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ABSTRACT

Labor Force Activity after 60: Recent Trends in the
Scandinavian Countries with Germany as a Benchmark

In most OECD member countries labor force attachment has increased in recent years in the
60+ group. Focus in the paper is on the development in this area in Denmark, Norway and
Sweden since the 1990s. The development in the same period in the German labor market is
included as a frame of reference. Main emphasis is given to the development in two distinct
age groups, i.e. people in the first half of the 60s of which many are eligible for early
retirement programs and people older than 65 mostly eligible for social security retirement
programs. For these two age groups the actual development in labor force participation is
described based on register data and on labor force surveys along with indicators of cohort
relevant changes in education and health. Focus in the paper includes also the gender
aspect to accommodate stronger cohort effects for women than for men. The impact on labor
force participation from individual education and from self-assessed health is analyzed based
on available micro data. Policy reforms and changes in the retirement area have been
enacted since the mid-1990s in the included countries and more sweeping reforms are
enacted or under review for the years ahead. We include a brief survey of policy changes in
the Scandinavian countries and Germany as other determinants of labor force participation in
the 60 and older group.
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1. Introduction

The great recession beginning in 2008 resulted in a very dramatic decline in real GDP in Denmark
followed by a slow recovery to a current situation with real GDP close to the same level as just
before the crisis began. At the same time the recession resulted in a big decline in aggregate
employment in the Danish economy. A surprising fact in light of these events is the finding that the
share in employment has gone up from 2008 to 2014 for one age group, the 60-64 years old. For
those younger than 60, there is a steep negative gradient for still younger age groups.

This is obviously a surprising finding during a big and long recession where prior expectations
would be above average reduction in employment among older workers along with increasing exit
to unemployment and early retirement in the age group above 60. However, increasing evidence
shows that this surprising finding is common for most OECD countries. Further, increasing labor
force participation in the 60 and older group began in the mid-1990s and has in spite of the
recession continued after 2008. Another surprising finding is that the increasing labor force
participation reflects an increase in the share of people in the age group with a job and not a strong
increase in unemployment.

Focus below is on these tendencies in the three Scandinavian countries, Denmark, Norway and
Sweden including evidence also for the development in Germany. It is, however, relevant first to
emphasize the broad international trend in the improved labor market situation for older workers
continuing since 2008, i.e. during the deepest recession since 1945. OECD (2013) presents a survey
of some of the factors assumed to lie behind this trend. The economic incentives to stay longer in
the labor market have become stronger. This is a reflection of many policy changes intending to
reduce the implicit tax on continued work at older ages. At the same time each new cohort of older
workers are better educated and by available indicators they also appear to be in better health, both
potential factors in explaining longer working lives. Another factor is the changing nature of jobs
over time regarding hard physical work which is becoming less important due to technological
changes and the shift to jobs in the service sector. While these changes have improved the
possibilities for older workers to continue in the job, other job related factors like stress and fast
changes in technology and job functions might work in the opposite direction. Finally, those mainly
supply oriented factors are not the full explanation of the trend among older workers. A supply
driven behavior must obviously meet a demand, i.e. employers that keep older workers, even in a
setting of a very deep recession. A discussion of the demand aspect can for instance be found in

Dalen et al. (2010). A discussion based on the experience in Germany can be found in Brusch and



Biisch (2012) and in Ditterich et al. (2011). In Germany the forecast is a decline in the working age
population (20-64 years old) of 12.7 per cent from 2013 to 2030 which is even bigger than the
declines forecasted for the southern European countries (EU Commission) implying that
employment trends among older workers are of especially high relevance here.

The trend towards longer working lives is a positive mechanism in adaptation to the demographic
changes occurring in the next decades in most OECD countries. One caveat, however, could be an
eventual harmful effect on the employment prospects for young people in a situation where older
workers postpone retirement. OECD (2013) collects evidence on this so called lump-of-labor
theory. The conclusion, based on earlier studies, e.g. Gruber and Wise (2010) presenting results for
12 countries, and an independent new analysis in OECD (2013) is that no support is found for the
idea of older workers keeping young people out of jobs. Longer working lives, then, appears to be a
genuine help in accommodating the coming demographic change. A recent survey of changes in
employment rates among older workers in the OECD countries can be found in Larsen and
Pedersen (2013) while a study with focus on Europe can be found in Anxo et al. (2012). Aspects of
the experience in recent years in Germany can be found in Brenke (2012), Brenke and Zimmermann
(2011) and Hochfellner and Burkert (2013). An interesting description of the changing attitudes to
work at older ages can be found in Der Spiegel (2014, 21)

In the following, Section 2 contains a survey of the types of data used in the subsequent descriptions
and analyses. Next, Section 3 describes the aggregate development in labor force participation in
the Scandinavian countries based on population wide data from administrative registers and labor
force surveys. Further, Section 3 summarizes indicators of the changes in education and health for
the 60-69 years old from 1993 to 2013. While the focus in Section 3 is on more aggregate data,
focus shifts in Section 4 to available micro data sets with individual information on education and
self assessed health to be among the important determinants of labor market participation. Data
used in Section 4 are the Danish Longitudinal Survey of the Ageing (DLSA), the German
Socioeconomic Panel (GSOEP), SHARE data and data from the European Community Household
Panel (ECHP). Section 5 contains a brief survey of retirement policy changes in the Scandinavian
countries and Germany since the mid-1990s trying to identify an impact on major changes in the
development described in the preceding sections. Finally, Section 6 concludes the paper with a

discussion of the results.



2. Data Sources

In most countries labor force participation rates are the outcome of labor force surveys taken on
representative samples. In the three Scandinavian countries the main source for aggregate labor
force data is, however, population wide information based on administrative registers. The initial
aggregate overview of labor force participation in the 60 and older group presented for the
Scandinavian countries below is based on register data. One clear advantage using register data is
the coverage of the whole population including information by age, gender and occupation. A
disadvantage compared to survey data is the absence of answers to questions about attitudes, search
behavior, health etc. reducing the extent of unobserved heterogeneity.

Labor force participation in the 60 and older group is expected to depend crucially on education and
health, both factors changing over time with still more recent cohorts of workers. The aggregate
register data enables us to calculate the change over time in education by age and gender for the
population 60 and older and in some cases to calculate the change in education separately for those
in the labor force, cf. below. One major challenge with aggregate register data is however the lack
of a general individual health indicator. Below, we briefly use expected life time at 65 as a broad
indicator of the state of health.

With the purpose of going deeper into the interaction between education and health at an individual
level we use a number of micro panel data sets to decompose this interaction as primary
determinants of labor force participation along with the potential impact from policy changes and
reforms in the retirement area.

We are drawing information from four different micro data sets. For Denmark we have access to the
Danish Longitudinal Survey of the Ageing (DLSA) which is a survey based panel collected every 5
years since 1997 on the cohorts being 62, respectively 67 years old. We have access also to Danish
data from the European Community Household Panel (ECHP). Further, we use the German
Socioeconomic Panel (GSOEP), a panel running from 1984. Finally, we use the Survey of Health,
Ageing and Retirement in Europe (SHARE) to decompose the impact on labor force participation
from education and health in Denmark, Germany and Sweden in 2011. For the three micro data sets
the health variable is self assessed health (sah).

The register data as well as the micro data sets apply in principle ILO criteria to the classification of
individuals in relation to the labor force. In this way individuals may have entered an early or
normal age retirement program but still be working to an extent where they are classified as being

in the labor force. Furthermore, individuals can enter a retirement program, have a spell completely



without any work activity and then re-enter the labor market to a job, the so called un-retirement
behavior. Next, in Section 3 the focus is on the aggregate trend in labor force participation among

60-64 and 65-69 years old women and men in the Scandinavian countries..

3. Development in LFP rates in the 60+ group in the Scandinavian countries

The three Scandinavian countries share a number of similarities, i.e. ambitious welfare states based
on a large public sector, high taxes, fairly generous and mostly universal benefit programs, and high
labor force participation for women. But at the same time they differ in a number of respects such
as industrial structure, cyclical experience during recent decades and retirement policies.

A summary overview of the initial level and the relative change in aggregate employment rates
from 1995 to 2013 for the 60-64 and the 65-69 years old is shown in Figure 1 based on labor force
surveys. For comparison Figure 1 also includes the experience in Germany and Iceland, being
“outliers” relative to the three Scandinavian countries. In Germany the initial level is low for both
age groups while the relative increase is tremendous.

The other extreme, Iceland, illustrates the very high initial level along with the impact from the
great recession, which — as well known — was very hard on the Icelandic economy. It is interesting,
however, to note that even after the great recession, while Iceland does not share in the international
trend towards increasing labor force participation among older workers, the level is still among the

highest in the world.



Figure 1. Employment rates 1995 and relative change until 2013, 60-64 and 65-69 years old.

Germany and four Nordic countries (calculations from Eurostat database).
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Next, Figures 2-7 show the profiles in labor force participation in the two age groups, separately for
women and men, over the years 1993 to 2013. For Denmark and Sweden data are from
administrative registers covering the whole population or are based on calculations on register data.
For Norway register data in this area are only available from 2004. Instead we use data from
Norwegian labor force surveys®.

In all three countries the turning point where labor force participation rates begin to go up is around
the year 2000. After a short setback in the initial phase of the great recession, labor force
participation rates continue on an upward trend. The increase differs between the countries
reflecting differences in GDP growth rates and early retirement options. Over the whole 20-year
period, the increase in Sweden is much stronger than in the other two countries, with an increase for
both men and women of about 25 percentage points in the 60-64 years old group and about 15 — 20
percentage points for the 65-69 years old. In Denmark and Norway, the picture is somewhat
different. For 60-64 years old, the increase is about 15 percentage points for men and 20 percentage

points for women in Denmark while it is in the range 10-15 percentage points in Norway. For the

! For Norway data for the oldest age group are for the 65-74 years old as data are not readily available for the 65-69
years old.



older age group, the increase is stronger in Norway than in Denmark which is remarkable as the age
interval for Norway is up to the mid-70s

The level of labor force participation rates is about 10 percentage points higher for the 60-64 years
old men in Norway and Sweden compared to Denmark. For women the levels in Norway and
Sweden are about 20 percentage points higher than in Denmark. While part of these differences
may reflect differences in GDP growth rates over the period, another part most probably reflects a
more attractive early retirement option in Denmark during this period. For the whole period 1993-
2013, average economic growth in Denmark was about 1 percentage point lower than the average in
Norway and Sweden, and at about the same level as in Germany, see Figures Al and A2 in the
Appendix.

Figure 2. Labor force participation rates, 60-64 years, Denmark 1993-2013.
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Figure 3. Labor force participation rates, 65-69 years, Denmark 1993-2013.
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Figure 5. Labor force participation rates, 65-74 years, Norway 1993-2013.
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Figure 6. Labor force participation rates, 60-64 years, Sweden 1993-2013.
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Figure 7. Labor force participation rates, 65-69 years, Sweden 1993-2013.
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Based on findings in cross section studies using labor force attachment of individuals and on
findings in descriptive studies of more aggregate data, the education level and the health status are
obvious factors as possible explanations of the strong increase in labor force participation among
older workers. In the present case the observation period includes 5 years into the great recession
beginning in 2008. In spite of this, labor force participation increases for the 60 and older in the
three countries. A small decline in labor force participation is observed for 60-64 years old in
Norway and Sweden at the onset of the great recession but in each of the countries the final level in
2013 is higher than before 2008. A prior expectation of a pro-cyclical behavior in labor force
participation among older workers is clearly dominated by strong cohort effects supported or
accommodated from the demand side. However, individual decisions about retirement or continued
work are not only affected by education and health but also by the policy setting concerning rules
and programs for early and standard retirement.

In relation to the aggregate trends in Figures 2 -7 we try to measure the impact from education by
constructing an educational proxy variable for each year by gender for the two age groups included
in the analysis. For this purpose, we use data for the whole population in the relevant age groups by
education and construct a weighted indicator for the educational level for each age/gender group.
The values for these constructed variables are shown in Figures A3, A5 and A7 in the Appendix
along with a brief description of the procedure behind the construction of this variable. In Table 1,

we summarize the relative change in this educational indicator by age group, gender and country. In
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Denmark and Sweden, the relative increase has been much stronger for women than for men. This
is presumably a cohort effect by gender, which surprisingly does not appear for Norway. In
Denmark, 60-64 years old women overtake 65-69 years old men in 2007 with respect to the
educational indicator, while they catch up with men in their own age group in 2013, see Figure A3.
In Sweden those effects are even stronger, see Figure A7. Here 60-64 years old women overtakes
men in the same age group in 1999 while 65-69 years old women overtakes men in their own age

group in 2004 and 60-64 years old men by the end of our period.

Table 1. Relative change in education indicator. Denmark, Norway and Sweden, 1993-2013.

Men Women
60-64 65-69 60-64 65-69
Denmark 27.4 29.0 50.7 43.3
Norway 23.8 31.6 24.2 23.7
Sweden 30.5 32.3 44.1 49.8

The construction of a simple health indicator is more problematic. The measure we use here for
illustration is the life expectancy at age 60 and 65 by gender in each of the countries, see Figures
A4, A6 and A8 in the Appendix. This measure does obviously not capture e.g. work related health
problems or mental health problems that might influence individual work capacity without
necessarily having an impact on life expectancy. On the other hand, the indicator is comparable
across the countries. Table 2 shows the relative change in life expectancy by age group, gender and
country over the period 1993 to 2013. The main difference is seen to be by gender where the gap in
life expectancy between men and women is narrowed during the period. In relative terms the

improvement in the health indicator is slightly stronger in Denmark and Norway than in Sweden.
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Table 2. Relative change in health indicator. Denmark, Norway and Sweden, 1993-2013.

Men Women
60-64 65-69 60-64 65-69
Denmark 20.9 23.1 13.0 13.6
Norway 21.9 24.4 11.5 13.2
Sweden 17.3 20.1 9.3 10.6

A major expected difference between the educational and the health indicator as correlates for labor
force participation is the timing and nature of changes in the two variables. The health indicator
measured here by life expectation (or the reverse, mortality) changes fairly slowly over long
periods. For instance in Denmark, life expectancy for men 60 years old increases from the mid-
1980s while life expectation for women — from a higher level — increases from the mid-1990s, see
Bingley et al. (2012). The increase in the educational indicator is much more abrupt and dramatic.
We try to illustrate this in Figure 8 with the experience in Denmark as an example, building on
Undervisningsministeriet (The Ministry of Education,1998). Between the birth cohorts 1936 and
1946, enrolment at longer educations increases dramatically between the years in which these two
cohorts were 20 years old, i.e. between 1956 and 1966. For the subsequent cohorts, the increase
continues but is much slower in relative terms. Consequently, for the age groups and period in focus
here the educational variables show a very steep gradient while the health variable to a larger degree
follow a long-term trend towards higher life expectancy.

12




Figure 8. The educational indicator. Cohort background. Denmark.
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The education indicators above were found by implicitly assuming that the education data available
by age and gender groups for the whole population could be applied also to those 60 years and older
in the labor force. As there is a positive gradient in labor force participation with respect to
education this results in a downward bias in the education indicators in the tables above. Using the
Danish register data we have been able to find directly the education level for those in the labor
force, however only for the years 1995 to 2012. The change in labor force participation in
percentage points for 4 educational groups is shown in Table 3. As individuals with a long further
education have the highest initial level of labor force participation it is no surprise that the changes
for this group are fairly small, the highest change being an increase of 5.9 percentage points for
women 60-64 years old. Overall, the highest increases are found for the group with vocational or

short further education.
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Table 3. Change in labor force participation rates, percentage points, by educational groups,
Denmark 1995-2012

60-64 years 65-69 years
Men Women Men Women
No post school education 6.9 7.7 0.9 1.6
Vocational + short further education 13.6 11.6 4.0 3.0
Medium long further education 3.4 13.4 -0.3 0.8
Long theoretical education 2.9 5.9 -3.8 1.9

These data also enables us to make a simple shift share analysis on the Danish 1995 to 2012 data.
The results from this are shown in Figure 9 for the 60 — 64 years old. For women about one fourth
of the increase in labor force participation reflects changes in the composition by education while

the effect is only half that level for men.

Figure 9. Labor force participation rates, men and women 60-64 years old, Denmark. Actual

numbers and standardized for changing composition by education, 1995-2012. Base year 1999.
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4. Approaches based on micro data

In this section we focus on some available micro data to extract supplementary information about

the impact of and interaction between education and health relative to labor force participation. We
are using data from GSOEP, from SHARE, from DLSA and from ECHP. Only the GSOEP makes it
possible to enter both education and self reported health in an estimation using micro data over a

longer period. The results from probit estimations on employment for men and women 50 to 70

years old in Germany for 1994 and 2011 are shown in Table 4. Over time we find a small increase

in the positive impact from education and an increasing negative impact from a deterioration in

health on employment, especially so for women. Comparing the results for men and women we find

about the same impact from education and a more equal impact from a deterioration of health.

Table 4. Marginal effects in Probit estimations on being in the labor force, men and women, 50-70

years old, GSOEP, 1994 and 2011.

Age Years of Self assessed Pseudo R’ No. of obs.
education health

Men, 1994 -0.0778*** 0.0270*** -0.0909*** 0.3702 1870
-24.26 4.83 -6.02

Women 1994 | -0.0487*** 0.0210*** -0.0366** 0.2592 1894
-22.59 4.12 -2.93

Men 2011 -0.0583*** 0.0292*** -0.1120*** 0.3307 3698
-33.88 8.66 -11.06

Women 2011 | -0.0593*** 0.0327*** -0.0958*** 0.3122 4052
-34.23 9.19 -9.67

Next, the impact from education and self reported health on labor force participation are compared

between Denmark, Germany and Sweden in Tables 5 to 7 using SHARE data from wave 4 collected

in 2011. Self reported health takes on values from 1 to 5 with 5 being the worst state of health.

Tables 5 to 7 reports marginal effects from probit estimations on the probability of being in the

labor force from years of education and self reported health separately by gender and two age

groups.

As expected most significant marginal effects are found for the 60-64 years old. For education we

find for this age group significantly positive effects for men in Denmark and Germany and for
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women significantly positive effects in Germany and Sweden. Self reported health has significantly

negative effects in all three countries. For the 65-69 years old we find only few significant

coefficients. Education is only found to be significantly positive for men in Denmark, and

significantly negative for men in Germany. This might reflect a negative gradient in education in

Germany for the 65-69 years old where better educated people retire with a higher propensity than

those with little or no education who tend more to continue work for financial reasons. Self reported

health is found significantly negative for men in Denmark and for both men and women in Sweden.

Overall, the impact from a deterioration of health seems stronger than the impact from a bigger

number of years in education.

Table 5. Marginal effects in Probit estimations on being in the labor force, SHARE W4, Denmark

Age Years of Self assessed | Pseudo R* No. of obs
education health
Men 6064 -0.0857*** 0.0089*** -0.1311%** 0.1925 810
-8.31 3.34 -11.62
Men 6569 -0.0540*** 0.0099*** -0.0791*** 0.1264 905
-6.11 4.44 -6.26
Women 6064 | -0.1311*** 0.0032 -0.0743*** 0.1598 970
-17.35 1.14 -5.95
Women 6569 | -0.0304*** 0.0009 0.0017 0.0440 855
-4.20 0.55 0.17
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Table 6. Marginal effects in Probit estimations on being in the labor force, SHARE W4, Germany

Age Years of Self assessed | Pseudo R’ No. of obs
education health
Men 6064 -0.0662*** 0.0113** -0.1043*** 0.0568 710
-5.10 2,09 -5.74
Men 6569 -0.0429*** -0.0064** 0.0064 0.0819 695
-5.07 -2.10 0.67
Women 6064 | -0.0921*** 0.0234*** -0.0357** 0.0728 905
-9.13 5.00 -2.20
Women 6569 | -0.0423*** 0.0023 0.0120 0.1636 655
-5.03 0.75 1.11

Table 7. Marginal effects in Probit estimations on being in the labor force, SHARE W4, Sweden

Age Years of Self assessed | Pseudo R’ No. of obs
education health

Men 6064 -0.0546*** 0.0063 -0.0998*** 0.1163 780
-5.73 1.48 -8.42

Men 6569 -0.0699*** 0.0030 -0.0763*** 0.1332 1020
-8.91 1.01 -7.52

Women 6064 | -0.0955*** 0.0108*** -0.1120*** 0.1471 1075
-11.30 3.09 -11.88

Women 6569 | -0.0726*** 0.0012 -0.0422%*** 0.2076 1165
-9.86 0.50 -5.41

For Denmark we do not have a representative annual panel like GSOEP containing information on

self assessed health. The Danish Longitudinal Survey of the Ageing is a much more partial panel

containing self assessed health among a battery of other information. The survey consists of four

waves of data collected every fifth year in the period from 1997 to 2012. From this survey, we

obtain information about individuals aged 62 and 67 years with data on self-assessed health. We

supplement these data with information from administrative registers on educational level and labor

force participation. We distinguish between three educational levels: 1) no post school, 2)
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vocational training and short further education (up to three years) and 3) medium and long further
education (at least three years). When measuring self-assessed health, we calculate the share of
individuals in “poor health” including those with either “fair”, “poor” or “very poor” health.

For individuals aged 62 years, we find as expected that labor force participation has increased from
1997 to 2012 for both men and women in general and also for individuals at all educational levels,
see Figure 10. Looking upon the graphs for all 62 years old men and women at all 4 data points we

find a slight improvement in self reported health for men along with a quite steep increase in labor

force participation. For women self reported health improved until 2007. From 2007 to 2012 we see

a steep increase in labor force participation and a slight increase in the share reporting fair-poor
health. Looking on educational groups we find roughly the same picture, except a somewhat
surprising deterioration in self reported health in the group with the highest level of education. The
corresponding graphs for the 67 years old at the 4 data points are left out as they are “noisy”

without any clear tendencies.

Figure 10. Labor force participation rates and self assessed health by educational levels, 1997-2012

separately for 62 years old men and women.
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Using GSOEP data for 1994 and 2011 Figure 11 has focus on the relationship between years of

education and labor force participation. Figure 11 shows clearly the quite big increase in education

for the 50-70 years over these years. The same increase is found for the Scandinavian countries.
Further, Figure 11 shows the strong increase in labor force participation, especially in the 60-64
years old group where for instance labor force participation nearly increases with a factor 4. No

clear pattern shows up among the 65-69 years old.
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Figure 11. Years of education and labor force participation rates. GSOEP, Women
50-70 years old, 1994 and 2011.

0,9
50
0,8

0,6 .%’v / /6-
0,5

0,3 <
e o —

9,5 10 10,5 11 11,5 12 12,5 13

e=@==\\Vomen 1994 ==fll=\Nomen 2011

In Figure 12 focus is on the relation between self reported health and labor force participation rates
among men 50-70 years old in Germany comparing again 1994 with 2011 based on GSOEP. While
the relationships are quite “noisy” among the below 55 and the above 65 years old, a clear increase
in labor force participation shows up for individuals in the age group between the mid-50s and the

mid-60s, for instance a doubling among the 60 years old.
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Figure 12. Self assessed health and labor force participation rates, GSOEP, Men 50-70 years old,
1994 and 2011.
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Figure 13 is finally another way of illustrating the complex relationship between labor force
participation, self reported health and education. Figure 13 is based on average values over 8 waves
of the ECHP for Denmark where the education level is classified in one of the three ISCED groups.
It is interesting to note that three, nearly separated, relationships appear between self reported health
and labor force participation. The gap in self reported health between the education groups is quite
big for people between the mid-50s and the mid-60s. Among individuals in the first half of the 50s
labor force participation is significantly lower in the group with least education. For those in the
second half of the 60s the main difference found is the much higher labor force participation in the

group with the highest level of education.
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Figure 13. Self assessed health, education and labor force participation. Denmark, men 50-70 years
old, average over 8 waves of the ECHP, 1994-2001.
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5. Changes in retirement policies — Scandinavia and Germany

While health and education are important determinants for continuing work in older ages, policy
changes and reforms in the areas of pensions and retirement are also expected to have a significant
potential impact. During the years in focus, 1993-2013, many policy changes have been enacted in
this area. Here, we include a brief survey.

Until recently, Denmark had a significantly higher share of people in the first half of the 60s in an
early retirement program called the “Post-Employment Wage” (efterlgn). A major reform was
introduced in 1999 intending to reduce economic incentives to enter the program, also by
introducing a tax rebate for remaining in the labor force for those eligible for entry. From 2011
other changes reduced the implicit tax inherent in the program for staying in the labor force.
Regarding the standard old age pension, it has been made possible to delay entry on actuarial terms

from 65 to 75, and means testing against income from work has been reduced. At the same time
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entry to labor market pensions and to private, tax subsidized, pension schemes can be delayed until
age 75 on actuarial terms. With a political agreement in 2011 the age of eligibility to PEW will be
raised to 62 in 2017 and the State Pension age will be raised to 67 in 2022. After 2022 the State
Pension age will be indexed to increases in expected life time.

In Norway a big pension reform was enacted in 2011. Entry to old age pension can occur between
ages 62 and 74 on actuarial conditions. Earnings tests for beginning take up of pension are removed
and it becomes possible to combine take up of pension with continued work. Finally, the annual
pension will be longevity adjusted in the future. While the reform was enacted close to the end of
the period we analyze, Midtsundstad (2014) reports that the number of expected years of economic
activity among people aged 50 calculated annually from 2001 to 2013 went up 2010 to 2013 as an
impact from the 2011 reform. Before the 2011 reform better opportunities for continuing in the
labor force with reduced hours were introduced in 2008 and between 2008 and 2011 earnings test
was removed for people 67 — 69 years old who received State Pension. This policy change resulted
in increasing average hours for people working in this age group.

For Sweden, OECD (2013) shows a big reduction between 1985 and 2009 in the implicit tax on
continued work. In 2007, in-work tax credit was increased, with a higher amount for those 65 years
and older. The amount of in-work tax credit for older workers was increased again in 2008 and
2009. Finally, both employee payroll taxes and most employer taxes were abolished for people 65
years and older in 2008 and 20009.

In Germany a pension reform was enacted in 2007 resulting in a gradual increase in the age of
eligibility for State Pension from 65 to 67. However, a partial setback to this was a decision to
reduce the age from 65 to 63 for specific groups in 2014. In 2004 a sustainability factor was
introduced making the current value of old age pension a function of the ratio between pensioners
and contributors to the pension program, see Bonin (2009). Bundesanstalt fir Arbeit (2013) points
to the very steep increase in labor force participation among the 55 to 64 years old, especially
among the 60-64 years old where labor force participation doubled from 2002 to 2012, more for
women than for men. Bundesanstalt fiir Arbeit (2013) does not suggest any link between this big
increase and changes in retirement programs. The possibility that the big increase in labor force
participation reflects a strong increase in the use of the so called mini jobs is not confirmed as mini
jobs are not used in the 55-64 years old group above average for the whole adult population. As the
share with mini jobs increases with age, these jobs may however contribute to the increase in labor

force participation for the 60-64 years old. Overall, it seems that the steep increase in labor force
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participation is a product of a good cyclical situation, of improvements in health and education
much more than a reflection of tighter access to retirement programs in Germany in the period we

analyze.

5. Concluding comments

The starting point for the present analysis is the increase in labor force participation among workers
60 years and older beginning in the late 1990s and surprisingly continuing after the beginning of the
great recession in 2008. Focus is on the three Scandinavian countries that follow the trend in most
OECD countries of increasing labor force participation for this age group. Throughout the
experience in the German labor market is used as a benchmark. We use register based data, labor
force surveys and a number of micro data sets in the analyses. For Denmark and Sweden labor force
participation for the period 1993-2013 for the 60-64 and 65-69 years old by gender are based on
national register data covering the whole population while we use labor force survey data for
Norway as Norwegian register data are not available for the whole period. Indicators for education
and health are imputed to people in the labor force using data for the whole population in the
relevant age-gender groups. For Denmark we have direct data for part of the period on education for
those in the labor force.

For all three countries we find a turning point regarding labor force participation around 2000 with
the strongest increase in Sweden. This is most pronounced for the 65-69 years old in Sweden for
whom a number of specific policy changes have been enacted in recent years with the purpose of
increasing continued labor force participation in this age group. The level of labor force
participation in 2013 is higher in Norway and Sweden than in Denmark probably due to a Danish
program for early retirement to which entry has gradually become restricted during the period by
policy changes. The imputed amount of education in the 60-69 years old group in the Scandinavian
countries has gone up with at least 25-30% over the 20 years, for women in Denmark and Sweden
the increase has even been in the level of 40-50 %. Using mortality as a crude health indicator we
find increases in the imputed health indicator for those in the labor force around an impressive 20-
25 % for men, and at half that level for women. It seems obvious that these two factors are
significant determinants for the increase in labor force participation, especially among the 60-64
years old in the period 1993-2013.

In the Danish register data education information is available directly for those in the labor force for

most of the period, i.e. the years 1995-2012. For those years the highest increase in labor force
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participation is found for those with vocational and short further education and for women. A shift-
share analysis on the Danish data for this period finds about one fourth of the increase in labor force
participation to depend on shifts in the composition of the 60-64 years old by education.

A number of micro data sets are used as an alternative approach to analyze the impact from and
interaction between education and health. The micro data have the advantage compared with the
data from registers that self reported health status is available for the respondents in the different
surveys. The GSOEP is the only one of the micro data sets used that has annual observations over a
period matching the length of the register data used in the first part of the analysis. Estimations with
GSOEP data for 1994 and 2011 results in finding fairly small increases in the impact from
education and an increasing impact from the health variable. Estimations on data from SHARE for
Denmark, Germany and Sweden also find most cases with an overall significant impact from health.
Separately by gender, education is found more important among men while health is found more
important among women. In an analysis on the Danish Longitudinal Survey of the Ageing (DLSA)
which is a more partial setup with information on the 62 years old for every five years between
1997 and 2012 we find increases in labor force participation for all educational groups while the
picture is more “noisy” regarding health.

Finally, a number of graphic approaches are used. With GSOEP data comparing labor force
participation and years of education for women in 1994 and 2011 we observe a very big impact on
labor force participation in the 60-64 years old group. GSOEP data for men comparing 1994 with
2011 shows a very strong impact from improved health in the 60-64 years old group. Finally, ECHP
data averaged over all 8 waves for Denmark shows an interesting separation of the self assessed
health - labor force participation relationship between the three educational groups included in the
survey.

Our summary of changes in retirement policies does not make it possible to find any obvious one to
one relationship between policy changes and labor force participation. The trend in retirement
policy seems to result in a gradual reduction of the implicit tax from continued work from age 60
which has been supportive of the impact from cohort and individual specific increases in health and
education. Overall, those three broad determinants for labor force participation from age 60 have
contributed significantly to accommodate the demographic change in the coming decades. This is
especially the case in Germany where the demographic challenge is much more dramatic than in the

three Scandinavian countries.
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Appendix

Figure Al. Real GDP annual growth. Denmark and Germany, 1993-2013.
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Figure A2. Real GDP annual growth. Norway and Sweden, 1993-2013.
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The educational indicators in the graphs below are calculated from register based information regarding the
level of education by gender for the whole population 60-64 and 65 -69 years old. For Norway the oldest
group consists of the 65-74 years old. For each age gender group the education variable is aggregated to 4
groups, from no post school education to having a long theoretical education. These groups are given the
weights 1 to 4. The weighted indicators shown in the subsequent graphs are based on the implicit assumption
that those in the labor force have the same composition on the 4 educational groups as the whole population
in the respective age gender groups. If labor force participation has a positive gradient in education, the
indicators are biased downwards for those in the labor force.
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Figure A3. Education indicator. Denmark, 1993-2013.
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Figure A4. Health indicator. Denmark, 1993-2013
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Figure A5. Education indicator. Norway, 1993-2013.
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Figure A6. Health indicator. Norway, 1993-2013.
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Figure A7. Education indicator. Sweden, 1993-2013.
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Figure A8. Health indicator. Sweden, 1993-2013.
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