereforg obscure the effets of particular
variables on the probability of retiring. To eliminate the
confounding effect of the Yelationshlp among different!
variables, W& utilized regression anasysis to determine the
probability of retiring between 60" and 65 based on a
variety of variables thought to influence ‘the retirement
decision. g ‘ <. .

The two variables which are consistently siéﬁzficant in our
equations are the changd in present value of-all future .

- berefits if retirement is-delayed from 65 to 66 and the - .»
health insurance variable. The finding that the former
variable is significant is consistent with the conclusions
of Burkhauser” and Quinn (1980). The health insurance

. variable measuring whether retirees can continue coverage 2

under tHe institution's group health plan was consistently
negative in all regressions run. From this we.conélude
. 7
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Probability of fetiriqg at Ages 60-65
by Age of Current MRA, Pre-1978 -
N MRA in Public & Private Institutions
N - 4 N : .
/ - Current HRA .
Type of Institution 65 66+ All
Public o .5070  .5136 .5119
. . N o
. Private .5718 47715 .5376
, . Pre-1978 MRA
Public «5486 .4631 .5119 -
» -
Private .5483 *.4187 .5376
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" that wkether orﬁpot an 1nstit%tlon offers retirees the
option of contiffuing coverage 'is a*major determinant of .
whether faculty members approaching retirement dge will
retire or will continue working in order to maintain
coverage.” Although many faculty members at age 65 would be '
eligible for Medicare coverage,-younger spouses and other
dependents not eligible for Medicare may make health
insurance coverage under a group plan of vital importance |,
to older fagulty members. i :

Varigbles indfcat'ing whether or not faculty members may
reduce their workloadq prior to retirement and indicating
whether or not an institution provided stpplementary early
retirement beénefits were included in order to test two -
hypotheses related to early retirement incentives. Neither
of these variables appear to be significant although this
may be in part that the.variables are not in fact measuring
the phenomenon that we would like them to represént.

Because of -the impontance of health insurance, we included
various other fringe benefit variables in our regressions bt 4
noe of which including the life in'surance variable proved
to be }mportant. \ . .
* ¢ . -
Because of our findings presented earlier, that '
'instltutions‘wlth an age 65 mandatory retirement age had
very different compulsory retirement age policies, we
attempted to develop variabIes which would capture the - -
interactidén of mandatory retirement and extension .
policies. These results indicate that‘the effect’of a '
* mandatory retirement age is a much more complex phenomenon
than is i dicated by an analysis in which the mandatory
retirement age alone is present. Clearly, extension
Policies matter; why they matter’is not as yet clear.

. Since many schools have cllanged their mandatory retirement
age in response to the 1978 ADEA Amendments we hypothesized
that in fact recent,retirees retired because of plans made
at a*time prior to the recent change in the mandatory -
e retirement age. Thus, we estimated the same relationship -
between.the probability of retiring at age 60 to 65 and '
other variables with the pre-1978 mandatory retirement age

. ’ substituted for the current mandatory retirement age. The °
. effect of € pre- mandatory retirement age is stronger
. &, than that of the current mandatory retirement age alone. <

‘ The, effect of the change-.in present value of annuities and °
, " the health insurance variable remains significant.p

»

Our findings are consistent with other studies on the , uq ' >
- “importance of changes in present value or change in” - s, .
annuities and the unimportance of the absolqtj/elie of
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retirement benefits in making the retirement decision.
Health insurance is a primary determinant, suggesting that
if in:stitutions were to allow retirees to tontinue
participation in the group health insudrance plan retirement
at or pefore normal retirement age would be more
attractive. Healthr insuramce appears to be unique among
non-pension fringe benefits in its effeet on the faculty
retirement decision. ,0ur findings suggest that, as we know
from our survey data, mandatory retirement policies mean
different things among different schools and that the
critical variables might actually be the presence of
extension pplicies, the length of exten¥ions granted, and |
the liberality with which extensions are granted to persons
. reaching the formal mandatory retirement age. Thus, in

. fact, mandatory retirement might be importa although its
importance is not picked up by a variable wgf:;\{gjls to
-include extension policies.

Section §. PRELIMINARY RESULTS FROM THE SURVEY OF FACULTY
PEKSONNEL - -

We report below sdiectlve results from our survey of tenured
f-culty members age 50 and above. 'Additional material %ill be
included in the final report. These results encopphss severa
areas of interest: the health of respondents, feelings about
retirement, attitudes of faculty members toward® continuation of
the exemption and toward complete elimination of a.mandatory

retirement age; their expeclpd age of retirement and recent

« changes in their expected age of retirement; awareness of the
ADEg Amendments; likely responses to early. retirement
inducements; and likely responses to expected rates of ® V)
inflation.

* a. Health oo ’
> .

o Faculty members are an extremely healthy group, with less than

four percent of them reporting their health as "fair" of

"poor." Indeed, two~thirds of them rep3§F their health as

excellent.

b. Feelings about—Retlrement b

JREnadgked héw they felt about retirement, 45 percent said fhey
were looking forward to it, another 30 percent were uncertain,

»

. 22 percent did not look forward to it, and less thag.4 percent -
had no opinion. - ' %\
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b, a&iTkudes Toward the Exerption and to Mandatory Retirement -
#Age . 0
Age \ , .
The attitudes of faculty members, referred to earlier, are of
. key importance in making any decision about éontinuing the
present exemption for tenured faculty members to the minimum
mandatory retirement age of « Our results reveal oppositibdn
to continuation of the exemption. Owerall, 70 percent of all
faculty repondefits indicated that they "oppose" or "strongly
oppose™ continuation of the exemption The responsts did not
differ substantially by %ype (two-year, four-year, university) !
.or control (private, public) of institution.
“ - <
. Considerable discussion has already occurred about the eventual
removal of the minimum mandatory retirement age. Ye asked
faculty about their attitudes towa?d such a change. The
regults indicate somewhat less enthusiasm for a gomplete .
uncapping of the age limitation. For the entire sample, 60" !}
percent of all responde Es "favor™ or "strongly favor" complete
elimination of mandatory retirement ages for faculty members..
culty memberS at two-year institutions were most supportive
o of uncapping; faculty members at universities were least
! supportive of eliminating the mandatory ret{rement age. (Table
12) .
It _is important to recognize that some faculty oppose these
changes: Thus, wefind that about a fjifth of all faculty
members "favor™ or "strongly favor" continuation of the age
sixty-five exemptidn, but therj—*a no evidende of differences
among faculty members gt different types of institutions. With,
respect to elimination ¢f the mandatory retirement age, we find
that almot a quarter of all faculty members oppose this v ‘.
. change. F culty memb¢rs from universities register the
strongest opposition, while faculty members at two-year
institutions are most supportive of legislation to eliminate a
mandatory retirement age. These results indicate that while-a
substantial majority favors these changes a sizeable minority
remains opposed. )

v

d. Expected Age of Retirement . . \

Because we must ultimately assess the labor supply response of

faculty members to changes ﬁn the mandatory retirement age, it

is essential to determine the expected retirement -age for

eachfaculty respondent. Through a series of questions we asked

respondents to give thelir best estimate of the age at which

they would retire; even if this required probablilty

statements. As a result,.ye were able to come up with an €
* expected retirement age for about 90 percent of all respongents.
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! . Table 12 |
‘. -
Attitude Touard Eliminating MRA .
Al
e I3
Strongly ' - Strongly No
Tavor Favor Uncertein Oppose _Oppose Opinion Total ¢
N Privats Inatitution, 36.5 23.7 14.2 16.2 8.8 0.6 100 N
. . ®
» Public Iastitution 320 2.5 12.0 ~18.2 10.6 0.5 100
Total - 36.6 23.0 i3-5 16.8 9.3 0.6 1(20
. All Institutione " N
4 .
2-Year 41.5 28.2 11.5 10.1 7.0 1. 100.0 .
' », 4<Year 37.3 22.3 13.9 18.3 8.2 0.0 100.0
s L4
lhiv!y}{{ty 4.9 22.0 ’ 13.9 , 18.0 10.6 0.6 100.0
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We find the following fesults. Ten percet of the respondents
have no idea as to when they will retire and 5 percent say they
. wi}l never petire. Only two percent expegt to retire before

ageé 6o, 24 percent plan to leave by age 62, and another 5 ,
percent expect to retire before age 65. Then.there is a big
igcrease, with tHe 26 percent expecting to retire at age 65, 5
percent in the next t¥o years, and another 35 pereent from e

¢ 68-70. About three percent plan to retire after age 71, ng
several critical ages come at 62 when eligibility'for Social

. Security first occurs, at 65 which is the normal age of

retirement, and at age 70 which is the present mandatory
retirement age for many faculty members.

e. Changes in tHe Expectfed Age of Retirement

Almost 30 percent of the repondents indicated that they- had:
chariged their expected age, of retirement over the past sg‘eral
years. Of this total 66 percent delayed their retiremen age,

+ 1+ 29 percent accelerated their expected retirament age, and §
percent changed it only marginilly. Among those who now expect
to retire at ages 66-67, for 'example, most of them pushed bdkk
their expected age from 65 (Table 13)! This change may :
represent a ‘espdhse to the.shift in the age of-mandatory
retirement. Among those now expecting two retire at age 65, ¢
over half earlier plan ed to retire before age 65. Among those
who .now ‘plan to retire. at age 68-70y two-thirds had earlier

" planned to retire at age 65. . : -

We inquired’why people changed their expected age of
retirement, classifying the response into four categories:
‘Professional, econonmic, persgnal, and other. Among those who
delayed, 58 percent gave economic reasons, 34 percent offered
professional reasons, with the rest about equagly divided *
between pers nal and other reasons. Faculty members at private
schools were least likely to offer economic reasons for their !
changes. ) .
These results contrast sharply with those for faculty members
who accelerdted their age of retirement. *Professional,. :
ersonal, "and economic reasons were given most frequently, by
8,726, and 18- percent, respéctively. i ‘
. N * ” M
These results give an indication of the extent to which people
tos ha{& recently changed their mind about their expected age of
* retirement, the direction and magnitude of these changes, and
the different patterns of reasons given by those who delayed
and dccelerated their retirement plans. ’

- Of the 30 percent who'did cnange their minds, 85-90 percent
\ were aware of-the. new legislation on mandatory 'retirement. It

- ’
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. . Table 13, »
. . -
" . Chenges in Age of Retirement
- ®
Planned Age of . '
Retirement Expected Age of Retirement at Time of Survey
Before Recent <60 60-62 63-64 65 66-67- 68«70 70+ All
' Change -
- <60 54.5 18.4° 0.0 4.4 0.0 2.2 5.9 7.7
. \ B -
60-62 27.3 16.8 56.0 45.9 11.5 8.9 5.9 23,2
63-64 0.0 , 0.9 8.0 5.2 3.8 0.6 ° 5.9 2.3
63 18.2 56.8 32,0 1.9 73.1 65.4 47.1 46.5
o 66-67 ! 0.9 0.8 4.0 1.5, 3.8 3.9 0.0 2.3
68-70 ., 0.0 7.2 0.0 29.6 7.7 19,0 35.3 17.6
. . & .
b 44 0.0 0.0 0.0 1.5 0.0 -10.0 0.0 0.4
i a
Sy 100,0  100.0 100.0,00.0 100.0 100.0 100% 100.0 °*
. i . ’ .o
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_+ is difficult té know khether those who changed ‘their minds were
responding to the legislation or whether instead the publicity
surrounding the passage of the Amendments cdused respondents to
give new thought tg when they would retire. . .

Based on these results it is difficult to directly attrihute to
passage of the ADEA Amendments the changes in expected
retiprement ages. It is-possible that many, peopl¢ change their
age of retirement over any several year period and therefore ig
no simple method for isolating the separate influence of the

mandatory retigement,gge change. v

-

Likely Responses to Early Retirement Inducements

. [

Y \
TQ the ‘eftent tiat there is cédncern about faculty members
delaying their retirement, given the opportunities many of them
already have to continue teaching because of ‘change in
institutional practices or State laws, we wanted to know how
they might respond to inducements to retire earlier. These
inducements, if substantial enough, couxdglead to further
reductions_in the aferage age of retirement. Or to the extent =~
" that the. possibility of teaching longer exists, these
inducements might offset the tendency of faculty to want to
.continue teaching. Accoraingly, we asked a.series of three
Yiuestions to get some indications of the possible responses of -
fégulty members. ’

L]

Gne question was whether ihdividuals might retire earlier if |
their pension benefits_ were adjusted upward for changes-in the
cost of living dven théugh the fecipient would suffer from the
reduction resulting from early retirement. Just over 20
percent of the respondents said they would retire earlier were
such a package available to them. Over 34 percent, said they
might possibly accept this package and the remnainder were not
interested or not sure. These results suggest that early
retirement inducements could perhaps produce substantial
response on the part of faculty members.

N p

Another question sought to ascertaih the likelihood that
faculty members, as they approached mg:datory retirement, would
80 on reduced schedules with: proporticdnate salary redquctions.
This would amount to a kind,gf phased retirement-by allowing
faculty members to reduce th&ir desired or expected age of
retirement. Forty-one percent of the respondents said they
would take this option. Over 50 percent said that they would
not take this option. N

. 3 <

Response to Inflation

Y A
The substantial pecent inflation and its serious hmpagt-cn

people with’' fixed incomes prompted us to inquire how pebp}e o 3;

N\,

“thought they would react to different rates of inflation. At

! } ~ AR
. “~ .
N \, ]
i > .
. Coow - i \ ‘
» i
; . L r
. ;
. <, ‘ Y N
€ ,'\
: .a ~ i (
£ ’ ' -
) ,.,' ﬁ
Yy o B
‘ . 30Y '
. ! ‘ XY . .
Qo .- o
B ¢ ’ P .
ERIC, .7 . o : p
s ‘ . e S
o . ¥ o, « N - o .




O

the time of our survey the inflation rate hovered at the 12-15
percent rate, having risen progressively over the past decade.
So we wantea to know whether higher rates of inflation would
cause repondents to accelerate or delay their expected age of
retirement. e ¢ . \

We first asked whether continuation of the current rate of
12-15 percent would cause them to delay. One-third of the *
respondents indicated they "strongly agree" that they would
delay retirement if these rates continued. Another one-third
1nd1q§ted they agreed with the statement. Only 15 percent

* voiced disagreement, while the remaining 21 percent indicated

uncertainty. This distriubtion of reponses suggests that there
is substantial uncertainty about inflation and what it will do
to the well-being of faculty members.

When asked whether an a celeration of inflation to a 20 percent
annual rate, even larger percentages of respondents said they
would delay retirement. We find that 47 percent strongly
agreed that they would delay; another 20 percent said they
agreed that this would cause them to delay. Only 12 percent
disagreed. And the proportion uncertain dropped to 12 percent.

Finally, we asked whether a reduction in the inflation rate to
the 7-10 percent range might cause people to retire earlier. .
Only 17 percent of the respondents agreed or strongly agreed
with this,statement. Fifty percent disagreed and 32 percent
were.uncertain. 1In short, a reduction in the inflation rate
much below current levels seems unlikely to produce much change.
»
In summary, inflation has already affected the attitudes of ~
faculty members about their expected age of retirement. A
ma jority, it appears, are likely to delay retirement so as to
minimize the rate at which the real value of their retirement
benefits will decllag.

Farther detailed resudlts from the faculty survey will be

presented in the final report. ) L
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. Footnotes J

‘
-

’
ll?or s discussion of the preemption fasve see Roman-Hicek, John J. "The 1967
Age Discrimination in Employment Act and Preemption: A Case for Broader’State
Laws,” University of Ssn Prancisco Law Review, Winter 1978: 233-310. -

zSee Section V for a discussion of how sctual retirement practices were affected
by the AADEA.

3.

Vs There is considerable variation among states in the lower limit of the protected
age group. Because protection for employees below 40 (the lower sge limit for
the group grotected by the AADEA) is irrelevant to the legality of a RA, this
variation is not discussed. .

. N -
‘ AL.S.-S.AnR.S. 23-c.9t  Age Discrimination in Employment Act. This exemption

- in many cases is aimilar to that provided by the 1976 Age Discrimination in -
ent Act. Since most fsculfy members are covered by pension plans,
the “xemoyal of the exemption.of-the 1978 AADEA sffected the legal sbility .
of educational institutions in these states to mandatorily retire fsculty £
Renbers at ages below 65 and after that dste at lesa than age 70 until July
1980. : v

SAn sdditional exemption was provided by the AADEA for high policy makers who .
"for the 2-year period immedistely before retirement s employed in-a «.,high
;)o1!.cyoma!d.ln:‘ﬁ‘s’:tion.~ if such employee is entitled to an immediate .
nonforfeitable snnual retirement benefit from...sny combination of plsns,

. of the employer of such employee, which equals, in the.sggregate, at least :
$27,000.% The effect of this exemption on retitement policies is the subject
of ‘another contract awarded by the DOL to Mathematica Policy Research,

5

-

Gu.s. Department of Labqr, Age Discriminstion in Fmployment Act of 1967: As
Amended, Publication WH-1387 Employment Standards Administration, Wage and
Hour,Qivision, Washington, D.C.: USGPO, October 1975..

7The potential ambiguity of ststé laws is demonstrated by the case of Simpson 4
v. providence Washington Insursace Group in which the plaintiff, maudatorily

retired at 65, alleged a violstion of Alsska's age discrimination statute.

The defendsnt argued that Alaska's statute was preempted by the federal ADEA.

(Further discussion of what happened in this cage upon appesl.)

~

f aAl‘lkl Stat. 18.80.22(a)(1): Mont. luw.‘ Code Ann, 64—306(1:977) .
L] v .

%M.3. Rev. Stat. 10-5-4, 10-5-4(e). 10-5-12(a)- .

10cq11f0rnta, Connecticut, Florida, Hawaii, Illinois, Tovs, Maine, Maryland, /

Michigan, Minnegota, Nevsda, New Mexico, South CarolinZ. California changed
its protected group from 40-64 tq over 40 in 1977. In the same year Michigan
"ot changed its protelted age-group from 18-50 to all adults,

t
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Part V s
Pootnotes Continued

. * >

Uiotoredo (18-60), Georgle (40-65), Kentucky (40-65), New Hampahire (18-65),
Ohio (40-65), Rhode Ialhnd (45-65), South Dakota (18-65), Utah (40-65), West
Virginia (40-65) P

.

. LY
_l%eﬁ\nrc (40-65), ldaho (less than 60), Indisna (less thén 65), Nebraska
(40-65), New York (18-65), North Dakota (40-65), Oregon (25-65), Pennsylvania
(40-62), Texas (21-65), Washington (40-65), Wisconsin (40-65), D.C.(18-65)
R Pt At

noregon protected private workers aged 25-65 and had s BFRP exemption. Geox‘-gh,
while it sepcified a BFRP exemption, szllowed an employee to waive retircme:\s
benefits 4n order to avoid mandatory retirement. Thus, effectively, nly
8 protected age group of 40-65 qu no exemption.

I‘South Dakota protected 18-65 year olds without a BFRP exemption. Texas,
protecting employees between 21 and 65 yeara of ags, had a BFRP exemption
applying specifically to higher education.

PN

15 ) ’
California, Connecticut, Delaware, Georgi 1linpois, Indfana, lowa,Louisian

ine, HMassathusets, )ﬂnéwtn,“ﬂebx‘ash,gnz{, angﬂiﬂ‘-' Bﬂio‘ tnode 1sland, o

South Carolipe, South Dakots, Utah, Oklahoma and Wisconsin issued executive

orders. e

IGSee fo. 10 for names of states.

-

17See fa. 11 for namea of states in this group.

°

lsceorgh adopted legislatien in 1978 protecting employees 4Q-65 of state
sgencies or subdivisions. Thia atatute had s "sunset tlause'\ that repealed
itself effective 7/1/80. This brief interlude during which tenured faculty
menbers were covered by federal and atate codes against age diacrimination is

. treated #8 "no change" since during this time as it did before 1978 and doea
since 7/1/80 the federal AADEA governa €he legality of MR policies in state
univeraities and colleges. .t

d L

lgﬁou of the exemptiona were granted to employeea of highgr education in 'genenl.

Since nogstenured faculty employees could not be retired prior to age 70 under
the 1978 AADEA, this more generous exemption st the ‘state level was preempted {
by the 1978 AADEA's restricting MR for &1l other employeea to age 70 or older..
Though not so apecifically atated, the atate e';emption for all employees in
education’ could be applied only to tenured fsculty. ° .

. -
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PART VI . '

CONTINUED EXISTENCE OF *MANDATORY RETIREMENT RULES, CONSEQUENCES

OF MANDATORY RETIREMENT RULES ON LABOR FOKCE PARTICIPATION BY

OLDER WORKERS, ESTIMATES OF RESPONSE BY OLDER WORKERS 0 ChANGE %,
. IN THE MANDATORY RET1REMENT AGE

(307)
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Introduction to Research Findihgs T N

An assessment of the feasibility of modifying the present :
mandatory retirement age requires an understanding of e
consequerfces of mandatory retirement policies for the labor

force. To a considerabde extent the great majority of cirrent .
labor force participants have anticipated a retirement agd of -

65 during most of their working careers. The recent shift\of
the mandatory,retirement age to 70 may result in changing the
planned age of retirement for labor force participants., 1In
order to evaluate the feasibility of additional modific¢ation of
the mandatory retirement age, including its possible
elimination, it is essential to document the reasons for the
existence of mandatory retirement policies, the effects of the
former age 65 criterion and the most recent consequences of an ; _
increased maindatory retirement age of 70. This information can H

then be combined with projections of the probable long term ;

effects of eliminating the mandafory retirement age to prowide }
a more comprehensive bast;,jiﬂ’?gcommendatlons regarding T
4

changes in the mandatory getirement age. »

1. The Development of Mandatory Retirement Policies

This section summarized information on the historical
' development of mandatory retirement policies, employee and
-goployer rati.nales—fdr mandatory retirement,‘recent economic

explanatlong §f JfJandatory getlrement, consequences of
non-neutral pénsion plans, and the incidence of mandatory a
retirement rules prior to the 1978 ADEA amendments, © 8

. . &

Employer mandatory retirement nules and employer pensions have
historically been closely related. Prior to the widespread
adoption of formal pension plans during the 1940's, both
pensions and mapdatory retirement rules were rare. The-chief
labor benefit for workers between 1900%and 1930 '‘was the
reduction in hours of work at younger ages, rather than pension
Plans. After World War II, reductions in work. at older ages
surpassed overall reductions in working hours as a major Iabor
supply trend.” For example, labor force partlcgpatlon by males
aged 65 and over fell-from 48 percent in 1947 to 20 percent in
1978. -

As the Social Security program developed in the late 1930's,
ideas and policies.to encourage retirement arose. . This 1léd to
the development of both cohpplsory retirement rules and pension

plans to Xelp facilitate retirement.. _ One of the clearly

understood pérposes of 0ASI when,it was enacted in-1935 was to
. \,‘ . \.
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éncourage workers to leave the laber force by providing an
economi¢ base for retirement. It was argued that this would
resuilt in more jobs for ycunger workers. Thu the Social
Security system has significantly affected r tirement age by
providing an economic base for tirement and establishing
retirement.as an appropriate d expected occurrence in old
age.

The sharo increase in priyate pension plans in the 19{,,3
occurred primarfly to epdourage and speéd up retirement by
executives. However, partially aided by unions' collect®e
bargaining agreements, tnis pension qoverage gradually spread
to the general mass of employees. It became general practice
to structure private pensions’ as supplementary to OASI and
OASI's minimum age for receipt of retirement benefits became,_
the actuarial basis of the private plans. It {s now geperally
agreed that the age 65 limit was an arbitrary choice and.that
once it was selected, the effect of collective bargaining on
the presence of mandatory retirement provisions in pension
plans has followed no obvious trend. A Department of Labor
study in 1957-58 found that one-half of the 100 collective
bargaining agreéements on pension plans included compulsory
retirement provisiong. However, other studies found no
significant effect of unionization on the presence of mandateksy
retirement provisions in pension plans. ~

Historically, union attituaes towara mandatery retirement have
been ambivalent, an ambivalence reflective .of union attitudes
toward older memebers generally. McConnell and Corson (1956)
argued that, while seniority systems usually protected the
status of the older worker already on the job, up to that time
there had been_little union-based protection frow age
discriminatiorr in hiring’ practices for an older worker outside
of thar Job. - T .

. . .

~

The overall history of union attitudes toward mandatory
retirement emphasizes their sensstiyity to unemployment.
to ther 1930's, unions were strongly opposea to compulsory
retirement and fought to keep such provisions out of
contracts. During the depresseua economic conditions of the
1930's, unflon policy softened considerably to at least
tolerate, if not advocate, mandatory retirement pro“isfons.
Subsequently, in the late 19%0's and early 1950's, union ,
opposition stiffened once again under more favorable economic
eircumstances. Unions ,at times even tried to extend the
working years of older members, either by increasing mandatory
retiremeht ages or attempting to abolish them iltogether.

While unions rarely supported mandatory retirement actively,
tacit acceptance seems to have played some role in. ifs
continuance, .especially when mandatory retirement was part of a

Prior

.
°
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pensfon plan. As hqé already beep noted, mandatory retirement.

rules have been closkly linked | pension systems. Union '
opposition to compulsory retirement may be primarily relaged__l .
not to compulsion per se but to a reluctance ta leave older

workers without adequate incomes. As retirement incomes have -
risen, automatic retirement schemes have also gained in union_ Q

acceptance. -
P » v
Rationales explaining the existence of mandatory retirement
rules historically came from bbth employees ,and employers.
« Employees reasoned that (1) such rules did increase job or T,
promotional opportu:éi;gs for younger workers; (2) the .

retirement process S made %asier by having compulsory rules,
for it encouraged spetific plans and preparation by workers for
the financial and psychological transitions of retirement;

. (3) the rule made it possible to rétire in dignity without the v
stigmd of having been found unprqductive since a worker did not
have to be judged by a performance evaluation (4) Since 65 had
become socially acceptable as’the "natural® boundary between

. work and retirement, and there were the strong economic
Incentives of Social Security and employer pension plans, these

contributed to an expectation and acceptance of ‘compulsory
.. retiyement.

. Employers' rationales for the existence bf mandatory retirement Ve
have focussed €n the following issues:

1. » a belief that productivitygldecline was comensurate o~
with increa%}ng age; [ .. -

2. wage inflexibillty created primarily by unions in
collective bargain‘ng (work rules, seniority systehs,
etc.) required the Ipresence of mandatory retirggent,

- rules; .
" o 5 -
. _Aleasuring productivity of individual workers would be

too costly - i.e., generdlizing about decreased
productivity with age is less expensive than N
indivioual_measurement;

-

. *

* -

4. the increase in the bureaucratization of large .
companies mecessitates the need for simple, uniférm -
rules governing'retirementi . "~

\

o

‘ ’ 5. mandatory retirement is administratively easier thmn
?/’/ . individual evaluations, and lessens conflicts whioh ° & s

may result in appeals, etc. It provides a practignl
administrative procedure that is ob ective, impersbnal
and impartial, thus avolding charges of -
discrimination, favoritism or bias;

> .
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6. promotional opportunities, employers want to promote
¢ Yyounger workers, but.are prevented from doing so
‘" because of seniority pgactices. /

2.l Recent Economic Explanations4or Mandatory Rétirement

There is another point of view which explaind mandatory
retirement as a necessary aspect of a long-term relationship.
between employees and their employer; such rules may ensure the
efficient working of the labor market and, from a lifetime

\viewpoint, both workers and employers may be bettér off because
of such rules. - . N

The basic notion is that workers give up free choice with
respect to retirement age inm qrder to enjoy some benefit prior
to forced retirement age that would otherwise pnot be
forthcoming. Central to arguments in the literature is the
idea that workers freely choose to take (and stay dn) jobs that
are subjec{. to mandatory retirement. That is, mandatory
retirement {s a natural consequence of free market contracts

- mutually beneficial to both employers and employees, . )

I AAIhere,aregzun_aspecfs,og.a—éob—uhieh—make~a—4ong—%erm—eon%raet
advantageous tojoth empPoyees and employers: the existence &f
search costs on e part of both parties °to match workers with
jobs; and a neced Yo finance investment in human capital.
Employees are wilNTg Q'Ehteg a long-term contract, even if it
contains manaatory retirement provisions, because there are
search and set-up costs in beginning a new job and it is .
optimal to‘spread these co-ts over as long a job tenure as
possible, ‘. ’

Employers prefer long-term contracts for much the same

reasons. Search and hiring costs are,signirizant, sq employers

want to ensure a steady work force. Investmeht in specitice

human capital paid for the employer requires at workers

remain on the job for longer periods of tim€ than would be the '
case if no investment were made in their training. 1In N .
addition, long-term contracts in which part of the reward for
working is withheld gives the employer some leverage in ’
ensuring satisfactory work Q* employees. .
Theories which stress long-term contracts are less successful

in explaining the nearly unifversal use of 65 as the termination

age in such contracts. It may be that firms and workers préfer

to minimize the difference between mandatory retipement and
voluntary retirement and that costs are associated.with a large
variety of mandatory retirement ages. Thus, employers tend to

choose the age commonly associated with social security and

private pension acceptance. Mmre importantly, since such
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pensions often lose part of their Yalue, if postponed past thig.
age, this effectively reduces the market wage rate and would
. -encourage reduced vork regardless of mandatory retirement
policy/. Nevertheless, it weakens the importance of the LI
long-term contragct theories when potehtial gains from
establishing optimal retirement ages for individuals or firms
are p esumably too small to overcome the disincentives Iin_the
ke Social Security system for work at older ages.

3. Mandatory Retirement Rules and Non-Neutral Pension Plans

Mandatory retirement rules are only one method of ensuring that Ve
a worker leaves a job at a given age. The lifting of such
rules, while ensuring the worker's right to continuelat the N
same job at older ages, will not ensure that he/she will
actually do so because, in addition to forced retirement rules,
non-neutral pension plans have been widely used to induce Jjob
exit.

!

Pens{on plans can and do exert economic pressure .on individuals
to leave a job or even leave the labor force. Of course, the
very existence af a pension which can be taken at a given age
will provide workers with the option of leaving their job and
accepting benefits at that age. Few would object to,this
impact of pension plans on work. 1In fact, it is this aspect of
pensions and of Social Security —- ensuring a margin of income
. replacement for those who retire--which has long won support.
Thus, generous pension plans will eliminate to some degree .the ——
"nged" for manda ory retirement rules. But pension plans have
been designed to induce retirement with even greater
certainty. If those who continue working weye rewarded with
increased yearly benefits which fully compeysated them for not
- immediately taking a pension, only individyal tastes and -
preferences would enter into such a choice. This type ‘of
pensimmfystemiwould be neutral with respect to the timing of
benefits. It would eacourage or discourage the acceptance of
these benefits and sulsequent job separation at any particular
age only to the extent that any kind of asset affect such a
decision. A pension system iS not neutral whern the ifetime
value of benefits changes with the timin
fgeccegta,ce. It is this aspect of pensions which grneatly
rac ates their use as alternative mechanisms for enforcing

.

long~-term contracts. . .

Most pensions decrease in lifetime value when .postponed and”’
therefore put econpmic presSsure on workers to quitC their jobs
and accept a pension. Employers can affect the -age of
retirement by tilting pension benefits to ensure that the
optimal time for acceptance of benefits occurs at the age they
desire employees to separate from the firm. ’

- , #: .

Qo ‘ . ,
g 1
ERIC ,

- .




- . N

\

It is 1likelXy that non-sgﬂtral pension plans have at least.as
much to do with induci retirement as mandatory retirement

rules. Rather than forcing retirement at a given age, however,
. non-neutral pension pland achieve their purpose by effectively

reducing the net wage rate of’ older workers who continue on a

Job. g

4, Incidence of Mandatory Retirement Rules Prior to the 1978

) ADEA Amendments

L)

Prior to 1978, mandatory retirement rules in industry varied in
their incidence across industries. (Table 1) Althouygh 44
percent of workers aged 58 to 61'in 1969 were in jobs with
"mandatory retirement rules, most were concentrated in
communications, petroleum refineries, federal goverment,
instruments, and transportation, where four workers in five
were subject to mandatory retirement rules, The lowest -
incidence of workers in industries with mandatory retirement
rules %ere in service industries, sales and appparel where one *
worker in five was ‘subject to such rules. Industries with the
highest incidence of mandatory retirement rules had the highest
degree of private pension coverage and.coverage by Social *
Security. Mandatory retirement rules and pension plans were
more likely to be in higher wage industries with white collar -
workers. In addition those industries in which physical demand‘
requirements are important tended not to have mandatory:
. retirement rules. i
+ If summary, the proportion of workers age 58-61 subject to
mandatory retirement was only U4 percent in 1969, but this
figure varied yidely by industry. Salés and services
industries apﬁ{led manda ory retirement to about one in five of
these workers, but this incidence rate ranged up to about 80
percent in other industries such as transportation and
communications. The degree to which jobs in an industry were
Subject to mandatory retirement was glosely related to the
extent of pension coverage and wage levels. The greater the
wage rates and the greater the degree of pension coverage in an
industry, the more likely that industry's firms used mandatory
retirement. Similar' relationships were found when jobs were
Q\_‘//categorlze by gccupation. White collar workers were morg
often subjdtt to mandatory retirement than blue collar workers,
but highly skilled blue collar workers were more subject to
mandatory retirement than low-skilled white collar workers.
Mandatory retirement was more prevalent in occ ons that are
not physically demanding than in those with ri ous physical
requirements,

5
. . .
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From an analysis of industrial characteristics associated with
mandatory retirement -rules and pension plans, through looking

“al the industry rage rates, productivity trends, total number

of workers, and the extent. to which workers perform whole
activities on their jobs, the following pattern appears which
gives relative support to the long-term contradt theory of
mandatory retirement:

,l 1. Pension plans and éhndatori retirement rules were

> likely to occur if the productivity of the industry is

high. :

2. High wage workers &re most likely to face job
~ constraints in old agée,

3. Jobs with physical requirements are more likely to
have pension coverage, but less likely to have
mandatory retirement rules.

.

y, Although the deglee of unionizatidn was highly reiated

to. pension coverage, it was not a factor in the

incidence of manda.ory -retirement. 0
-
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Aged 58 through 61 and Employed in 1969

~

Pension Provisions Across Industries for All Workers

.

Percent of Workers Aged 58-61

* Industries Subject to Eligible for Covered by
(Based on Mandatory A Pension Social
first 2 .
digits Retirement At Any Age Segurity P
of S1C Code) _At Any 4Age (Percentage) (Percentage)
(Fercentagse)
(1) (2) (3) (4) .
. Mining 25 75 96 4

0i1 and Gas 21 , 47 100 ‘
Construction 22 54 9y
Foods 58 T 100

T Textiles . T 731 53 100
Apparel 12 H5._ .. .98 :
Paper 57 86 100 .
Publishing 32 69 95
Chemicals TH 85 100 °

. )
N
Petroleum 90 97 100 .
€
Rubber 70 U T 100
Leather - 26 q3 . 100
J
. . %
x .
. 1< !
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Y

. Percent of:Workers Aged 58-61

Industr!eg . * Subject to Eligible for s Covered by
+ {(Based on Mandatory A Pension Social -
first 2 digits Retirement At Any Age Security
of SIC Code) At Any Age (Percentage) (Percentage) ° .
. (Percentage) Pl N A i ,
(1) ’ (2) o ., (3) 4) n
' Lumber 32 4o . 96 .
. ‘ , . M 4 ‘
Furniture 28, - .. 87 .94
i’}
A\ N - -
Stone, Clay, Gléss N 69 83 -, 100
Primary Metals ' 53~ g4 - 99
: PN
Fabritated Metals 46 77 V\ 98
* " Machinery ' . 50 * 76 \\ 98
Electrical %3 76 \9&_/
Machinery - '
Tranigér}atl on PR 80 . 80 s , £ J
* .
InstMents 82 :. 91 100 . *
2 Miscellaneous 33 48 . - 100 . «
o = -
L4
‘. Railroads ’ 50 96 1 j o~
N .
Local Trans., Bus 56 67 - 92

[y
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* R " Table l--continued
4 , \\
* .
Percent of Workers Aged 58-61 r o
Industries N -Su'bject to -~ . Eligible, ror. Covered by
(Based on . Mandatory A Pension Social
first 2 digits Retirement At Any Age Security
of SIC Code) At Any Age (Percentage) (Percentage)
(Percentage) -
(1) ' (23 r} . (3 %)
Mdtor Freight , 32 - 83 95
< .
° Water and Air and N 48 92 100
Pipeline Trans. *
Communiéation 92 96 100
. <
Utilities T 70 91 ~ 89
Sanitation ” s
Wholesale Sales 13 50 v 99
Retail Sales ) 18 31 95 ..
A - . . - -
\ Finance 55 . 80 N 96
Insurance 41 56 94
‘e .
294 Bisiness Services .29 57 ’ 87
¥
. Lo
Repair Services 4 . 3% " " 100
Fersonal Servicgi y 15 . 78
Medical Services 24 43 82
- ks -
» ) '
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’ ‘Table l--continued “
t \ N
a )
' 4 [§ Percent of Workers Aged 58-61
‘Industries Subject to Eligible for Covered by .
. (Based on Mandatory A Pension’ Social
first 2 digits Retirement At Any Age Security
of SIC Code) At Any Age (Percentage) * (Pércentage)
) (Percentage) :
w . (3) ()
. Hospital s 46 68 88 .
. Al Dy
Education . 75 83 82~
2 1 4 N
’ Welfare, Religlous 13 g T '50 ’ 77
Other Services 12 . Y50 88
Federal Govt. 86 .\ 95 ’ 40
¥ State Govt. N 87 . 80 #
¢ h
" Local Govt. T RN T . 86
Average N N 64 89 . - .
- ) .
. < 5
. Source: Social Security Administration Retirement History Survey
- (1969-1975) .
a - *
except oil M
and gas ) , * .
- .
less than 20 ~
-~
observations .
c . .
except electrical
4 . ’ -
R - .
> s =
4 v
. ,
» N -~
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The Consequences of Manaatorz Retirement on Older Worker Labor
Force Participation

This section presents an analysis of the labor market effects
on older workers of raising the mandatory retirement age

imit. Two types of analysis are reporteds (a) an examination
of the effects of raising the mandatory-retirement age, -
availability of pension benefits and other variables on the
retirement decisions of workers who were subject to the former
mandatory retirement age of 65; and (b) a review of estimates
of overalllaborwsupply effacts of raising the mandatory
retirement age based on the above analysis and ofher “major
estimates.

a. Effects of man&atory retirement rules on older worker
labor supply , )

Estigates of retirement behavior were derived frem data in

\the Social Security Administration Retirement History .
Survey, a l0-year logitudinal study by the Social Security
Administration of a national sample of Jlder workers
approaching retirement age. A major research effort was
undertaken to develop from survey responses, reliable r
estimates of social security and pens¥on benefit amounts

'and the wealth such benefits represent and to combine these
data with information on mandatory retiremenﬂ‘g?fects in
order to predict retirement behavior.

———

The basic approach was to estimate, over two-year N

. intertvals, the probabi;itie§'§hat employed workers would

. remain in the same job, move to a new Jjob or.leave the
workforce altogether. Separate estimates were made by sex, -
by employed vs. self-employed status (for men only), and by
age group (58-61, 62-64, 65-67). Regression analysis was
applied to a‘serige of variables for those respondents who
were not subject to mandatory retirement during the
two-year intervals. By then applying the resulting
predictive equations to respondents who were subject to
mandatery retirement, and by*comparing pregdicted with

o actual labor force transitions for these people, upper

\ limits were derived for the marginal impact mandatory

retirement alone may have had on these transitioqg. // .

The explanatory variabies used in the job transition
equations include the following: . —_

-

- L 4
. ¢ - Indices of eligibility for a full pension or a reduced
pension during the transition periods; * .

- Wealth measures for lifetime pension and Social
Security rights;
e . :

~
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- Estimates of the net costs in terms of foregone
benefits of a one-year: delay in agcepfance of a
pension and of Social Security; % .f(
=
- Indices for the preséence gf a mandatory- retirement
constraint occuring after the two-year transition
interval; : . d

- Marital status; )

- P -

- Indices for health limitations and evidencequhu
. deteriorating health; and \

- Market wage' rates.

b. Major Conclusions of Labor Supply‘Research

Our study has found that the prior existence of age-65
mandatory retirement rules had a significant impact on the
.1ikelfhood that workers reaching that age would withdraw from
the labor force. For example, men aged 62~64 who were wage or
salary workers in 1973 had their probability of continuing to
work at any job over a two-year period diminished by-about 28
perceniage points due to facing an age-65 mandatory retirement
rule. A less significant but discernible effect was found on
- the. employment behavior of younger workers. Women age 58-61,

for..instance, were estimated to have a decline in their ’

probability of continued work of about 8 percentage points
associated with ‘the prospects of the fugure imposition of #
mandatory retirement by their employers. g )

&
-

‘ Had the 1y78 ADEA Amendments become effective during the_period
analyzed in this study (1973-1975), the result of raising the
mandatory retirement “age from 65 to 70 would have been that at

. most 200,000 older workerss would have jbeen working. in 1975
ihstead of” retired. Such a result isy of course, of great -
significance to* individual workers approaching age 65 who want
to continue working and are unlikely to have much opportunity
at that e to move to other jobs. Tiis increase is less !
importan§§1n that it represents a measurable incremenf to the
total number of such workers; for example, this maximum figure
(200,000) implies a 3-percent inerease® for men aged 64-66 in
1975. However, viewed in the context of the national economy,
this change in labor supply would be a miniscule increase in -
the total workforce (less than two-tenths of one percent).

This study also estimates the relati&qclmportancerof Social
Security and pension benefit entitlements to the retirement
¢ decision, both in terms of the current year, tradeoff (loss of a
year's wages vs. loss of retirement benefits) and the wealth'
’ . . An

.
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e{fect (the present asset value of a lifetime of N\ture

benefits). The current trade-off of benefits vs.“;ggs was

found to be especially important, reflecting the faxt that

Social Security and the bulk of Rsnsicn plans are designed to

encourage retirement. . R
Several o“her significant factors in the retirement decision
were alsc identified -- health status and wage rates proving to

, be especially important determinants of individuals' behavior.

»

Since mandatory retirement provisions are closely tied to
private-'pensions, this research indicates that the incentives
inherent in pension plans are important determinants of

, behavior (people do respond to these incentives) and .therefore

. that the eventual impact of changes in mandatory retirement
legislation depends ceritically on how pension characteristics
change. IY employers cahnot dismiss employees at age 65 on the
basis of age but are permitted to structure fringe benefits to
make it very expensive for workers to continue working beyona a
particular point, changes in mandatory retirement rules will
have only a modest aggregate impact. On the other hand, if
employers were to remove these financial. discentives to* work,
the impact of the ADEA Amendments will be more pronounced. °

.-~ —C+v - Selected Analytical Results

Y

The most important of our results apply to persons aged 62-64.
This 4Age group is the one most likely to encounter a mandatory
retirement constraint during "the tWwo-year retirement transition
period, since most of them reach age 65 by the period's end.
For men not self-employed, the impact of mandatory retirement
was estimated to have reduced the probability of staying on the
same job by as much as 30 percentage points, from .41 to ,11.
,(Thﬁs probability was .51 for those not subject to mandatory
retirememt.) Labor force withdrawal, rather than Job changes,
accounted for the preponderance of Job transitions (more than 4
aut of 10 of the job leavers in the mandatory retirement group,
about 8 out of 10 of the other job leavers) Persons facing

mandatory retirement after the two-year tr ion period were
° found to be slightly more likely to leave Jobs than those
not{ subject to mandatory retirement at alll .

For men aged 62-64 job leaving was found to be more likely the
greater the net annual-cost of delaying pensi acceptance,

The corresponding measure for delay of Social curity benefits
also proved to be significant in explaining work behavior., The
wealth measures for future pension and Social Security beeyflts
were positively related to the likelihood of Job leaving, ‘but
the relatlonshps were veaker than for the cost of pension
delay. The 1likelihood of staying in the same job increased,
the higher the wage rate and the better the health status of

the worker. .

-«
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For non-mlriled women aged 62-64, mandatory retirement could

g explain as much as a 34 percentage point decline in the
probability of staying in the same job, from .¥3 to .09. (The
probability¢was .60 for-women not subject to mandatory
retirement.) Women appeared to be more sensitive than men to
losses in pension benefits incurred by continued work, -and more
likely to react to the. penalties by leaving their jobs and
withdrawing from the labor force.

AN
An important by-product of our research\ls the detailed dat

that were developed on pension benefits.\ The next section .
presents information on: (1) the comblgkd in®idence of - o

N mandatory retirement and pension coverage\by industry; (2) the
distribution of pension benefits by benef

t amount; and (3) the
distribution of pensSion wealth. \ .

\
d. Pension?Plans, and Their Relationship to Mandatory
Retirement Rules

The study of the labor force effects of mandatory retirement
attempted to separate out the effects of pené@on plans on
retirement behavior since employees ahe orten§raoed with both
types of incentives, From an econof viewpoint, the presencd .
«f mandatory retirement alters the ential stream of future -
““ucearnings by compelling an older waprker :to retine at a certain
age or to seek another job,. perhaps at a-lower wage. Employer
pPensions and Social Security also introduce economic retirement
incentives. First, pension eligibility brings with it a
possible source of non-wage income, thereby reducing the
economic need to continue working. Second, Social Security and
a large number qf pension plans are designed such; that ~
postponemeq} of benefit acc¢eptance (1,3., delay of retirement.
by a pension.eligible) will result in a permanent loss of
benefits that is greater than any ‘increase in future benefits
that may result from the additignal perioa spent working,
although .income from work would of course contjinue. To
understand\the‘1mportance of mandatory retirement rules

[y

required,an assessment of the impact these other ifo ves
have on retirement pelavior.

Mandatory retirement const uted a constraint on the jobs of 43
percgnt of workers aged § and 34 percent of those aged
62-64 in this study, The -indicated a high degree of
Pension eligibility for those aged 62-64 subject to mandatory
retingment. Of those. aged 62-64 subject to mandatory
retirement, all but 10 percent would eventually be pension
eligibiles, whereas 59 percent of those not subject were not
entitled to pensions. This reflects the close relation
-identified -earlier -petween mandatory retirement pro;}digﬁtp;nd
- private pension coverage.

s
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Mandatory retiremént rules curtail an individual worker's
+ability to choose when leave a job. The lifting of such
rules, while broadening yorkers' rights, will not ensure that

they actually stay in their jobs. The timing of retlirement
. from a particular “job or grom all market work will vary across
. individuals due to differept tastes and attitudes about work as

1 well as differing health conditions and family
responsibilities. Economid.variables which make the cholices
between continued work or retirement more or less appealing .
are, of course, important factors in the retirement process.

Pensiop plans can and d¢o0 exert economic pressure on individuals
to leave-jobs or ¢ven leave the labor force. The very
existence of a pension which ¢an be taken at a give age will,
of course, provide a worker with the options of leaving a job
and accepting benefits at that age. If those who continued
working were rewarded with increased yearly pension beneriuts
which fully compensated them ro§ not immediately taking
* pensions, only individual taste3 and preferencés would enter
into the retirement age choice. This type of pension system
. would be neutral with respect to the timing of benefits. It
would neither encourage nor discourage the acceptance of these
benefits at any partricular age any more than any asset affects
. such a decision. However, as already mentioned a pension
- "system is not neutral when'the value of benefits changes with
the “timing of benefit acceptance. \Most pension plans require a
worker to leave the job in order tg collect benefits, and the
__." lifetime expected value of total behefits usually falls when
postponed  past some age. Even for those not facing mandatory
retirement, such pension plans encourage retirement by a
certain age. Social Security puts n
given job but decreases the benefits\of those whose earnings
exceed an exempt amgunt. Moreover, e present value of the
lifetime stream of Social Security behefits also falls if
acceptance is postponed past a given dge for most workers. For
this reason, Social Security ‘elso encourages less work effort
% than would be the case in the absence bf such work
disincentives.

Mandatory retirement rules obviously affect job separation
directly by requiring workers to leave their jobs at a specific
age. But such rules may also have an efiffect on job separation
prior to the actual age at which they apbly by distorting the
expected futuré stream of earnings that pight otherwise be
available. This possibility of lower fytiure earnings adds to

' e early retirement incentives established By many pension

plans and Socia{\f:curity. . ,

3 Y
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LY B .
¢, The Incidence .of Mandatory Retirement Rules:and Their
elationship to Labor Supply . ‘
Y
Table 2 shews the incidence of mandatord retirem§;t ruLe§é>
across older workers by age, sex and time period for whi
mandatory retirement was applicable, For those aged 58 to 61
in 1969, less than one percent actually faced mandatory
retirement on their current jobs by 1971. Over 40 percent,
however were iny jobs in which there was some mandatory-
retirement rule in effect. Men were much more likely to be in
Jobs with mandaEbry-retirement rules than women. However, for
+ over one-half of the men and two-thirds of the women in this
sample, mandatory retirement would never-be a constraint on
their current jobs..

This finding is similar to that found by Halpern (1978) using—
data from the Nationdl Longitudinal Survey (1970) and by Clark,
Barker, and Cantrell (1979) using a sample of workers at all
ages from the RHS (1971). (See Table 3.) However, no direct
comparison can be made between these incidence™tables and the
data in this report since somewhat different age groups have
been used. In general, it can be-assumed that approximately
40-50 percent of all workers faced a mandatory retirement age
(ueae’f‘;y 65) prior to the ADEA Amendments of 1978,

-

Forthose aged 58 to 61, the imposition of mandatory rétirement
over the next two years was not an immediate problem. But that——
was not the case for the second cohort of workers investigated,
~~—--those -aged-62 to 64-1n-3973+ -By 1974, 14 percent of these .
workers would reach a mandatory retirement age on thefr jobs.
Another 20 percent would be subject to such a rule at later
ages. The'final cohort of workers consists of those
respondents aged 65 to 67 in 1973 who were Btill employed. For
these workers, mandatory'retitément was less likely; only 5
percent would reach mandatory retirement on their jobs in the
next two years and 10 percent at a later time. The most likely
reason for mandatory retirement not being a significant future
constraint for this age group of workers was that théy were the
employed remainder of an age cohort that had already faced
mandatory qgtirébent rules at younger ages.

Table 4 ghows the labor supply behavior tio years later far
these three age-cohorts of workers. The major changes in the
1aban»supp1y‘occurred,‘not surprisingly, among thdse workers

. Who faced mandatory retirement in their jobs during the N
two-year transition period. For example, in the sample of
workers aged 62 to 64, over half were working. two years later.
In the subsample facing igmediate mandatory retirement, onlz 17,
percent remained iIn the labor force. For those aged b5 to 67,
the analogous figures aFS\Qg and 26 percent. Such findipgs
leave little doubt that there is a strong correlation bétween a

Q
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Table 2. §cope of-Mandatory Retirement Provisions For Respondents Employed
In Initial Period
- Subject to Mandatory Retirement Rules T
7]
Ioitial During the two- L v Total
Age " yeay period d . Lacer Never Population
. indi- row per- !indi~ row per- Iindi— Tow per- .
viduals centage |viduals ccntge_-mvidﬁls centage’ '
[l |
sa-61" . ‘ q o
Total 15 €] 1,660 43 1,906 56 1 3,381
Male LI (» 1,202 46 1,410 54 12,626
Female 1 . 258 3% 496 66 ! 755
4 1
62-64° . ;
Total 1 217 14 nz 20 1,007 66 1 1.541
Male i 173 15 264 22 754 63 1,191
Female | 44 13 53 15 253 72 350
' \ o
65-67° ( .
Total s S 76 10 652 85 766
. Hale 29 S 56 10 1 465 * 85 550
Famale 9 4 20 9 187 87 216
; -
‘Source: Ratirement Ristory Juxvey n(1969 through 1975)
. . '
.Lus than one percent.
. ©
*2espondents employed and aged S8 through 61 in 1969. ° '
blupondqu employed and aged 62 through 64 in 1973.
clumd‘nu employed and ‘aged 65 through 67 in 1973.
- -
%1969-71 for chose age 58-61; 197375 for the.other .age groups.
. - :__‘_—_hh..._._v
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Table 3. Previouw Studies of the Incidence of Handatory Retirement
Provisions

Study B datory Retirement
No

Halpern

Male Wage Earners 50
(1971) B

S
Clark

All Wage Earners
(1971)

Hale Vage Rarners 40.6
(1971)

Source: Clark, Barker, Cancrell (1979)
LY
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Table 4. labor Force Participation Rates at the End of the Transition
Period by Initial Age and Mandatory Retirement Provision
(labor force participation is 100 percent in inicial pariod)
Labor Force Participation Rates (parcent)
! Subjact to Mandatory Retirement Rules |
Inicial During the Two || - { Total
Age Year Pariod H Lacer Never i Populacion
i . |
N s8-61 ¢ ’
Total a 85.3 - 89.0 87.4
Haje a 85.7 89.4 . 81.6
Female a 83.3 89.5 87.4
[
62-64 4 -~
Total ! 171.1 §5.5 : 59.8 52.9
Hale 16.8 54.9 $8.1 51.4
Fensle : 18.2 sa.sé 64.8 $8.0
)
65-67 . »
. Total | 26.3 48.7 65.2 61.6
Male ! 24.1 ss.ab 64.1 61.1
Fenale | a 30.0 67.9 63.0
Source: Retirement History Survey (1969 cthrough 1975).
%3ased on fewar than 20 observations. R .
N ~ Ppaged on 20 to SO observations., L
~ a ©
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mandatory retirement age and a gdecline in work.. ;?;,
o : A
Those subject to, mandatory.retirement but not during the _ *,
transition perlod had work behavior similar to bhose non Ay

subject to mandatory retirement at, all. = e
i, § ’

-~ N ~

. . N

f. The Interaction of the Labor Supply.Impacts of Mandator

b Retirement and Pension Provisions ] .
%It is apparent that the incidence of mandatory retirement rules

during the transition period was most important for” workers
initially aged 62 thréugh 64: The fact that only 17 percent of
such workers remained in the work force suggests bbat mandatory
retirement rules are importamt. But as Table 5 1nd1caﬁes, such .
rules were only one aspect of the retirement system whic¢h had a’
major lmpact during this transltlon period. e ﬂ

.

-
.

As can be seen from” Table 5, of the 217 respondents aged
62 to 64 {n 1 73 who would be subject to a mandatory retirem ﬁﬁ
rule by 1975, mnearly three out of four were also eligible td?
collect a pension during those two years, and most.werge ° vy
eligible for full benefits. Only 9 percent would never b f
. eligible for any pension benefits. Of those subJect to (A

mandatory retg;gment at a later age, nine in ten waie also

° eligible for pension benefits, either during the }ransitlon
perioa (55 percent) or later. Of all the workerg, isubject to
mandatory retirement Jules efther during the transition or at a
later time, only 10 percent were not eligible for penston
benefits. . .

7 - . . & .
These pension eligibility rat®s are in sharp contrast "to those
for workers not subject to. .mapdatory retlregpnt rules. . while
40 percent of the latter gfioup were eligibl celve private
pensions, 60 percent haa Wi brivate pension cov%rage. .There:
was clearly a strong copi¥lation between manq#taTy retirement
rules and penslon;plan-“t ot only with respect to coverage but

) b g

%s at that age. Although the chance of
irement age without beingreligible for
igher for uomen,.it ﬁas qgil less than

facing a mandatory
pension benefits wa

20 percent.~ 1) A -

While it is true t more!workers - yerf eligtﬁle to receive
pension benefits without bein subjecb nd tory retirement
rules than vice versa, nevertheless, o he workers

eligible to receive full pension bene] ht QVerlthe two~year
period, over 40 percent uerekalsd'sub cj-to m;ndatory

tetirement provision durlngttbag tiﬁ ifand 25 percent more
v \‘) : Y
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N tveen datory Retirement Provisions sod tligibilicy
i For Pension Benefits For Raspondents Aged 62 to 64 and Esployed in
The Initfal Period
- Lad
]l »
Eligible To Collect Pension Benafics 1
Durink the Two Year Pertod i
Reduced Pull
Subjett To Later Nevar
Handatory |——bsnsflts . Beaeftics | Tazsl
- Retiresenc | tadl>  rov per-iindi-  rov per- | tndt- Tov per= [indi-  row par~ [[Popu-
Rulesy  vidusls geatage ' vidusls centage | vidusls Sentage | vidusls centage lattor
Duriag Nexe ° . "
Two Years "
Total 18 I Y 66 38 16 20 5 9 Ja
Mals 13 9 117 (1) X 17 n § i 173
Female ] ? 27 61 H 1 9 2 :i 44
Later N
Total 82 26 91 ‘29 108 34 36 n N oz
I HMale 67 s 28 I 76 29 92 35 29 un Y 264
(‘“-u. 18 28 I1s <8 16 30 ? 13 |: 53
. - -
Rever . +
Total 62 6 124 12 228 22 596 59 1007
Male 2 8 107 11U 190 25 398 $3 L1 o1s4
R Penale 3 1 17 ? 3 14 198 % 283
P’y Total .
Populacion i '
s Total 162 11 359 k] 3488 24 652 A2 111,541
Male 141 12 t 300 28 n2 26 438 37 i 149
2 [} " $9 17 56 16 218 62 ;i 350
[ Rl T LT A . S 1 ey
Source: Retiremant Bisgory Survay (1969 chrough 1975)
8 o s
»
L]
&
N .
. . . ,
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'fgced such a rule later. Thus, the impact of either retirement

rules or pensions should not be considered without explicitly
o taking into account the importance of the other. .
e e B ‘ . » ’ .
The impact of both of these potentlal inducements to separate
from a job or leave the labor force can be seen quite cléarly
in Table 6. TWo out of every three workers remained'in the - *
’ labor force over the transition period if they were neither
eligible to collect pension benefits nor subject to a mandatory
retirement provision on their current jobs. Thls result is in
sharp contrast with the one worker i{n ten who remained in the
labor force among those both eligible to collect a full pension
¢ benefit and subject to a mandatory retirement age during the
transition period. The combined impact of pensions an !
mandatory retirement almost completely drove workers Egt of the
labor force. Taken individually, both factors are also \§¥
important. For instance, of those who reached mandatory
‘tetirement age but were never eligible to receive a pensjion,
labor force participation is only 55 percent. With respect to
the impact of pensions alone, those never subject to mandatory
retirement but who were able to collect reduced pension
benefits had a labor force participation rate of only 45
percent. (For those who could collect full benefits, this rate
fell to 30 percent.) 1In the absence of mandatory retirement
and elrgibility to colleét a pension, only three workers in ten
e left the labor force over the transition period.

]

3

Another insight from Table 6 is that pension plans may have
re-empted the impact of mandatory rules for workers. The
f highest labor force participation rate (73 percent) was,
. ‘registered for those subject to mandatory retirement later but
- not yet ?llglble to colleat a pension. The rate was only 33

percent for those eventually subject to mandatory retirement
but currentlx eligible for full pension benefits.

Y

Most pension plans require a worker to leave the job in order
to ‘eollect benefits. If the wealth value of the pension does.,
not change when it is postponed (i.e., if future benefits are
adjusted to.leave the worker neutral with respect to age of .
pension acceptance), then only the normal pensf\n wealth or
pension income effect woudl increase the likelihood of job
separation. In other words, if workers who choose not to take ,
benefits iy the period are fully compensated by larger future
| Yearly benefits, then the present discounted value of the
pension remains the same. (Such pensions are referred to as
age-neutral.) A pension is considered age-neutral over a given
period if the difference (DELTA) between its wealth value at
Ld the beginning of the period and the ‘end of the period is zero.
A positive DELTA value indicates that pension wealth falls when
acceptance %s postponed.

L4
.

&
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. +
Labor Force Parcicipation h:u at the End of cha Transition Pcrlod
For Eaployed Respondeota Aged 62 to 64 by Mandatory Retiresent
?twtuonnind Pension Arrangesents (labor force participation is

100 perceat in the init eriod) ercent)

. Eligidble to Collect Private Pension Benefica |
Subject to : During the Two-Year' Period
Mandatory \ Total

" Reduced ' Full ‘
Retireseat ‘ Benefica Banefits Lacer LPopuh:ion

Rulea

Ouring Mext
> Tvo Years
Tocal
Male
Female

Lacer
« Toral

Male
Yesale

Neaver
Total
Male
Female

Total

Population
Total, .

Male
Temale 47.6

Source: Retirement Bistory Survey (1969 through 1973) ~

* “3ased on fever chan 20 ebservations.
b .

Based cn 20 to 50° observetions.
1
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Consider a case in which a worker is éligible to receive a -
$5,000 pension benefit this year but stays on the job. If this
worker retires mext year and still only gets benefits of
$5,000, the loss in pension wealth (DELTA) is the $5,000 given
up to stay on the job. However, if that worker could rece
mmﬁmﬁm—@%f—
othe initial $5,000 loss would be made up, and DELTA would be
less than $5,000. The crucial factor is the extent that future

benefits will be increased at later ages for those ndt
accepting benefits in the current period,

A pension with a positive DELTA (change in wealth value) is not
neutral with respect to the age of its accegptance. Pension
provisions of this type most certainly will have a significant
impact on the timing of pension acceptance, job separation, and
exit from the labor market. An understanding of the impact of
such pension provisions leads to the conclusion that
non-neutral pension plans may be a real alternative to
mandatory retirement rules in inducing workers to leave a Job
at a specific age.

Table 7 provides data.on the magnitude- of these pension asset
and DELTA values. The table shows that those subject to
mandatory retirement during the transition but also eligible
for a pension (75 percent<of all such workers) face an
additional inducement to leave the labor force in.the form of a
positive DELTA. The mean loss in pension wealth to remain on
the job afother year is $2,782. That is, pension wealth on
average falls by $2,782 per year if they do not take thier
pensions during the year and, of course, leave their. jobs.
Which one of these inducements (mandatory retirement or a
decline in pension wealth) is mote important cannot be seen
from this table. These data suggest that mandatory retirement
and non-neutral pension plans are partial substitutgs for one

another. .

For this age group, the average icial Security DELTA is about
the same size a#s that of a pension. For the mean respondent,
the benefits lost, hawever, are a much smaller (5 jercent)
percentage of this type of wealth since social security wealth.
;égover twice that of pension wealth. A major reason for the

2

1yge wealth value of Soeial Security is the inflation
otection it provides. For average wage earners ($4.82 per
hour) in this Ssample of workers eligible for both a pension and
full Social Security benefits over the transition period,
J - 1led-slightly more thantwo years*s
_and Social Security wealth amounted to more than five years of
fulltime wages., The pension and social security DELTA values
for that same average workers each equalled about 30 percent of
full-time mean wage earnings. Pension and Social Security

>
»
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Table 7. Relationship Betveen Pension Benefits and Magdatory Retirement Proviaions

eEltgibl engion-During the Two-Year-Period;—Respondents —— ——
Inftially Aged 63 to 64 4n 1973 .

I .
Subject to Mean of Mean Meap of Mean ' Mean Total
Handatory Retirement Change in Pension  Change In 0ASY b Hourly Popu~
T During the Next Pension Wealth Wealth OASI Weanlth Vealth® Vage lation
. Tvo Years 1f Poatponed (r=.1) 1f Poatponed (r=.05) Rate
One Year (DELTA) One Year (DELTA)
Yea 82,782 $19,647 $2,943 $51,945 $4.82 162
M No $3,006 $21,670 . $2,453 $46,24k  $4.77 7 202
Source: Retirement History Survey (1969 through 1975) ‘ V. - .‘
e discount rate (r) used td value future pension benefits is 10 *
percent. See Appendix B for a discussion of the algorithms used in the
estimate.
Brhe discount rate (r) used to valus future CASI bemefits is ) ‘
N percent. See Appendix B. :
t -
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-wealth form a major portion of the asset holdingd of older
workers, and both the size of this wealth an
value when acceptance is postponed are su
8. The Relationship Between Wage Earpings and Pension Benefits
. . & .
Those faced with a 1oss in penslo:/é; Social Security wealth if
they con®inue to work must balance this loss against a
potential fall in wage earnings following a Job-change. The
economlc"fﬁbqg:;ves to remain on the job, separate from the
Job, or 1leave e work ggrce are, encompased in this tpadeoff
between. potential wage earnings and pension benefits. Those
forced to leave their Jobs because of andatory retirement
rules, of course, have their choice d orted, but removal of
3uch rules would not ensure that the ¢ ce would be continued
work. * N

Table 8 shows that relationship between potential wage and
salary easrnings, measured as earnings for a respondent working
2,000 hours, and the change in pension benefits for eligible
workers. . .

Within this cohort, the percéﬁtage ellgiﬁlg for a pension
increased with wage income. OQver the two-year transition
period, one person in three was eligible_to receive pension
benefits. The mean values for these denefits ranged,from a low -
of $2,170°for those with potential earnings of less than $%,000
to a high of $6,477 for those in the $10,000 td%$20,Qo0,

earnifgs category, . Q\\/

Table 9, using the same age cohort, showi the relationship -

-between—wage*and*saIary‘IéVéIS‘EﬁH’Soclgl—Securlty DELTA.

Eligibility for immediate benefits was mearly universal<- Qyer

94 percent of these respordents could collect benefits over the

transttion period. Social Security does increase yearly

benefits to ose who postpone acceptance past age_62. Between

ages 62 and » benefits increase by at deast 6.67 percent due
to an acturarial adjustment. Because workers who remain on a

Job continue to contribute dnto the system, benefits may

increase further. If the marginal return to additional

contributions exceeds a normal market return, DELTA is reduced .
‘furthers Past age 6 hokever, the actyarial adjustment falis M

. to 1 percent per year. This factor wlll'ch?nge to 3 percent

1 in 1982.) Therefore, although ,the wealth value of Social

: Secur;fy may rise for soméyindividuals between ages 62 and 65

-* (DELTA”is negatyive), it will fall for the vast majority after
age 65 (DELTA 18 pogitive). . e, g o ,
I AN EY < P
é\,/ ' ’ I . s .
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~Table 8, Relatloashlp Between Potentisl Wage Earnings snd Chl'nsel in Pegsfon Wealth (Male Horkeu.
. Aged 62 to 64 tn 1973) '

Potentisl | Ever Eligible Bllg{ble to Hean One-Year Loss
Wage and To Collact Recelva Pension | in Pension Weslth * >
Sslsry Pension *|Benefits During | for Those Eligible Yearly loss in Pension Weslth 1f Postponed
Earnings | Benefits the Next Two to Collect Pemsion - . (pefcantage)
Years Benafits in Next T g
; §0 §1001 42001 43001 %4001 $5001
Two ,Y"" (0ELTA) to , to to to to and

(dollers) | (percentsgs) |(pércentage) _(dollsrs) - - '1000 2000 3000 4000  S000  over
005,000 22.6° N 2,170 . N . . .

-

$,000 to
10,000

10,000 to
15,000

15,000 to
20,000

20,000 and
ovar

+
Totsl
Population 63.0 I 3,003

Sourcet laurmutm Survey (1969 through 1975)

.Fc\ur thaa 10 obssrvations
#10 to 20 obssrvations
%20 ¢o 50 obasrvations
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Table 9. Relationship Between Potenctial Wage Earnings and Changes &p Social
Security Waalch (Male Workers, Aged 62 to 64 in 1973)
Pocential Eligible to Mean One Year Lose Total v
Wage and Collect Social In Social Securicy Population
Salary Security Benefits Vealth for Those
Earnings l During Next Two Eligible to Collect L
i Years During Next Two
i Years (DELTA) (colum
(dollars) | (percencage) (dollars) percentage)
| /
- 0 cf : » b
5,000 i 96.8 1,397 - 2.6
5
i 5,000 to , .
10,000 95.5 1,901 70.9
10,000 to ' .
15,000 90.2 2,32 % 20.4
15,000 co .
20,000 39.7/_—_.,_-/’ 1,932 4.8
20,000
and over 100.0* z.{zn‘ 1.3*
Total B \ | . ‘\
~ — Populactony = 94.2 | N 1315 SR | X
Source: Retirament Biscory Survey (1969 through 1975)
*2ased on fewer than 20 obeervations. -
®b : - »
Based on 20 to S0 observaticas.
1
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Labor Supply Impact of Pension Systems

The 1978 Amendments to the Age Discrimination in Employment Act
adolished the right of a firm to impose mandatory retirement on
its employees solely on the basis of age prior to age 70.
Thus, for workers once forced to leave a job at age 65, this
change in the law provides the option of continued work in that
Job. But as has been shown, mwandatory retirement rules are -~ %
strongly correlated with pension plans. The terms of these
plans can have an important impact on the decision of workers
either to leave a job or to exit from the labor force
completely. Because manthory retirement is only one part of a
broader pension system, it is a constraint to employment only
to the degree that workers would have continued at that job in
its absence. Therefore, a more comprehensive model of work
behavior is necessary to isolate the marginal impact of changes
in mandatory retirement rules. -
The ideal method of mesuring the impact of such change would
be through a controlled social experiment in which a
representative sample of workers would be divided randomly
between a "treatmént" group and a "control® group. Since no
such data exists), the best alternative -- the Social Security
Adpministration Longitudinal Retirement History Survey (RHS) was
uvsed. A model was developed which predicts the probability of
Job separation and  movement out of the labor force for workers
not subject to a mandatory retirement rule during the survey
period. The estimates are then used to predict the labor
suppPly behavior for workers who are subject to mandatory
retirement during the same period.
Mandatory retirement rules and pensions most directly affect
Job separation and only indirectly affect hours of work. Eor
this reason, this labor supply model concentrates on predicting
discrete changes in a worker's behavior -- i.e., the probaility
that a worker will remain on the job, take a new job, or leave ,
the labor force in a give period. Such a model misses the
* indirect impact that pensions or mandatory retirement rules
have on changes in actual hours worked, either on a current Job\
or in a new job, but it does capture their major direct
effects. While acceptance of pensions is .almost always
contingent on job separation, this is not the case with Social
a Security venefits. Yet for most workers wishing to reduce wage
. earnings in.an attempt to increase social security benefits,’
Job separation is the most likely route.

ERIC . -
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i. Data - 2
This research is based on the Retirement History Survey (RHS), \

a l0-year longitudinal study of the retirement process by the __
Social Security Administration. The RHS began with a sample of l?’~*
11,153 men and non-married women aged 58-63 1@/%369, who were .- -
then re-interviewed at 2-year intervals through 197F. At this

t 4 +1973-and

""1975). There is attrition at the time of each re-interview

LY
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“mandatory retirement on theé basls of their other explanatortﬁﬂrlr _

because respondents have died, been institutionalized,.
disappeared or refused to respond. This. study i{s based on the
8,682 respondents for whom ¥ata from the first 4 waves were
obtained. -

The Social Security Administration has appended to the RHS the /
earnings records of all those covered by Social Security.
These contain quarterly amounts of earnings in covered ~
employment up to the taxable maximum from 1951 through 1974 and — ]
summary data for the years prior to 1951. These data were used

to calculate the Social Security benefits for which the

respondents would be eligible under alternative assumptions.

The variables analyzed fall into the following .categories:

% P4
- labor force transtion variables (the dependent <
\ variable%; ' , —
- 3 o
- demographic variables; g N
- health variablest -~
- financial or economic variables;

manda. ory retirement variables. ‘.

' r
J+ Researeh Findings R %' g‘
1. The Groups Subject to Aniiggis T .

© i . N
With four waves of RHS data, the labor market transitogs of
employed respondents were studied over two two-year periods,
1969-71 and 1973-75. The methodology consisted of two stages. .
First those emplayed individuals who did not face a mandatory
retirement constraint during the tWwo-year transition period
were isolated and the ‘factors explaining their observed
transitions (same job, new *fob, no job) analyzed. These SN
results were then used to predict transtions for those with

variables, and their predicted and observed behavior ware
compared.

v
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The age disaggregations isolated three different groups with
regard to mandatory retipement. Those aged 58 to 61 are not
yet eligible for Social $ecur1ty retirement benefits and are
very rarely subject to mandatory retirement. For this reason,
there was little to be learned from this sub-s3ample about the
fhpact of immediate mandatory retirement. However, the b
anticipatory influence of future Eenstraints was of interest
for this group.

©° . ‘e
.

Those 65 to 67 are eligible for full social security benefits,
and nearly gall are béyond the former age of mandatory
retirement. Those still employed after 65 are rare and
unrepresentative. . .
The remaining grbup, those 62 to 64 during the base year
(1973), are the most important. Those workers. who were

"64 to 66 by 1975, were nearly all eligible for social security

benefits during this period. ‘In addition, many were or bacame
eligible for reduced or full pension benefits. They will
experience a wide variety of DELTA Values, since two thirds of
this sub-sample become 65, at which time the DELTA values
increase dramaticaly. (The social security DELTAs increase
because the actuarial adjustment drops from about 6 273 to 1
percent at age 65; the pension DELTAs increase because it was
assumed that no actuarial ad justment was made once eligibility
for full benefits is'reached.) 1In addition, this is the group
with the largest percentage of workers encountering a’mandatory
retirement restriction. !

2. .Summary of Results- -

_ The princ}paf/findings of this analysis are summarized below.

O

‘ERIC
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The determinants of labor force transitions for persons pot
subject to mandatory retirement during the transition pericd
differed by sex and by age. For men in the youngest- cohort (58
to 61 in the base year), health and retirement income
eligibility were the most important factors. Both initial
health limitations and a deterioration in health over the two
years induced men out of the labor force, as did fuli pension
eligibility or the, combination of Social Security and either a
full or reduced pension. There was some evidence that marital
status, job characteristics and local employment conditions
were also important. Being married induced men to stay in the
labor force, having a job with ysical requirements induced
them out, and the primary impadt of a tight labor market was to
permit more job switching than otherwise.

.
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For womgn aged 58 to 61, the wage rate was significant; those
women with higher wages wyere more 11kély to continue working.
The variables describing pensidn and Social Security coverage,
however, were generally not significant predictors.
Deteriorating health, presence of a husband (%hough on
percent were marri%d), -and working In a wage or salary Job were
also important predictors of labor force withdrawals, as 4as
ha_existence of a mandatory retirement constraint after the

.trangitiqn - period. This gloup was the only one (out of 6) for

which a statistically significant anticipatory mandatory
retirement effect was found. -

In the analysis of ‘men and women aged 62 to 64 in 1973 and 64
to 66 two years later--the groups of primary interest-~the
financlal variables were most important. The DELTA terms,

. describing the losses in Social Security and pension’benefits

which would occur during an additional year of work, were
highly significant. Men and women were less likely to continue
work the larger the pension and Social Security benefits they
Would have to forego. It was interesting to note that these
more sophisticated variables which reflected the size of the
benefits were better predictors of behavior than simple dummy
variables denoting pension and Social Seéurity eligibility.

4

In addition, the wage rate was important for men (th& higher
the wage, the more likely one is to continue to work) as were.
arital-and-selfi~employment status for women. Married women
were more likely to qeﬁlre, and self-employed en were less
so. Health and changes in health remained impo¥tant for both.
There was2no strong evidence of an anticipatory mandatory -
retirement effect in either group; a significant relationship
between the gize of Social Security and pension yealth and

lgpor force withdrawal appeared only for women.

-The behavior of the oldest cohorts--those 65 60 67 and still

employed in the base year--was the most difficult to predict., .
This difficulty was not surprising, since these respondents had
largely ignored any retirement incentives which exjisted at ages
62 and 65. Only a few variables were significant predictors of
retirembnt-- the wage'gate and full pension eligibility for
men, and full pension eligibility and the pension DELTA for

‘women. Health was generally insignificant as a predictor of

work behavior for this age group.

It is dlfflculi to summarize the erfécts of all these variables °

on all the groups. At the risk of oversimplification, it could
be concluded that pealth and retirement income eligibility
status are the most important predictors of retirement behavior
for the youngest group, that the details of the financial
incentives dominate for the "normal retirement" (62-65) group,
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and that the béhavior of the late retirees, with the exception
of those waiting for full pensioh eligibility after 65, is the
hardest to predict.

The above results of the labor force transitien equations are
based on the behavior of respondents who were nbt subject to
mandatory retirement dubing the transition pericd. The
following discussion focusses on those aged 62 to 64 who were
subject. Table 10 shows the actual transition behavior of the

entire sample between 1973 and 1975.

mandatory retir nt, 80 percent were
1975. Of those remaining, 11 percent
job, and 9 percent had switched jobs.

Of those subject to

out of the labor force by
were still on their 1973
This behavior contrasts

strongly with that of workers who were not subject to mandatory
retirement by 1975. Of these, only 38 percent moved out of the
labor force, 53 percent stayed on the 1973 job, and 9 percent
changed jobs. The differences in these numbers represent a
potentially large mandatory retirement effect. The percentage
moving out of employment differed by U4l percent for men, 43,
percent for women, .and 42 percent overall when those who were
squect to mandatory retirement are compared with those who
were not. However,'this comparison ignores important
differences in other characteristics of these respondents.

”

v

£

Table 11 presents predictions on how those subject to mandatory
retirement would have behaved had this constraint not existed
but all their other characteristics remained the same. These
pred ictions were derived from the analysis described above by
applying results to the mandatory retirement populations. 1If
the predictions which ignore mandatory retirement turn out to
be quite close to actual behavior, then there is little room
for a mandatory retirement effect, since the actual differences
are being explained‘by these other factors. Thejlarger the gap
in predicted vs, actual behavior, the greater the unexplained

’“\;Hlfﬁprential and the larger the potential effect of mandatory

.

[
HE

5
by

*retIrement.
retirement.

A$31s seen in Table 11, differences in other variables ‘explain
sobg, but certainly not all, of the differehces between those
who “4ere and were not subject to mandatory retirement. For
men, Shalf of those who were not subject remained on the same
Jobs.  0f those who were subject, it was predicted that 30.7
percen® Would remain, but only 1i.u percent did. Taking
another yiew of the same transition, oniy 39.9 percent of those

not facing mandatory retirement left employment by 1975. It
was predicted that 53.0 percept of those who did face it would
leave, but 81.4 percent actually did. Of the 41.5-point
different ial in actual behavior (81.4 - 39:9), 14 points (53.4
-39.4) or a third of the total differ ce, are explained wilfile
28,0 points (81.4 - 53.4) are not. N
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Tue : Table 10. “Actusl Transition Behavior, 1973-75, Hen (Not Self-
A “\:_ Baployed) snd Women Aged 62~64 snd Employed in 1973.
™ > . o
% ‘
[ . {
te
[y s b
- sameyos® |, NEwJOB NOJ TOTAL .
- Subject to Mandatory 4 b - ' i T
. " Matiremnt by 1975 )
¥ Men 16 (14D 10(7an 14 G1an W . 0
&7, e . N
;2 Women (8.8 - 5 (48 _26 (76.52) 34
.~ Total .19 (10,93) 15 (2.6%) 140 (80.42) 1%
I - v . .
T was Bt s Mbjact to Mandatory .
Retfrement by 1975 -
. . . A .
! Hen - \ 581 (50.81) 107 ( 9.31) 456 (39.9%) ms
Women 232 (59.8%): _25.( 6.41) 13t (33.8%) . 88 ./"
N [} . '
Total ~ 813 (53.132) 132 ( 8.6%) 587 (38.3%) 1532
| Diffevince in ;nrcmngu » )
Men + =39,4% -2.21 +41,51 - ’
B Women . ~51,0% +8,32 ° 42,08 _ =
Totsl g T -42,2% 0.0% +42.12 J[ A
¢ 'Durln; ths subsequent two years, ths worker has remained on hi‘n/har same job,
ey bDm-ln. the subsgquent two yesrs,ths worker has teken & new job. .
4 Q °Dutgu; ths subsaquent two yassrs,the worker has completely moved out of employment. . ~
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',l‘lhl‘ 41. Transition Parcentages, Actual and P;tdxcted.

| Yor Thoas Uith and Uithout Handstory Ratirement,
‘/ Men and Women Aged 62-64 in 1972.
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The results for thS:smaller sample of womlen are similar.

In summary, there are large differences in labor force behavior

when those who were and were not subject to mandatory

‘retirement are+compared. For example, those ‘who did face
= mandatory retirement were over twice as likely to leave the
labor foroe as those who were not forced to leave. About a
third of this difference, however, can be attributed to other
Yactors, such as the different pension incentives. which
applied. The remainder, about 28 percentage points for both
men and women, cannot be so explained and might be attributed
to mandatory retirement. '

These effects, however, probably represent upper bounds for the
impact of mandatory retirement and quite.likely overstate its
importance for two basic reasons. First, the distribution of
workers among jobs with and without mandatory retirement is
probably not random but rather is likely to. be correlated with
unmeasured retirepent age preferences. For individuals who
prefer to remain working after age 65, a compulsory retirement
rule {s a serious drawbagk. It will either result in an
involuntary retirement or a job switch at an age where job and
career transitions are very aifficult. Suth individuals might
ﬂ* tend to:stay away from jobs with this constraint, either by
avoiding them completely or by moving out long before the
compulsory date arrives. Those who prefer to retire at or
befare 65, on the other hand, would not view compulsory
retirement provisions as a drawback and shguld be
disproportionately represented in such gobi;f

The second basic reason why these estimates may be considered
upper bounds concerns the nature of the sample studies. Since
the methodology_ concentrates on transitions over time, it
starts with-a sample of employed workers. Those respondents
who were especially sensitive gto the Social Security and
pension effects have been eliminated, since they have already
withdrawn from the labos force by age 62. * Compulsory
retirement for these individuals is irrelevant. The remaining
sample is more likely than average to have -ignored these .
" incentives and therefore is more*likely than average to
‘encounter, and be influenced by, mandatory retirement.

. ¢ - {

, Little evidence was found of Job switching in fesponse to
current mandatory retirement. WNeither was much evidence found
of an anticipatory mandatory retirement effect among men and
‘women aged 62 to 64, It may .be that the frequency of this
phenomonen-is small or that the response happens prdor to age
62 when job and career transitions are easier.

7
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6. Applioation of Results to Estimation of Labor Supply Effects

In the analysis which follows, the effects of changing the
mandatory retirement age on the labor force participaton rates
of the male aged 62-64 cohort over a two-year [transition period
are examined. Table 12 compares the actual 1gbor force
participation of this cohort in 1975 with the{predicted lab‘r
force partioipation if the law had been chang during the
transition period.

Only 14.5 percent of the men in this age cohort who were
working in k973 were subject to mandatory retirement during the.
next two years. Using social security population data, this
group was estimated to include 238,000 men. Of this group,
only 17 percent (40,000) remained in the labor force in 1975.
If the laber force withdrawal not explained by the predictive
equations is the result of mandatory retirement, its removal
would have increased the labor supply of those who faced
mandatory retirement in the transition period by 28 percentage
poipts. Thus, the labor force participation rate would rise
to 4% percent (107,000 workers).

This change in the law would have resulted in an estimated
additional 67,000 men remaining at work who otherwise would
have exited from the labor force. This impact would not be the

. full initial effect of the law, however, since there might be
some’ anticipatory effect of future mandatory retirement.

As can be seen from réw 2 of Table 12, 22 percent of men
working in 1973 faced mandatory retirement at some age after ’
the transition period. The behavioral analysis indicates that
labor force participation of this group would increase by 2
percentage points if the minimum mandatory retirement age were
ralsed. Thus 7,000 additional work€rs aged to 66 would have
continued in the labor force.
. . 3

The remaining 63 percent of men working ip 1973 were never
subject to mandatory retirement on their current jobs, and it
was, agsumed that their labor, force participation would not have .
been affected. It was further assumed that the 735,000 men not
working in 1973 would not have been initially affected by the
change injlaw. Therefore, the total initial effect of the

. change inflaw on men aged 62 to 64 in 1973 would have been to
increase jtheir labor supply by 74,000 workers in 1975.

0f the 1,641,000 men aged 62 to 64 and working in 1973, 843,000
(51 percent) ocontinted to work in 1975. If the mandatory
retirement law had been changed in 1973f the estimated
additional 74,000 workers would have raised the total working
to 917,000 men (8 percent){) Overall, that would have increased
the 1975 labor force participation raté for men aged 64 to 66
ND, from 38 to 41 percent.
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Tablo 12, Initial llllct of Changing Hinimum Mandatory Resirement From Age 65 to 70 on the 1975 Labor bupp. jed
of Hen Aged~62 to 64 in 1973 (eimulated for the transition perfod 1973 to 1975) <
-
Labor Yorce Nusber of R
Participation Workers in
Rate in Labor Porce Change In
Mandatory Nusber Nusber . 1975 given in 1975 given Nuabes
ubject Retiremant of Workera Actual . of Workere a Hinimus & Hinimum of
to Statua of Subject to Labor Porce in the Handatory Handatory Workera
ndatory Working Handatory Participation Labor Force Retirement Retirement in the
tirement Population t Rqtireaent Rate in 1973 ia 1975 Age of 70 Age of 70 Labor Poru.
Bules percentags) (thousands)8 | (percentsge) | (tholesnde) | (parcentsge) | (thousande) | (chousands) |
Nowt u.s .28 ‘16.8 so* a,8° 107" 13
Lo .
Lster® 2.2 54,9 200% ¢ 51.0° 200° ?
c L 3 - P
Naver 63.3 1,039 $8.1 603’ $8.1 603! 0
. .
In N
bor, Porge . 1,641 . 1.4 843 ¢ 35,9 P "
in_1973
Out of R .
bor Force 135 . 0.0 0 & ~o0.0
in 1973°
e .
Total ‘ -
pulation 2,316 n.a 2,2% 4l1.0
€
s, Subject to a mandatory retiremsnt age on currcat job during the 1973-1975 transition period. [ .
b, Subject to a mandatory retirement sge on current job at some time but aot during trmnlum périod.
c. Not subject to mandstory retirament age on currmt job.
e d- Wotking aT 4 Job Ia 1973, —= - — e _—
o. Not working st a job ia 1973, . .
f. Based on dsta from RHS, aca Tabla 1, - ’
g. 2.328 million men aged 62-64 vare eligible to ncelvc OAST benefite in 1973 (USDHEW 1976, Table 51). 98 percent
of—the tota}l mate population were so eligible (USDHEW 1976, Table_49). . The labar force participakion Yeta for
~ males nged 60-64 1n 1973 wea 69, 1 (USBLS 1974).
h. Basod od Jata {rom WIS, see ‘hbh 3.
k. Coluan™T"multipliod by column 3. . N
m, Survivor rate based on 11fe table for males {(USDIEW 1975).
n. based on regression results from Table 16.
w raluma D anltinlisd he enluma 5, ~
~
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TaBle 13, 1stcial Bifect of Changing Misimm Mandacory Racironont Fram Age 63 o 10 sn Laber Supply of
Older Werkere 1o 1913 (slmslecod {or che trsasicion paried 19]) o 1973)
~ L

IA 3zRL

- [} hd Yos Wt Chonge

8¥E

: abar of Maber of | Ia Worhere
* . Laber Torce | Mom ta | Lubor Porce | Vemen 16 | Uhe Resatie
‘ ’ farcicipotion [Laber PorcePascicipacion|laber Porce 1a
Z . ‘ l:ln 1n 1923] 1a 128 tee :.‘uu ~tn 1973 Laber Teres
P /. pascentege) [(shovasads])) (pivcentige) l{thousands) !5 !Hz
: nm..ﬁt—uuq '
60 co §) Retitemsas age 16 83 . n.. 2,40) ¥%.3 1,488 .
Risiaun Meadazecy
40 ¢o ) o Bacirgment 4ge 18 20 na .40 ne 1,5%
T
48 te 6 Mot Bifect [ X ] i | 1% B 43 "m
Kintoun Mands:
— cocy N .
8o bt < Ratlreawac Age lo 43 na u , 0 fal
“ - Kinlous Handatory )
6 co b4 Retitresst Ags 18 10 410 n n.4 b12]
jd ’
- “eo b ‘-\m ({7 33 (R} L n 4108
Niploua Muu;
v.u » Reiitessnt dge 18 63 1.3 402 10.4 no
. T
Hielaua Nendstery 104
o by © Rattremeat “,:'m” ﬁn.l wm 10.8 m | .
Ry M0 0. n 0.4 10 n
Yotal Pupulecion
- Hiafsua Mondstery
e . é .:.Ql':' Recivonsut Age 16 83 0.40 30,90 4662 N0
' L Tetal Population
Hialawe Msndstery N
. Ape 16 Reticenmnt Ags 1s 10 0.5 33,098 4.3 M. -
3
Tetel Populecion _ ;
Age 16 Ret Elfece 0.16 14 .o.11 [T +206 .
snd Dvey :

Thia ia.s aummary table based on information {x:o- Tables 17-22
.

®sased on labor force participstion dets fn USBLS (1975),
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The same simulation was~perfor£ed for women aged 62 to 64 in °
1975. In this coliort, 31,000 additiondl, women would have ,
continued in the labor force, increasing labor force
participation rates in 1975 from 20 to 22 percent. - Of tourse,
the RHS samp;e is not a representative sample of all older
working women. Because the initial RHS sample contained only
single women, it fs likely that labor force participation rates
in 1975 for those employed-in 1973 produce an overestimate of
the population of working women, which .is another source of
bias tending to overestimate the effect of changing the
mandatory retirement age law. ¢ ’

Overall, the estimated initial effect of increasing thé,.minimum
mandatory retirement age from 65 to 70 for those aged 58 to 67
in 1973 would have been an increase in the labor force
particdipation of this group in 1975 by »000 men and 86,000

* women. That is, 200,000 workers would have continued in the
labor force who otherwise would have left their jobs because of
.mandatory retirement. (Table 13) The greatest effect would
have been on men and women aged 62 to 64 in 1973. hey would
have increased their labor force partid¢ipation rates by 3.3 -and
1.2 percentage points, respectively. For the most part, these
are workers who would have continued in jobs they would
otherwise have been forced to leave. The second most important’
effect is on women aged 58 to 61 in 1973. Their labor force

-t

parvicipation inm 1975 would have increased by l.1 percentage
points (45,000 jobs). This increase would’ have been due
primarily to reducing the impact of anticipated mandatory
retirement at a- future point. Only in this cohort was this
anticipatoty effect significant. . .
These estimates should not cause great concern regarding the
potential effect of increasing the mandatory retirement age on
Job displacement or career retardation of younger workers.
The estimate of 200,000 additional workers due to the change in
law would have resulted in increases of 0.16 perdentage points
in the male labor force participation rate and 0.11 percent in
. the female rate. Such Changes would be smaller in magnitude
" than those caused by the seasonal movement of students into and
out of the labor force. They would be totally swamped by
Jbusiness cygle changes. : ! . .
The ahange in the law should in¢rease the labor force N
participation rates of older workers directly by allowing
workers to remain on jobs they otherwise would have been forced
to leave. In addition, the new law should ‘increase labor
supply indirectly by reducing the number of workers who leave
in anticipation of a mandatory retirement age. The estimated
" initlal effect is that at most 5 percent-1200,000 workers In
1975) would contlinue workins who otherwise would have left the

labor force. It Is expected that other factors, especlally -

IS
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pension and Social Security systems, would be likely to
continue inducing the majorfty of older workers to leave the
labor force before the mandatory-age., While the change in the
law will certainly have some measur e effect, and the effect
will be quite significant for the lives of the panmticular
individuals aff®cted, when considered in the context of the
entire economy, the overall impact appears likely to be small,
on the basis of this research. R

Other Estimates of the Regéonses of Older Workers to the Change
- in Mandatory HKetirement Age - ] <

1. FEconomic Studies ' '

The Départment of Labor Estimate. Some of the earliest and

most frequently cited estimates of the number of older workers

projected to remain on their jobs in response to the change in

mandatory retirement age were made by .the U. S. Department of.

Labor. The Department estimated that between 150,000 to

- 200,000 workers aged 65 to 69 were ngt in the 1976 labor force

% p because of enforced mandatory retirement. The smaller estimate

'j?’ was based on Current Population Survey (CPS) data relating to

R persons who want jobs but are not in the labor force. The
larger estimate was based on responses of mandatory retirees
surveyed as part of the Social Security Administration's Survey
of Newly Entitled Beneficiaries (SNEB). Both estimates °
attempted to identify three groups of workers dissatisfied with
mandatory retirement provisions: (1) workers out of the labor
force who say they would worK in the absence of mandatory
retirement; (2) workers unemployed because of mandatory
retirement provisions; and (3) workefs working part time rather
than full time because of mandatory retirement provisions. i
Once these workers were identified, estimates were made of the
number tnat would continue to work if the mandatory retirement
age were changed from 65 to 70.

Halpern's Estimate. Halpern (19;78) suggests that the short-
and long-run effects of raising the mandatory retirement age
may be quite different. Her estimate of the short-run effect
is based on data from the National Longitudinal (Parnes) Survey
‘and SNEB and assumes that the structure of the Social Security -
programgatll not change. Using the 1971 interview from the
Parnes vey, she estlmates that about 8 percent of the.sample
- (men aged 49 to 59 in 1966) would be forced to retire lier
than they desired under a mandatory rétirerent age of 65. Data
from the 1969 SNEB indicate that 9 percent of the sample were
mandatorily retired and would have continued to work in the
absence of a mandatory retirement age. Data from the 1968
SNEB, originally analyzed by 'Schulz (1976),, indicate that 5
percent of the sample was retired unwillingly, was able to work
anc¢ unable to find a new job. Taking these estimdtes together,

o . ‘ .
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Halpern projects out six years beyond the change in mandatory
retirement age and predicts that the labor force Yy have an
additional 3%5,000 older workers as a result of the change.
Since her estimate assumes that everyone who wants to work past
the old mandatory retirement age of 65 will continue to work .
until forced to retire at age 70, it is overstated. Taking the .
overestimation problem into account, Halpern suggests a more °
realistic estimate would be around 200,000 additional workers,
which”is’ consistent with the DOL estimate. i

Halpern arguss that the long-run effects are difficult to
projeot since such projections require knowing a variety of
future events. The Social Security system could be changed in
response to tne increased size of the population aged 62 and
over. Incentives fom early retirement could be eliminated. 1In
addition, the Social Security earnings test could be
eliminated. Life expectancy will continue to rise and could
influence the acceptability of individuals working into old
age. The future may see an attitude change regarding "normai®
- - retirement age. Given all thess uhcertainties, Halpern is
hesitant to use her results to, forecast the direction of a
future response, mucn less the size of such a4 response.

.

Clark, Barker and Cantrell's Estimate. Clark, Barker and
antrell (1979) use three estimation procedures to predict the
increase in labor force.participation due to the change in
manda“dry retirement age. Results of all three procedures are
approximately the same. The removal of mandatory retirement is
projected to increasé the labor force participation of the
age-64 cohort by 5 to 6 percentage points. -

v
Wt

Clark et. al. also evaluate the differental impact of mandatory
retirement on the labor force participation of minorities and
women. Using datd from the Social Security Retirement History
Survey, they compare minority females with white females and
minority males with white males. The implications of these
reulsts are that, as a group, minorities tend to have lower
wages and therefore a greater tendency to work until forced to
retire by mandatory retirement regulations, Clark et. al.
suggest that the change in mandatory.retirement age will have a
greater impact on covered workers with lower wages who want to
work to accumulate sufficient wealth\}o enable them to retire,

Wertheimer "anfi Zedlewski's Estimate; In a study for the
dninistratioh on Aging and further refined under this study,

Wertheier and Zedlewski analyzed the impact of mandatory
retirement on the labor market behavior of men and single women

in the 1969-1975 waves of the Social Security Administration .

Retirement Q}gtory Survey, o7
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Wertheiger and Zedlewski partitioned the-RHS sample by age
(less than 62, 62-64, 65, and greater than 65) so that the
behavioy of groups reaching the traditional retirement age
boundar e$ was examined separately. Labor force behavior of
subgroups |reaching these ages was observed over

\i 4

two-(19694+

1971), four-(1969-1973), and six~(1969-1975) year
Differences in labor force behavior (participation,

intervals
hours, job change, and earnings) of those subject to mandatory
retirement and those nqt subject to mandatory retirement were
examined ﬁslng linear regression analysis. A number of
explanabofy factors affecting retirement behavior were examined

including |pension coverage on current job, age, sex, health,
wages, and sector of employment, as well as interactions among
these varjiables. ) ' -

' -t -

< - -
This study also found that mandatory retirement had significant
negative effects on the labor supply of older workers, even
when controlling for other strong retirement incentives. The
most significant impact of mandatory retirement was on the
-—probabllity of participating in the labor force. For
' 65-year-olds, the average reduction estimated for the three
observation periods was 20 percentage points. For
. 66-69-year-olds, the average reduction found was smaller (13
rcentage points for the 66-67-year-olds .and 11 percentage
points for the 68-69-year-olds). This study also, founa that
mandatory retirement at age 65 had a negative effect on the
labor supply of 62-64-year-olds. This angicipatory effect
reduced their participation rate by abbut 9 percentage points,

.

The authors also found that, for thode who continue to work,
the impact of mandatory retirement may still manifest itself
through a job change or a reduction in hours worked. The
authors concluded that most workers waited until mandatory
retirement became effective before finding new Jobs.,
Significant effects of mandatory retirement on a reduction in
hours orked were found only for 66-67-year-olds. The average
reduction in hours was around 700 hours per year.

e

These restults were used to make a prqjécblon of the impact of
raising the mandatory retirement age to 70. It was estimated
that in 1985 there will be approximately 250,000 more workers

aged 62-69 as a result of the change in
represents an 8-percent increase in the
65-69 and about a 3-percent increase in
aged 62-ol4. The authors also point out
increases are significant’for the older

Qpe.law.

This

number of workers aged
the number of workers
that while these
population, they result

in very small changes in the labor force as a whole.
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Thus, the results of this stugy are generally in agreement with
those presented earlier. They cannot be compared directly,
however,” becaise of ﬂifrerenods in the projection period (1985
Ver?f: 1975), differences in the .total cohort rpjected (ages
62-69 versus ages 60-69), and ‘the exclusion in‘the study of -

* those subject to mandatory retﬁrement at ages other than 65.o
(Note: An-additional long-run analysis of labor "force
participation between'-1980 and 2000 has recently been completed
by Hendricks - Urban Institute. This analysis indicates
similar results to other estimates and is reported in a

' separate part of thé interim report.) -
Because the estimates reported earlier were based upon a model
which incorporates the effeots of pension Wealth and the
pension-wage trade-off on labor supply (rkther than Just a
dichotomous representation of the existence of pension

+ Loverage), one should have more confidence in them. As noted

earlier, mandatory' retirement and pension pprovisions are so
highly cogrelated that it is difficult to estimate their-
separate effects. Thus, Ya refiped répresentation of the )
‘pension effect i3 crucial for isolating the 1?pact of mandatory
retiremensy . . . .

’~

’
P v

»

The two types of studies combinhed present’ evidente that —

mandatory retirement age policies have signiflicant effééts on
the labor force participation of the older pbpulation. il
Discus3ion. Table 14 arrays these different estimates of ¢
additional workers projected to ¢éntinue workingfin response to
the e in mandatory” retirement age. Since the study \
methodologies, data sources, and tiMe periods of analysis vary,
it is impossible to make direct comparisons among the v
estimates. Howgver, the range of estimates is sufficiently
small relative to considerations gf overall labor force
dynamics to permit the use of these studies”in defining the
order-of-magnitude impach on older workers' labor supply that
can. be expected as a consequence of the 1978 Amendments.

The Burkhauser-Quinn estimate is based on the most

’ comprebensive analysis since it takes into account in much-more

“detail than ny other study the role of lifetime retirement
income entitlements in the decision to re§ire. The
Burkhauser-Quinn measurement of the wealth value of private
- pension and Social Security entitlements is the most
3 sophistitated attempt to date to estimate the retirement age
impact of both: wealth and changes in wealth related to
retirement age. ) . .
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Part VI // /
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Table 14  Estimates of Incrssssd Labor Porce Partieipation of

. Older Workers Resilting From the Change °
4 {n Handstory Retiresent Age hd
. ) " Estimated Nusber of
! ' Age of Length of  Additional Workers
- Source Dsta Base Populstion Profection (st end of period)
poL* 1976 CrS and 6569 S yeara, 150,000-200,000
& 1968-70 SNEB
Men and Woaen
Ihlpemh e Pagnas Survey 65 - 69 6 years 200,000-375,000
[ \ s Saaples of Men - (to 1985)
° ' SNEB (1967,
70) Saaple . -
* of Men and
Women ’
<
Clark%st. e1.€ RHS White Males 65 1 year 15,340-17,000 males
< - .
“Ctthlhls, N RHS Men and 62 - 69 S years 248,000
Zedlewakd ' Women . (to 198%)
’ N
Burkhauser/ RHS Men and 60 - 69 2 yesrs ., 200,000
Quinn® Women . (1973 to L °
¢ 1975) N
Hendricks 1973 CPS - SER, o hd
Sanpls of Men 60 - 70 20 years 212,000
i . (1980 to °
- ) 2000) B .
] - N °
*ltlnt;l based the 1976 CPS male labor force sged 6S5. .
- .
Sti:urcu:

s, Select Coomittee on Aging, U.§. House of Representstives,
© o (1978:131-34).

b. Bslpern, (1978:23%25),

c. Clark, et. €1., (1979:64-92),

e d. Wertheimer and Zedlewski, -(1980:36-70). 0
- e, Burkhsuser and Quinn, (1980:88-102). R
. ° . Headricks, (1981) - .
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Although these estimates of additional workers represent a
substantial increase in the number’ of older'workers in the

- labor force, they represent a very small portion of the entire
labor force. In addition, these estimates areé made using labor
force participation rates derived from the behavior of older
worker's in the late 1960's and early 1970's. These workers
were making decisi ns in response to environmental constraints,
both physical and social, which will be different for
succeeding cohorts of older workers. Thus, for example,
continued high rates of inflation eroding the financial
Becurity of indivicuals may 1nf1uence‘!arge numbers of older

rkers to continue working. On the ofher hand, if firms !

.change incentives to favor early retirement even more than.
presently, the projected increase in the number of older
workers in the labor force may never materialize or may be

- smaller than estimated. Due to these uncertainties and a

\\\! variety of others, ;he long~-run impac¢t of the law is diffiecult
to predict. -

2. Inaustry Studies .

anumber of recent studies have assessed the attitudes of the
siness community and workers toward the change in mandatory
retirement age. These studies are useful in that they provide
insights into the attitudes and behavior of those diretly
affected by the change in mandatory retirement age: employers
and employees. The pertinent results of these studieg are
sumarized below. .

I3
”
o

Harris Survey. In 1978, Johnson and Higgins, Inc. commissioned
Louis Harris and Associates to conduet a study of American
attitudes toward pensions and retirement. The sample included
' 1,330 full-time employees and 369 retired people as well as 212
company respondents. The respondents for the companies were

selected by the chief exegutive officer of each company.

The\putlook of ‘ecurrent older workers is .affected by pension
cove e, with those covered having the most positive outlook
tirement. However, over 50 percent of the workers
desire to continue to work instead of .retiring: . .19 ...
percent wanted to work full-time; 24 percent, part-time; and 8
percent wanted to retire from their primary job and change. jobs

to work with a different employer. . .
Of those orkers already retired, the major concern was

inflation, Fifty-three percent 4f retirees wanted to works;

about half of this group preferréd fu;g-time‘work. An eanlier

1974 Harris survey found that usgﬁerc t of elderly retirees

%had not looked forward to stoppiﬁg work-\"

.
&
Yo

o~

C S
FRIC  ~

N 4
[Aruiroe poviisa oy mc
3
'




¢ 356
0 & ‘» .a ‘ .

0 )
Regafﬁlng mandﬁfory retlremeng, respondents were asked whether
they agreed with the statement: "Nobody should be forced to
retire because”of age, if he wants to continue working and is
still abégfto d°§i§8°°d Job." Eighty-eight percent of the
current émployee greed with tnis statement, as did 67 percent
of the business leaders. In a similar 1974 survey, 86 percent
of the general puBlic age 18 and over felt this way.

Spencer Study._In 1979, Charles D. Spencer and Assoclates,
Inc., surveye .employers to estimate the impact of the
change in-mandatory retirement age. The number of employees
aged 65 or older working in the 100 sampled companies in

¢ December 1978°was 0,18 percent of total employment in these
companies. As of June 1978, six months after the change in
mandatory retirement age became law, théFnumber of workers 65
and older countinued to constitute 0.18 percent of total
employment. However, the distribution of these workers across
companies differed for these two points in time. Some
companies that enforced the previous mandatory retirement age
of 65 had no active workers aged 65 or older in 1978; however,
in 1919 they did have workers in this age group. On the other
hand, three companies that had no mandatory retirement age in
1978 had fewer employees age 65 or older in 1979 than in 1978.
Other {companies reported no change at all. ,

When asked to estimate the near-term impact of the amendments,
39 company respondents agreed that a few more employees will
work longer and retire between ages 65 and 703 however, the
majority of employers expected no significant change ip .
retirement patterns. Twenty-two percent of the respondetns
qualified their response by saying that continued inflation
could change anticipated retirement trends. A number of
respondents painted out that employees who retired prior to age
65 generally have anticipated their retirement for several .
years and would not change plans in repsonse to a legal

change. Since 59 companies indicated employees' retirement
benefit-ageruals will be frozen at age 65, there will be
limited financial incentives to continue working for those with
substantial pension entitlements. ‘ \
"Hewitt Study. In Novembér 1979, Hewitf Assoclates surveyed 900
members of The Compensation Exchange, a nationwide organization
Tepresenting a cross-section of business and industry.
Responses were received from 582 companies. The section of the .
survey dealing with benefit issues and the Age Discrimination

in Employment Act are discussed here. .

0f the 582 responding companies, 429 reported on the number of
workers who centinued to work past age 65. It was reported
that, on average, 45 percent of the workers reaching age 65
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continued to work. Since employers were not asked how this
compared with tRe pre-1979 work behavior, a measure of the
change associatel with the 1978 ADEA Amendments cannot be
computed. Employers also were not asked how long past age 65
those who' continued to _work did so. )

The survey asked companies with defined benefit pension plans
whether they provided for some benefit increases for employees
working past age 65. A majority, 52 percent of the companies,
were providing no benefit increases. 1Ip addition, 47 percent
of the companies reduced group 1life bq%erlts at age 65. 1In
terms of health benefits, no clear pattern had emerged.

Copperman Study. Copperman, Montgomery and Keast (1979)
conducted a study of the private business community in order to
determine the preliminary impact of the ADEA amendments on:

(1) continued employment of workers aged 55 and over; (2) the
probable impact of the law in changing pension plan
requirements i{n private business firms; (3) probable impact of
the law on youth, women and minorities; and (4) the probable
impact of inflation on the retirement deoisio oyees of
private firms. Results of their study for issues l, 2 and 4 are
presented here. (Findings related to youth, minorities and
women' appear in Part II of this report.) .

A random sample of 5,000 firms were selected from the files of
Dun and Bradstreet and surveyed by mail. A second sample,
weighted to represent large firms and firms in industrial
classifications with a high incidence of mandatory retirement,
were interviewed by telephone. Of this sample, 1,636 firms
responded to the mail survey, and 256 large firms were surveyed
by telephone. M

. o

Most firms that had a mandatory retirement age prior to the .
legislation plan to maintain a mandatory retirement age 1imit
at 70. Size of firm is a key variable in a number of .
findings. Larger firms were more likely to report that they
would change their personnel policies and more rigorously apply
performance approaches than small firms. In general, larger
employers anticipate a greater impact from the ADEA than do
smaller nes. .,However, the majority of employers (58 pexcent)
expect no changes in response té the Amendments., It is
anticipated that any effect which does result Will -be dispersed
throughout the economy. Firms with no prior mandatory
reitrement age envision less impact than do firms which had ‘
such *a policy. According to 80 pergent of tge responsdents,
continued inflation would lead to an extension of the worklife
of older workers.

In summarizing these studies, it is appropriate to employ the
térms "tentative and preliminary" since the data were collected

. 360
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either immediately prior to or gpmediately after the time that
the Amendments became law. Thus, results either reflect an
anticipatory guess or a preliminary appraisal since it was too
early for the pattern of work and employer responses to have
materialized. 1In general, surveyed employers expect little
change in the average.retirement age due to the change in
manda.ory retirement age. On the other hapd, the surveys seen
to reveal a desire on the part of employees to continue working.

Thus far, most employers are not reporting any major shifts in
early retirement patterns. While those having a former
mandatory retirement age of 65 have raised this age to 70
(majority of cases) or eliminated it entirely, they have not
altered the norma{ eligibility age for receipt if pension
benefits - usually 65. While some employees are remaining
beyond age 65 under the new mandatory reitrement age policies,
the vast majority continue to retire early. No clear trend of
later retirement is currently discernible.

Although most employers anticipate little impact, they
frequently qualify their response in 1ight of future eyents.
Inflation is frequgntly mentioned as a factor which coéuld -
seriously change t¥e labor force participation of older
workers. The industry responses appear to be in a state of
flux at this time. One could speculate that a clear pattern of
industry response will emerge only after the pattern of worker
response becomes apparent. Since these are dynamic,
interactive processes, it may be a long time before the
situation "normalizes”. At this preliminary stage in the
evaluation of the Amendments, there has been time for only the
direct and most immediate responses to take place. Secondary
responses, such as the employers' reactions to older workers!

responses, have not yet materialized. *
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