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ABSTRACT
This document presents witness testimonies and

prepared statements from the Congressional hearing called to examine
the removal of the mandatory retirement age by taking the cap off of
employees in the private sector through the passage of H.R. 4154.
Opening statements are included from Congressmen Pepper and Martinez.
Arthur Flemming, the Chairman of the Citizens Coalition for Civil
Rights, testifies in support of H.R. 4154. T. Franklin Williams, the
director of the National Institute on Aging, discusses the medical
and scientific evidence relative to the issue of mandatory
retirement, cites examples of how functioning in the various organ
systems can be maintained at high levels into an individual's later
years, and concludes that there is no convincing medical evidence to
support a specific age for mandatory retirement. Eugene Silber'.nann, a
physician, and Erling Johnson, representing the American Association
of Retired Persons, discuss their personal experiences with mandatory
retirement. Joseph Quinn, an economics professor at Boston College.
bases his testimony on 5 years of economic research on the
determinants of individual retirement and, while supporting H.R.
4154, asserts that removing mandatory retirement laws without
changing the financial incentives that exist in Social Security and
private pension plans will have only a modest impact on overall
retirement patterns. Prepared statements, letters, and supplemental
materials are included. (NB)
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THE REMOVAL OF AGE CEILING CAP UNDER
THE AGE DISCRIMINATION IN EMPLOYMENT
ACT

WEDNESDAY, MARCH 12, 1986

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON EMPLOYMENT OPPORTUNITIES,

COMMITTEE ON EDUCATION AND LABOR,
AND

SUBCOMMITTEE ON HEALTH AND LONG-TERM CARE,
SEISCT COMMITTEE ON AGING,

Washington, DC.
The joint subcommittees met, pursuant to call, at 9 a.m., in room

2261, Rayburn House Office Building, Hon. Claude Pepper and
Hon. Matthew G. Martinez (subcommittee chairmen) presiding.

Member present from the Subcommittee on Employment Oppor-
tunities: Representative Martinez.

Member present from the Sifacommittee on health and Long-
Term Care: Representative Pepper.

Staff present from the Subcommittee on Employment Opportuni-ties of the Committee on Education and Labor: Eric Jenstn. staff
director; Valerie White, legal assistant; Sharon Hawley, prosiden-
tial management intern; and JeffFox, minority counsel.

Staff present from the Subcommittee on Long-Term Cart of the
Committee on Aging: Kathleen Gardner Cravedi, staff director; Me-
lanie Mod lin, assistant staff director; Peter Reinecke, research di-
rector; Patricia Butch, congressional fellow; Mark Hickman, intern;
Leonard Scher lis, M.D., consultant; Lillian Simmons, volunteer;
Lanny Miller, detailee; Mark Benedict, minority staff director; and
Patrick McCarthy, detailee.

Mr. PEPPER. The committee will come to order, please.
Mr. Martinez, the distinguished chairman of the Subcommittee

of Education and Labor which has jurisdiction over this subject is
cochairman of this hearing with me, chairman of the Subcommit-
tee on Health and Long-Term Care of the House Select Committeeon Aging.

Mr. Martinez had advised me to go ahead with the hearing be-
cause he is temporarily delayed and will be here very shortly.This is a very timely hearing because we are dealing with a very
important subject. We have a very distinguished group of witnesses
here for the enlightenment of the Congress upon this criticalmatter.

I believe that this measure, H.R. 4154, is properly designed to
protect human rights. That is, the right to work and make a living

(1)
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in an honorable way in a free country, and to allow the economic
rewards to those who work to provide for their own security and
sustenance.

When I was born in 1900, only 5 percent of the people were over
65 years of age. Now 11 percent are in that category. We are told
that in less than 50 years almost 20 percent of our population will
be over 65 years of age.

Strangely enough, we are told that the group above 65, which
percentagewise is increasing most rapidly, is the group over 85it
so happens I became 85 last year. I thought if I could get to about
85, I could continue on for a good long while. I am delighted to
know that that seems to be a fact in our population.

Are we going to have to provide more support for those living
longer lives? Or are wt. going to enable older individuals to support
themselves when they are able to do so and can and wish to do so?

That is basically what t1iis hearing involves.
You may recall that prior to 1978, if an employee worked for the

Governnent of the United States, that individual, no matter how
great his or her health, how capable that individual was, how con-
scientious and responsible that individual might be, when he or she
reached the age of 70 the Government of the United States would
say, "quit."

Well, what has an individual done wrong? They are 70 years old.
What has that got to do with it, with doing the job right'? The law
says that you may be and should be mandatorily retired when you
reach the age of 70 years of age.

Well, we changed that in 1978. Many of you here helped do that.
Today, you do retire, and there is no reason for your mandatory
retirement, you cannot be, under the law, mandatorily retired be-
cause you have reached 70 years of age.

It used to be when you reached 65 years of age, the employer
could walk right in one fair morning and say, "I am sorry, Mr.
Jones, but this is your last day." "Why, Mr. so and so, have I done
something wrong?" "No, you are 65 years of age, and under the
law we are permitted to discharge you mandatorily on account of
that fact."

In other words, older Americans are being denied the presump-
tion of competence when there is not adequate protection for those
people.

We changed that in 1978. We moved the age of mandatory retire-
ment in the private sector to 70. They can't mandatorily discharge
anybody on account of age who is under 70 years of age.

Now we are moving a step further. We have already taken the
cap off of those working for the U.S. Government. Now we want to
take the cap off of those working in private enterprise, and that is
what this bill, H.R. 4154, does.

Our Subcommittee on Health and Long-Term Care has rather
painstakingly, under the direction of our able staff director, Ms.
Gardner, who sits here by me, prepared a report on mandatory re-
tirement. If I may, Mr. Chairman, without objection, I will offer
this report on behalf of our subcommittee for inclusion in the
record.

Mr. MARTINEZ. So ordered.
[The document referred to follows:]
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ELIMINATING MANDATORY RETIREMENT

A REPOR I BY
JUL HONORABLE CLAUDE PEPPER

CHAIRMAN, SUBLOMMIT ILL ON HEALTH AND LONG-TERM CARE
U.S. HOUSE SI LE.:T COMMITTEE ON ACING

PRI SI Nit I)
MART H 12, 1086

AT A
JOINT HEARING

Of flit_ SUF3COMM1T TEE ON rir ALTH AND LONG-TERM CARL
Al JD

THE SUBCOMMITTEE UNEMPLOYMENT OPPORTUNITIES
1_/ S. HOUSE COMMITTEE ON EDUCATION AND LABOR

HONORABLE MATTHEW G. MARTINEZ, CHAIRMAN

"The wealth of one of our greatest natural resources is lost when uncalled-for retirement
is forced upon a person... Rehremen, traditionally has been the so-called 'golden years,'
but what is golden about them is people feel useless and c-e exper Ied to do almost
nothing"

Letter to Cong. Claude Pepper,
February 24, 1985, from a concerned
citizen in Ouklond, California
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ELIMINATING MANDATORY RETIREMENT

QUESTIONS AND ANSWERS

What is mandatory retirement?

Mandatory retirement refers to the forced departure of an employee because that person
has attained an age deemed, for whatever reason, to be the cut-off age for employment
in that particular job. This age is determined either through slatute or through court
ruling.

What is the current age of mandatory retirement?

It varies according to the nature of the work, whether or not the profession is protected
by the provisions of the Age Discrimination in Employment Act (ADEA), and whether the
work is performed in the public or private sector.

Under current law, the ADEA protects private sector worker:- agaisnt mandatory
retirement up to the oge of 70. In 1978, mandatory retirement was eliminr,fed altogether
for Federal workers.

What percentage of American workers are subject to mandatory retirement laws?

An estimated Si percent of older workers outside the Federal government face a
mandatory retirement age of 70 or more. (As noted above, Federal government workers
under the protection of the ADEA have no mandatory retirement oge.)

Can you describe more fully the Age Discrimination in Employment Act (ADEA)?

The Age Discrimination in Employment Act, adopted in 1967, prohibits discrimination in
employment because of age in such matters as hiring, job retention, compensation, and
other terms, conditions or privileges of employment. The ADEA protects workers who
are at least 40, but less than 70, years of age from discrimination on the basis of age by
most employers of 20 or more persons (including State and focal governments),
employment agencies, and labor organ,zations that have 25 or more members. Most
Federal employees and applicants v.ho are at least 40 years old are also covered, but
without an upper aye. limit.

The Act specifies that actions otherwise deemed unlawful may be permitted if they are
based upon the following considerations:

(1) where age is a bona fide occupational qualification reasonably necessary to normol
operations of o particular business;

(2) where dif ferentiotion is based on reasonable factors other than age (e.g., the use of
physical examinations relatirg to minimum standards reasonably necessary for
specific work to be performed on a job);

(3) to observe the terms cf a bona fide seniority system or a bona fide employee benefit
plan such as a retirement, pension, or insurance Alan, with the qualification tha; no
seniority system or benefit plan may require or permit the involuntary retirement of
anv individual who is covered by the ADEA; and

(4) where on employee is discharged or disciplined for good cause.

The Equal Employment Opportunity Commission (EEOC) is responsible for the
administration and enforcement of the ADEA, except in the Federal sec where the
Of fice of Personnel Management (OPM) is responsible.

What we some of the occupations which lie outside the protection of the ADEA?

Sevtal groups of Federal employees, including foreign service officers, Centro]
Intelligence Agency employees, law enforcement officers and firefighters, and oir traffic
controllers, do hove various specific mandatory retirement ages, set forth in separate
laws that remain in effect. In addition, 1978 amendments to the ADEA provided two
exceptions with regard to mandatory retirement: certain bona fide executive or high-
ranking policy-making employees in private industry may be compulsorily retired at age
65; ono, until July I, 1982, tenured faculty at institutions of higher education could be
compulsorily retired at age 65. The 1978 amendments also extended protection against
discrimination to U.S. citizens employed by U.S. employers abroad.

5
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Are there other Federal laws w leol with age discrimination"'

Yes, there is a separate Age Discrimination Act, P.L. 94-135, us amended, which
generally prohibits discrimination cm the basis of age in programs or activities receiving
Federal financial assistance.

Isn't "retirement" itself a fairly new notion?

"Retirement" is an idea that barely existed in turn-of-the-century America. The overage
life expectancy in 1900 was 46.3 for men and 48.3 for women, and persons generally
continued working until attaining those ages, which startle us today because they are so
low.

In 1900, the average American male spent 3% of his lifetime in retirement. In 1980, he
spent flare than one fifth of his life with that status.

What is the reasoning behind the mandatory retirement age of 70, which currently holds
for those private sector employees protected by the ADEA?

Before gaining an urderstanding of why 70 was selected, we must examine the evolution
of the retirement age which preceded it, 65.

it appears this number had its roots in Germany, with the Old Age and Su-vivors Pension
Act which Chancellor Otto Von Bismarck instituted in 1889. This legislation represented
the first time a Federal Government in the western world assumed obligation for the
financial support of its older citizens and raised the need to define "old age." Bismarck
selected 65 at that time. Great Britain passed similar legislation in 1968, initially
selecting the age of 70 but later reducing it to 65. Other nations :allowed Bismarck's
lead and the United States followed suit in 1935 with its Social Security system. Today,
the normal retirement age as defined by public policy varies greatly by country, as well
as by sex and type of work.

The rationale behind Bismarck's selection of age 65 as the start of "old age" seems to
have been a most arbitrary one. Actually, in 1889, Bismarck was 74 and was a very
active and powerful chancellor of the German Empire.

Concerning CI, United States' choice of 65 for Social Security eligibility, farmer
Secretary of Heal,h, Education and Welfare Wilbur Cohen, who drafted the 1935 Act,
wrote in 1957, "This brief account of how age 65 was selected in the ... United States
indicates that there was no scientific, social, ar gerontological basis fcr the selection.
Rather, it may be said that it was the general consensus that 65 was the most accep.able
age."

Given increasing lifespons in the United States and the increasing scrutiny which comes
with time, American policymakers recently began questioning the age of 65 far
retirement. When formulating the 1978 -nendments to the Age Discrimination in
Employment Act, 70 was adopted as the manda, ay retirement age for most non-Federal
workers. It was as arbitrary as age 65 and was chosen as a compromise between those
who wished to eliminate mandatory retirement altogether and those who would have
preferred a continuance of mandatary retirement at age 65.

I-low have lifespons changed in the past century?

The life expectancy at birth for Americans has improved dramatically over the last
century. People born today have a life expectancy 26 years longer than those born in
1900.

In 1900, the overage hie expectancy for me arid women was 47.3 years. By 1935, the
year the Social Security eligibility aae of 65 as adopted, that age had risen to 61.7. In
1981, the average life ecpectancy had reached 74.2. To many, these longer litespans are
an indication that perhaps mandatory retirement is an outmoded concept; many persons
do emoi healthy and productive years even beyond the average litespans.

What is the status of State law regarding mandatory retirement?

This w,11 be described in detail in a later sec'ion of the report. All t ! the States parallel
the Federal government by banning mandatory retirement through age 70 for the State
government workforce and local government employees. The laws apply also to private
sector workers, but some Smote laws include exemptions for private sector employees
depending on the firm's size. Thirteen States have laws which go beyond the Federal low
by prohibiting age discrimination, including mandatory retirement, without an upper age
limit. These ire California, Florida, Georgia, Hawaii, Iowa, Maine, Massachusetts,

10
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Montana (by court interpretation of aye dtscrimicotion statute), New I turnpshire, New
Jesey, New York, Tennessee, and Wisconsin. All but three of these States impose this
bon on all employers.

In addition, Alaska, Nevada, New Mexico, North Carolina, North Dakota and Vermont
have abolished mandatory retir:nent contingent upon court interpretation of age
discrimination statutes.

What is the intent of Congressman Pepper's bill, H.R. 4154?

H.R. 4154 essentially guarantees that individuals employed in occupations currently
covered under the Age Discrimination in Employment Act cannot be fired solely on the
basis of age. The Pepper bill would not force anyone to continue working. Rather, it
would simply permit those who desire to continue working and are competent enough to
keep working to do so.

H.R. 4154 is a "clean bill," retaining all exemptions provided for in the 1978 ADEA
Amendmerts. It does include an appropriate phase-in period for collective bargaining
agreements negotiated prior to enactment of the bill. All such agreements negotiated
after the enactment of this legislation would have to be in full compliance with its
provisions.

If the Pepper bill were adopted, what would be the ecoromic consequences?

This legislation would not cost the Government a penny. Instead, it is expected to
contribute to the ecor.omic well-being of the nation. H.R. 4154 would generate an
estimated $3 billion in the first year alone, because more than 195,000 older workers who
would otherwise be retired would be contributing to their own economic support as well
as to the Treasury and Social Security funds. As the Congress, faced with the terms of
the Gramm-Rudmon-Hollings deficit control act, looks for new revenue sources, it is
ho red this bill will provide at least a partial solution.

REVIEW OF RECENT EVENTS

The 99th Congress shows evidence .-.f continuing interest in the issue of older
workers, in part because of concerns about balancing the budget and in part because of
increasing interest in the philosophy that ageism is as unconscionable a form of
discrimination as racism or sexism. Many feel that the elimination of mandatory
retirement would contribute to the economic well-being of the United Stales, generating
some $3 billion in the first year alone, because nearly 195,000 older workers who would
otherwise be retired would be contributing to their own economic support, a. well as to
the Treasury and Social Security funds.

There are no less than 10 bills concerning mandatory retirement now pending in the
House. Among these are Chairman Pepper's boil to remove the maximum age limitation
applicable to employees who are protected under the ADEA (H.R. 4154); Aging
Committee Chairman Edward R. Roybal's bill (H.R. 171W to remove mandatcwy
retirement ages for a brood range of civil servants, including U.S. Park Police, air traffic
controllers, Federol Bureau of Inve.tigation personnel and Department of Justice low
enf' 'cement personnel, Tax Court judges, and Foreign Service officers; Congressman
Robert Matsui's bill (H.R. 1736) to eliminote the mandotory retirement age fpr Tox Court
judges; Congressman Mervyn Dymally's bills (H.R. 3370, H.R. 3560, H.R. 3578 ond H.R.
3592) to extend the mondotory retirement age of judges in District of Columbio courts to
age 74 (from age 70); ond Congressman Benjamin Gilmon's measure (H.R. 3911) to wise
the mondotory retiremert age of law enforcement of ficers engaged in detention
activities from 55 to 65 years.

The sole Senate bill on mandatory retirement was introduced by Senator Alan
Cronston. This bill eliminates the upper oge limitation (70 years rf age) of the class of
persons to whom the Age Discrimination in Employment Act applies. It would olso
prohibit any reinstatement of ADEA exemptions for tenured university faculty and
eliminote the existing exemption for executies or high policy-making employ 5 in
private industry.

HISTORICAL OVERVIEW OF MANDATOR . REP

Forced retirement still persists, despite growing ev.dence that age is a poor
indicator of jo... performonci. According to the Department of Labor, a majority of all
older non-federal workers in the United States face a mandatory retirement age. In most
cases the mandatory retirement age is set at 70 since the feleral Age Discriminution in
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Employment Act (ADEA) protects workers against such practices until age 70.

Prior to 1978, most employers had established a mandatory retirement age of 65.
This age hod no special significance other than its coincidence with the age at which
workers are entitled to their full Social Security benefits.

In 1978, the ADEA was amended to eliminate mandatory retirement ,or nearly all
Federal workers and to increase to 70 the age at which non-Federal workers could be
forcibly retired. The age of 70 was as arbitrary as age 65, and was agreed to ns a
compromise until the Labor Department was able to conduct a study of the impact of
eliminating mandatary retirement allogether.

The 97th Congress showed renewed and vigorous interest in the issue of older
workers, in part because of concerns about the financing problems of Social Security
During that session, 16 bills were introduced an the topic of mandatary retirement -- II
in the House and five in the Senate. One of these was H.R. 6576, Congressman Pepper's
proposal to rnmave the age 70 cap far private sector employees. This 1983 version of the
legislation hod the same thrust as Pepper's current bil' to remove the mandatory
retirement age (H.R. 4154), and enjoyed the support of 182 Members of the House beare
:t died at tne end of the session.

In subsequent years, increasing concern aver rising deficits and lingering concern
aver the solvency of Social Security have generated strong bipartisan sentiment in favor
of removing all obstacles to employment of older Americans. Such action is thought not
only to be a way of improving conditions ior alder Americans, but for bolstering the
coffers of the U.S. Treasury and the Social Security trust funds. During the 98th
Congress, 16 pieces of legislation were introduced -- nine ,n the House and seven in the
Senate.

More than s.::ven years hove passed since the 1978 Amendments to the ADEA. The
Labor Department study mandated by those amendments was published in 1982, and
supported the complete elimination of mandatory retirement, noting that this occurrence
would result in a further incr..se in the labor farce of approximately 200,000 elderly
persons by the year 2000. While that might have seemed of marginal importance in the
overall labor force, the study noted, the change would be of immeasurable benefit to
those thousands of ern7layees who want to remain employed. With that study, which
stated that raising the permissible mandatary retirement age of 70 had no significant
negative impact and that elm.- Jim-, retirement would likewise cause nu major problems.
The way appeared cleared far Congress to remove the ,nast visible symbol of aye
discrimination in the workplace

STATES THAT HAVE ELIMINATED MAND,TORY RETIREMENT

To date, thirteen States have enacted statutes specifically banning mandatory
reti e vent for public and private sector employees (with exceptions). These States are:
California, Florida, Ceorgia, Hawaii, Iowa, Maine, Massachusetts, Montana, New
Hampshire, New Jer,:y, New York, Tennessee and Wisconsin. All but three of these
State, impose this Jan on all employers. In addition, Alaska, Nevada, New Mexico, North
Carolina, North Dakota and Vermont have ()polished mandatory retirement contingent
upon court interpretation of aye disciminotian statutes.

Nineteen other States have age discrimination laws that protect employees' right to
work until age 70. These are Arkansas, Delaware, Idaho, Illinois, Indiana, Kansas,
Kentucky, Louisiana, Nebraska, Ohio, Oregon, Pennsylvania, Rhode Island, South
Carolina, South Dakota, Texas, Utah, Washington, and West Virginia. However, 10 of
those have a lower mandatory retirement age for public sector employees.

Five other States that have a mandatory retirement policy for public employees
hove an uncapped age discrimination protection statute far the private sector. They are
Arizona, Colorado, Connecticut, Maryland and Mich' an.



Alabama
Alaska
Arizona
Arkonsas
California
Co lorodo
Connecticut
Delaware
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
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Mar yland
Masslchuset t s
Michigan
Minnesota
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Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
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Oregon
Pennsylvania
Rhode Island
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South Dakota
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Texas
Utah
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Washington
West Virginia
Wisconsin
Wyoming
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NOTABLE EXCEPTIONS:

'Lower for certain public safety personnel (firefighters, police a xl other law enforcement personnel.
2 Protects State employees only to oge 65.
3Has a variety of exceptions.
470 is the earliest compulsory retirement age that can be set.
SNo general mandatory retirement, but has for specific classes of workers.

Denotes lower age for certain public safety personnel.
MJnicipal.ties may set a mandatory retirement age.
Lirik vai rely of ages, depending on municipality size.

The State Supreme Court has interpreted oge discrimination statutes to 1. ohibit mandatary
retire, .nt.

In some States, the courts could decide that State age discrimination statutes prohibit mandatory
retirement

oOnly in State eie?layment.
oolias brood exemptions. 13
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11UMBLR OF WORKERS AFFECTLD BY MANDATORY HLIIREMENT

Labor Department data indicate that 51 percent of workers age 40 to 69 face a
retirement age, usuoll, 70. Thus, mare than 20 million wo-kers could be forced to retire
simply because af their age. Mos' of these workers, however, will leave the labor force
before they reach the mandatory retirement age, which means that many Sewer workers
are directly affected by such policies. If mandatory retirement were abolished,
according to the most recent Labor Department statistics available, an estimated
195,100 more older men (na estimates were made of the number of women) would be in
the labor force in the years 2000 than if mandatary retirement policies remained as they
are today.

Mandatory retirement policies are implemented at the whim of employers and tend
to be mast prevalent among larger firms. A 1981 study af 1,600 firms by Portland State
University found that only 7 percent of small firms (20-49 employees) had a mandatory
retirement age, compared to 60 percent af large firms (500 or more employees).

A 1984 survey of 363 companies by The Conference Board, an economic and
management research organization, confirmed this finding. According to the results of
that study, although mandatory retirement has been resc nded entirely in many large
companies, it is still more prevalent amang the largest firms (those with 25,000 or more
employees), where 79 percent of the companies had mandatory retirement.

The Conference Board report revealed that three - fifths of companies surveyed
have mandatory retirement at age 70, but that 40 percent of these respondents indicated
that there were exceptions to this policy. The exceptions fell mainly into two
categories: (I) employees who live in states that have eliminated mandatory retirement
entirely; and (2) mandatory retirement was at oge 6r, for those high-revel executives with
lifetime pensions of at least $44,000 a inually. (The 1978 Amendments to the Age
Discrimination in Employment Act permit mandatory retirement at age 65 for that
classification of employees.)

Interestingly, while the survey revealed that the vast majority of corporations
responding continue to encourage early retirement, the decline in labor-force
participation rates of people aged 60 or more has slowed considerably in recent years.
This change comes after a dramatic quarter-of-a-century decline in such participation.

The presence af a mandatory retirement policy contributes inaiectly to earlier
retirement even before age 70. The Labor Department found that workers with no
mandatory retirement age planned to retire on average at age 64, compared to age 6, for
those with a mandatary retirement age. Thus, the presence of a mandatory retirement
policy may provide a signal ) older workers that they should shorten their worklives.
Another explanation for the early retirement tendency among workers facing mandatory
retirement is that 'orger firms ore more likely to have both mandatory retirement and
better pension plans with lucrative earl. Oirement inducements.

Relatively few alder workers are actually mandator ily retired because financial
inducements, poor heulth or societal expectations cause most workers to retire early,
that is before age 65. For example, 70 percent af all new Social Security beneficiaries
leave the labor force and begin collecting their benefits before oge 65. Additionally, the
Labor Department study on mandatory retirement found that or 'y 6 percent of older
workers had co-workers wha had retired after age 65.

PUBLIC ATTITUDES ABOUT MANDATORY RETIREMENT

According to a 1981 Harris poll, nine out of 10 Americans ogreed that 'nobody
should be forced to ret because of age, if he/she wants to continue working and is still
able to do a good ;of_ A check of the literature by the Subcommittee reveals that
sentiment against mandatory retirement re trains strorg and it is not !united only to older
people. Amerr:ans of al' ages are equally likely to oppose such discrirmnotory policies.

On February IC, 1985, renowned economist John Kenneth Golbraith addressed the
iss ie of mandatory retirement in an article entitled, "When Work Isn't Work," in Parade
magazine. In his piece, Mr. Galbraith made several important points:

(I) There is no fixed limit on the nui.iber of employable men and women in the
economy;

(2) We should not accept the common argument that retirement is necessary to
make room for younger newcomers;
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(3) Nothing is more certain than that the disabilitics of oot come with great
irregularity as betwe.n different individuals, and the reface

(4) A set retirement age is really o way of avoiding difficult individual judgments
by imposing a harsh arbitrary rule on all.

Mr. Galbraith olso looked at different kinds of work: "real work," or the "hard, tedious,
physically or mentally debilitating thing;" and "enjoyed work," or "that kind of activity
one would willingly do without pay," and "that is meaningful and personally self -
fulfilling."

For our really important jobs including those of legislators, judges, high-level
business executives, and the President of the United States, Galbraith notes, we reject
the idea of a fixed retirement, The same is true far artists, scientists, other scholars,
and politicians. Yet, thos, who perform "real work" -- picking fruits and vegetables,
cleaning streets, stof ling a sweatshop, for example -- should be given the reward for real
work, which is the opportunity to retir, at a relatively early age, "almost certainly by
the late 50s," Galbraith posited.

In response to Galbraith's article, Congressman Claude Pepper, Chairman of the
Subcommittee on Health and Long-Term Core, the address of which was listed at its
conclusion, was deluged with mail. The nearly 1,000 letters from all over the country
revealed a spectrum of experiences with retirement, and many letters from persons
nowhere near retirement age, who merely wanted to shore their views. Most, however,
were from older Americans who either had already retired or were anticipating
retire nent in the near future.

The overwhelming majority of these letters favored the elimination of mandatory
retirement. The quotations below, reflections on the effects of retiiment upon the
individuol, are culled from that mail:

"Workers should not be forced to retire because of age, but that each individual
who has the mental and physical capacities should be allowed to participate in
the work force with honor and dignity," wrota a student of social welfare at
New Orleans' Southern University.

A young womon from Alexondria, Virginia, wrote, "I am just out of law school
and very far from thinking seriously about retirement. But Professor
Galbraith's article is so disconcerting that it prompted rie to write this, my
first letter to a Congressman. I think his ideas are very sound and deserve your
Committee's immediate and octive attention."

One gentleman wanted Congressmon Pepper to know, "The young may be our
greatest national resource, but the senior members of our society are the
foundation. From their experiences comes (sic) real wisdom."

"I believe that we should not have a set retirement age. Many of the older
people in our country still have so much they can give and want to give. We
should welcome with open arms anyone who wants to work for as long cs h/she
can and is able," contributed a Greenville, South Carolinr woman.

A womon who is a psychiatrist in Jackson, Mississippi, wrote, "With a healthy
aging population, serious financial problems with social security and Medicare
reimbursement, it seems to me that enforced retirement is positively ridiculous,
and that retirement should be based, as he (Galbraith) points out, on
productivity and the personal satisfactions associated with work, as well as the
likelihood of relative productivity based these factors as aging occurs."

A writer from Virginia had this enthusiastic message: "On behalf of my 84 year
old mother and myself, I wish to voice our opinions in response to Parade
mogozine article on February 10, 1985. Please add our votes to the affirmative
on Prof. Golbraith's recommendations. Yes' Yes' Yes'"

Even as mail received by the Subcommittee showed strong opposition to the
concept of mandatory retirement, it is also true that an ever-increasing number of
employers shore that sentiment.

In a 1981 nationwide survey of employer attitudes, 51% of employers agreed that
"mandatory retirement should be abolished by the end of thi, decode." Since that time,
employment agencies that deal specifically with the placement of older workers have
become more common, partly to aid the workers themselves but also to meet a growing
deinaiid for the experience and skills of older workers. One such agency, Operation Able
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in Chicogo, states, "The graying 0; taneroco means that employers who wish to keep their
business expanding will have to employ older workers, because there will not be enough
younger workers to go around. So it is in the best interest of the business community to
begin now to f.nd ways to utilize older workers. They con be valuable partners in
working toward your company's objectives, from short-term crisis inorithiement to lc,ng-
terrr strategic plonning."

More and more employers are taking r de of the experience, skills, reliability and
flexibility that older workers bring to a position, the following examples illustrate:

A Lockheed Corporation branch office in California needed experienced workers
to fill selected job slots, but was unable to get the ones they needed due to an
acute labor shortage. They surveyed 4,000 of their recent retirees and found
that more than 25% wonted to return to work. Alter instituting a crash hiring
program to utilize these valuable workers, this compkny is now looking into
rehiring retired engineers to alleviate a similar labor shortage.

Wave Ill, a New York-based corporation, grew weary of training computer
programmers, rnly to hov them accept a better job somewhere else. By
training older persons (the iirst training class had an overage age of 64), the
company now has a rehobie pool of programmers with wide flexibility of
workload and hours. The progrom will soon be exrianded.

John Deere Company considers its older workers such a voluoble resource that
it permits them to work 20-80% of the full-tune work wcek, and to drow on a
portion of their pension benefits to moke up the difference in salary.

The Travelers Insurance Companies of Hartford, C. ina,ticut, created its own
job bonk for ret'red employees, listing the tempos_ positions available with
the company. Employees can work almost half-time with no loss in their
retirement income from the company.

Cant mental Bank hired nearly 100 older persons to wort- n a check processing
center were they previously had been plagued by a very high employee
turnover rote in the 24-hour-a-day work environment. Since then, supervisors in
other divisions have requested the placement of older .varkers in their knits,
because the seniors provide goad role models and they have stabilized the
round-the-clock work force.

Alrhough the above examples point to solutions to the proble, . of forced
retirement, find are o testimonial to the value of older workers, they should by no meons
be seen as the only solution. As former U.S. Senator Charles H. Percy of Illionis
obser-ed in 1982, there are several ospects to permitting all persons of all ages to
continue working and feeling useful:

Our goal is to insure that any person who wants to work is not
denied that opportunity becouse of his or her age. To reach
this goal we must adopt a comprehensive approach designed
to promote opp-irtunities for older workers. Ending
mandatory retirement is the logic°, place to begin. It wilt
signal or intention to eliminate all barriers to the full
participation of older workers. Employment should and mint
be an option for ell ages.

THE IMPACT OF MANDATORY RETIREMENT ON THE INDIVID/AL

Transition and loss, the two most devastating tiie of life adjust nests, ore
curiously those for which the American individual receives the least preparation. Forced
to rely suddenly on inner resources, the average person is not adequately prepared to
successfully respond to forced changes in his or her lifestyle. Mandatory retirement is
the forced terminotion of an indiv,dual's role, and represents the loss not only of that
role, but of responses, purpose, and income.

Although some workers look forward to retirement, the majority do 'rot, especially
those who -reed a regular income. For these people, many with work histories of 40
or 50 years, retirement is deemed one of the 8 most stressful life events.

For those elderly who desire to wo k, unemployment creates serious problems.
Older workers who lose their jobs stay unemployed longer than younger wo+kers, suffer a
greater earnings loss, and are more likely io give up looking for another job than those in
other age groups.
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Recent Arniricon studies show that the individual benefits more from activity, both
physical and mental, than Inactivity, and from useful work more than empty leisure. A
survey performed several years ago established that work contributes to a sense of
physical and material well-being, giving workers a feeling of usefulness

Mandatory retirement costs the United States very much. Besides being a drag on
the economy, removing from the workforce persons who could be contributing to their
own economic suppo-t as well as to the U.S. Treasury and to Social Security funds, it
wastes human potential. The quotations below are again taken from triad received by the
Subcommittee on Health and Long-Term Core in response to a Parode magazine article
by John Kenneth Galbraith, published February 10, 1985.

The Economic Effects of Retirement:

-- A senior citizen from Houston, Texas, wrote, "In my rase it is absolutely
necessary that I continue to earn until aye 78. I began to earn my living at 56
and must continue to 78 to hove enough money for the rest of my life
expenses. It ivou;c1 relieve me greatly if I could know that I didn't have to
scrounge for work of ter forced retirement in 1986 from the University of Texas
where I now work."

-- "I have no quarrel with those who wish to retire at 65, or even earlier if they so
desire. However, I strongly feel those like myself should have not only the legal
opportunity, but also some incentive to continue octave employment as lonn as
we desire." The author is a .4-year-old man from Neenah, Wisconsin.

The Lmotional Effects of Retire nent:

-- A man fro n Palc, Verdes Estates, Califo run, told of the pleasure he derived
from work. "I am 69 yeors old and I have o good job as an aerospace engineer
which I enjoy. I believe I an making a useful contribution to our society. I

don't want to retire at 10."

An 82-year-old woman who works as a social se,fetary for two r.le.si York City
v omen writes, "Mr. Galbraith is right -- a person should not stop workiiii; ns
log as God give him or her jond health It does keep one young to have
so nething to do."

A 44-year-old man fro n Lompoc, California, relates the different roles work
ploys in peoples lives, and the valve of a meaningful vocation. "I 0 1 0 '44 7,V Jr
old ironworker that has suffered numerois physical Inj, ries over the post 25
ve .irs but I must endure 21 more years to qualify for my union's pens.ou Old

:nal security. By contrast, on acquointance of mine is un AO year old engineer
who was forced to leave hi job 15 yeors ago. Another company was waiting in
the '.iris to top his reservoir of experience and he is still ve-y actively working
for then. If he were forced to shut Gown his mind even now, much less al 6S, it
would be his death warrant."

-- Another Cal forma resident writes, "I think the govcrii -ent 5 iJuld c onsider this
Galbraith article) I m.self am 98 years old and a n stilly iry iy 2 days of

my trade as shoe sales, tan, Nh,Ci, starred 55 years au still lo e it The, e
should be no age limit in this natter." Then a personal ;ill >SCje to (-o,jrcssmon
Pepper, "Do something about it, Claude"'

The Physical Effects of Retirement:

-- "Our nnna and body work to,ether ir niroctIous Vs ,r` a if we cut olf
of oie. thr oth,," ctihtrih itt .t Jr- oi

,0 lion

One respondent contributed a short phrase poi ked with mei-tiling "Mien anon
retires, he expires."

A 3I-year-old Oregon woman told the triciong %tor, of her gruholhother, who
was forced to retire ut age 65. 3y the age of 75, she had undergone cxtc isivc
treatment for a ten-year illness for which physicians con find no ph> sicol
cause The yranddat,ghter observed, "This woman, had she not been cast aside
from the stream of productivity into on unwanted life of leisure, would hove hod
much to of fer her world."
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THE IMPACT OF UNCAPPING THE ADLA

On alder workers:

Uncapping the Age Discrimmotion in Employment Act (ADEA) would add
approximately 840,000 workers age 70 and over to the 28 million workers (aged 40-70)
now covered by the Act. This would be a three percent increose in the number of
individuals protected agairst age discrimination in employment.

Of course, not all persons whom the law would permit to enter or remain in the
workforce would choose to do so. According to Labor Deportment statistics, eliminating
mandatory retirement would result in 195,100 more older men in the labor farce by the
end of the decade. Almost half (90,300) would be in the 68-70 age group. Thus,
eliminating mandatory retirement has an effect an warkers who hove nat yet reoched the
compulsory retirement age.

On the economy:

Increa< ng the labor force participation rates of older workers would have a
beneficial effect an the economy, Social Security and government revenues. According
to a 1985 study by Mercer-Mettinger, an actuarial firm, approximately $800 -nillion is
generated in savings for every 50,000 older workers retained in the workforce. It
folloNs, then, that over $3 billion in revenue would be gained by the elimination of
mandatory retirement.

On business:

The Lobor Deportment's studies indicate thot business adapted quite astly to the
1978 ADEA amendments raising the permissible inandotory retirement age from 65 to
70. These sa ne studies conclude that eliminating mandatory retirement altogether
would have no greater impact on people remaining in the workforce than raising the age
to 70. More importantly, may employers believe casts are lower for older workers. One
t ,.rd of cider workers rn larger f.,ms have employers who believe costs %ill Jasreose if°Jar e.noin on the job.

in.,rities and yoath:

The Leior Department found that the rise in permissible mo idotoly retire r ant nge
to 70 resulted in only negligible effects on women, minorites and youth, and that
chutishing mandatory retirement would have a similarly minimal impact. According to
the Labor Department, "The estimated additional number of comparable age-65 workers
are potential compe. lion for less than one-quarter of one percent of all full-time
workers ages 16-19, less than one-half of one percent of all full-time block workers ages
16-59; and around one-tenth of one percent of all full -tune female workers ages 16-59."

On opportunities for promotion:

Again, the Labor Department studies refute the idea that an increased number of
older workers would significantly delay promotions for younger workers. One study
reports that a ten percent increase in the labor force participation rates of men age 65.
(twice the projected impact of ellinMating mandatory retire nent) world delay, on
average, promotions at the highest ranks by only one-half year, while at the lower ranks
individual promotions would be retarded by approximately five to ten weeks. These are
insignificant effects, especially when weighed against the harmful consequences of
forced retirement hnsed on oge.

Under current law, rnondatury retirement policies apply to more than half of
America's older labor force. Public opinion is clearly opposed to such policies, 12 States
have already abolished mandatory retirement, a significant percentoje of prominent
American companies have no mandatory retire nent age, and there is Towing bipartisan
support in Congress to enoct legislation ending age bias in the we, kplace.

Manciotory retire nent has been shown to have devastating effects an individuals'
icirtal and physical health, and spells severe economic loss for rnon, older people who
cannot afford retire nent. Abolishing mandatory retirement would increase the labor
1.irce by 1°5,100 by the year C000, would odd needed revenue to the U.S. Treusury and to
Sacral Security, Mould not ad% ersely affect business, and would creute no significant
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additional hardship for ;munger workers, women or minorities.

Muny experts consmer the removal of the upper aye limit of 70 from the AI)EA the
must effective way to abolish mandatory retirement. This action, which could be
ex <u with posso,e of Congressman Cluude Pepper's bill, H.R. 4154, would sla('
out once and for all the fires of age discrimination. Such on action would offer a new
11,,,,e to older workers who ore desperate to Iflalnium their independence and dignity.
Evidence from many sources points to the need to act swiftly to eradicate the remaining
vestiges of aye bias in the workplace. Just os race and sex nre no indicators of
Cu ripe fence or emplafolulity, so should aye never be used as a deterrninont of one's
worth.

Mr. PEPPER. Now, we have found that it makes great economic
sense to allow people to keep on working if they are ready, willing,
and able to do so and disposed to do so.

We found that from a study of the Department of Labor that
195,000 people would probably be added to our workforce by the
year 2000, saving over $3 million in increased revenue from their
earnings.

We found there is rather strong support in th;... public domain of
opinion. For example, Mr. Harris conducted a poll in 1981 in which
he found that 9 out of 10 Americans opposed mandatory retirement
on account of age.

We also found that the distinguished economist, John Kenneth
Galbraith, wrote an article on the subject in Parade magazine and
our committee got 1,000 letters in response to that article in favor
of the concept that was aired there that we should abandon the
Pea of allowing mandatory retirement on account of age.

In 1981 there there was a poll among employers-51 percent of
them said that they thought at least by the end of the decade we
should have the abolition of this concept of mandatory retirement
on account of age.

The argument generally used in favor of retaining the mandato-
ry retirement policy on account of age is that we bar the benefit of
promotion of younger workers. It is now known from studies that
have been competently undertaken that as a matter of fact at the
highest level, the delay would not be beyond half a year to younger
workers, if you allow the older workers to keep on working.

And among the lower workers, the delay would not be over 5 to
10 weeks.

So, there is no great harm to be done to younger workers.
Now here is what I think we can do about mandatory retire-

ment. I will just real' three letters here that have been written to
us.

For example, a r3alifornia resident wrote: "I myself am 88 years
old and am still working 2 days at my trade as shoe salesman,
which started 55 years ago and still like it. There should be no age
limit in this matter. Do something about it, Claude." It was a letter
to me.

Another letter, a 64-year-old Wisconsin man facing forced retire-
ment wrote: "I have no quarrel with those who wish to retire at 65,
or even earlier if they so desire. However, I strongly feel those like
myself should have not only the legal opportunity, but also some
incentive to continue active employment as long as we desire."
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And yet another elderly woman wrote: "Our mind and body
work together in miraculous ways and if we cut off the activities of
one, we curtail the other."

And one respondent stated: "When a man retires, he expires."
You would think that there never would have been such a doc-

trine, at least admitted within the bounds of legality, to tell people
that there is nothing wrong with them and no fault in their per-
formance, that because they have reached an arbitrary ages be-
cause the Lord has been good them and they have reached a credit-
able old age, that they have to quit work.

Some say the practice of mandatory retirement started with Bis-
marck, who recognized in his social security system 65 as the criti-
cal age, because they said that at that time people generally didn't
live beyond 65.

Today it is nothing to see people in the nineties. My subcommit-
tee at one time had a hearing, we had seven witnesses, each one of
them was over 100. A lady of 100 was the youngest. A black man
who had been a railroad locomotive fireman was 112, the oldest.
They all came and testified before our committee. Afterwt.,....d they
went over to the dining room and had a pleasant lunch -Kith me.
Some of them shared my practice of having a .71ass of .vine. We
told stories and had a delightful conversation. When lunch was
over, they went back home. All of them were over 100.

We have had before our subcommittee a number of occasions wit-
nesses approximating 100, 98, or 95 of age.

Now we are talking about a serious matter. I believe that the, e
is going to be sort of a renaissance among the retired people of this
country into a new period of activity and contribution.

If I may say so, Mr. Chairman, I was in New York not long ago
attending a meeting, international in character in respect to the el-
derly. Afterward, they gave us a lovely dinner at one of the hotels.
I sat by a banker. A New York banker. We had a very pleasant
visit.

Two weeks after that, the banker called my office and said he
would like to come down and see me. We arranged the appoint-
ment. He came down and I said, "Well, I am delighted to see you
again. I enjoyed our little visit at the dinner, is there anything I
can do for you." "Well," he said, I remember our conversation very
well. You may be surprised at why I am here." He said, "I am
going to retire from my bank, I wanted to get your opinion as to
what I should do with the rest of my life."

Two weeks later at a dinner in Miami, I met another gentleman
and I happened to tell that story. He said, "I am almost in the
same situation, I have just retired as vice president of Chrysler
Motor Co., I too am beginning to look around. How am I going to
spend the rest of my life?"

Those people who are out there retired were not long ago run-
ning America. Think of what competence, what knowledge, what
experience they have had. Think of the dreams that they have
made come true.

I don't think they are to be cast off and not allowed an opportu-
nity to keep on making such contribution as they want.

If they want to switch from one occupation to another, they
should have the training that would enable them to do so. If they
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want to upgrade their skills, they should have the training neces-
sary to do that.

What we are talking about is a human right to make a living.
We don't allow anybody to be denied the right to make a living be-
cause of sex, as we used to. We don't allow anybody to be denied
the right to make a living because of race, as we used to.

We have now seen the irrelevance of those two characteristics to
the employability of an individual. And yet we have carried on
something of this myth.

I have the good fortune today to be sharing this hearing with the
very distinguished chairman of the Subcommittee on Employment

OprtunitiesoftheEducationandLzbor Committee on the Houreptinhz
chairman, the Honorable Gus Hawkins.

That was the committee which, in 1978, carried forward the leg-
islation that has made the improvements in this program which I
referred to a few moments ago, and I just want to express publicly
to the Honorable Matthew Martinez, chairman of this subcommit-
tee, my cochairman here today, my gratitude for his effort in help-
ing us move forward.

We are deadly serious about this compelling need. Somebody has
got to look after people. Or, wouldn't it be better to let people look
after themselves? And if they wish to do so and are ready, willing,
and able to do so, let people keep on working at whatever they are
experienced to do.

So, I am delighted to have here as my cochairman, the Honora-
ble Matthew Martinez, and we are most grateful to you, Mr. Marti-
nez, for the fine leadership you have given in this cause here
before us.

Mr. MARTINEZ. Thank you very much, Mr. Pepper.
Of course, as the chairman has explained already, we are holding

a joint meeting here of his subcommittee and mine to look at this
overall issue of mandatory retirement, the ceilings under which the
Age Discrimination in Employment Act is administered by the
Equal Employment Opportunity Commission.

As I sat here listening to Mr. Pepper, a lot of things conjured up
in my mind And one particular thing that he stirred in my
memory was an incident that happened to me some time ago when
I was president of the rotary club m Monterey Park.

We had two gentlemen, and although I never really thought
about their age, they were beyond mandatory retirement age. I
guess the reason I never thought about it was because they were as
active as anyone else in the club.

On this one particular occasion, we were painting a binding
which we were converting to a senior citizens center. As we were
painting, the old building with its adjacent shuffleboard part in full
view of where we were working. Barney Barris and Houston were
painting along the building and they got to talking about the
people that were playing shuffleboard, and Barney Barris said to
Houston, he said, "Houston, how old do you think that one gentle-
man would be with the shuffleboard shover, whatever it is called,
in his hand?" And Houston said, "Oh, I imagine he is around 62,
63."
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And one of the other people that was working that happened to
know that gentleman said, "No, he is only 60." And he said, "Well,
how about that other gentleman that is playing there with him,"
and he said, "Oh, he is 71."

And with that, Houston turned to Barney and he says, "You
know, both of us are quite a bit older than either one of them, why
are we here working and they are over there playing shuffle-
board."

And I guess the message is, the men over there felt Ley wanted
to retire and could retire; Houston and Barney decided they
wanted to work and were engaged in their own businesses. Of
course, they are not going to be forced to retire because they reach
70, but as active as they are and wereand both of them still are
very activeI imagine that there are a lot of people in private in-
dustry that are forced out by mandatory retirement when they donot want to be.

And I guess the law that Mr. Pepper is putting forth in his bill is
simply saying that a person can't be forced to retire when he still
wants to work. But, of course, there are going to be those that want
to retire and will retire at a certain age. And that is simply all, I
think, that Mr. Pepper is trying to do.

While a person feels he is ball useful and productive, he shoulrl
be allowed to work.

Just yesterday in my office I was visited by a gentleman from a
beer distributing company in my district and I was thinking about
this meeting, so I asked him, "By the way Jim, how old are you?"He said, "73, why?" I said, "Well, don't you feel like retiring?" "I
enjoy going to work," he said, "I get my vacations and time when I
can enjoy myself and the weekends when I do the things I want to
do. But every day of the week, I would die if I didn't have a job togo to because I enjoy working and that would be whether I was
working for somebody or in business for myself."

So, I guess that tells a story, too.
Studies have shown that nothing is going to be hurt by the fact

that you allow people to work until they feel they can't work anylonger, but they choose to retire on their own volition.
Many opponents of this bill will profess and debate that this isgoing to hurt the younger workforce, and I don't believe that. I

think other studies have shown quite the opposite results.
But I think that it is something that has to be debated before we

can encourage enough people to vote for the bill, and that is the
purpose of this meeting. especially to hear from those people who
have personal experiences with this particular situation.

I notice one of the people testifying here speaks about his age in
the beginning of his testimony, and I think that in itself is testimo-ny.

So, we will proceed now, if it is all right with you, Mr. Pepper, to
the first panel, and the first witness on that panel, Dr. Arthur
Flemming.

Dr. Flemming, would you please give us your testimony?



18

STATEMENTS OF DR. ARTHUR FLEMMING, CHAIRMAN, CITIZENS
COALITION FOR CIVIL RIGHTS, FORMER SECRETARY OF
HEALTH, EDUCATION AND WELFARE; T. FRANKLIN WILLIAMS,
M.D., DIRECTOR, NATIONAL INSTITUTE ON AGING, NATIONAL
INSTITUTES OF HEALTH; EUGENE SILBERMANN, M.D., NEW
YORK CITY; JOSEPH QUINN, PH.D., PROFESSOR, DEPARTMENT
OF ECONOMICS, BOSTON COLLEGE; AND ERLING JOHNSON,
FORMER MINNESOTA COMMISSIONER ON EDUCATION, REPRE-
SENTING THE AMERICAN ASSOCIATION OF RETIRED PERSONS

Dr. FLEMMING Thank you very much, Congressman Martinez
and Congressman Pepper. I appreciate very, very much the oppor-
tunity of appearing before both of you in support of H.R. 4154.

As Congressman Pepper knows, I have been supportive of the ob-
jective of H.R. 4154 over a considerable period of time.

My first contact with this issue was back in 1939 when I was
serving as a member of the U.S. Civil Service Commission.

In those days, when a career employee in the Federal Govern-
ment desired to work beyond the age of 70, it was necessary for
him to submit a request to the President through the Civil Service
Commission. And the Civil Service Commission would have to con-
sider the request and decide whether to recommend to the Presi-
dent an extension of his period of service.

As I had the opportunity of considering those requests along with
my two colleagues, I reached the conclusion that the policy that
was being followed just didn't make any sense.

Some years later, when I reached the age of 70, I was serving as
U.S. Commissioner on Aging, and my services would have been ter-
minated if the President of the United States had not been
to extend my services for 1 year. They wouldn't go any longer than
that, you know, at that particular time.

So, my services were extended for 1 year, and then when that
year expired, why, my period of service was extended for still an-
other year.

As a result of the leadership of Congressman Pepper and Con-
gressman Martinez and others, that situation has been corrected,
as Congressman Pepper has pointed out in his opening remarks, as
far as the Federal service is concerned.

Federal employees are not confronted with a ,:ornpulsory retire-
ment policy by reason of age.

As I served as U.S. Commissioner on Aging aver a period of 5
years, I had the opportunity of meeting with a good many older
persons throughout the country. I had the opportunity of listening
to them, and I felt that I did identify certain messages that older
persons were trying to convey to our Government. And suddenly,
one of those messages was, we want to continue to be involved, we
don't want to be put off the job. And time and again, as they con-
veyed that message, they would indicate very clearly that they rec-
ognized that noninvolvement on their part would lead to a rapid
mental, physical, spiritual deterioration.

They also felt that they were in a position to render a rather
unique service to our Nation based on their years of training and
their years of experience.
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Consequently, as I listened to them, I became more convincedthan ever that as a nation we should get rid of this policy of man-
datory retirement on the basis of age without regard to the meritsof the individual case.

I believe that that policy is a policy that is in direct conflict with
our concept of the dignity and worth of each individe di.I agree with you, Congressman Pepper, that it is an act of dis-
crimination.

We talk about racism, we talk about sexism, and I have devoted
a good deal of my life to dealing with those "isms." But there issuch a thing as ageism, discrir ination which is based on the factthat a person has reached a particular age. And certainly we
should eliminate, as far as our Nation is concerned, we should
eliminate in the interest of the individual so as to give the individ-
ual the opportunity, if he so desires, to continue to contribute to
the life of our Nation.

We should eliminate it in the best interest (A our Nation so that
our nation will receive the benefits of the contribution that the in-dividual is making.

l:predate very, very much the report that your staff has pre-
on this issue. I have had the opportunity of reading thatreport. It is an excellent summary of the situation.

I was very much interested in the comments in the report on thearticle which Dr. Galbraith wrote on this subject and the reactionto that article.
And I was particularly interested in the point that he made inthat article that nothing is more certain than that the disabilitiesof age come with great irregularity as between different individ-uals, and therefore a set retirement age is really a way of avoiding

difficult individual judgments by imposing a harsh, arbitrary ruleon all.
I time and again have said that I felt that a policy that requires

retirement at a given age without regard to the merits of the indi-vidual rase is simply a lazy person's device for dealing with what
sometimes is a difficult personnel situation.

But those difficult personnel situations should be dealt with on
an individual basis, on the merits of each individual case. And thispolicy is a policy that substitutes for individual consideration ofthese cases an arbitrary and capricious rule, and we should and
must get rid of it.

You commented on some of the objections that are raised from
time to time to elimination of this policy, particularly its effect onthe employment of women, minorities and youth. I have ran intothat time and again ss I engage in discussions on this issue.

And in your report you point out the fact that the Labor Depart-
ment's study found that the rise of the permissible mandatory re-tirement afe to 70, for example, resulted in only negligible effects on
women, minorities and youths, and that abolishing- mandatory re-tirement would have a similarly minimal impact.

According to the Labor Department report, the estimated addi-
tional number of comparable age 65 workers are potential competi-
tion for less than one-quarter of 1 percent of all full-time workers
age 16 to 19; less than one-half of 1 percent of all full-time black
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workers ages 16 to 59; and around one-tenth of 1 percent of all full-
time female workers age 16 to 59.

They also dealt with the question of v,at impact a policy like
this has on opportunities for promotion. And again, the Labor De-
partment study refuted the idea that an increased number of older
workers would significantly delay promotions for younger workers.

One study reports that a 10-percent increase in the labor force
participation of men age 65 and above would delay, on an average,
promotions of the highest ranks, as you pointed out earlier, by only
one-half year, while at the lower ranks, individual promotions
would be retarded by approximately 5 to 10 weeks.

These are insignificant effects, especially when weighed against
the harmful consequences of forced retirement based on age, some-
thing that there isn't any question at all in my judgment but that
the elimination of this policy will have a positive effect as far as
the older persons are concerned and that that in turn will have a
positive effect on the life of our nation.

And I hope that at long last we can get rid of that cap, eliminate
it completely, and get rid of compulsory retirement. It is an un-
sound policy looked at from any point of view.

Mr. PEPPER. Fine, Doctor.
Mr. MARTINEZ. Thank you very much, Dr. Flemming.
We will next hear from Dr. Williams.
Dr. WILLIAMS. Thank you, Mr. Martinez and Mr. Pepper.
I am Dr. T. Franklin Williams, Director of the National Institute

on Aging of the National Institutes of Health.
I thank you for the opportunity to present information relating

to mandatory retiremen".. My remarks will address the medical and
scientific evidence relative to this issue.

I would like to submit my written testimony for the record, if I
may, and supply some highlights now.

Mr. MARTINEZ. All of the written testimony supplied by the wit-
nesses will be entered in the record in its entirety, and you may
summarize.

Dr. WILLIAMS. Thank you.
Recent advances in medical technology and in scientific research

on aging provide us with considerably more knowledge and under-
standing about health and effective functioning in later years, into
the seventies and eighties, than we had even a few years ago.

Such new research demonstrates that, in the absence of disease
conditions, functioning in the various organ systems can be main-
tained at high levels into these later years. Let me cite just a few
examples.

First, in terms of the function of the heart, our scientists at our
Gerontology Research Center in Baltimore have re-evaluated heart
function in healthy volunteers enrolled in the Baltimore longitudi-
nal study of aging, which has been in progress nova for 28 years.

In this reevaluation, they have used stress tolerance tests to look
for evidence of coronary heart disease, using both the electrocardio-
gram and the new technology of thallium scans, which can show
changes in the heart muscle that might indicate even subtle
damage.

In their study of these healthy volunteers spanning the ages
from their twenties up into their eighties, our scientists have found
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that about half of them in the seventies and eighties have someevidence of coronary artery disease.
However, in the remaining 50 percent without such disease, they

found that the heart output achieved on the exercis tolerance test
was in exactly the same range as in the younger subjects from theage 20 on up.

That is, m the absence of any evidence of coronary artery dis-
ease, there was no evidence for any decline with age in heart func-tion, either at rest or during the standard exercise tolerance test.

They have also found that this type of approach provides predic-
tive infurmation about the future likelihood of any episodes of
acute heart disease.

I have included a table in ny written testimony which shows
their results, including people in their seventies who were normal
on these tests and who had a very low incidence of heart attack
over the next 4 years, a far lower incidence, about 2 percent, thanwould be true of men in the working years of their forties who areunfortunate enough to have high blood "ensure and smoke. Those
men would have a far greater likelihe of a heart attack in the
next 4 years than this group in their seventies and eighties.

These results show that in many people in their seventies and
eighties cardiac function is and will be maintained in the samerange as in younger people.

A second essential organ for maintenance of health and mental
functioning is, of course, the brain.

In contrast to earlier cross sectional studies of performance on
intelligence tests, recent studies of a longitudinal naturethe ear-lier studies showed some decline with age, but the recent studies of
a longitudinal nature, in which subjects are their own control,
showed that in nearly 80 percent of the subjects there was little orno decline, at least out as far as age 80, and that is as far as these
particular tests were carried.

Furthermore, in measuring brain function in our Laboratory of
Neuroeciences in Bethesda, using the positron emission tomogra-phy scan, or PET scan, measuring brain metabolism, we find that
brain metabolism is well maintained without changes again out
into the eighties in healthy older people.

Another example of organ function relates to the kidney. A
recent summary of the :rongitudinal studies on kidney function in
our healthy volunteers in Baltimore show that there is no deline inkidney function with age in about 35 percent of the subjects. In the
other 65 percent there is a variable amount of decline. But the im-portant point here is that many individuals maintain effective
kidney function into very late years.

In this case, as in all of the others, it is essential to consider the
health status of each individual rather than to make arbitrary as-sumptions about changes with age alone.

Not only may function be well maintained into late years, but it
can also improve with the use of exercise.

Recent studies in St. Louis in men and women in their sixties to
nineties, who were previously sedentary and undertook a regular
fitness regimen, showed the same kind of improvement in functionand in various measures of body health as is true in youngerpeople.
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I don't want to leave the impression that there are no changes
with aging or that we begin to know all that we would like to know
or ought to know in this field. We do know that there are changes
in the connective tissue with aging, and we know that the re-
sponses of organs to hormones change. But these are quite vari-
able. Again, each individual is somewhat different from another
person.

We are just beginning to learn about the role of genes in the in-
fluence on aging, a very important area of research.

We also have to keep in mind that many older people acquire
chronic diseases thlt limit their functional capacities. For example,
over the age of 65, approximately 45 percent of people report some
degree of arthritis. And there are other important conditions like
decline in vision and hearing in a nrniber of people.

But these conditions all begin and are often present well before
the age of 65 or 70, end they need to be taken into consideration in
determining the functional capacity of each individual, in relation
to whatever job or role in life is being cr nsiaered by or for that in-
dividual, rather than an arbitrary age.

In summary, recent research confirms what has been concluded
from earlier studies, namely, that there is no convincing medical
evidence to support a specific age for mandatory retirement.
Rather, each person, each situation should be considered on its oar i
merits.

Thank you.
Mr. MARTINEz. Thank you, Dr. Williams.
[The prepared statement of Dr. T. Franklin Williams follows:]
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?MAR= STATEMENT OF T. FRANKLIN %mums, M.D., DIRECTOR, NATIONAL INSTI-
TUTE Or HEALTH, PUBLIC HEALTH SERVICE, DEPARTMENT OF HEALTH AND HUMAN
SERVICES

Mr. Chairman and Members of the Committee, I am Dr. T. Franklin

Williams, Dire for of the National Institute on Aging (NIA). I

thank you for the opportunity to present information relating to

:an'atory retirement. My _c_rarks irf:-ation

concerning the medical and scientific evider e relevant to this

issue.

Recent advances in medical technology and in scientific research on

aging provide us with considerably mo a knowledge and understanding

about health and effective functioning in later years -- into the

'Os and 80s -- than we had even a few years ago. Such new research

demonstrates that, in the absence of disease conditions,

functioning in the various organ systems can be maintained at high

levels into these later years. Let me cite selected specific

evidence.

First, in terms of the function of the heart, Dr. Edward Lakatta

and his colleagues at the Gerontology Research Center of the NIA

and at Johns Hopkins Hospital have reevaluated cardiac function in

healthy volunteers enrolled in the Baltimore Longitudinal Study of

Aging (1sLS".), which has now been in progress 28 years. In this

reevaluation they have used stream tolerance tests to look for

evidence for coronary heart disease (wimilar to tests used

regularly by cardiologists); in addition to monitoring

electrocardiographic changes, they have also obtained thallium

scans during the exercise tolerance test. These sans are a new

medical technology in which a small amount of radioactive thallium
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is administered to the subject, who than takes an exercise

tolerance test. At the end of the tolerance teat, a radionuclide

scan of the subject's chest and heart is obtained. The scan shows

the distribution of tho tracer amount of to the heart

muscle and has been demonstrated to be a good Indicator of the

extent of blood flow to all parts of the heart under the stimulated

conditions of the exercise tolerance test. Any areas on the scan

which suggest poor uptake of thallivm are considered to indicate

areas where there is poor circulation to that part of the heart

muscle, i.e., evidence for coronary artery disease.

In their study of healthy volunteers, spanning the ages from their

20s up into their 80s, Dr. Iakatta and his colleagues foun- -hat

about 50 percent of the subjects in their 70s and 80s had some

evidence for coronary artery disease, as indicated either by

changes in the electrocardiogram or by areas of poor uptake of the

thallium on the scans. In the remaining 50 percent, they found

that the cardiac (heart) output achieved on the exercise tolerance

test was in exactly the same range as in the younger subjects, from

age 20 on up. That is, in the absence of evidence for coronary

artery disease, there was no evidence for any decline with age in

cardiac (heart) function, either at rest or during the standard

exercise tolerance test. This research was reported in the highly

regarded cardiological journal, Circulation, in February 1984, and

has also been discussed by Dr. Lakatta in a paper on "Health,

Disease and Cardiovascular Aging" in America's Aging: Health in An
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Older $ocietv, recently published by the National Academy of

Sciences. In further follow-up studies, Dr. Lakatta and his

colleagues have found that this type cf approach provides

predictive information about the future likelihood of a-y erisedee

of acute heart disease such as heart attacks (myocardial

infarction) or angina. The following table summarizes their

unpublished data on four-year follow-ups of subjects, separated

into those who had neither electrocardiographic nor thallium scan

abnormalities on the exercise tolerance test, those who had

abnormalities in one or the other of these two tests, and those who

had abnormalities on both. As can be seen, the likelihood of a

coronary event in the next four years was very low among subjects

(including those age 70 and older) who had nrs abnormality on the

electrocardiogram or thallium scan. The risk for such an event was

12 times higher among those who had abnormalities in both tests.

Number with
Test Results Number coronary event Average(+ abnormal) testes]* In nut 1 years percent age-years£ Thallium
+ + 17 7 41.2 70+ 31 4 12.9 65- + 32 2 6.2 60

300 6 2.0 59**

*These persons are a part of the Baltimore Longitudinal Study ofAging of the National Institute on Aging.

**Of the 300 rith double-negative tests, approximately 100 are aged70 and older.

These results need further confirmation in more extensive numbers

of people and for longer periods of time, However, these early

results indicate that not only present but tature cardiac

functional status can bs determined and predicted, and that in many
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people in their 70s and 80s cardiac function is and will be

maintained in the same range as in younger people.

A record essential organ for maintenance of health e-1 'rental

functioning is the brain. In earlier studies of performance on

intelligerce tests, using cross-sectional samples, the data

suggested that there is an overall decline in mental functioning

with age. However, in the now classical study by Dr. Warner Schaie

and colleagues (the Seattle Longitudinal Study) reported in their

book, Longitudinal 5tudies of Adult Psychological Development,

published in 1983, it was fo nd that when researchers followed the

same subject over time and user each person as his or her own

control, in nearly 80 percent of the subjects there was little or

no decline at least as far as age 80 (the furthest these studies

have extended). There was a slight decline on average in

performance of what is called "fluid" intelligence, i.e., the

ability to acquire and use new ".nowledge; but on the average there

was a continuing increase with age in performance of "crystallized"

intelligence, i.e., the ability to use previously acquired

information. It is important to note that, in these tests as in

all others, there is considerable variation between individuals at

all ages, with a trend toward more variation in older ages. This

fact emphasizes the importance of considering each person as an

individual in determining his or her capabilities for any role in

life at any age.
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Further evidence about preservation of brain function has been

provided through the studies of Dr. Stanley Rapoport and his

colleagues in the Laboratory of Neurosciences of NIA in the Warren

G. Magnuson Clinical Center at the National Inst_tates of Health in

Bethesda. They have used the new medical technology of positron

emission tomography (PET) to measure glucose (sugar) metabolism in

healthy adults of all ages. Glucose is the main source of energy

for brain function, and its metabolism is a good measure of brain

function. In these studies there is no evidence for any decline in

brain metabolism, again at least up into the 80s. Their work has

been summarized, among other places, in an article by Creasey, H.,

Rapoport, S. I., "The Aging Brain," Annals g Neuroloav, in 1985.

Another example of new evidence relates to the kidney. A recent

summary of longitudinal studies on kidney function in the healthy

volunteers in the Baltimore Longitudinal Study of Aging, again with

the important inclusion of the eabject as his own control Aver

time, indicates that there is no decline in kidney function with

age in approximately 35 percent of the subjects. The remaining 65

Percent show variable degrees of decline. It is not clear why some

older people show declines in kidney function over time and others

do not -- there was no clear evidence for kidney diseawe in any of

these subjects. But the important point in the current discussion

is that individuals can maintain effective kidney function into

very late years. It is essential to ccnsider the health status of

each individual rather than to make arbitrary assumptions about
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changes with age alone. This work was published, by Dr. Lindeman

and colleagues in the Journal 21 the American Geriatrics Society.

in May 1985.

Not only may function be well maintained into late years, it can

also improve with use it exercise. Recent studies by Dr. James

Holloszy any associates at the Washington University School of

Medicine have shown that, in a group of generally healthy people

aged 60 to 90, previously sedentary, who volunteered to enroll in a

typical fitness program, improvement over the next year was very

similar to the improvement found in younger people who enroll in

such fitness programs. Their maximum ar.robic capacity increased an

average of 38 percent, and there was improvement in their blood

lipoproteins, the fats in the blood which are related to heart

disease, and also in their handling of glucose, which is manifested

by a decline in any tendency toward diabetes. Thus, function may

not only be maintained but may likely be improvable in later years.

This work is reported in a paper by Dr. D. R. Seals and others in

the Journal 2/ hoolied physiology, in 1984.

Finally, in studies of personality traits at the Baltimore

Longitudinal Study of Aging, conducted by Drs. Robert McCraw and

Paul Costa, it has been found that personality characteristics are

remarkably stable and unchanged over a given person's lifespan.

This is presented in their book, Emerging gives, Enduring

Dispositions, published in 1984.
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I do not want to leave the impression that there are no changes

Frith aging, or that we begin to know all that one would like to

know in this field. Some organ systems, such as the lungs, have

not been as carefully reevaluated in
longitudinal studies, using

the latest medical technologies, as has bean done in the heart, for

example. In addition, we do know that with aging there are changes

in the structure of connective tissues and in responses of organs

to hormones, which at least up to the present we cannot attribute

to disease. We are just beginning to learn about genetic changes

with aging and the roles of genes in determining or favoring the

development of diseases in later years, through the application of

the remarkable new technologies of molecular genetics.

We also must keep in mind that many older people acquire chronic

diseases which limit their functional capacities. Over the age of

65, approximately 45 percent of people report some degree of

arthritis. I have already indicated that in the older subjects

studied by Dr. Lakatta approximately
half had some evidence of

coronary artery disease on the stress tolerance test; and other

conditions such as decline in vision and hearing, and the

development of diabetes and hypertension, are common. These and

other conditions can all also begin and be present well before the

age of 65 or 70, and must obviously be taken into consideration in

determining the functional capacity of any individual, in relation

to whatever job or role in life is being considered by or for that

individual.
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In summary, recent research confirms what has been concluded from

earlier studies, namely, that there is no convincing medical

evidence to support a specific age for mandatory retirement in all

cases.

I will be pleased to answer any questions which the Committee may

have. Thank you.

Mr. MARTINEZ. At this time we will
Mr. PEPPER. If it is not an impropriety for me to say so, and I

knock on wood when I do it, I am 85 and I have never had any
arthritis. Thank the Lord.

Mr. MARTINEZ. Mr. Pepper, I was sitting here trying to figure out
how old you were. I couldn't remember.

Dr. Silbermann
Dr. SI1BERMANN. Congressman Pepper, Congressman Martinez,

ladies and gentlemen, I hope a recounting of my personal story
may help this committee, I sure hope so.

Good morning. My name is Eugene Silbermann. I am going to
read this because wc elderly have a tendency to roam around.

I am a practicing physician specializing in obstetrics and gynecol-
ogy . I am 71 years old.

It is unusual for me to mention my aTe in introducing myself. I
like to think that age is irrelevant, it ihol Ildn't matter what year one
VMS born, what matters is how well one erforms one's work.

Since 1948, I have been affiliated with she Obstetrics and Gyne-
cology Department of the New York Medical College, where I am
currently associate professor.

The college has an affiliation agreement with the city of New
York to supply medical personnel to Metropolitan Hospital Center.
I have worked at this center since 1948.

Although I originally served the hospital on a part-time basis,
also maintaining a private practice, since 1980 I have worked full
timethat is, no private practice. I made that decision for a couple
of reasons. I really enjoy the work I do at the hospital, which in-
cludes teaching medical students and residents.

Also, I had every reason to believe that my future was secure
and that I could work as long as I wanted and could expect to con-
tinue earning a living. Until recently, I was on top of the world.

The picture changed drastically last October. The State of New
York recently enacted a law which would ban mandatory retire-
ment for all State employees. This law, effective January 1, 1986,

would make it impossible for anyone of my age to be retired on the
basis of age. Two months before that law was to go into effect, 28 of
us on the medical school staff were notified that we would be man-
datorily retired.

I was thunderstruck. It is hard to put into words how it feels to
be told you are finished and that you are no longer allowed to con-
tribute, especially in the midst of functioning on a high level. What
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really hurt was the way the news was delivered. Never a word
from the administration of the college, it just filtered down to me,
finally being delivered by the chief of services at the hospital.

The worst was finding myself in an adversary position relation-
ship with the college. After 38 years of compatibility, we were at
loggerheads. They had lawyers, I had lawyers. They did a lot of
subtle things to make me feel that I was the bad guy for wanting
to continue work.

There was an arrogance on the part of the college, an unwilling-
ness to yield an inch or to even eizeuss the matters. I was toldthings like, you have made a lot of money, you can stay on as a
volunteer. Also, you can go ahead and reopen your private practice.
Obviously, neither suggestion was very realistic.

Even more unbelievable was that we were finally served formal
notice in the fo rm of a Western Union telegram which arrived on
the evening of December 30, 2 days before the new law was to guinto effect.

They chose this time, I was told, in an attempt to make our legal
positions untenable. Such slipperinessthat is the wordon top of
all the indignity we had already suffered.

Only 2 of the 28 saw fit to fight this, and we expected our attor-
ney to fight it as hard as he could in court.

He got a temporary restraining order and I have been able to
continue working because of this court injunction against the col-
lege. The judge, in his pronouncement, said that volunteering my
services was the equivalent of indentured servitude. He said that
we had to be reinstated in the same jobs, same status, and same
salary. And we are now waiting for a hearing on this case in court.
I am hopeful things will come out in our favor.

I have received some encouraging signs of support. The chief of
services who first broke the news to me about mandatory retire-
ment sent a letter to the college saying that letting me go was the
worst mistake they could make for his department. He is well ac-
qaainted with my work, we have served together for 9 years. This
has rnant a lot to me.

Also, the 24 residents in my department at the hospital all
signed a letter of support.

I enjoy medicine. I love teaching. I have all my faculties, hopeful-
ly. I am up to date on practices of obstetrics and gynecology. I can
still contribute to society. I can still put in a day's work.

I sometimes think of myself as a Don Quixote figure, tilting at
windmills. But in truth, this is a very serious matter with princi-
ples at stake.

Age is no indicator of competence, talent or commitmert. And I
commend the subcommittees for their work on this issue. I hope
Congressman Pepper's bill will pass so that others will not have to
endure what I have endured.

Mr. PEPPER. Excellent.
Mr. MARTINEZ. Thank you, Dr. Silbermann.
[The prepared statement of Dr. Eugene Silbermann follows:]
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PREPARED STATEMENT OF DR. EUGENE SILBERMANN

Good morning. My name is Eugene Silbermonn. I om o practicing physician speciolizing in
obstetrics and gynecology, and I om 71 years old.

It's unusual for me to mention my age in introducirg myself -- I'm more the type to think thot

age is irrelevant that it shouldn't matter what year you were born. What matters is how well you
perform your work.

Since 1948, I have bees offilioted with the Obstetrics and Gynecology Department of the New

York Medical College, where I om currently associote professor. The College cooperates with the City
of New York to supply medical personnel to Metropolitan Hospitol Center, so I also hove worked ot
Metropolitan Hospital Center since 1948. Although I originolly served the hospitol on o part-time basis
(also maintaining a prIvote practice), I have worked full-time there since 1980. mode that decision

for o couple of reosons I redly enjoy the work I do ot the hospital, which includes teoching medico!
students and residents. Also, I hod every reason to believe my future at Metropoliton was secure --
thot I could work as long os 1 wonted and could expect to continue corning a good living. Until
recently, I was on top of the world.

The picture changed drastically lost (s sober, though. The State of New York recently enacted
a law which would bon mandatory retiremen. for all State employees. This low, effective Jonuary 1,
1986, would make it impossible for anyone of any oge to be retired on the basis of age. Two months
before that law was to go into effect, 28 of us on skit; were notified that we would be mondotorily
retired.

I was thunderstruck. It's hard to put into words how it feels to be told that you're finished, thot
you're no longer allowed to contribute, thot your time is up. What reolly hurt was the way the news

was delivered. I never heard o word irom the Administration of the College. The news just filtered
down to me, being delivered finally by the chief of services at the hospital.

Suddenly I found myself in on adversary relationship with the college. After 38 years of
compatibility, we were at loggerheads. They hod lawyers, I hod Iowyers. They did o lot of subtle
things to make me feel like I was the bad guy for wanting to continue working. There was on
arrogance on the part of the college -- on unwillingness to yield an inch, or to even discuss molten. I

was told things like, "Well, you've mode a lot of money. You con stay on os o volunteer." Also, "Well,
you'll be all right. Co ahead and reopen your private practice." Obviously, the neither suggestion wos

very realistic.

Even more unbelievoble, when the 28 of us were finally served with a formal written notice of
all this, it arrived on the evening of December 30th -- two doys before the new low wos to go into
effect. They chose this time in order to make our legal position untenoble. Such slipperiness, on top
of all the indignity we'd olreody suffered.

Working against the clock on December 31, o .olleogue of mine ot the hospitol and I enlisted on
attorney. We were determined to fight this deciziun and fight it hord, in court. I've been oble to
continue working throughout this ordeal because of o court injunction against the College. I felt
somewhat vindicoted when the judge, in his pronouncement, gave the College a good tongue-lashing.
He said that asking m to work os a volunteer wos the equivalent of indentured servitude. No, he sold,
we should be reinstoted in the some jobs, with the some stotus ond some salary. My colleague and I ore
now woiting for a hearing on the case. Judging by the tone the judge hos set to dote, I om hopeful
things will come out in our favor.

1 have received some encouroging signs of support. The hospitol chief of services, who first
broke the news to me about my mondotory retirement, sent o letter to the College soying letting me
go was was the worst mistake they could make. He is well ocquointed with my work -- we've served
together for nine years -- so this meant o lot to me.

I enjoy medicine and I love teoching. I know I hove oll my faculties -- I con see ond hear ond
om up-to-dote on trends in obstetrics and gynecology. I con still contribute to society. I can still put
in a good doys work. Residents and medico) students under my tuteloge oppeor pleased with my
performance.

I sometimes think of myself as o Don Quixote figure, tilting ot windmills. But in truth, this is o
very serious matter, with principles at stake.

Age is no indicator of competence, tolent, or commitment. I commend the Subcommittees for
their work on this issue and I hope Congressmon Pepper's bill will pass so thot otherswill not have to
endure what I have endured.
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Mr. MARTINEZ. Professor Quinn.
Dr. QUINN. Thank you very much.
My testimony is based not on personal experience, but on 5 yearsof economic research on the determinants of individual retirement,

and I would like to use these few minutes to make four simplepoints.
One, mandatory retirement is only one aspect of a much broader

social policy that affects individual retirement decisions.
Two, as such, mandatory retirement provisions have much less

impact on behavior than they appear to have.
Third, Social Security and many private pension plans are set upin such a way that they penalize and discourage work at a certainage, and they do so by imposing subtle but effective pay cuts onolder workers.
Fourth, Social Security and private pensions, which provide thecarrot, and mandatory retirement, which provides the stick, tend to

come hand in hand. Therefore, much of what looks like the effect
of mandatory retirement is, in fact, the result of financial incen-
tives to retire that often occur at the same time.

Therefore, removing mandatory retirement laws, as this bill pro-poses, without changing the financial incentives that exist willhave only a modest impact on overall retirement patterns.
I really hate to admit that I can summarize 5 years of research

in a simple analogy, b'it I am afraid I can.
Suppose I offer you the following agreement: For every hour you--ork for me before noon I will pay you $10 an hour, for every houryou work for me after noon I will pay you $7 an hour. How would

you respond?
Well, most people would tend to work hard before noon and workless or not at all after noon.
This is precisely the effect of Social Security and many privatespension plans on compensation, except that the noon is age 65 orearlier. They impose surreptitious pay cuts on older workers and

workers respond exactly the way you would expect. They tend toretire.
Now, how do these pay cuts occur? Social Security provides theright to an income stream in the future. Since the income arrives

in different years, the magnitude of this stream is best summarizedby its present discounted value, which is just the size of the assetor the pile of dough today that could provide the same incomestream in the future.
When an individual who is eligible for Social Security retirement

benefits decides to work another year, there is good news and there
is bad news with respect to Social Security.

The bad news is that the worker generally forgoes that year of
Social Security benefits, say $6,000 a year.

The good news is that future Social Security annual benefits will
be higher than $6,000, both because the worker's annual monthly
wage will be recalculated and because Social Security provides adelayed retirement credit, a percentage adjustment per year ofdelay once eligible.

An interesting question is, Which income stream is worth more,one starting today at $6,000 per year if you retire, or one startinglater, say in a year, but with higher annual benefits?
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The answer, of course, depends on whether the increments in the
future are sufficiently large to compensate for the loss in benefits
today.

Between the ages of 62 and 65, when the Social Security delayed
retirement credit is about 7 percent per year of delay, the present
discounted value of the increments in the future approximately
equals the loss in benefits today. We say that this adjustment is ap-
proximately actuarially fair.

But at 65 there is a major change in the law. The delayed retire-
ment credit drops from 7 to 3 percent per year of delay, and it was
only 1 percent prior to 1982. This is clearly insufficient compensa-
tion for the loss in benefits today.

Here is the main point. What this means is that an employee
who continues to work beyond 65 draws a paycheck, good, but loses
Social Security wealth, bad. If the person earns $20,000 via the pay-
check and the Social Security wealth loss is, let's say, $5,000, the
true net compensation of this individual becomes $15,000plus 20,
minus 5a pay cut of 25 permit.

Employer pensions are much more difficult to study, because
there are over 800,000 of them, each with its own rules and regula-
tions. But the evidence suggests that many also contain implicit
work disincentives, and ones that often go into effect before age 65.

Pension wealth also decreases in many cases with contmued
work. They compound the Social Security effect and can contribute
to large pay cuts.

Now, my research with Richard Burkhauser of Vanderbilt Uni-
versity suggests that these work disincentives exist and in many
cases impose large pay cuts on older workers, and that workers
behave as though they understand these work disincentives and re-
spond to them.

In particular, our research showed that the higher the wealth
loss of Social Security and pension accompanying an additional
year of work, the more likely an individual is to retire.

Now, what about mandatory retirement, which is the topic
today?

It certainly looks important. For example, Burkhauser and I fol-
lowed a sample of employed men age 62 to 64 back in 1973.

Of those who were not subject to mandatory retirement, nearly
60 percent of them were still working 2 years later.

Of those who did face mandatory retirement, oily 17 percent
were working.

Sixty versus seventeen, this is a big difference and it suggests a
very large potential mandatory retirement effect.

But we don't believe that there is a large effect. Why not? The
reason is that those facing mandatory retirement are also very
likely to be eligible for Social Security and pension benefits, and
along with these benefits come the work disincentives described
above.

It turns out that we could explain over half of the difference in
behavior mentioned above by factors having nothing to do with
mandatory retirement, primarily these subtle pay cuts.

Mandatory retirement rules and pension plans that penalize
work beyond a certain age appear to be alternative routes to the
same end. And we think that eliminating the stick, mandatory re-
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tirement, without altering the carrot, the financial incentives, will
only have a modest effect on aggregate retirement behavior.

Now, there are two important differences between the situation
we studied, with data from the mid-1970's, and the situation today.The first is that a rarely discussed but I think extremely impor-
tant 1983 amendment to the Social Security Act will slowly raise
this delayed retirement credit after 65 from 3 percent per year of
dclay after age 65 to 8 percent, in one-quarter point steps between
1990 and 2010.

This will diminish, if not eliminate, the Social Security work dis-
incentive between the ages of 65 and 70. This is a change that I
applaud, and I hope Congress goes through with it.

The second difference is that current legislation now permits
mandatory retirement only at age 70, not age 65. This is an impor-
tant difference, because at age 70 the Social Security earnings test
disappears.

At 70, one can work and receive full Social Security retirement
benefits simultaneously. This means that the Social Security work
disincentives totally disappear at age 70. One-half of the carrot is
gone, although the other half via employer pensions remains.

An implication of this is that the argument that mandatory re-
tirement is overrated as a determinant of individual behavior, be-
cause financial incentives are doing the job, is a weaker argument
at age 70 than at age 65.

It is conceivable, I suppose, that in the future a larger percent-
age of the population will want to work to age 70 and beyond.
In this case, whether or not we have mandatory retirement at age
70 may make a difference. But currently individuals have to face
the work disincentives from both Social Security and employer pen-
sions between ages 65 and 70, and very few of them make it to age
70 on the job.

What do I think about the bill to eliminate mandatory retire-ment?
In g..iieral, I think it is rood idea and a good bill. But I don't

think it will make much difference in the aggregate.
Most workers will continue to retire long before age 7r), as they

do now, partly because their pension plans so strongly recommend
it. But those who are fit and want to continue to work will be able
to do so, and this, I think, is an improvement.

Thank you very much.
Mr. MARTINEZ. Thank you, Dr. Quinn.
[The prepared statement of Dr. Joseph F. Quinn follows:)
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PREPARED STATEMENT OF DR. JOSEPH F. QUINN, PROFESSOR OF ECONOMICS, BOSTON
COLLEGE

I would like to use these few minutes to make several simple points:

i) mar atory retirement is only one aspect of a much broader social
policy that affects Individual retirement decisions;

ii) as such, mandatory retirement provisions are much less important
than they appear;

iii) Social Security and many private pension plans are set up in such a
way that the) penalize and discourage work after a certain age;

iv) they do so by imposing a subtle but effective pay cuts on older
workers;

v) Social Security and private pensions, which provide the carrot, and
mandatory retirement, which provides theme, tend to come hand
in hand;

vi) therefore, much of what looks like the effect of mandatory retirement
provisions is in fact the result of financial incentives to retire that
often occur at the same time;

vii) therefore, removing mandatory retirement laws without changing
these financial incentives will have only a modest impact on
overall retirement patterns.

These conclusions are derived from a series of studies done by Richard
V. Burkhauser, of Vanderbilt University, and me, under a grant to the Urban
Institute from the Department of Labor. The data available at the time applied to
the mid-1970s, when the most common mandatory retirement age was 65, soon
to be changed to 70. The quantitative results are not directly applicable to the
bill under consideration today, but the qualitative conclusions ...e.
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I hate to admit that I can summarize 5 years of research in a simple
analogy, but I can. Suppose I offered you the following agreement - for every
hour you work for me before noon, I will pay you $10, and for every hour after
noon, $7. How would you respond? Most people would tend to work hard
before noon, and work less or not at all after noon. This is precisely the impact
of Social Security and many private pensions plans on compensation, except
that "noon" is age 65 - or earlier. They impose surreptitious pay cuts on older
workers, and the workers respond BE you would expect. They tend to retire.
How do these pay cuts occur?

Social Security provides the right to an income stream in the future.
Since the income arrives in different years, the magnitude of this stream is best
summarized by its present discounted value - the size of the asset today that
could provide the same income stream in the future. When an individual
eligible for Social Security retirement benefits decides to work anothe Fear,
there is good news and bad news with respect to Social Security. 1 ne bad
news is that the worker generally foregoes a year of Social Security benefits
(say, $6000 per year). The good news is that annual benefits will be
higher, both because the workers annual monthly wage will be recalculated,
and because Social Security provides a delayed retirement credit - a
percentage adjustment per year of delay. An interesting question is which
income stream Is worth more one starting today at $6000 per year, or one
starting later (say, in 1 year), but with higher annual benefits. The answer
depends on whether the increments in the future are sufficiently large to
compensate for the loss of a years benefits today.

Between the ages of 62 and 65, when the delayed retirement credit is
about 7% per year of delay, the present discounted value of the increments
approximately equals the loss in benefits today. We say that this adjustment is
close to actuarially fair. But at age 65, the delayed retirement credit drops to 3%
per year of delay (and was only 1% prior to 1982) - clearly insufficient
compensation. This means that an employee who continues to work draws a
paycheck - but loses Social Security wealth. If the pay& ck equals $20,000
and the wealth loss is $5000, the true net compensation becomes $15,000 - a
pay cut of 25 %I

Employer pensions are more difficult to study, because there are over
800,000 of them, each with its own rules and regulations. But the evidence
suggests that they also tend to contain implicit work disincentives - and ones
that often go into effect before age 65. They compound the Social Security
effect, and can contibute to large pay cuts.
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Our research (copies of which I will leave with the Subcommittees)

suggests that

- these work disincentives exist, and in many cases impose large
percentage pay cuts on older workers, and

- workers behave as though they understand and respond to these work

disincentives.

In particular, the higher the wealth loss accompanying an additional year

of work, the more likely an individual is to retire.

But what about mandatory retirement? It looks important. For example,
Burkhauser and I followed a sample of employed men aged 62 - 64 in 1973. Of
those nfg subject to mandatory retirement, nearly 60% werestill working 2 years
later. Of those whoj face mandatory, only 17% were still working then. This
is a big difference, and suggests a large potential mandatory retirerment effect.
But we do not believe there Is a large effect. Why not? Those facing mandatory
retirement are also very likely to be eligible for Social Security and pension
benefits, and along with these benefits come the work disincentives described
above. It turns out that we could explain over half of the difference in behavior
mentioned above by factors having nothing to do with mandatory retirement -
primarily the pay cuts. Mandatory retirement rules and pension plans that
penalize work beyond a certain age appear to be alternative routes to the same

end. We think that eliminating theidels without aitc4ng the gam% will only have

a modest impact on aggregate retirement behavior.

There are two important differences between the situation we studied
and the situation today. The first is that a rarely discussed 1983 Amendment to
the Social Security Act will slowly raise fie delayed retirement credit from 3%
per year of delay after age 65 to 8 %- in 1/4 point steps between 1990 and
2010. This will diminish if not eliminate the Social Security work disincentive
between ages 65 and 70. This is a change that I applaud, and I hope Congress
goes through with it. The second it that current legislation now permits
mandatory retirement at age 70, not at age 65. This is an important difference,
because at age 70, the earnings test disappears - one can work aut receive
full Social Security retirement benefits. This means thlt the Social Security work
disincentives totally disappear at age 70. One half of the carrot is gone, though

the other half - via employer pensions - remains.
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An implication of this is that the argument that mandatory retirement is
overrated (because financial incentives are doing the job) is weaker at age 70.
It is conceivable that in the future a larger percentage of the population will want
to work to age 70 and beyond. In that case, whether mandatory retirement is
permitted at age 70 or not may make a difference. But in the present,
individuals have to face the work disincentives from both Social Security and
employer pensions between ages 65 and 70, and very few make it to age 70 onthe job.

What do I think about the bill to -' Vs mandatory retirement? In
general, I think it is a good idea, but I . )1 think it will make much difference in
the aggregate, . Most workers will contin-0 to retire long before age 70, as they
do now, partly because their pension plans so strongly recommend ft. But
those who are fit and want to continue to work will be able to do so. As always,
there may be exceptions to this general rule. Every group considers itself
unique in many important repects, and the university community is no
exception. We have a retirement plan (TIAA-CREF) that does not penalize late
retirement. And I must admit that an actuarially lair pelsion plan, no mandatory
retirement) the concept of tenure is a combination that causes some
concem. I speak only for myself on this (and I may change my tune in 30 years),
but I suspect that you may hear similar sentiments though moro official
channels. There is a good point being made.

And what about the private pension work disincentives that exist, and will
coif lue to exist, in most plans? They will remain important. In fact, if the
pnvate pension provisions change In response to the elimination of mandatory
retirement, they may negate even the modest impact of the proposed
legislation. They will continue to influence retirement deasions - but by
inducing them rather than mandating them. Should these private pension
disincentives be outlawed? I think not. Unlike Social Security rules, these are
voluntary provisions mutually agreed upon by employer and employee. Under
ceitain assumptions, they may work in the employee's beet interests by
reducing job turnover and raising lifetime wars. But that is another topic.

Thank you very much.
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Mr. MARTINEZ. Mr. Johnson.
Mr. JOHNSON. Mr. Chairmen and members of the subcommittees,

thank you for this opportunity to testify on behalf of the American
Association of Retired Persons on the issue of eliminating mandato-
ry retirement based on age.

I am Er ling Johnson and I am going to follow the example of Dr.
Silbermann and just tell you a little bit about my situation.

I was forced to retire 11 years ago.
Mr. PEPPER. Excuse me for interrupting. I am advised that Dr.

Flemming has a plane to catch at 10:45. Would it be all right, Mr.
Chairman, to excuse him?

Mr. MARIINEZ. Yes, absolutely. Would you like to ask him some
questions before he leaves? Do you have a minute for some ques-
tions?

Dr. FLEMMING. Yes, I do.
Mr. MARTINEZ. Would you like to?
Mr. PEPPER. Sure. I will just ask one question, if you will excuse

us, Dr. Johnson.
Dr. Flemming, do you think we need to make Social Security law

adjustments to the bill that we are talking about, as indicated here
by Dr. Quinn?

Dr. Futamma. I was very much interested in the testimony. But
personally I would make that 8-percent adjustment or movement, 3
percent to 8 percent, much earlier than the law now provides, be-
cause I recognize that there is a disincentive there.

So, you know the commission on which you served did make pro-
vision for moving it up to 8 percent.

I appreciate the fiscal implications of moving it up more rapidly,
I mean as far as the impact on the financing of the Social Security
System is concerned. But I do think that if it could be done, it
would be a desirable thing to do.

But I also agree with you that in view of the fact that the earn-
ings test or retirement test is not applicable after the age of 70 as
far as this law is concerned, if we could get rid of the compulsory
retirement at age 70, then we don't have any disincentive as far as
Social Security is concerned.

But I also agree with you that we have got a problem with some
of the private pension plans, that we have to consider.

But I think overriding it all, although I recognize the disincen-
tives that you talked about, I think there is an overriding factor
here, and that is the desire on the part of the individual older
person to continue to be involved. He needs fiscal compensation but
she or he also needs psychic compensation, and it is that psychic
compensation that will often bring people to the place where they
say, "Well, maybe I might be losing a little on this, but the impor-
tant thing is that I have the opportunity to continue to be involved
in a constructive way."

Mr. PEPPER. Thank you very much, Dr. Flemming. We are, as
usual, grateful to you for your valuable testimony.

Dr. AMMIND. I appreciate the opportunity of participating, and
I am sorry I have to leave a little early.

Mr. PEPPER. Thank you.
Mr. MARTINEZ. I would associate my remarks with those of the

Honorable Claude Pepper. Thank you for being here.
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Dr. FLEMMING. Thank you very, very much.
Mr. MARTINEZ. Mr. Johnson.
Mr. JoHNsoN. Mr. Chairman, I was just giving you a little back-

ground on my own experience.
I was forced to retire 11 years ago. I was a public employee in

the State of Minnesota and the 1978 law that you have passed wasnot in effect.
I have had a very happy 11 years. I would have liked to continue

working, and I have continued working. The only difference is, I
haven't gotten paid for it.

I have servedspent yesterday and the day before as a member
of the State board of education, and I have served with the Red
Cross, with the Boy Scouts. I have raised money for colleges and all
types of things that are volunteer. And I think these are the things
that have kept me feeling good, kept me healthy.

So, I ain not complaining about my own situation, but not every
person who retires at 65 is as fortunate as I, and it is for thosepeople that I appreciate having an opportunity to speak to youWay.

I am on the board of directorsthat is another volunteer thing
of the AARP and I have really enjoyed that responsibility, attempt-
ing to speak for the 22 million people that belong to AARP. And
incidentally, 30,000 new members are gained every week, so 22 mil-
lion is just a temporary spot in the total enrollment figure of
AARP.

Now, approximately 5 million of AARP's 22 million members
over the age of 50 are employed. On behalf of those members andall older persons who work or wish to work, I urge the Congress to
pass Representative Pepper's bill, H.R. 4154, and extend the protec-
tions of the Age Discrimination in Employment Act to all persons
by eliminating mandatory retirement based on age.

Probably almost everything I will say from here has been said,
but I want to say it in this context: We believe, the AARP believes
that employment discrimination based on age, like that based on
race and sex, is a result of unfair stereotypical assumptions that
ignore an individual worker's ability.

Notwithstanding the Age Discrimination in Employment Act,
older persons face sharply limited employment opportunities. How-
ever, a 1982 survey of retirees conducted for AARP found that one-
third of those surveyed would prefer to be working.

Elimination of mandatory retirement is not a new idea. We rec-
ognize that. Reference has been made already to Federal employees
that cannot be retired based on age, and numerous States have
eliminated it for both public and private sectors. And there are no
reports, that we know of, of adverse effects on employer operations
or productivity.

It is now well past the time for us to extend this basic right to all
older Americans.

We do not buy the two arguments most often used to justify age
discrimination in employment, those being the medical that you
have heard much about today and the economic.

As discussed in more detail in AARP's written statement, which
you have, we do not believe these arguments hold water.
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We have heard Dr. Williams give his report on the medical stud-
ies, and we believe that they consistently demonstrate that chrono-
logical age is a poor determinant of ability and that capability
varies greatly with the individual, regardless of age.

Nor can employers argue that it is not possible to determine an
individual's competence for a job. No less an authority than the
U.S. Supreme Court has indicated in recent cases on the Age Dis-
crimination in Employment Act that advances in medical technolo-
gy and the social sciences have provided us with the means for test-
mg an individual person's fitness for virtually any type of job, from
public safety officer to accountant.

We believe, contrary to the assertions of some employers, that in-
creasing the number of persons older than 65 or 70 who are work-
ing will actually save employers money.

A report prepared for AARP has concluded that employer pen-
sion costs will decline as the number of employees beyond age 65
increasas.

Even if employers were required to continue to contribute to the
pensions of older workersand I might say presently they can ter-
minate such contributions after the employee is 65but even if
they continued it, this cost is more than offset by the gains that
would result from the shortened period of time that pension pay-
ments would be made ar er retirement.

Further, we believe that the Social Security trust fund will real-
ize an even greater savings, and we believe this is due to increasing
the number of persons who contribute to the fund and correspond-
ingly decreasing the number of persons who receive benefits.

Mandatory retirement, thus, makes little sense from either the
individual employer's or national economic perspective.

In sharp contrast to this, the effect upon an able individual of
being forced to retire can be devastating. Not only can it be emo-
tionally and physically shattering, but the worst and most immedi-
ate impact is often financial.

Most older persons experience a sharp decrease in income upon
retirement. Because of limited employment opportunities, this may
last the rest of their lives.

Older persons who work are able to maintain their standard of
living with a form of income that we know as wages, and we also
know that wages provide much better prospects for keeping up
with inflation and are less likely to rely upon economic transfer
programs funded by the Government.

Mr. MAwrnucz. Mr. Johnson, I am terribly embarrassed, but can
I interrupt you one more time? It seems that Dr. Williams has to
leave to catch a plane also, and I am sure that Mr. Pepper has one
question, at least, to ask of Dr. Williams before he leaves.

Mr. PEPPER. If Dr. Johnson will allow me.
Mr. JOHNSON. That is perfectly OK.
Mr. PEPPER. All right. Dr. Williams, I was very much impressed

by your able testimony, the medical testimony resulting of which
you were aware.

What would you sayand I had in mind your testimony before
our select subcommittee in respect to airline pilots. As you know,
beginning back many years ago there was an absolute mandatory
retirement age of 60 for commercial pilots, no matter how good
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they are, how competent they are, how many tests they pass. They
are out the second they become 60 years of age.

Would you just make a brief comment on that matter in respect
to the data that you discovered?

Dr. WILLIAMS. Thank you, Mr. Pepper. I did testify on this before
a hearing of the House Select Committee on Aging back in Octo-
ber, a hearing on this issue of mandatory retirement for commer-
cial airline pilots at age 60, and I testified essentially the same as I
have today about the fact that there is no medical basis, convincing
medical basis for that mandatory retirement age even for commer-
cial airline pilots. That is certainly a special group that we all
want to be sure are adequate to do their job.

Also with me were two other specialists, a Dr. Samuel Fox and a
Dr. Kuntz, who testified on both cardiac and mental and intellectu-
al performance as pilots z,id indicated that it was possible to carry
out adequate tests to show the competency of pilots beyond age 60.

And as a result of those hearings, we were directed to work to
prepare a proposal for extending, for testing that would allow the
extension of the pilot's certification to fly beyond age 60, and that
proposal is now being reviewed by the Federal Aviation Adminis-
tration and will be discussed further with the House committee.

So, I believe that there is some chance of some movement on
that issue.

Mr. PEPPER. I want to commend you, Dr. Williams, on the excel-
lent work that you and your associates are doing in that critical
area. Thank you very much, and we are very grateful to you.

Mr. MAsulizz. Before you leave, Dr. Williams, let me correct
myself. You have to attend a hearing to testify on NIH funding.
But let me ask a question, too, before you leave, because in your
testimony you referred to the lossthat normally in the aging
process there is a loss of hearing and sight.

You know, I want it to be perfectly clear that much of that loss,
sight loss and hearing, can be corrected.

Dr. WILLI Ards. Yes, sir.
Mr. MARTINEZ. And that there may be some sight loss in an el-

derly person that can't be corrected, but the majority of it general-
ly can be. So, that really isn't a handicap.

Dr. WI AliAms. Yes, sir, that is correct. Many of these problems
that do arise in many older people, but by no means all, can be cor-
rected. And I appreciate your bringing that out, because I wouldn't
want to leave the wrong impression.

Mr. MARTINEZ. All right. One last question. You referred in your
testimony to the rate that people age. Everybody ages at a different
rate. Now, certainly I look at Dr. Silbermann and I see him at 71
and to me he looks about 58 to 60 years old. And, of course, I am 57
years old and I feel somewhat of ahe certainly wouldn't consider
me very old at 57. I did, when I was 13, figured all people 57 were
very old. But now I feel like a whippersnapper next to Dr. Silber-
mann.

Mr. PEPPER. You just grew up.
Mr. MARTINEZ. People do age at different ages. Is that very im-

portant in determining the person's ability to do a specific job?
Dr. WILLIAMS. Yes, sir. I think the most 'important fact I have

learned is the variation between individuals in relation to aging,
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just as you are saying, that each individual is different and actual-
ly we become more different as we get older, rather than less. So
that each person needs to be looked at in terms of his own personal
characteristics and in terms of any job or other role in life.

Mr. MARTINEZ. Thank you very much, Dr. Williams. We will
excuse you now. Thank you for your testimony. It has been a great
help to us.

Mr. PEPPER. Thank you.
Dr. Wi Llama. Thank you.
Mr. MARTINEZ. Mr. Johnson.
Mr. JOHNIKM. You can figure my age out from my retirement

date in 1975. I am 76, going to be 77 in July. I feel fine.
One final word. The AARP believes that the arguments justify-

ing raising the age gap for mandatory retirement from 65 to 70 in
1978 are the same today for eliminating mandatory retirement en-
tirely.

L. ;0 -.imply a matter of economics, although as I have said,
those argument:, ^annot be user: to justify the continuation of this
discriminatory prat tice.

More important is the question of whether we, as a society, are
willing to deny to older Americans their basic rights to remain as
productive members of society, something that is ensured to every
other person.

The overwhelming majority of Americans, regardless of age,
have decided that the answer to that question must be "No." Man-
datory retirement based upon age must be eliminated.

Thank you very much for the opportunity to appear before you.
Mr. MARTINEZ. Thank you, Mr. Johnson.
[The prepared statement of Dr. Er ling 0. Johnson follows:]
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PREPARED STATEMENT OF DR. EALING JOHNSON ON BEHALF OF
THE AMERICAN ASSOCIATION OF RETIRED PERSONS

Mr. Chairmen and Members of the Subcommittees:

Thank you for this opportunity to testify on behalf of the

American Association of Retired Perscns on the issue of eliminating

mandatory retirement based on age. I am Dr. Erling Johnson and I am a

member of AARP's Board of Directors. Approximately 5 million of

AARP's 22 million members over the age of 50 are employed. On behalf

of those members and all older persons who work or wish ,.o work, I

urge the Congress to pass Representative Pepper's bil,. (H.R. 4154)

and extend the protections of the Age Discrimination it Employment Act

to all persons by eliminating mandatory retirement based on age.

Employment discrimination based on age, like that based on race

and sex, is the result of unfair stereotypical assumptions that ignore

an individual worker's ability. Notwithstanding the Age Discrimin-

ation Employment Act, older persons face sharply limited employment

opportunities. However, a 1982 survey of retirees conducted for AARP

found that one-third of those surveyed would prefer to be working.

Elimination of mandatory retirement is not a new idea. Federal
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employees cannot be retired based on age and numerous states have

eliminated it for both public and private sector employees, with no

reports of adverse effects on employer operations or productivity. It

is now well past the time for us to extent this basic right to all

older Americans.

The two arguments most often used to Justify age discrimination

in employment based on age are medical and economic. As discussed in

more detail in AARP's written statement to the Subcommittees, it is

now clear that neither of these arguments holds water. Medical

studies consistently demonstrate that chronological age is a poor

determinant of ability and that capability varies greatly with the

individual, regardless of age. Nor can employers argue that it is not

possible to determine an individual's competence for a iob. As the

Supreme Court has indicated in recent cases on the Age Discrimination

in F-ployment Act, advances in medical technology and the social

sciences have provided us with the means for testing an individual

person's fitness for virtually any type of job, from public safety

officer to accountant.

Contrary to the assertions of emp'oyers, increasing the number of

persons older than 65 or 70 who are working will actually lave

employers money. A report prepared for AARP has concluded tLat

employer pension costs will decline as the number of employees beyond

age 65 increases. Even if employers were required to continue to

contribute to the pensions of older workers (they presently can

terminate such contributions after the employee is 65), this cost is

more than offset by the gains that would result from the shortened

period of time that pension payments would be made after retirement.
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The Social Security trust fund will realize an even greater savings,

by increasing the number of persons who contribute to the fund and

correspondingly decreasing the number of persons who receive benefits.

Mandatory retirement thus makes little sense from either the

individual empl,yer's or a national economic perspective.

In sharp contrast to this, the effeft upon an able individual

of being forced to retire can be devastating. Not only can it be

emotionally and physically shattering, but the worst and most

immediate impact is often financial. Most older persons experience a

sharp decrease in 'ncome upon retirement which, beca6se of limited

employment opportunities, may last the rest of their lives.

Older persons who work are able to maintain their standard of living

with a form of income - wages - that has better prospects for keeping

up with inflation and are less likely to rely upon economic transfer

programs funded by the government.

The arguments justifying raising the age gap for mandatory

retirement from 65 to 70 in 1978 are the same today for eliminating

mandatory retirement entirely. It is not simply a matter of economics

- although, as noted above, those arguments cannot be used to justify

the continuation of this discriminatory practice. More important, it

is a question of whether we as a society are willing to deny to older

Americans their basic rights to remain as productive members of

society that is insured to eve-y other person. The overwhelming

majority of Americans, regardless of age, have decided that the answer

to that question must be 'No. Mandatory retirement based upon age

must be eliminated.
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STATEMENT OP THE AMERICAN ASSOCIATION OP RETIRED PERSONS

ON ELIMINATING MANDATORY RETIREMENT

United States House of Representatives

Committee on Education and Labor Select Committee on Aging

Subcommittee on Employment Subcommittee on Health

Opportunities and Long-Term Care

March 12, 1986

The American Association of Retired Persons, the largest

membership organisation in the country with 22 million members

over the age of 50, is dedicated to alleviating the problems and

addressing the needs of older persons, including the promotion of

equitable terms and conditions of employment for all older persons who

work or wish to work. Approximately 5 million AARP members are

employed. AARP supports Representative Pepper's bill, H.R. 4154, to

eliminate mandatory retirement based upon age and extend the

protections of the Aso Discrimination in Employment Act to all older

persons, and urges Congress to pass this bill.

Discrimination in the job marketplace is one of the most common

problems faced by older persons today. Employment discrimination

based on age, like that based on race and sex, is the result of unfair

stereotypical assumptions that ignore an individual worker's ability.

Notwithstanding the Age Discrimination in Employment Act (AMA),

age-based employment discrimination remains prevalent and older

persons generally face sharply limited employment opporzunitites.

In addition to a rapidly increasing unemployment level among older
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persona, labor statistics indicate that among persons looking for

work, older persons have longer periods of unemployment and more

difficulty finding jobs. A 1982 survey of retirees conducted by

Ramilton and Staff, Inc., for AARP found that one-third of those

surveyed would prefer to be working.

In 1981, AARP initiated its Worker Equity P '7rr, for the purpose

of addressing the employment problems faced by older persons. A

primary goal of the Worker Equity Program is the development of a

national older worker employment policy to increase meaningful

employment choices for older persons. A cer.ral aspect of this policy

must be the elimination of mandatory retirement based upon age. The

current age-70 cap on the Age Discrimination in Employment Act i

contrary to the principles of equality of opportunity and trestirtnt,

is a waste of the valuable skills and experiences of older persons;

and contributes to the poverty into which many older persons fall.

The abolition of mandatory retirement i not a novel idea. Since

1978, it has been prohibited for federal employees. Numerous states

have eliminated it for both public and private sector employees, and

have reported absolutely no evidence of adverse effects of any kind on

employer operation, or productivity. The 1978 Amendments to the Age

Discrimination in Employment Act, which raised the mandatory

retirement age from 65 to 70, represented a first step towards

e liminating age as an employment barrier for all older persons.

As early as 1912 President Reagan announced his support for

legislation to completely eliminate mandatory retirement based on age.

It is now well pest the time when the age barrier should be removed

e ntirely and employment should be based solely on ability.
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Ths two arguments used most often to justify discriminatory age

caps on employment are medical and economic. Neither argument holds

lintel.

Medical studies consistently demonstrat that ch-.,nological age

is a poor determinant of ability and that capabiblity varies greatly
with the individual, regardless of age. Indeed, workforce studies

show that older workers perform as well or better than their younger

.counterparts. To the extent that ar employer believes that older
persons are unable to perform a particular job, the ADEA establishes

the standards by which an employer can try to prove that age is a
necessary criteria for the performance of the job. The O.S. Supreme

Court in a series of recent cases on the Age Discrimination in

Employment Act has made clear that medical and social adrances make it

possible for employers to confidently determine an individual's

capability for virtually every type of job. jag_lahnigiut.

BallIssai, 105 S.Ct 2717 (1905); tisstsilLAIxlIrta4_Ina._2Salimell,

105 S.Ct. 2713 (19E5). There is no reason why these saws standards

should not be applied to all workers, regardless of age.
Contrary to the specious medical arguments about the incompetence

of older workers, it is clear that ";he impact of involuntary
rat' rement is both ;,,,otionally and physically devastating to able

individuals. Medical research has shown that forced idleness

adversely affecrs their physical and mental health and a

higher-Oar-err t'd mortality rate exists among persons involuntarily
reti-ed.

It cannot be convincingly argued that eliminating mandatory
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retirement will be costly to either employers or to the country es a

whole. Not only is the number of persons who would elect to work past

70 quite smell la 1983 report to Congress or the ACEA estimated that

if the metier of workers 65 and older would increase by only

spproximstely 200,000 workers) but employers will actually save money.

A comprehensive report prepared for MAP by the consulting firm of

Willies N. MercerNsidinger, In.:, concluded that employer pension

costs will decline es the number of employees older than age 65

increases. Tbis is because the costs of continued pension

contribution, is more than offset by gains that result from tot

shortened duration of pension psyments to retired workers. Thus, if

the elimination of mandatory retirement increased the number of

working perk ,s older than age 65 by 50%, employers would realize

annual pension savings of more than $600 million by the year 2015.

A similar positive impact would be felt in the Social Security

System. If elimination of --datorr retirement under federal law

increased the number of working persons older than age 65 by just 25%,

the estimated reduction in annual Socisl Security benefit payments

would be approximately $739 million; if the increase in older workers

50%, the sonual Social Security savings would be approximately

$1.5 billion. As noted shove, AARP recognizes that the number of

persons older than age 70 who chose to continue to work will probably

be quite small. NOntheless, both private pension systems and Social

Security trust fund would realise reel savings with even a small

number of additional older workers. Artificial barriers which

automatically transform motive contributors to the Sochi Security

trust fund into active recipients of its benefits thus makes little
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sense from a national economic perspective.

Rather than having a negative economic effect on employers, it is

the forcibly retired individual that suffers the most immediate and

worst economic effects of mandatory retirement. Although a few

fortunate persons may anticipate adequate pension income, most older

persons experience a sharp decrease in income upon retirement and thus

must adjust to a substantially lower standard of living. Given the

fact that re-employment opportunities for this group are minimal, this

lower standard of living usually continues for the rest of their

lives. Older persons who work are less likely to need the benefits

provided by economic transfer programs and are furthermore able to

maintain their standard of living with a form of income - wages - that

has better prospects for keeping up with inflation.

Finally, studies conducted by the Department of Labor refute the

notion that eliminating mandatory retirement would adversely affect

employment opportunitites for women, minorities and youth. The fact

that only a small percentage of persons over age 70 would

actually delay retirement, coupled with the fact that older workers

rarely compete with younger workers for jobs, means that eliminating

mandatory retirement based upon age wi'l have a negligible impact upon

other workers.

Over the past decade, this nation has dramatically changed the

way it thinks about olC.r workers. Many firms have come to view older

workers es more dependable and experienced than their younger

counterparts and recognize that age is, by itsel., a poor indicator of

job performance. A 1983 report to Congress on the ADEA noted that, in

a dramatic reversal since 1974, the overwhelming majority of

Americans, regardless of age, now believe that older workers are

entitled to the same basic right to remain productive members of

society that all other persons have. Ne can no longer arbitrarily

deny this right to older Americans based upon outdated, invalid and

discriminator, assumptions about older workers. Mandatory retirement

based on age must be eliminated.
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news
FROM AARP AMERICAN ASSOCIATION OF RETIRED PERSONS

BIOGRAPHIC SKETCH

Dr. Erling O. Johnson Member, Board of Directors
American Association of Retired Persons

Dr. Erling O. Johnson, of Anoka, Minnesota, was elected to the
national Board of Directors of the American Association of Retired Persons
(AARP) at a biennial convention held in St. Louis April 24-27, 1934.
He will serve six years as a board member.

He has served AARP as State Coordinator of Minneso and was
president of the Retired Educators Association of Minnesota __ern 1978
to 1980.

He served as superinterdent of public schools in Anoka from
1964 to 1975. Previously, he was Commissioner of Education for
Minnesota from 19G2 to 19G4, and was superintendent of schools in
Verdi, Janesville, Mountain Lake, Northfield, and Mankato, Minnesota.

He was president of the Minnesota Association o' School
Administrators, 1953-55; member of the Minnesota State College Board,
1962-64; member cf the Metropolitan Planning Commission, 1962-64; and
member of the Teachers Standards and Certification Commission, State
of Minnesota, 1974-75. He is a member of the Minnesota State Board of
Education on which he will serve until 1986.

He has been President of the Northfield Rotary Club and the
Anoka Kiwanis Club, and has served on executive boards of the Boy
Scouts of America.

He holds a master's degree 1-2 Educational Administration from
the University of Minnesota (1938). He was awarded an honorary
Doctorate of Humane Letters by Luther College of Decorah, Iowa, in
1962 and an honorary Doctorate of Laws by Haml-ne University of
St. Paul in 1963.

The University of Minnesota (joie him in Outstanding Achievement
Award in 1958.

With a national membership exceeding 16 million, AARP is the
largest national organization representing older Americans.
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Mr. MARTINEz. At this time I will turn t9 Mr. Pepper for ques-
tions.

Mr. PEPPER. Reference was made in a very kindly way to H.R.
4154, and I am the first name appearing on the list of introducers.
I want to make it very clear for the record that the remaining in-
troducers are Mr. Hawkins, Mr. Jeffords, Mr. Martinez, Mr. Gun-
derson, Mr. Roybal, Mr. Rinaldo, Mr. Biaggi, iv s. Snowe, Mr.
Bonker, Mr. Tauke, and Mr. Waxman, and the/ have all contribut-
ed very valuably toward the furtherance of this bill.

Mr. Chairman, I want to thank very much all of the witnesses
who have testified here today. I think this has been immensely val-
uable testimony that we have received. The personal experiences
that have been told by our witnesses and the technical knowledge
that they have brought to us, as well as their judgment and opin-
ions have I think have been very pertinent and very relevant t4,
this critical issue.

I am so glad you brought up the issue of Social Security and the
relationship of this idea to the Social Security and the pension pro-
grams.

The President, as I recall, stated in his campaign in 1980 that he
favored the elimination of the curtailment in Social Security bene-
fits if one who is eligible for retirement continues to work.

I hope the President is going to revive that position. I think
maybe we might well get in touch with him to see if he would still
join us in advocating a modification in Social Security legislation so
that when you become eligible you would get your Social Security
benefits, and then you could work. Maybe people wouldn't work
quite as long or quite as hard. But they would have a right to make
the choice, the decision as to whether to work or not. There
wouldn't be any Social Security penalty for one who wished to keep
on doing something.

As Dr. Flemming said, there are two rewards that one gets for
work. One is the compensation in money you receive, and the other
is the compensation in satisfaction that the individual receives.

If I may say so personally, I was elected to the House of Repre-
sentatives at 62. If I had been required to stop doing the things
that I prefer to do at 65, I don't think I would be here. The fact
that I have something that challenges me every day, every hour of
the day almost, to be active, to do something, has given me an in-
.'entive to live. Perhaps it has had something to do with my longev-
ity.

I know perfectly well what has been said here today, though the
degree of your limitations increase, the degree of the increase in
your limitations varies with afferent individuals.

I can play nearly as good golf as I ever could. That is not very
good, but it is nearly as good as I ever could play. And I can'tI
used to be on the cross-country team in college. I can't run 10 miles
in the afternoon, but I have got a good car. If I need to go 10 miles,
I can make it.

So that I know, as some of the witnesses have indicated from ex-
perience, that age doesn't deal with everybody alike, and those that
have been favored with the good fortune of longer life should not
be denied the privilege of sustaining that life by their labor at
what they chcose to do.
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That is what we are talking about here today.
Mr. Martinez, I want to thank you again and your distinguished

chairman and committee for your magnificent cooperation in this
matter. I hope we can join hands and pledge that in this session of
the Congress we can secure the passage of this legislation.

Mr. MARTINEZ. Thank you very much, Mr. Pepper. Certainly you
are well-renowned for your activities on behalf of the senior citi-
zens, the people that are aging in our society, and I would hope to
join you in any efforts that you make in that area.

I would say that something has to be expounded on regarding
what Mr. Pepper just said at the end of his statement that he can't
run 10 miles anymore but he has got a good car to take him 10
miles. I relate that to the fact that even in work experienceyou
know, I can remember many times when as a young man I was
rushing like a fool to try to get something done, expending a tre-
mendous amount of energy, when some older worker, working
alongside of me, would turn to me and say, look, if you do this it
will be so much easier.

Maybe when you start to lose some of your physical ability, you
more than make up for it with your mental abilities to devise ways
to do that job easier and faster, and that experience is an asset to
companies, sad I think that only comes from the experience that
you gain through the years that you live.

So, I think that we have to make people fully aware of the fact
that where maybe physical attributes aren't as great as they were
when they were young, that experience in many, many cases more
than makes up for it.

So, I thank all of you for being here today, and I join Mr. Pepper
in his 6.,preciation of your testimony here today.

Thank you.
[Whereupon, at 10:30 a.m., the subcommittees were adjourned.]
[Additional material submitted for the record follows:]
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321 Cherry Hill Road Princeton NJ 08540 8 March 1986

Representative Claude Pepper
U S House of Representatives
Select Committee on APing
377 Office Building Annex 2
Washington DC 20515

Dear Representative Peppers

Thank you for inviting me to testify before your committee. I
should very much liked to have done so, but my doctor advises
that after so short a time after major surgery the rigors of such
a journey argue against such stress, so I very much regret that
what I would otherwise have found an excellent opportunity to set
out the facts against the archaic notion of mandatory retirement,
is prevented by the thoug%tless behavior of my now extinct gall-
bladder.

"Statutory retirement, as I like to call it, because that is what
it is, is one of the many wasteful notions to which our society
subscribes. It is based on the wholly unsound notion that aging
is the equivalent of degenration, instead of on the idea of growing.
It is because all the evidence now unequivocally shows that with
the years intelligence and mental competence, even though physical
competence may decrease, increases . In addition to which there is
that weatherea wisdom which comes with the years, and, yes, even a
mental youthfulness, that only the passage through the cloudy,
stormy, and pleasant years can bring. That is why I prefer to
abjure the term "aging" becuase its connotations, associated with
the self - fulfilling prophecy of inevitable breakdown, are so
erroneous and damping, and to use instead the term "growing," for
that is what we are designed to do all the days of our lives.

We are unique, even in the Western world, in regarding the elderly
as biodegradable and superfluous, instead of what they really represents
a biological elite who, with their weathered wisdom, have much to
o Per the world.

Aging is not a terminal but a timeless ee.Lts, a ri0 inher4t-
ance, and is so treated in most cultures.

The failure of acceptance, the abandonment (of which statutory
retirement is an expression), that so many of the elderly experience,
in which they are only too frequently treated as redundant obiects
who have outstayed their welcees, cruelly reflects our inhuma,
attitudes towards the elderly, attitudes which need to be re-examined,
and replaced by a view which sees age as a special privilege, and the
Period of most promising challenges, for it is during that time that
the best of our growing still lies a head of us.

Sincerely,

Pe"APIWK4gr
Ashley Montagu
nighty-one years young

;1 6 1
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AMERICAN COUNCIL ON EDUCATION

Drag. at Governmental Reianons

March 10, 1986

The Honorable Matthew G. Martinez
Chairman

Subcommittee on Employment Opportunities
committee on Education and Labor
U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman:

On behalf of the American Council on Education, an association
representing over 1,5U0 colleges, universities, and other organizations in
higher education and the associations listed below, we wish to convey our
strong concern with the failure to include a 12-year exemption for tenured

faculty and administrators in higher education in HR 4154, a bill to prohibit
mandatory retirement due to age.

For several years, we have been working with interested persons in the
Congress to ensure that the proposed legislation meets the needs of the entire
higher education enterprise -- faculty, administration, and students. After
lengthy consultations, a compromise consensus providing an exemption for 12
years for tenured personnel from uncapping the mandatory retirement age has
emerged. Thus, the retirement age for tenured faculty and administrators would
remain 70 until 1998. This compromise acknowledges higher education's special
responsibilities to the nation and the special demographic pressures faced by
our sector. Similar legislation introduced in the past contained such an
exemption -- we are greatly d'sheartened to note that this exemption has been
deleted from HR 4150 .

colleges and universities maintain that they must have a healthy
representation of relatively new faculty members if they are *n continue to be
effective centers of teaching, learning, and scholarship. In some fields, the
major contributions of an individual often are made toward the beginning of his
or her career. And in all fields one needs a balance of younger faculty and
more experienced faculty to stimulate students and colleagues alike by
challenging old as well as new ways of thinking and by contri'uting varied
perspectives. Unless a sufficient number of faculty positions continues to be
available for new appointments, we run the serious risk of creating a "static"
situation for nearly two decades ahead.

As a result of the booming expansion of the late 1950's and 1960's

there is a "bulge' of faculty members now in their fifties who will not -- even
under the current law -- be retiring before close to the end or this century.
This factor, when coupled with the reductions in enrollment now beginning as
the size of the traditional college-age population declines substantially, has
already resulted in a situation where most new faculty openings will occur
either through death or retirement. Although other sectors of the economy are
also experiencing a period of limited or no growth, no other sector lust adjust
to such an extreme demographic model. Assuming an age 70 retirement,

One Dupont Cede, Wallington. MC 20036.1193 (202) 930 9355
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projections suggest that there may be only about 100,000 academic positions to
be filled nationally during the entire 1S-year period from 1980 to 1995. This
compares with about 60,000 positions in just the five years from 1971 to 1975,
already generally regarded as "lean" period.

A 12-year exemption would provide institutions with the opportunity to
retire a substantial number of faculty Ambers at age 70, thereby providing a
reasonable rumber of faculty openings during and right after that period. In
addition, such an exemption would [rovide colleges and universities with
sufficient lead time to plan efficiently for future academic needs. Thus the
exemption would address the short- to moderate-term needs of the higher
education community. Of course, it is impossible to predict retirement
patterns and the age distribution of faculty and administrators after that
period, at which time further action might Le required.

We hope that you will incorporate a 12-year exemption for tenured
faculty and administrators at institutions of higher education in any mandatory
retirement legislation that you consider.

This letter is sent on behalf of:

American Association of Community and Junior Colleges
American Association of State Colleges and Universities
American Council on Education
Association of American Universities
Association of Catholic Colleges and Universities
Association of Jesuit Colleges and Universities
Council of Independent Colleges
National Association of College and University Business Officers
National Association of Independent Colleges ant Universities
National Association of Schools and Colleges of the United Methodist

Church
National Association of State Universities and Land-Grant Colleges

Si ncerely,

Robert H.
President

cc: Members of the Subcommittee

63:
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IS MANDATORY RETIREMENT
OVERRATED? EVIDENCE
FROM THE 1970s*

RICHARD V BURKHAUSER
JOSEPH F. QUINN

ABSTRACT

In this paper we argue that mandatory retirement is only one aspect of a much
broader system that influences an individual's retirement decision. We look at
responses over time to variations in mandatory retirement rules faced by a
sample of private-sector workers aged 62-64 in 1973. This is done within a
model that specifically includes the economic incentives present in Social Se-
curity and pension systems. We find that the impact of a mandatory retirement
rule on work is considerably smaller than a simple comparison of those with
and without mandatory retirement would imply.

The 1978 Amendments to the Age Discrimination in Employment Act raised
from 65 to 70 the minimum age at which most workers can be forced to
retire from their jobs solely because of age. This change was an attempt by
Congress to reduce the incidence of age discrimination and to reverse a
dramatic labor force trend toward earlier retirement over the past 35 years.
In this paper we develop a methodology to estimate the potential impact of
this amendment on the labor force participation rates of older workers and
utilize it on a sample of men interviewed in the mid-1970s.

Burkhauser is a faculty member of the Department of Economics and the Institute for Public
Policy Study, Vanderbilt Univ. sity. Quinn is on the Department of Economics faculty at Boston
Cr,:;ege.

Research for this paper was principally funded by the U.S. Department of Labor, wider a
contract with the Urban Institute. The research was begun while both authors were at the
Institute for Research on Poverty, University of Wisconsin-Madison, and were supported
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There is little question that a mandatory retirement age affects the labor
supply decisions of older workers. But it is only one aspect of a much broader
social policy which will continue to influence these decisions despite the man-
datory retirement age change. Thus, the analysis requires a model that in-

cludes the incentives in the pension and Social Security systems and their
impacts on the retirement decision. We consider these below, along with
variables generally outside the public policy realm, such as health, earnings,
and marital status.

In Section I we show the incidence of mandatory retirement rules on
older workers and the relationship between this labor supply constraint and
the presence of pension income. A major point is that mandatory retirement
frequently occurs at precisely the age at which financial incentives to retire
(from Social Security and pensions) go into effect.

In Section II we develop an economic model of labor supply behavior
that shows more formally the potential effect of the institutional arrangements
of our pension and Social Security systems on job separation. This model
allows us to estimate the effect of various retirement incentives and, therefore,

to isolate the impact of mandatory retirement rules.
In Section III we present equations based on this model that predict job

exit for workers not subject to mandatory retirement. We then use these
results to estimate the effect of raising the minimum retirement age from 65
to 70 on the labor supply behavior of private-sector workers who were subject

to such a constraint.
In Section IV we review our principal findings and use the results to

predict the number of workers aged 62 to 64 who would have continued on
their jobs over a two-year transition period if the 1)78 Amendments had

been in effect in 1973.

I. MANDATORY RETIREMENT RULES AND PENSION PLANS

The principal objection to mandatory retirement rules is that they curtail an
individual worker's ability to choose when to leave a job. The elimination of
such rules would ensure a worker's right to stay on the job, but would not
ensure that he will actually do so. The timing of retirement will vary among
individuals because of different tastes and attitudes about work and different
health conditions and family responsibilities. But it will also depend on eco-
nomic variables that influence the choice between continued work and re-
tirement.

Pension plans can and do exert economic pressure on individuals to leave
a job or the labor force. The very existence of a pension provides a worker
with the option of leaving the job and accepting benefits after some age. For
workers who do not fully anticipate these benefits or who face imperfect
capital markets, the income impact of pension eligibility increases the like-
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TABLE 1
RELATION BETWEEN MANDATORY RETIREMENT AND ELIGIBILITY

FOR EMPLOYER PENSION BENEFITS, MEN AGED 62-64 IN 1973

Mandatory Retirement

% Workers Eligible
to Collect Pension Benefits % Population

During Next :n Each
Two Years Later Never Category

During next two years 77 17 6 15Later 54 35 11 22Never 22 25 53 63
% population in each

category 37 26 37 100

Source: Retirement History Study 1973-1975.

lihood of job separation at that age. Few would object to this impact of
pension plans on work. If those who chose to continue working were rewarded
with increased yearly benefits that fully compensated them for the benefits
forgone, only individual tastes and preferences would enter into such a choice.
Such a pension system would be neutral with respect to the timing of benefit
acceptance. It would encourage or discourage job separation at any particular
age only to the extent that any asset affects such a decision.

But many pension systems are not neutral with respect to the timing of
benefit acceptance. For both Social Security and employer pensions, the ex-
pected value of total benefits usually falls when postponed past some age.
Even for those not facing mandatory retirement, such plans encourage re-
tirement at that age.

It is important to distinguish, then, economic incentives to leave a job
from those related to mandatory retirement provisions. This is especially true
because the age at which pension and Social Security benefits can be received
is often the same as the mandatory retirement age.

Table 1 illustrates this relationship for a sample of workers from the
longitudinal Retirement History Study, described below and in the Appendix.
Among workers aged 62 to 64 in 1973 who faced mandatory retirement
during the next two years, 77 percent were also eligible to receive employer
pension benefits from their jobs during the same period.' Of the remaining

1 In each of the biennial Retirement History Study surveys, worker were asked, "Is there
a compulsory retirement age where you work? 'Mut is, will you have to top working at
your present job at a certain age?" By searching over the four surveys with which we were
working (1969, 1971, 1973, and 1975), we compiled accurate mandatory retirement data
for virtually our entire sample. For a more thorough description of the interactions in the
American retirement system, see Burkhauser and Quinn (7].
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23 percent, 17 percent would receive pension benefits later, and only 6 percent
were never eligible for benefits. Of those subject to mandatory retirement
later (after 1975), only 11 percent were excluded from pension coverage. In
contrast, fewer than half of those without a mandatory retirement age enjoyed
pension coverage. The remainder (53 percent) were not eligible for retirement
benefits from their current employer. Mandatory retirement and pensions,
therefore, usually go together, and both are expected to influence the retire-
ment decision.

The relationship between mandatory retirement and Social Security work
disincentives is also close. The most common age of mandatory retirement,
prior to the 1978 ADEA Amendments, was 65, and this is precisely the age
at which most workers become eligible for full Social Security benefits. Social
Security wealth generally decreases with continued work after this age, when
the actuarial adjustment falls from nearly 7 percent per year of delay to only
3 percent (1 percent prior to 1982). This loss in Social Security wealth if
one continues working also provides an incentive to retire that is unrelated
to mandatory retirement.

II. LABOR SUPPLY IMPACT OF PENSION SYSTEMS

Mandatory retirement rules are closely intertwined with Social Security and
pension plans and, as we will show in this section, 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 mandatory retirement
is only one part of a broader pension system, it is a constraint upon em-
ployment only to the degree that workers would have conti ed at that job
in its absence. Therefore, a 'all model of work behavior is r.:zessary to isolate

the marginal impact of a change in mandatory retirement rules.
The ideal method of measuring this impact would be through a controlled

experiment in which a representative sample of workers is divided randomly
between a "treatment" gnmur and a "control" group. Since no such data
exist, we utilirt the best alternativethe longitudinal Retirement History
Study (RHS). We develop a model which predicts the probability of job
separation and movement out of the labor force for workers not subject to a
mandatory retirement constraint during the sample period, and then use the
estimated equation to predict the labor supply behavior for workers who are

so constrained.
Mandatory retirement rules and employer pensions most directly affect

job separation and only indirectly affect hours of work. For this reason, our
efforts will concentrate on predicting discrete changes in a worker's behav-

iort' ' is, the probability that a worker will remain on his job, take ^ new
job. or leave the labor force in a given period. Such a model misses the

,67
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indirect impact that pensions or mandatory retirement rules may 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. Although acceptance of pensions
is almost always contingent on job separation, this is not the case with Social
Security benefits. But we argue that for most workers wishing to reduce wage
earnings in an attempt to increase Social Security benefits, job separation is
the most likely route.

Measuring Pension Wealth

Emphasizing the wealth nature of the choice posed by both pension plans
and Social Security clarifies the relationship between the timing of job sep-
aration and the actuarial value of these benefits. At any moment in time,
the wealth value of a pension is the present discounted value of all future
pension payments:

(1) WEALTH(s) Z7_,
r_lA(f)

(1 + r)'
where s denotes the period in which pension benefits actually begin?
WEALTH(s) is a vector of wealth values of a pension initially taken at
different periods, all evaluated in present value terms adjusted to period 0.
(p,) is the probability of living through the ith period. B,(s) is the pension
stream which accrues if the pension is accepted in period s (0 prior to s, B,(s)
thereafter), and r is the discount rate. Like any asset, pension rights should
have the usual negative impact on labor supply. But more important in our
model, a pension may take on different values depending on the labor supply
behavior of a worker. It is this change in pension wealth that we emphasize.
As will ilc. seen, mandatory retirement rules are only one aspect of the pension
system used by employers to ensure job separation. Structuring pensions so
that their value falls when postponed may have a similar effect'

We define DELTA as the change in pension wealth when receipt is
delayed one period:

2 We have ignored funding issues and have taken Social Security and pension promises at
face value. For workers on the eve of retirement, we think that this a reasonable assumption.
For younger workers, however, it is not clear that they will treat unfunded promises in the
future as wealth, and therefore unclear how researchers studying wealth distributions or
labor market behavior should treat these rights.

3 In a related paper [9] we argue that pension systems change an individual's net wage when
they are actuarially unfair. We calculate the net earnings (wage and salary plus the change
in pension wealth during the year) for a large group of older workers, and find remarkable
similarities between those with and without pensions who do not have mandatory retirement.
Those with pensions and mandatory retirement continue to have higher wages than the
others, therefore necessitating, according to Lazear [18], the mandatory retirement con-
straint.
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(2)
1,,B.::1 M(0)

WEALTH(1) WEALTH(0) C(0) = E; ,
(1 (1 + r) '° (1 + r)'

C(0)

DELTA equals the net difference in the pension wealth minus C(0), the
employee's contribution to the pension system during the period. The DELTA
value depends on the change in benefit amounts following delayed receipt.
There are two possible sources of a change in B: a benefit recalculation
following an additional year of work and an actuarial adjustment. In defined
contribution plans, yearly benefits are based on contributions paid into the
pension system. A worker continuing on his job through period 0 would
increase B(s) due to an increase in C. Most pension systems are defined
benefit plans, however, in which there is no direct relationship between yearly
contributions and benefits. In such a case, B(s) will usually increase on the
basis of Ane other criteria such as years of service, average earnings, age,
etc. Actuarial adjustments are additional changes in B,(s) which compensate
workers for postponing accei. ince. B,(s) increases by some percentage for
each year benefit; are postponed. Thus, pension wealth is sensitive to the
method in which benefits are adjusted, either by increased contributions or
by some defined benefit rule, or because of a postponed actuarial supplement.
(The assumptions behind our calculations of pension and Social Security
WEALTHs and DELTAs are discussed in the Appendix.)

It is important to recognize the difference between a change in the
pension wealth and the pension income available in a single year. Two workers
both eligible to receive $5,000 in annual pension benefits if they leave their
job today may act quite direrently if the first worker, by delaying acceptance,
receives substantially larger benefits in all subsequent years, while the second
worker receives rio increase in future benefits. In the first case, the increase
in future pension income offsets the loss in benefits this year, while in the
latter case, postponed benefits are lost forever.

Depending on the details of the retirement income plan, the DELTA
value can be posi 've (a wealth gain under our definition) or negative (a
wealth loss). In a related paper [9] we analyze the distributions of pension
and Social Security DELTAs for the RHS sample. By 'age 65 (the modal
mandatory retirement age prior to the ADEA Amendments) virtually all of
the eligible respondents in our sample had negative DELTA valuesthat is,
they would lose pension and Social Security wealth if they continued working.
In that paper we treated wealth loss as a pay cut, and suggested that t!.,.
structure of the pension may provide employers with an alternative to man-
datory retirement to induce job exit. In this paper we test whether workers
do appear to be sensi'.ve to these incentives, and we find that they do.
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The Model

We argue that pension wealth (WEALTH) and the change in pension w,alth
(DELTA) are the theoretically and empirically important determinants of
labor supply decisions. For this reason we concentrate on these aspects of a
pension rather than its value in a single year. When the increase in yearly
benefits associated with th new B(s) just otfsets the loss of benefits during
the postponed period plus 4 additional contributions paid into the pension
plan during the period, the pension is neutral and DELTA is zero. In such
a case a pension, like any other asset, will have only a wealth effect on labor
supply and that effect will be captured by the WEALTH term. Only when
DELTA is positive or negative does the timing of pension acceptance havethis additional effect on job separation. More formally, given equation (2),the period in which a worker decides to leave the job and collect a pension
can be shown by using the indirect utility function of equation (3):
(3) A 4°' i[w(s), W(s), Z1
In this model an individual's well-being is a function of his/her wage earnings
w(s) over each period of life, pension wealth here denoted W(s), and otherfactors Z such as marital status and other personal characteristics. Both the
wage earnings and pension wealth variables can be affected by the period
(s) during which pension benefits are accepted.

Equation (4) states that:

(4) dn/dw > 0; wow > 0
that is, increases in wages or in pension wealth increase well-being. Equation(5) shows the effect on well-being of a change in the period in which pension
benefits are accepted:

do du dW(s) du dw(s)
d(3) dW(s) d(s) dw(s) d(s)

In a pension system that is actuarially fair with respect to age of acceptance,
the pension wealth 'oes not change with (s) and the first term in equation

(5)

4 For examples of single-period analyses of the impact of OASI on labor force participation,
see Baskin [4], Baskin and Hurd (5], and Hall and Johnson (16]. The multiperiod issue
of cht.nges in the asset value of OASI is not considered in the theoretical section of Baskin
and is explicitly assumed away by Hoskin and Hurd. Hall and Johnson acknowledge theimportance of a multiperiod model but present none. Their empirical estimate of the valueof a pension is a single-yeal unadjuiked flow value which does not make a 1.,tinction between
initial or permanent benefit loss. For examples of attempts to use a replacement rate as an
explanatory variable of OASI acceptance and labor farx exit, see U.S. Departr ent of
Health, Education, and Welfare (23, 24 For an example of the use of a replacement ratevariable for private pension acceptance, see Barfield and Morgan (2]
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(5) is zero. But if the present value of lifetime benefits falls when acceptance
of benefits is delayed, this first term is negative. If the alternative wage, either
ifi another job or in home work (leisure), is less than the wage in the current
job, delaying acceptance permits continuation of the job for another period,

and the second term in equation ,:1 is positive.

(6) gel /As) - for all other s

Equation (6) states that workers will attempt to maximize their well-being

by choosing a work path such that pension acceptance and job separation
occur at s", the period for which utility is maximized. As equation (5) shows,
the trade-off between potential wages and potential changes in the asset value

of the pension is the crucial financial factor in the decision to separate from

a job.
Employers can affect the aLe of retirement by tilting pension benefits

to ensure that ss occurs at the age they desire employees to separate from
the firm. Mandatory retirement rules are relevant constraints to continued
job tenure only if s' is greater than the prescribed mandatory retirement

age. Whether a worker completely leaves the labor force or simply changes
jobs depends on whether his opportunity wage rate in alternative employment

exceeds his reservation wage.
The effect of Social Security on job exit can be captured in the same

way. Like pensions, after some point Social Security wealth falls and this
increases the likelihood of job exit.' It is important to note that Social Security
and pensions can affect work marginally through chuiges either in hours
worked on the same job or in hours worked on another job, and discretely
by increasing the possibility of moving from full-time work to little or no
work. Our model captures discrete changes that involve either movements to

new jobs or exit from the labor force. We do not predict the changes in hours
that these changes might bring.

The emphasis here is on the way that pensinn plans influence job exit.

This discrete decision is very much like the discrete decision to participate
in a negative income tax program. Ashenfelter [1] points out that a family
that is offered the opportunity to participate in a negative income tax program
will do so if the harmful effect of participatinga decrease in the after-tax
wage rate that a family member facesis outweighed by the beneficial et

5 In fact, the relationship between OASI and work is more complicated. A worker who stays

at a given job cannot at the same time receive a private pension from that job. This is not

the case with Social Security, which exempts a certain amount of earnings ($2400 in 1974)

and then reduces benefits by $1.00 for every $2.00 of wage earnings. Our model ignores

this option and defines Social Security DELTA as the difference between current Social

Security wealth and the wealth following an incremental year of work, plusemployee Social

Secunty taxes during the yeas. For a fuller discussion of this issue, see Burkhauser and

Quinn PI . For a complete graphical exposition of the budget constraint facing older workers,

see Sunless and Moffitt [1 1 I.
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fectthe increase in the guaranteed income level the family will receive. The
decision to leave a job and take a pension may be similarly analyzed. It will
depend on whether the fall in wage earnings is compensated for by the change
in retirement income wealth from pension acceptance.

Ir. addition to the economic variables (wage earnings, DELTA, and
WEALTH), demographic and health variables are included in the empirical
analysis. Sex, class of worker, and age are used to disaggregate the sample,
to isolate more homogeneous groups for analysis. The sample used in this
paper is non-self-employed men aged 62 to 64 in 1973. Marital status is an
independent variable, as is mandatory retirement after the transition period
(that is, after 1975). The latter is included to test for the existence of an
anticipatory effect of mandatory retirement t-iore the date occurs.

Health status has always been found to Le an important variable in
retirement research. When retired people are asked why they retired or left
their last job, health is a frequent response. (See Barfield and Morgan [2],
Reno 1211, or Schwab [22].) In addition, when actual retirement behavior
is analyzed in a multivariate (regression or logit) framework, health emerges
as a sign;ficant explanatory variable (see Gordon and Blinder [14], Boskin
and Hurd [5], and Quinn [19]). The RHS does not include clinical diagnostic
data on respondents' health problems. It does, fortunately, contain a number
of subjective questions concerning work limitations, health status (relative to
peers), and changes in health status since the previous interview. Since we
are concentrating on labor force transitions over time, we utilize health de-
terioration during the transition period. We have intentionally not used re-
sponses derived from questions regarding reasons for retirement, since these
may be unreliable measures of health status (see Quinn [19], fn. 3).

III. DATA, RESEARCH METHODOLOGY, AND FINDINGS

This research utilizes the Retirement History Study (RHS), a ten-year lon-
gitudinal survey of the retirement process begun by the Social Security Ad-
ministration in 1969. We have four years of data, at two-year intervals, on
more than 8,000 respondents aged 58 to 63 in 1969. The RHS contains
information on current labor force status, job history, health status, income
and assets, consumption expenditures, social activities, ar.d the labor force
status and history of the spouse, if applicable. In addition, the Social Security
Administration has appended its internal earnings record for each respondent,
thereb.; permitting precise calculation of potential Social Security benefits.

In this paper we are concentrating on the group most likely to confront
a mandatory retirement constraintmen aged 62 to 64 in 1973 (and therefore
64 to 66 in 1975).6 We have eliminated certain groups, such as the bedridden

6 The sample has been disaggregated by age because these groups were subject to different
Social Security incentives. Those 5f.l to 61 (in 1969) were ineligible for Social Security
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and housebound, the self-employed, and government workers, and are left
with a sample of 1,048 men, 921 who are not subject tomandatory retirement
during the two-year transition period, and 127 who are.'

We are investigating the impact of mandatory retirement constraints on
the labor market transitions of older workers. The transition we emphasize

here is the decision to leave one's base-year (1973) jof . Even at this age,
however, a few workers who leave decide to take a new job rather than
withdraw from the labor force. Empirical estimates for this second decision

(new job vs. no job) are not included in the tables but are discussed and used

in the simulations.
The methodology involves two stages. First we isolate those employed

individuals who do not face mandatory retirement during the transition period

and analyze the factors that explain their observed transitions. V4re then use

these equations to predict the transition behavior of those with mandatory
retirem nt, on the basis of all their explanatory variables (health, Social
Security and pension status, etc.) except mandatory retirement. We are im-

plicitly assuming that the two subgroups differ only in mandatory retirement
and in the distribution of their other explanatory variables, but not with
regard to preferences or unobserved variables." We draw conclusions con-

retired workers' benefits at the beginning of the transition period. Those 62 to 64 (in 1973)

were eligible, but only for reduced benefits. The ok:est group (65 to 67 in 1973) had already

become eligible for full Social Security incentives. It is important to remember that although

the wording of the earnings teat does not change when one reaches 65, the incentives do
and dramatically. This occurs because the actuarial adjustment drops from about 64 to 1

percent (3 percent u of 1982). With an actuarially fair adjustment, the incentive effect of

the earnings tat should be mitigated by the adjustments. Benefits forgone now (because

of earnings over the exempt amount) would not really be forgone, but just delayed, and

returned in the form of appropriately higher benefits later. It is notclear whether 7 percent

is fair or not, in an expected value sense; it is clear, however, that it is much fairer than 1

percent or the 3 percent effective in 1982.

7 The self-employed were excluded because they work in a ,,ery different institutional envi-

ronment than do wage and salary workers, and are renerally unaffected by mandatory

retirement constraints. The government workers are dropped primarily because of their
pension situation. All federal employees (and some state and local employees) :re excluded

from the Social Security system and have employer (civil service) pensions that resemble

Social Security more than they do most employer pensions. Since w keep Social Security

and employer pensions sep.trate in the analysis, we decided to avoid the confusion by

concentrating on private-sector workers. In addition, the mandatory retirement age fr r most

federal government workers was 70 during this time (and has since been eliminai d), so

there was little to be learned about this issue from this subsample.

8 This is a strong assumption. In choosing occupations tnd employers, workers may consider

the manuatory retirement provisions. If this is true, this variable may be correlated with

retirement preferences, with those who prefer to work longer underrepresented in jobs with

the 93nstraint. A full simultaneous model of the selection of job attributes (including man-

datory retirement and pen ions) and retirement behavior is beyond the scope of thi, paper.

As we will argue below, ' owever, we suspect that this bias is small and that It works to

overestimate the impact I i mandatory retirement, which we find to be small.
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cerning the impact of mandatory retirement by comparing the predicted and
actual behavior of those under the constraint. If their actual behavior is
accurately predicted by these other variables, then there appears to be little
impact of mandatory retirement; it is largely a redundant constraint. If large
differences between predicted and actual retirement patterns remain, how-
ever, mandatory retirement may be the explanation.

Transition Equations

The transition equations are estimated with both regression and logit tech-
niques. The regression results are included because the coefficients are direct
estimates of partial derivatives (changes in probability) and are therefore
easy to interpret and discuss. The logit results are introduced because they
are more appropriate for estimation problems with dichotomous dependent
variables. The qualitative findings and predict ions are almost identical, as is
shown below.

Among these 921 men employed in 1973, 49 percent held the same job
in 1975, 11 percent had moved to a new job, and 40 percent held no job in
1975. What explains these differences in behavior? The empirical results for
the decision to leave the base-year job are shown in Tab::: ?.. Since the
dependent variable equals 1 if one aoes leave, these hi'e " ";it" equations .°

Health is clearly an important determinant in the 1 ment decision,
and this is confirmed in our regression results (Table 2, col. 1). Health de-
terioration during the transition period is highly significant and 'owers the
probability of staying on the 1973 job by almost 10 points. Marital status
and the existence of a mandatory retirement in the future were not significant
determinants. The point estimates, however, suggest that married men are
more likely to quit and those anticipating mandatory retirement after 1975
less likely.

The most interesting results, however, are the coefficients of the financial
variables. As expected, higher earnings potential, ceteris paribus, iriuces
older workers to stay on the job. And also as expected, financial penalties
inclyce them to leave. Both the Social Security and pension DELTAs are
significant explanatory variablesthe higher the wea:.11 loss that occurs with
an additional year of work, the higher the probability of withdrawal from
the job. Each $10,000 in wealth loss is associated with increased quit prob-
abilities of two to three percentage points.'° Since pensions (and DELTAs)

9 Our dependent variable is based on actual labor force status at two points in time, and we
do not distinguish between quits (retirements) and layoffs. In this age cohort, however,
among those not subject to mandatory retirement, we suspect that most all terminations
are quits.

10 In this paper we are interested in the impact of changes in mandatory retirement laws on
labor force participation behavior We assume that those who have already withdrawn will
not be affected by changes in a nonbinding constraint. Therefore, we concentrate onlyon
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are correlated with mandatory retirement, we hypothesize that some of what

may look like a mandatory retirement effect may really be the influence of

pension and Social Security incentives. We will estimate the importance of

this below.
Even if pensions did treat early and late retirements in an actuarially

fair manner (and the DELTA values were zero), pension and Social Security

programs should still have a straightforward wealth effect. The rights to

future streams of retirement benefits dc represent wealth and in fact are more

important, in aggregate, than other more traditional forms of wealth (see

Quinn [20]). Of the WEALTH terms, only the pension coefficient is signif-

icant. Weak wealth effects are frequently found in the retirement (and other

labor supply) literature and may reflect an unobserved correlation between

wealth and a proclivity for work."
In the second column are the logit results. The signs and significance

levels are almost identical. Health deterioration, negative Social Security or

pension DELTA values, and pension wealth appear to induce job separation,

whereas high earnings levels discourage it. Marital status, future mandatory

retirement, and Social Security wealth are statistically insignificant.

As mentioned above, we also estimated equations for those wilo did leave

their base-year jobs, to predict whether they moved to a new job or out of

employment altogether." The explanatory power of this equation is very low,

those still working at the start of the transition period. The Social Security coefficients will

therefore underestimate the overall impact of OAST on the population as a whole (not of

interest here) because they miss the effect on those who retired at 62, perhaps in response

to Social Security eligibility.
The model also understates the impact of Social Security on those in our sample by

ignoring any effects on hours of work. Social Security differs from most pensions in that it

permits partial retirement and continued work on the same job. There is an exempt amount

before OASI benefits are decreased, and the implicit tax rate is 50 percent after that In

contrast, pensions usually require complete withdrawal from the current job, and sometimes

from the industry. Since our model concentrates on discrete changes in behavior rather

than on continuous changes in hours, we miss whatever hours effect Social Security induces,

except when accompanied by a job change.

I I This point was originally made by Greenberg and Kosters [15]. People with a taste for

work are likely to have accumulated wealth (including retirement benefits) and are likely

to retire later than others. This is not because one causes the other, but because both are

caused by this unobserved personality characteristic. This positive correlation between wealth

and labor supply tends to mask the negative causal relationship which economic theory

predicts
Standard wealth variables (e.g., stocks, bonds, real estate, etc.) were not included in

the final equations for two reasons. First, they are very poorly measured, and there is a

high proportion of "No answer" or "Don't know" responses. Second, the variable was

consistently insignificant, probably because of measurement error and the missing variable

problem mentioned above.
12 The specification we use here differs slightly from those used in Table 2. First, the pension

DELTA term is excluded since nearly all pensions require that one leave the job (and

sometimes the industry), but rarely require complete labor force withdrawal In otherwords,
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but a few interesting results appear. Those who leave their jobs and whose
health deteriorates are less likely to remain employed, though the effect is
not quite significant. Eligibility for a pension on the base-year job and pension
wealth are both deterrents to reemployment. Social Security wealth, on the
other hand, is not significant. This difference may reflect the fact that pension
rules (unlike. Social Security) do sometimes prevent reemployment in the
same industry. For someone with considerable industry-specific training, this
constraint would mean a sizable wage decrease in alternative employment,
and a large disincentive to finding a new job. Finally, the market wage rate
is significant and positive, indicating that respondents are more likely to move
to a new job the higher the reward for doing so.

Transition Predictions

The equations above were at Ated using only those respondents who were
not subject to mandatary retirement during the transition period. In this
section we concentrate on the men in the sample who were. Of these men,
all of whom were employed in 1973, 83 percent were out of the labor force
by 1975 (see Table 3). Of those remaining in, 9 percent were still on their
1973 job and 8 percent had switched jobs." This contrasts strongly with the
behavior of those who were not subject to mandatory retirement by 1975.
Of these, only 41 percent moved out of the labor force, 48 percent stayed on
the 1973 job, and 11 percent changed jobs. These numbers represent a very
large potential mandatory retirement effect. The percentage moving out of
employment ig more than twice as high (83 vs. 41 percent) among those with
a mandatory retirement constraint. Although interesting, this is not the rel-
r vant comparison since it ignores differences in other characteristics. In Table
3, we predict how those subject to mandatory retirement would have behaved
if this constraint had not existed but all their other characteristics remained

the pension (and the DELTA) can be claimed in either case, so the DELTA should not
affect the choice. Concerning the Social Security DELTA, the theory is less clear, since
the regulations penalize earnings (after the disregard) from any source. The Social Security
DELTA was not significant, however, and so it was dropped. Finally, the market wage is
represented by an imputed wage rate (from standard human capital equations for white-
and blue-collar workers separately) rather than by last year's earnings. We argue that those
earnings reflect firm-specific human capital and accumulated seniority, both of which are
forfeited when the base-year job a left. The imputed wage reflects the average reward paid
in the market for the individual's characteristics.

13 Eleven workers subject to mandatory retirement during the transition periodwere found
to be on the same job two years lateran apparent contradiction. There are at least three
possible explanations for :his. In some cases mandatory retirement provisions exist, but
special exceptions can be made by management. In other cases, the mandatory retirement
applies not when one turns 65, but at the end of the year in which one turns 65. Someone
turning 63 in early 1973 and reporting mandatory retirement at 65 could then work all of
1975 and be found employed during the 1975 survey. Finally, there could be reporting or
recording errors in the mandatory retirement or labor force data.
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TABLE 2
JOB EXIT EQUATIONS FOR MEN AGED 62-64
(Dependent Variable =t 1 if respondent leaves

his 1973 job by 1975)

Regression Results Logit Results

Explanatory Variables B t B t

Constant .464 .169 .58

Health deterioration 1973-1975 .098 2.37* .300 1.68*

Mandatory retirement after 1975 .050 1.07 .087 0.43

Married .066 1.16 .303 1.23

Earnings last year .010 2.76' .042 2.53*

Social Security DELTA .019 2.30* .112 2.83'
Pension DELTA .032 2.04 .221 2.67'
Social Security WEALTH .003 0.21 .029 0.52

Pension WEALTH .033 2.25* .125 1.79*

F test 4.69' AO"

Definitions of Variables and Mean Values

Mean
Variable Definition Value

Health deterioration "How would you say your health today
compares with your own health two
years ago? Is it better, worse, or the
same?" (Worse = I) .25

Mandatory retirement after 1975 Mandatory retirement some time after
the transition period (1973-1975) .22

Married (Yes = 1) .87

Earnings last year (Thousands of dollars) 8.78

Social Security DELTA See text (thousands of dollars, at 5%
discount rate) .19

Pension DELTA See text (thousands of dollars, at 10%
discount rate) 46

Social Security WEALTH See text (ten-thousands of dollars, at
5% discount rate) 4.66

Pension WEAL?!! See text (ten-thousands of dollars, at
10% discount rate) .86

Significant at 5 percent level, one-tail test.
* *Likelihood ratio index.

the same. We derive these predictions from logit results (Table 2) by applying

them to the mandatory retirement sample. If our predictions, which ignore

mandatory retirement, turn out to be quite close to actual behavior, then

7
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TABLE 3
TRANSITION PERCENTAGES, ACTUAL AND PREDICTED,

FOR THOSE WITH AND WITHOUT MANDATORY PETIREMENT (MR),
MEN AGLD 62-64 IN 1973

Out of the
Mandatory Retirement Status Labor Force Same Job New Job

Not subject to MR: actual 41 48 11
Subject to MR: predicted 63 35' 2
Subject to MR: actual 83 9 8

a Based on an equation not shown in the text, but available from the authors.
b Based on the logit results in Table 2.

there is little room for a mandatory retirement effect. The larger the gap in
predicted vs. actual behavior, the greater the potential impact of mandatory
retirement.

As is seen in Table 3, differences in other explanatory variables explain
much, but certainly not all, of the differences between those who are and are
not currently subject to mandatory retirement. Only 41 percent of men who
were net subject to mandatory retirement are out of the labor force in 1975.
Of those who were constrained, we predict (with the logit results) that 63
percent would be out, but 83 percent were. Of the initial 42-percentage-point
gap (83-41), 20 points are explained by other differences (83-63) and 22
points are not (63-41). From another view of the same transition, 48 percent
of those not facing mandatory retirement were in the same job by 1975. Of
those who did face it, we predicted that 35 percent would stay, but only 9
percent actually did. Of the 39-point differential in actual behavior, then, 13
points (33 percent of the total difference) are explained while 26 points are
not.

In suz.imary, there are large differences in labor force behavior between
those who are and who are not currently subject to nu idatory retirement.
Those who do face mandatory retirement are more than twice as likely to
leave employment as those who do not. Approximately one-half of this dif-
ference, however, can be attributed to other factors, such as the different
pension incentives which apply. The remainder cannot be explained and might
be attributed to the residual factor, mandatory retirement.

These unexplained residuals, however, probably overstate the impact of
mandatory retirement. The distribution of workers among jobs with and
without mandatory retirement may not be random, and may be correlated
with retirement age preferences. For individuals who prefer to work after
age 65 (or, under current legislation, 70), a compulsory retirement rule is a
serious drawback. It will result in either an involuntary retirement or a job
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switch at an age where job and career transitions are often very difficult.
Such individuals may 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 before 65, on the other hand,
would not view compulsory retirement provisions as a drawback and may be
disproportionately represented in such jobs.

Statistically, this issue can be viewed in two waysas a case of speci-
fication error or one of simultaneity bias. In the first, an unmeasured ex-
planatory variable (taste for retirement) is missing and is positively correllted
with one of the variables we are analyzingthe presence of mandatory re-
tirement provisions In the second, a dimension that we are treating as ex-
ogenous (the existence of mandatory retirement provisions) is not strictly so,
but rather is jointly determined with the retirement decision we are studying.
In either case, mandatory retirement will appear more important than it is.1

Unfortunately, this is only speculation. We can establish the direction
but not the m- ude of this effect. The latter would require a complete
model of initial job and job characteristics selection and job changes during
the work life, and that is not the focus here. We suspect this bias is small,
however, because of the long job tenure of most of our sample. More than
57 percent had been on their current jobs 20 or more years, and over 78

percent had more than 10 years of seniority. We suspect that mandatory
retirement provisions, which are subject to change over time anyway, are not
of major concern in the job selection process of younger workers, and therefore
that the correlation with retirement preferences is low. In any case, the bias
exaggerates the impact of mandatory retirement which, we will argue, is

small anyway.

IV. SUMMARY AND CONCLUSION

This rest- :eh suggests that mandatory retirement does have an effect on the
labor supply patterns of older workers, but that it is smaller than simple

comparisons of the two groups would indicate. This is because those with

mandatory retirement provisions often face other factors (primarily retire-
ment income) that induce labor force withdrawal. We have suggested that

our estimates of the mandatory retirement impact are upper bounds of the
actual effect. In this section we use these results to estimate the magnitude
of the mandatory retirement effect, in absolute terms and relative to the size

14 Some support for this is presente by Halpern 1171 who finds very few people, in either

the National Longitudinal Surveys or the Surveys of New Beneficin , who are subject

to mandatory retirement, who do not retire at that age, and who ci 1 they would prefer

to work longer Our research suggests why.
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of this age cohort. We do this by asking how the labor force wy. ld have
changed over this two-year period if mandatory retirement at age 65 had
been forbidden in 1913, as it currently is.

These estimates are, of course, only a first approximation, since they are
made in a partial equilibrium framework. Ehrenberg [13] has pointed out
that wages, pensions, and mandatory retirement rules are probably deter-
mined simultaneously, since they are all parts of the compensation package.
In the simulations below we consider the effect of changes in mandatory
retirement, but leave wage rates and pension characteristics unchanged. The
ultimate impact of the change in the law will depend crucially on how firms
alter these other dimensions of the package, particularly pension rules. This
response remains to be seen.

It shou4d also be remembered that these are the estimated results of a
counterfactual experiment being run in the mid-1970s, prior to the change
in the mandatory retirement law. Many things have changed since then. A
decade of inflation has changed the real value of many employee pensions.
I abo; markets have weakened considerably, perhaps increasing employer
pressure and decreasing employee desire to retire. And the actuarial adjust-
ment for delayed Social Security acceptance past age 65 has been increased
from 1 to 3 percent per year. This is still far less than actuarially fair, so
that incentives of the type we have described still exist. Legislation passed
in 1983 will gradually raise this actuarial adjustment to 8 percent between
1990 and 2009. This final rate will be close to actuarially fair and thus will
substantially reduce the size of the Social Security DELTA for most workers.
Accurate estimation of the magnitude and impact of these recent events,
however, would require an analogous data set from the 1980s.

We have estimated two mandatory retirement effects. The major one is
running into the constraint during the transition period and the minor one
is having such a constraint later. The former was studied with the method-
ology discussed in this paper. For the latter, we simply inserted a dummy
variable into the equations. Its coefficient was negative (suggesting that people
are slightly less likely to leave their job before mandatory retirement), small,
and insignificant (see Table 2). Its effect is ignored in the counterfactual
experiment below which may lead to a slight overstatement of the effect of
the mandatory retirement amendments on job effort.

Table 4 estimates the increase in the !attor supply of men aged 64 to 66
in 1975 which would have occurred if mandatory retirement constraints had
been eliminated. We begin by estimating the proportion of those men aged
62 to 64 in the labor force in 1973 who faced mandatory retirement before
1975 (now), after 1975 (later), or never. We then applied these proportions
to the total population of employed men aged 62 to 64 to get the absolute
number in each category (row 1). These numbers were then multiplied by
the actual proportion of each group who remained in the labor force through

0
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TABLE 4
IMPACT OF ELIMINATING MANDATORY RETIREMENT (MR)

ON THE LABOR SUPPLY OF MEN AGED 62-64 IN 1973

Men Working in 1973 Subject Male Population Aged 62-64 m

to MR Rules (000) (000) 6
C

Labor Force x
ZParticipation Rate'

Now Later Never Total Total' (Employed/Pop.)

69%°376,

41

1973 238' 364' 1,039 1,641 2 =
C

Preamendment MR rules X
Still in LF in 1975 40 200 603 843 2,236 38% Z
% decline over 1973 83% 45% 42% 49% x

Postamendment MR rules
40%'236,Still in LF in 1975 88 200f 503 891 2 C

% decline over 1973 63% 45% 42% 46% x(-i
Change (000) +48 0 0 +48 +2% M

a Nc ,. during the transition period 1973- 1975; later =. after 1975.
b Estinote derived from Social Security data.
c Percentages of male worker population subject to MR, based on Table 1. Total labor force population based on estimates derived

from Social Security data.
d Estimated from BLS data.
e Survivor rate, based on life tables for men.
f Using the value of the mandatory retirement riable at .he mean value of the logit equation would reduce the work effort

of this group by 4 percent.
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1975, given the institutional arrangements (the pre-Amendment rules) which
actually existed. These proportions, derived from the RHS sample, yield the
absolute labor force magnitude in row 2. To derive the number in row 4 we
added to these proportions the mandatory retirement effect and multiplied
these augmented proportions by the population estimated in row l.'s The
absolute increases in labor force participation are seen in row 6.

These rough estimates indicate that approximately 48,000 more men
who were employed in 1973 would have remained so in 1975 had there been
no mandatory retirement at age 65. This is an increase of about 6 percent
(48/843) in the size of this employed pool. All of the increase occurs among
the small proportion of men who would have confronted mandatory retirement
during the period. This change would be slightly offset if we included the
small (and statistically insignificant) anticipatory effect. We assume that the
change in the law would have had no impact on those in jobs without man-
datory retirement rules.

This increase of 48,000 men is very small when compared to the pop-
ulation of this cohort. It raises the labor force participation rate by only two
percentage points, from 38 to 40 percent. It is much smaller, of course, when
compared to the size of the total labor force.

The impact of mandatory retirement, then, is both large and small. It
is large in the sense that it does have a significant effect on the labor force
participation probabilities of those older men who are so constrained and
who do not retire earlier. We estimate that it raises the probability of moving
out of the labor force, over a two -yzar period, by 20 percentage points, which
is about one-half of the raw differential separating the two groups. However,
when we compare the actual number of men who work until they reach
mandatory retirement age and would have worked longer to the size of their
age cohort or the size of the labor force, the aggregate impact of the change
of the law is seen to be small.

APPENDIX

The data for this research are taken from the first four waves of the Re-
tirement History Study (RHS)a ten-year longitudinal analysis of the re-
tirement process undertaken by the Social Security Administration. The study
began with more than 11,000 men and nonmarried women aged 58 to 63 in
1969. The respondents were reinterviewed at two-year ir. Prvals. By 1975,
the last wave available when this research was undertaken, the sample was
down to approximately 8,600 due to death, institutionalization, mobility, or
noncooperation of some respondents. Our work is based on a subsample of
these 8,600 respondents.

15 The current mandatory retirement effect is based on the logit results in Table 3 (.83
.63 m. 20).
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Social Security and pension 17EALTH and DELTA variables were cal-
culated for each worker for 1974. (We observe the respondents in 1973 and
in 1975. We ssume those employed in 1973 remain so until 1974 and then
make the labor supply derision we olerve in 1975.) This was a relatively
simple process for Social Security because the RHS data include actual Social
Security records and because we knew the rules on which benefits are based.
For each respondent we calculated:

(1) WEALTH(0), the present discounted value, in 1974 dollars, of the
Social Security benefit stream if the individual claimed benefits in 1974 (see
equation (1) in the text), and

: EAL7H(1), the present discounted value, in 1974 dollars, of the
stream which would brain in 1975, after the individual worked another year.
Following the zero valuz for Social Security receipt in 1974, B(1) would
exceed B(0) both because: of the actuari el adjustment and because of the
change in average monthly wages due to increased wage earnings. We assume
real wivies for 1974-1975 would equal the actual 1973-1974 wages for al:
workers. For Social Security WEALTH we used a 5 percent discount rate
since benefits are indexcil for inflation (previously by congressional act, now
by law). Pension WEALTH was calculated with a 10 percent d4ccount rate
since pension benefits are generally not automatically indexed for inflation
after retirement. There is considerable controversy over the appropriate dis-
count rate for Sccial Security. See, for instance, Blinder, Gordon, and Wise
[3] and Burkhauser and Turner ¶101.

As described in the text ( equation 2), Sccial Security DELTA is this
change in the WEALTH acceptance is postponed one year plus the
employee's Social necurity contributions during that hypothetical year of
additional work.

Pension WEALTH and DELTA estimates were more difficult to obtain
since annual benefits had be derived from individual questionnaire re-
sponses. As with Social Security, knowing a yearly pension is only the first
step in estimating WEALTH and DELTA values. Because we had no details
on the structure of pension plans, the following assumptions were made:

(a) .v yearly benefiez described by the workers did net include a joint
and survi piovision, though some private pension plans do provide for
acicsrial adjustments for survivors' benefits.

(b, The benefit amount (B,(s)) is based on years of service, so that on
additional year of work increases the benefit by 1/n, where n is the number
of years with the film.

(c) For those currently eligible for reduced but not full benefits, the
benefit amoiit also increases because of an actuarial adjustment. Since we
do not knot. these actuarial adjustment factors for the individual pension
plans, we used .cry rough industry averages.

The procedure was then the same as is described above. We calculated
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two values of pension wealth (with and without an additional year of work)
and defined DELTA as the difference. A fuller discussion of the problems
associated with all the variables used in our analysis is available (Burkhauser
and Quinn [8]).
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12 The Effect of Pension Plans
on the Pattern of
Life Cycle Compensation
Richard V. Burkhauser and Joseph F. Quinn

Mandatory retirement is one means of enforcing long-term contracts
between employees and firms to insure that earnings over a worker's
tenure equal the value of that worker's marginal product. In this paper,
we argue that pension plans provide an alternative way to enforce these
contracts. In section 12.1, we discuss the implications of using pension
plans as a mechanism for adjusting compensation to induce job exit. In
section 12.2 we use actual earnings and pension data from the Retirement
History Study to show the importance of pension benefits in labor com-
pensation. In section 12.3, we show the effect of pension and social
security rules on the pattern of net wage earnings for workers nearing
"traditional" retirement age and consider their use as an alternative to
mandatory retirement.

12.1 The Effect of Pension Plans on Net Wages

The passage of the 1977 Amendments to the Age Disc7imination in
Employment Act increased from 65 to 70 the minimum age at which a
worker could be terminated for reasons of age alone. Some people have
proposed that mandatory retirement be eliminated entirely. Edward
Lazear has argued, however, that even in a competitive labor market,
mandatory retirement may yield 'vantages to both labor and manage-
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ment (Lazear 1979, p. 1264). He argues that while the 1977 Amendments
will aid the current group of older workers, the total elimination of
mandatory retirement would reduce economic efficiency.

Lazear provides an important example of a life cycle approach to labor
agreements. Once it is recognized that there is a multiperiod contract, it
can be shown that the usual efficiency conditionthat the wage equals
the value of the marginal product (VMP)is no longer a necessary
characteristic of a competitive market. Though it is true that a worker's
VMP over his tenure with a firm must equal his wage earnings over that
period, wage earnings need not equal VMP during each period. "Other
things equal, a worker would be indifferent between a wage path which
paid him a constant dollar amount over his lifetime and another one
which had the same present value but paid him less when he was young
and more when he was old" (Lazear 1979, p. 1264). Other things equal,
firms also would be indifferent between the two. tts Lazear suggests,
however, other things may not te equal, and it may pay both firms and
workers to agree to long-term earning streams which pay workers less
than their VMP when young and mere than their VMP when old. This
arrangement is superior because turnover and its attendant costs are
decreased, and workers are indt ::ed to cheat less and workharder on the
job (Lazear 1979, p. 1266). A necessary condition ofsuch an agreement,
however, is a mechanism for fixing a time after which the worker is no
longer entitled to receive wage earnings greater than VMP. Lazear
argues that mandatr,ty retirement provides this mechanism.

Clearly, mandatory retirement rules are one means of forcing older
workers to leave a job after some mutually agreed upon age. In this
paper, howe car, we suggest that it is only one such mechanism. Firmscan
also use pension plans either to induce exit from the job or to reduce, net
earnings (as s'efined below) after some age. When a pension plan is part
of a total compensation package, long-term contracts can be enforced
through pension rules which effectively penalizeworkers who stay on the
job "too long."

Employer pension plans ate an extremely important component of the
financial environment for many older Americans. These plans are com-
plex and differ tn many aspects, such as coverage criteria, age of earliest
eligibility, age of full benefit amount, and inflation protection
after retirement. In empirical work on the impact of these plans on
worker behavior, it is necessary to ignore many of the specifics of the
plans (which are often unknown to the researcher in any case) and to
sommarize the plans along very simple dimensions.

The wealth equivalent of pen ion rights provides an excellent summary
statistic of the magnitude of a plan. At any moment in time, the value of a
pension to a worker is equal to the present discounted value of all
anticipated future payments:
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(1) WEALTH(s)
p,B,(s)

a, (1 + r)''

where s refers to the time period in which pension benefits are first
claimed. WEALTH(s) is actually a vector of asset values for a pension
initially taken at different periods (s), all evaluated in present discounted
value terms adjusted to priod 0. P, is the probability of living through the
ith period, and B,(s) is the benefit stream associated with a pension
accepted in period s. The discount rate is r, and n denotes the age at the
end of benefit receipt (arbitrarily chosen to be 100 in this research).

Pension wealth is higher, the earlier one is eligible to accept benefits,
the higher the benefits upon receipt, and the lower the relevant discount
rate. The disci ,unt rate has two components: the real rate of interest
(reflecting the tai tha, ne would prefer a real dollar now to one in the
future) and the expected rate of inflation (since nominal dollars in the
future will buy less than they do today). In cases where plans are fully
indexed (such as social security and federal government employee retire-
ment benefits), the inflation component disappears. Where future ben-
efits are only partly indexed (as with many state and local government
plans), only the uncovered portion of inflation is included.

By structuring pensions so that their value falls when receipt is post-
poned past some age, employers can ensure either job exit or a reduction
of real wages of workers who remain on the job past that age. We define
DELTA as the change in pension wealth from period 0 to period 1 plus
C(0)the worker's contribution to the pension during the period (which
is 0 in noncontributing plans):

(2) DELTA = WEALTH(0) WEALTH° ) + C(0)

p,B,(0) p, B,(1)
+ C(0) .

,--=0 (1 + i=1 (1 + r)'

The sign and magnitude of DELTA depend on how the ,,,enefit stream
changes when one delays receipt. There die two possible sources of a
change in B,: the benefit calculation formula and the postponed benefit
adjustment formula. In a defined contribution pension system, yearly
benefits are based on employer and employee contributions paid into the
system. A worker continuing on his job until period 1 would increase
B,(s) in the future because of increased contributions by him or the firm.
Most pension systems are defined benefit plans, however, in which there
is no direct relationship between yearly contributions and benefits. In
such a case, B,(s) will increase on the basis of other criteria, like years of
service, average earnings, or age.

Actuarial adjustments are additional changt. B,(s) which compen-
sate workers for postponing acceptance, B,(s) : eases by some percent-
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age for each year benefits are postponed. Thus, pension wealth is sensi-
the to the method in which benefits are adjusted, either directly by
increased contributions or by some defined benefit rule, or because of an
actuarial supplement for postponed rectipt.

It is important to recognize the difference between pension wealth and
the pension income available in a single year. Two workers both eligible
to receive $5,000 in annual pension benefits if they left their jobs today
may act quite differently if the first worker, by delaying acceptance,
receives a substantially larger yearly pension in the future, while the
second worker receives no increase in benefits. In the first case, the
increase in future benefits offsets the loss in pension benefits this year,
while in the latter case, postponed benefits are lost forever.

How then does a typical pension -ffect life cycle earnings? For simplic-
ity, we assume in figure 12.1 t. .1 VMP of a worker on the job and in
all other activities is constant .oss life, but that the employer and
employee find that it is optimal to agree on a lower yearly salary at
younger ages. Total yearly compensation (what we define as net earn-
ings) equals wages and salary minus DELTA, the loss in pension wealth.'
In this example, we assume the worker is vested at age A, iirst starts to
receive total compensation above VMP at age B, and reaches peak total
earnings and pension wealth at P. After that age, decreases in the asset
value of the pension reduce net earnings until at S they just equal VMP.

Wage Earnings
and

Net Earnings
I

$

Pension
Wealth

P
A/

J ,..
,.. VMP./ M 0\./

K ."-..

L

A B P S* Age

A P S. Age

Fig. 12.1 Life cycle gross and net earnings of a worker in a given firm.
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Notice, however, that lifetime earnings also equal lifetime marginal
priAuct. Hence, the area (H!JKL) equals the area (JPQ) (in present
discounted value terms). The ability to mix pension benefits and salary
enables the employer to decrease actual net earnings, even as wage
earnings (the size of the paycheck) continue to increase. We argue that
changes in pension wealth can have a significant effect 'n the actual net
earnings of older workers and can provide employers with an alternative
means of enforcing long-term labor contracts.

12.2 The Importance of Retirement Income Plans

Pension wealth is important in the retirement decision in two ways.
First, it has a wealth effect as does any asset. The higher the pension
wealth, ceteris paribus, the higher the probability of labor force with-
drawal. But equally important, pension wealth is not a constant, it varies
with the age at which the pension is claimed. This concept of wealth
change (DELTA) is central to this paper, and we treat this change as a
component of current compensation. When positive, DELTA represents
a wealth lossa cost to continued work, or equivalently, an earnings
reduction. When negative, the present discounted value is increasing by
more than the employee contributions, and net earnings are higher than
they appear.

Both the WEALTH and DELTA values for workers around retire-
ment age can be substantial. We use data from the Social Security
Administration's Retirement History Study (RI-IS) to estimate these
values. (A description of the data and the derivation of these variables
appears in the appendix.) Table 12.1 shows pension WEALTH values for
full-time, private sector, male workers (not self-employed) aged 63 to 65
in 1974, using 5 and 10 petcent discount rates.' Almost two-thirds of the
sample has some pension wealth (either from their current job or a
previous job). Using the lower discount rate, over 5 percent of our
sample (9 percent of those with pensions) has over $50,000 (in 1974
dollars) in pension wealth, and one-third of the entire sample (over
one-half of those with pensions) has benefits in excess of $20,000. One
measure of the value of a pension for the group is that the median pension
wealth value for those with pensionsabout $21,000is over twice the
value of median annual wage earnings for this group ($9,400). At the
higher 10 petcent discount rate, pension wealths are lower, but the
median is still over $15,000one and a half times the average annual
earnings.

DELTA values for these same respondents are shown in table 12.2.
These values are positive when the wealth value of a pension falls over the
year. While we know the yearly pension benefit of workers in the RHS,
we do not know the method used by each private pension to derive these
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Table 12.1 Percentage Distribution Pension WEALTH for Full-Time Employed Men, Aged 63 to 65,
by Age and Discount Rate (5% and 10%), 1974

$5,001- $10.001- f/A.,.01- $30,001- $50,001
Age 0 $1- -5,000 10,000 20,000 30,000 50,000 75,000 $75,001+ N Median'

Discount Rate 5%

63 365 4.8 13 2 12 1 12.2 138 74 00 189 $21,500
64 36.2 5.5 11.0 18.1 16 5 ,1 0 1 6 0 0 127 $17,813
65 38.6 4.0 2 0 17 8 11 9 14 9 6 9 4.0 101 $26,250

Discount Rate = 10%

63 36 5 11.1 13 2 16.4 9.5 11.6 1.6 0.0 189 $15,000
64 36.2 11.0 12.6 24.4 12 6 3.1 0 0 0.0 127 $12,708
65 38 6 4.0 10.9 14.9 12.9 14.9 3.0 1.0 101 $20,417

Source: (for all tables): Retirement History Study, 1969-75.
'Median of those with positive pension WEALTH. Medians calculated on Intervals of $2,500.
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Table 12.2 Percentage Distribudon of Pension DELTA? for Full-Time Employed Men, Aged 63 to 65,
by Age and Discount Rate (5% and 10%), 1974

S -2,000 S -999 $1,001- $2,001- $,;,001- $4,001 -
Age to -1,000 to -1 0b S1-1,000 2,000 3,000 4,000 5,000 $5,001 + N Median'

Discount Rate = 5%

63 3.2 21.7 43 4 20 1 4.8 2.6 1 6 0 5 2 1 189 $148
64 0.0 3 9 46.5 18 9 15 0 11.0 0 0 3.9 0.8 127 $1,156
65 0.0 1 0 47 5 10 9 13 9 12.9 4.0 4 0 5 9 101 $2,062

Discount Rate = 10%

63 1.6 18.0 43 4 13.8 12.2 5 3 3.2 0.0 2 6 189 5482
64 0.0 3.1 46.5 15 7 16 S 10.2 3 1 2.4 2 4 127 $1,393
65 0.0 1 0 47 5 8.9 13 9 12 9 4.0 4.0 7 9 101 $2,208

The difference in pension wealth when the pension is postponed one year from 1974 to 1975 See the appendix for a fuller explanation of this vanable
°Some respondents have positive pension WEALTH but no DELTA because the pension was earned on a previous job DELTA refers only to the changes
in pension wealth on the current job, since this is the only wealth affected by current labor supply decisions
'Median of those with nonzero pension DELTA. Median calculated on Intervals of $250.
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benefits or to change them over time. Therefore, we have used data from
the Bureau of Labor Statistics' Level of Benefits Study to assign pension
characteristics to workers in our sample based on their industry and
occupation. Since years of service is the dominant method of calculation
in defined benefits programs, we assume benent increases are based on
years of service, a value available in the RHS, and use industry and
occupation averages to calculate actuarial adjustments. (A fuller discus-
sion of our methodology is found in the appendix.)

For workers aged 63, DELTAS (discounting at 5 percent) are closely
split between positive and negative values. For those aged 64 and 65,
pension wealth falls with continued work for most workers. The median
loss at age 65 is over $2,000almost 20 percent of the median wage of
workers aged 65 who are in jobs with pensions. For those aged 64 it is
$1,156 or 12 percent, while for those aged 63 it is only $148. With the 10
percent rate, future gains are discounted more heavily, and the resultant
DELTA values are slightly larger.

Using a very different methodology (data on actual pension plans are
applied to hypothetical individuals), Lazear reaches similar conclusions,
that t. 1-expected present value of pension rights generally declines at
retirement is postponed (Lazear 1981, p. 20). He interprets this as a
modern form of severance paya bonus to those who retire early. The
terminology is different front ours, but the basic point is the same
beyond some age workers are re nalized financially by their pension plans
for continued work.

The incentives implicit in the social security system can be summarized
in analogous fashion, although there are two complications. The first
involves spouse's and dependent's benefits in the event of the respon-
dent's death. These are important aspects of social security coverage and
should be considered. In this work, we have ignored children's benefits,
but have augmented social security wealth by considering the probability
of the spouse outliving the respondent (using the age of each and survival
tables) and collecting benefits on her own, at two-thirds of the combined
rate.

The second complication concerns an option open to workers under
social security, but not under private pension plansto continue working
at the came job am; collect benefits. A worker who stays at a given job
cannot at the same time receive a private pension from that job. This is
not the case with social security, which exempts a certain amount of
earnings 42400 in 1974) and then reduces benefits by $1.00 for every
$2.00 of wage earnings. Since we are interested in discrete changes in
labor force behavior (withdrawal from a given job), and because we are
primarily interested in the impact of pensions on net earnings in a given
job, we have ignored this option. and have defined social security
DELTAS in the same nu ..ner as abovethe difference between current
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social security wealth and the wealth following an incremental year of
work, plus employee social security taxes during that year. The more
difficult it is for a worker to adjust his hours within a job, the more likely it
is that discrete changes in labor force behavior will be the 'response to
social security incentives. To the extent that workers receive benefits
during that year and remain in their same job, this calculation overstates
the social security cost of that employment and the disincentive to remain
on the job. To minimize that Joblem, we have restricted our sample to
those who are employed full-time and who are, therefore, least likely to
combine work in the same job with social security receipt.

Tables 12.3 and 12.4 illustrate the magnitude of social security
WEALTH and DELTA value to workers nearing traditional retirement
age. Social security WEALTH is substantial, for our subsample of full-
time workers. Coverage is almost universal, and over 70 percent of this
sample haz over $50,000 in social security rights (1974 dollars-5 percent
real discount rate). At the lower 2 percent real rate, two-thirds of this
sample has over $70,000 in social security wealth. Wealth values rise or
fall over time depending on whether the benefits lost by delay are out-
weighed by the future increments due to the recalculation of average
earnings and the actuarial adjustment.

Prior to age 65, whetne, the actuarial adjustment and benefit recalcula-
tion outweigh the benefits lost through postponement of acceptance
depends on the discount rate used (see table 12.4). When a 5 percent rate
is employed, about 80 percent of the 63 and 64 year olds in our sample
gain by delay. The median values of the wealth increases for those eligible
for social security are $1852 (for those aged 63) and $857 (for those aged
64). When a 10 percent rate is used, only 41 percent of the 63 year olds
and less than 20 percent of the 64 year olds gain, and the median wealth
losses associated with a year's delay are $115 and $937, respectively.'

At age 65, when the actuarial adjustment drops to 1 percent (3 percent
as of 1982), nearly everyone loses with delay, and the losses are substan-
tial. Even with a 5 percent discount rate, the median loss in our sample is
over $3000. At 10 percent, it is slightly higher.

That industrial pensions and social security benefits are a major source
of wealth for workers on the verge of retirement is clearly shown in tables
12.1 and 12.3.' That this wealth will vary to an important degree across
potential retirement ages is seen in tables 12.2 and 12.4. As we will see in
the next section, ignoring the effect of these changes will lead to a
significant overstatement of the actual net earnings of older workers.

12.3 An Empirical Look at Net Earnings

In this section we calculate the net earnings of men aged 59-65 who are
full-time wage salary workers in the private sector. It is this group of

95



. I $

Table 12.3 Percentage Distribution of Social Security WEALTH, Full -Time Employed IV
by Age and Discount Rate (2% and 5%), 1974

I, Aged 63 to 65,

530,001- $40,001- 550,001- $60,(101- 570,001- 580,001 -
Age 0 $1-30,000 40,000 50,000 60,000 70,000 80,000 90,000 N Median'

Discount Rate = 2%

63 36.5 4 8 13.2 12 1 12.2 13.8 7 4 0.0 189 521,500
64 36.2 5.5 11.0 1C.1 16.5 11.0 1 6 0.0 127 S17,813 us
65 38 6 4.0 2.0 17.8 11 9 14.9 6 9 4 0 101 526,250

1.

Discount Rate = 5%

63 5.8 5.3 7.9 12.2 68.8 0.0 0 0 0.0 189 554,216
64 3.1 2.4 8.7 12 6 44.1 29 1 0.0 0 0 127 556,818
65 5.9 2.0 7.9 7.9 20.8 55 5 0.0 0.0 101 562,278

'Median of those, with positive social secunty WEALTH. Calculated on intervals of 52,000
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Table 12.4 Percentage Dbeibation of Social Senility DELTA.; Full-Time Employed Men, Aged 63 to 65,

by Age and Dbcount Rate (5% and 10%), 1974

-56,000 - 52,999
to 3,1Y1 to -1,500

- $1,499
to - 750

-$749
to 1 6 $1-750

$751-
1,500

$1,501-
3,000

$3,001 -
6,000 N Median°

Discount Rate = 5%

63 3 51 15 14 6 11 1 0 0 189 $1,852

64 1 34 16 29 3 12 4 1 0 127 -$857
2,044

65 0 0 0 1 6 1 2 43 48 101 $ to
tD

Discount Rate = 10%

63 0 1 3 37 6 24 24 5 0 189 $115

64 0 0 1 18 3 28 31 19 0 127 $937

65 0 0 0 0 6 0 3 28 63 101 $3,586

'Social security DELTA is the change in social security wealth if receipt ispostponed one year (from 1974 to 1975), plug employee social security taxes paid

during that year. Because of the peculiar technique used by the social security system to adjust postponed benefits, 5 and 10 percent discount rates were used

in this table rather than the 2 and 5 percent rates used for social security WEALTH (See note 3 and Burkhauser and Turner 1981).

'Median of those with nonzero social security DELTA.
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men nearing "traditional" retirement age who were expected to benefit
most from the change in the mandatory retirement law. Usi; the first
four waves of the RHS (196' -75), we study men who were aged 9-61 in
1970 and these same men aged 63-65 in 1974.5 All the men in our sample
remained on their same full-time jobs from 1969 to 1973. We analyze the
effect of the private pension system on the net earnings of thesemen and,
more importantly, on the relationship between the net earnings of work-
ers with and without pensions and mandatory retirement.

Table 12.5 presents the median earnings and median net earnings
(earnings minus private pension DELTA) at various ages for three
subsamples defined by pension and mandatory retirement status. (A
fourth group, those without pensions but with mandatory retirement, was
too small for analysis.) As can be seen, workers with pension plans have
higher earnings than those without such plans regardless of mandatory
retirement.

What then is the effect of pension rules on net earnings in this age
group? How do pensions relate to mandatory retirement as a method of
assuring that lifetime contracts are enforced? In table 12.6, we calculate
the ratio of earnings net of pension DELTA to unadjusted earnings for
those who are eligible for pensions.' (For those not eligible for pensions,
the ratio (as defined so far) would be 1.) The impact of age can be seen in
two ways. The median ratios decrease monotonically, and decline to 0.83
by age 65. In addition, the display of the distribution illustrates the shift
from ratios above 1 at the younger ages to below 1 later on. At ages 59 and
60, for example, most of these workers are enjoying a slight supplement
to pay because of increasing pension asset values. By 64 and 65, however,
nearly all are losing, and a substantial proportion is experiencing a pay
decrement of over 20 percent.

Table 12.7 shows another interesting result. Here we compare the
median net earnings of those with pensions to that of those without. We
disaggregate the pension sample by mandatory retirement status and
simply create ratios from the columns in table 12.5. For those without
mandatory rules, we find that the median net earnings of the pension
subsample has dropped to precisely thatof those without pensions by age
65 (i.e., the final ratio in the first column is 1.00)2 For those with a
pension and with mandatory retirement, the ratio also falls, but only to
1.19.

These results are preliminary and are based on small samples. But they
strongly suggest that pension systems do eventually reduce the true
earnings of older men who continue on their same job. In fact, the
difference in earnings between workers with and without pension plans
narrows dramatically as workers approach age 65, and for those in our
sample, it disappears entirely for workers not subject to mandatory
retirement.
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Table 12.S Medea Earnings and Earnings Net of Patsies DELTA' by Age and by Pension and Mandatory Retirement Status

Without Mandatory Retirement Without Mandatory Retirement

Without Pension Benefits

With Mandatory Retirement

With Pension Benefits With Pension Benefits

Age

Wage
Earnings

Net Wag,:
Earning: N

Wage
Earnings

Net Wage
Earnings N

Wage
Earnings

Net Wage
Earnings N

to
ia.59

60
61

63
64

65

$6,292
5,750
6,594

7,750
6,521
7,813

S6,292
5,750
6,594

7,750
6, "'i
7,813

66
50
42

66
50
42

S 8,250
7,750
7,833

10,250
10,075
9,750

S

8,250
8,167

10,458
9,479
7,833

38
32
19

38

32

19

$ 8,700
8,312

10,027

11,250
9,791

12,250

S 8,583
8,188

10,292

10,786
8,441
9,321

69
36
34

69
36
34

Tension DELTA with 5 percent discount rate. Earnings are in 1970 dollars for ages 59-61, and in 1974 dollars for ages 63-65. Medians based on intervals of

$500
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Table 12.6 Percentage Diabibution of Ratio of Earnings Net of Pension DELTA to Earnings for Those with Pensions,
by Age and Mandatory Retirement Status

Age
Less
than .80

.80-
90

.91-
o5

96-
1.00

1 01-
1 05

106-
1 10

111-
1.20

1.21-
1 30

Median
Ratio

Without Mandatory Retirement

59 11 0 5 5 39 39 0 0 1 04
60 3 9 6 9 44 16 9 3 1.03
61 16 0 5 11 53 5 5 5 1 03

63 11 8 11 18 37 13 3 0 1 00
64 28 28 25 16 3 0 0 0 0.88
65 42 21 11 26 0 0 0 0 0 83

With Mandatory Retirement

59 7 3 1 13 41 26 9 0 1 03
60 7 3 0 19 50 17 3 3 1.02
61 6 6 15 24 29 21 0 0 1.00

63 9 9 20 23 23 13 3 0 0.98
64 25 42 8 14 8 3 0 0 0.86
65 35 53 6 3 3 0 0 0 0.83

I 0 u
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Table 12.7 Ratio of Median Net Eandap of Those with Pensions,
by Mandatory Redressed Status, to Median Net Earnings
of Those without Pensions

Age

With( it Mandatory
Retirement

With Mandatory
Retirement

59 1.30 1.36

60 1.43 1.42

61 1.24 1.56

63 1.35 1.39

64 1.45 1.29

65 1.00 1 19

Source. Net wage medians in table 12.5.

The net earnings of workers subject to mandatory retirement also
decreased as they neared age 65. Nevertheless, their net earnings were
still about 20 percent greater than net income of those not subject to
mandatory retirement rules. In fact, this may be the reason why manda-
tory retirement was a necessary part of the personnel strategy in these
firms.

In table 12.8, we add the effect of social security DELTAS, using a 5%
discount rate. As mentioned above, workers can continue on their job
and receive social security benefits. For workers who do both, the
DELTAs used here exaggerate the losses. Nevertheless, the results are
provocative. Here we calculate the ratio of earnings net of both pension
and social security DELTAS to current earnings for those with and
without pensions. The medians suggest that pensions and social security
on average provide a slight wage increase up to age 65. These medians
hide a considerable amount of dispersion, however. Among those 59-61,
for example, between a sixth and a third of those with pensions lose
retirement wealth if they continue to work. At age 65, the median ratio is
about two-thirds for those without pensions and nearly down to one-half
for those with a pension. Thus, measures of compensation which do not
take the effect of pensions and social security into consideration dramati-
cally overestimate the value of continued work at this age. For the
median workers in our sample eligible for both social security and pen-
sion benefits at age 65, unadjusted wages overstate true earnings by
almost 100 percent.

In this paper, we have described and estimated some of the work (or
retirement) incentives implicit in current pension and social security
rules. But we do not estimate the impact of these incentives on labor
supply. In a related paper, however, we do and find that changes in
pension and social security wealth are significant explanators of the labor
supply behavior of older Americans (Burkhauser and Quinn 1983). The
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Tabk 12.3 Percentage E istribution of Ratio of Earninp Net of Pension and SoeW Security DELTA to Earnings, by Age and Pension SIM=

70 and .71- 91- 96- 1 01- 1.06- 1.11- 1 21- Median
Age less .90 95 1.00 1.05 1.10 1 20 1 30 1.31+ Ratio

Without Pensions

59 0 0 0 6 23 41 24 6 0 1.07
60 0 0 0 0 22 44 30 2 2 1.08
61 0 0 2 7 19 33 31 7 0 1.08
63 0 3 6 11 12 11 24 23 11 1.13
64 6 4 8 10 16 6 32 10 8 1.10
65 74 17 2 7 0 0 0 0 0 0.65

With Pensions

59 6 4 1 3 17 29 35 / 0 1.08
60 4 1 3 7 12 29 35 3 4 1.09
61 6 8 4 13 11 23 32 2 2 1.07

63 6 1 6 12 7 11 34 17 7 1.12
64 15 18 13 9 15 4 22 4 0 0.97
65 92 6 2 0 0 0 0 0 0 0.52
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larger the DELTA values, the higher the probabilities that respondents
leave their jobs over a two-year transition period. In fact, these variables

do a better job of predicting transition behavior than do simple eligibility

dummies. This is evidence that these incentives are important and that
workers both understand their general nature and respond to them.

12.4 Conclusions and Data Needs

Mandatory retirement is one method of enforcing long-term contracts

so that the earnings of a worker over his tenure with a firm will just equal

the value of his marginal product. In this paper, we suggest that it is not

the only method of enforcing such contracts. Pension plans which vary in

value across life enable employers to reduce earnings at older ages even

when wage and salary payments as traditionally measured are increasing.

Using data from the RHS we show that pension WEALTH is an
important component of a worker's wealth portfolio and that pension
DELTAS significantly affect net earnings as workersapproach traditional

retirement age. In fact, a measure of compensation which includes pen-

sion shows that workers in our sample who are not subject to
mandatory retirement earn approximately the same amountfor work at

age 65 regardless of whether or not they are eligible for a pension. For

those who are subject to mandatory retirement, earnings net of pension
DELTAS fall as they approach age 65 yet still exceed the net earnings of

those without pensions and mandatory retirement.Thus, firms do appear

to have some motive to use mandatory retirement to enforce job exit. But
adjustments to pensions also are used and appear to be an important
alternative method of enforcement. Once social security is considered it

is even less likely that workers will continue to work past the traditional

retirement age.
There are at least two implications of these findings with respect to

mandatory retirement. The first is that mandatory retirement is less
important than a simple comparison of workers with and without these
provisions would suggest. This is because mandatory retirement often

occurs at precisely the time that these strong social security and pension
incentives go into effect. A simple companso a implicitly attributes the

impacts of all of these factors to mandatory retirement, and thereby
exaggerates its effect. In our paper (Burkhauser and Quinn 1983), we
estimate that approximately half of the raw differential in quit behavior

can be attributed to factors other than mandatory retirement.
The second implication concerns the labor market repercussions to be

expected from changing the age of mandatory retirement (as Congress

has done) or from eliminating it altogether (as has been suggested). Our
research indicates that the effect will depend dramatically on the extent

to which employers can change other aspects of the employment agree-
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ment, particularly the details of the pension system. With enough leeway,
we would argue, firms can bring about retirement patterns very similar to
those observed with mandatory retirement.

A major shortcoming of this research is the lack of knowledge about
respondents' pension planshow benefits are determined and how they
change over time. This knowledge is needed for two reasons. It is re-
quired in order to calculate DELTA values more precisely and to judge
more accurately the impact of these incentiveson retirement behavior. In
addition, it is important baseline data from which to measure changes in
pension rules in response, partly, to changes in mandatory retirement
options.

Specific data on individual pension plans are collected by the Depart-
ment of Labor and have been used by researchers (Lazear 1981 and
Urban Institute 1982). But such data are not generally available about the
respondents who appear in large microeconomic surveys, such as the
Retirement History Study. In other words, we have longitudinal micro-
data sets with superb demographic and economic data, but with very little
detail on pension plans, at.] we have excellent pension data with little or
no personal data on the individuals covered.' That we do not have both is
particularly unfortunate because there is considerably more diversity
across pension plans than across social security. A much larger propor-
tion of the population is not covered, and for those workers who are, the
variation in benefit levels is extreme.' Linkingthese two types of informa-
tion is not a simple prcK.ess. Asking individuals about the details of their
pension plans (beyond information like age of eligibility and amount
expected) is probably fruitless. Using existing Department of Labor files
on pension plans has not been successful. And even asking firms may not
always be the answer, because often they do not administer their own
pension plans. The cost of gathering this institutional information is high.
But so, we would argue, is the benefit. In the meantime, we must
continue to use broad industrial and occupational averages for the benefit
calculation rules, as we have done in this paper, and accept the biases
which such measurement error entails.

Appendix
The data for this research are taken from the first four waves of the
Retirement History Study (RHS)a ten-year longitudinal analysis of the
retirement process undertaken by the Social Security Administration.
The study began with over 11,000 men and nonmarried women aged
58-63 in 1969. The respondents were reinterviewed at two-year inter-
vals. By 1975, the last wave available when this research was undertaken,
the sample was down to approximately 8,600 due to the death, institu-
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tionalization, mobility, or noncooperation of some respondents. Our
work is based on a subsample of these 8,600 respondents. (For more
detail on the RHS, see Irelan [1976].)

Social security and pension WEALTH and DELTA variables were
calculated for each worker for 1970 and for 1974. This was a relatively

simple process for social security because RHS data include actual social

security records, and because we knew the rules on which benefits are
based. For 1970-71, for example, we calculated

(i) WEALTH(0), the present discounted value, in 1970 dollars, of the

social security benefit stream if the individual claimed benefits in 1970

(see eq. [1] in the text), and
(ii) WEALTH(1), the present discountedvalue, in 1970 dollars, of the

stream which would begin in 1971. after the individual worked another

year. Following the zero value for social security receipt in 1970, B(1)

would exceed B(0) both because of the actuarial adjustment past age 62

and because of the change in average monthly wages due to ik.crea3ed

wage earnings. We assume real wages for 1970-71 would equal the actual

1969-70 wages for all workers. Because thesecalculations are sensitive to

the interest rate, we use a 2, 5, and 10 percent rate, both here and in the

pension estimates.
As described in the text (eq. [2]), social security DELTA is this change

in the WEALTH value if acceptance is postponed one year plus the

employee's social security contributions during that hypothetical year of

additional work. This same process is then repeated for the entire sample

in 1974.
Pension WEALTH and DELTA estimates for 1970 and 1974 were

more difficult to obtain. since annual benefits had to be derived from
individual questionnaire responses. As with social security, knowing a

yearly pension is only the first step inestimating WEALTH ind DELTA
values. Because we had no details on the structure of pemion plans, the

following assumptions were made:
(a) The yearly benefits described by the workers did not include a joint

and survivor provision, though some private pension plans do provide for

actuarial adjustments for survivors' benefits.
(b) The benefit amount (B[s]) is based on years of service, so that an

additional year of work increases the benefit by 1/n, where n is the
number of years with the firm.

(c) For those currently eligible for reduced but not full benefits, the

benefit amount also increases because of an actuarial adjustment. Since

we do not know these actuarial adjustment factors for the individual

pension plans, we used very rough industry averages. (These averages

were taken from Urban Institute [1982], which used data from the BLS

Level of Benefits Study).
The procedure was then the same as is described above and in equa-
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tions (1) and (2) for both 1970 and 1974. We calculated two values of
pension wealth (with and without an additional year of work), and
defined DELTA as the difference. The deriva,it,:-.. were again done with
2, 5, and 10 percent discount rates. A fuller discussion of the problems
associated with all the variables used in our analysis is available (Burk-
hauser and Quinn 1983).

Notes
1. A comprehensive definition of compensation is obviously broader than this, and

should include other fringe benefits (such as medical, disability and life insurance, paid
vacations, etc.) as well as nonpecuniary aspects of the job, like working conditions and
employment security. These are not included here because they are not the focus of the
paper and because we have no data on them for the respondents inour sample. Changes in
these other dimensions of compensation after a particular age (for example, a cessation of
medical benefits after age 65) could certainly be important, and would have the same type of
effect as would a decrease in pension wealth.

In this paper, DELTA is defined to equal the loss in pension wealth plus employee
contributions during the year. For ease of exposition, the latter phrase is often dropped.
Operationally, for employer pensions we assumed C(0)was zero; for social security we used
employee payroll taxes in a given year.

2. Private pensions include all employer pensions, but do not include social secunty,
which is considered separately. Most private sector pensions are not automatically indexed
for inflation after retirement, so a nominal rate of interest should be used in discounting.
The early 1970s were a transitionary period for inflationary expectations, so we use two
discount rates, 5 and 10 percent. When we consider social security bent-fits below, we use
lower real rates (2 and 5 percent) since benefit adjustmentshave traditionally been greater
than or equal to the cost of livingpreviously by congressional action and now by law.

3. Due to a quirk in the social security law prior to 1977, we employ higher discount rates
fc: the social security DELTA than for social security WEALTH. From 1961 to 1977, the
absolute cost of living raises given to those who retired earlyat actuarially reduced amounts
were the same as the increments to those who claimed benefits at 65 (Burkhauser and
Turner 1981). The penalty for early retirementwas therefore a constant dollar amount, not
a constant perccatage. One discounts a constant dollar amount with the nominal rate of
Interest, 1 of the real rate used with social security wealth.

It should be remembered that social security DELTA contains both the change in wealth
(usually a loss at age 65) plus the employee's social security contribution during the year
The full-time workers in our sample are disproportionately high wage earners, so their
DELTAs are generally higher than those in the general population.

4. This point is confirmed in a related paper, in which pension and social secunty wealth
are explicitly compared to other more traditional forms of wealthfinancial assets and net
equity in the home, business, or real estate (Quinn 1983). It is found that for many workers
in this age group the asset value of retirement rights dominate all other forms of wealth,
including the value of the home.

5. The Retirement History Study reinterviewed the sample at two-year intervals (1969,
1971, 1913, and 1975), and these are the four snapshots we have. We assumed that
respondents maintained their initial labor force status until the middle of each two-year
interval and then made whatever transitions we observed in the subsequent interview.
Hence, we refer to men aged 59-61 in 1970 and 63-65 in 1974.

1 0 6
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6 We are giatefur to Cordelia Reimers for suggestions on the restructuring oftables 12.6

and 12.8.
7. Since the magnitude of the pension DELTA values increases with age, we suspect that

the pattern illustrated in table 12.7 '- actually smoother than it appears, and the decline in

the ratio more gradual. Unfortuna,...1y, our
particular sample of respondents with neither

mandatory retirement nor pensions includes one age group (60 in 1970 and 64 in 1974) aim

particularly poor earnings (see tablt. 12.5). When they are compared with the subsamplr _

with pensions, the ratios are veryhigh. We suspect that this would not be the case in a larger

sample.
8. The Department of Labor has a data source which combines information on the

details of several hundred plans with the social security data on approximately 400,000

individuals in these plans. With respect to demographic and other economic variables,

however, the research is limited to the very sparse detail on the social security earnings

record. There have been proposals to combine this source with current microsurveys (such

as the Survey of New Beneficiaries or the Exact Match File), but so far this has not been

done.
9. For example, using 1975 data on 244 pension plans from the Bankers Trust Study of

Corporate Pension Plans, and a 10 percent discount rate, Lazear finds pension wealth for

hypothetical individuals ranging PT.. about $400 to over $400,000 (Lazear 1981, p. 19).
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Comment Cordelia W. Remers

This paper opens up a large terrain for future investigation. The basic
insight about changes in the asset value of pensions being a component of
net earningsone that these authors have written about beforeis un-
assailable, and the empirical work is sufficient to establish the practical
importance of pension rules as a mechanism for reducing the net earnings
of older workers and, presumably, encouraging retirement. Burkhauser
and Quinn have clearly put their collective finger on an alternative
mechanism to mandatory retirement.

The actual numbers they report are, as they are the first to say,
preliminary, based on very small and restricted samples and hampered by
the lack of information on respondents' pension plans that plagues most
research on retirement behavior. I would therefore not make too much of
the exact numbers reported here, but would urge Burkhauser and Quinn,
and others, to try to refine these estimates further.

For instance, if we are to believe these numbers, DELTA (even taking
private pensions alone) does not appreciably reduce median net earnings
before age 64; and social security appears to increase median net earnings
before age 65. Yet most men currently retire before that age. Mandatory
retirement cannot be the reason, either, so it appears that we have still
not got a satisfactory exr'.snation of observed retirement behavior.

But there are several ways the numbers might be improved upon, even
with existing data, before abandoning the hypothesis. I shall discuss four
problem areas: the calculation of the private pension DELTAs; the
model of the retirement decision; the use of the median earnings of those
without pensions as evidence on the alternative wage; and the biases
involved in the toice of samples for study.

I can't say much about the way the private pension DELTAs were
calculated, because the appendix is too vague on this point. But one
question does arise regarding these DELTAS. To get around the lack of
information in the Retirement History Study about benefit formulas, the
authors use industry-occupation averages for certain pension plan char-
acteristics. To evaluate this strategy, it is important to know how much
pension pans vary among firms, within an industry and occupation. How
much of the true variation in DELTA is being lost by this imputation? If
industry-occupation averages are much alike, but firmsvary a great deal,
Burkhauser and Qninn's method will produce a much narrower distribu-
tion of private pension DELTAs than actually exists. Then the distribu-
tions of private pension DELTAS and of the net earnings/current wage
ratios would be more spread out in reality than appears in tables 12.2,

Cordelia W. Reimers is associate professor of economics at Hunter College of the City
University of New York.
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12.6, and 12.8 of the paper. How this might affect the medians is any-

body's guess.
On a related point about measurement, these net earnings/current

wage ratios should of course be measured, insofar as possible, net of taxes

and inclusive of other tinge benefitsespecially those that change with

age. It's not clear that taxes have been netted out of the numbers reported

in the paper.
I now turn to the way Burkhauser and Quinn model the retirement

decision and use the numbers as evidence bearing on thehypothesis that
pens' )11 rules induce retirement. First, their model of the retirement
decision, while a major improvement over one that simply compares the
current period's wage and pension benefit, is still too myopic. There is no
more reason for a worker to consider only his curren period wage than
only his current period pension benefit. The optimal timing of retirement
involves comparison of the present values of the entire streams of future
wages, alternative v ages (or values of nonmarket time), and pension
benefits. Tt use a oue-period wage comparison in modeling retirement,
one must assume that once net earnings dip below the alternative wage,
they remain there forever after. (To sec this, ask your alf why we do not

expect a man of 35 to retire from the le: nr forcejust because he has a spell
of disability or unemployment that drastically, but temporarily, reduces
his market wage.) We may to. perfectly comfortable making this assump-
tion for older men, but we ought to be explicit about it.

Second, the numbers in table 12.7 of the paper apr ear to be presented
as evidence about whether the private pension DELTAs are large enough
to induce retirement. But there are several difficulties in interpreting
them that way. If we are trying to explain retirement, we will want to
know how a man's net earnings compare with his own alternative, or
reservation, wage. If we know how much pension DELTAs reduce net
earnings, une additional piece of information is needed: how the net
earnings compare with the alternative wage. Burkhauser and Quinn seem
to interpret their table 12.7 as if it contained that sort of information.
What it does show is the ratio of median net earnings of those with a

pension to median earnings of those without a pension, allowing for the
private pension DELTA only.

To interpret these ratios as containing any evidence at all about
whether pensions reduce net earnings enougi to enforce job exit requires
four assumptions about the median alternative wage: (1) that it is the
same for those with and without a private pension; (2) that it is the same
for those with and without mandatory retirement; (3) that it is equal to
the median current wage of those who have no private pension; and (4)

that the distributions of individuals' net earnings and alternative wages
just 'iappen to be related in such a way that the ratio of th - medians is

equal to the median ratio.
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Given these tour assumptions, we could conclude from table 12.7 of
the paper that, for those without mandatory retirement, the private
pension plan alone is sufficient to reduce net earnings to the alternative
wage level for half the sample at age 65. We could also conclude that,
where it exists, mandatory retirement is needed because the private
pension plan does not sufficiently reduce median net earnings. 1 hese are,
in fact, the conclusions drawn by Burkhauser and Quinn.

However, I think it highly unlikely, first of all, that the median alterna-
tive wage is the same across pension-mandatory retirement status, or is
equal to the no-pension wage. The idea of comparing net earnings of
people with and without pensions to get a comparison of a person's net
earnings and alternative wage would be justified by a model in which
people are randomly assigned to pension-mandatory retirement state ;
and are identical in other respectsin particular, their alternative wage.
Moreover, those without pensions would have to be in a spot labor
market, where wage = VMP at all times. But this model violates the basic
fact that pension-mandatory retirement status is not random, but results
from a selection process such as Walter Oi discusses in his paper in this
volume.

For one thing, we know private pension coverage is positively corre-
lated with education. Besides, workers will tend to sort themselves
among firms on the basis of mandatory retirement and their own prefer-
ences for leisure (i.e., their reservation wages). Furthermore, even on
most jobs without pension plans the wage probably includes some return
to firm-specific hunrn capital and therefore is above the alternative
wage. Some effort to standardize for education and other determinants of
the alternative wage should made before comparing net earnings
across pension and mandatory retirement categories. Moreover, Burk-
hauser and Quinn's table 12.7 completely ignores social security, and it is
the combined effect of social security and a private pension plan that
determines whether mandatory retirement is necessary to end the period
when W> VMP.

Even if we could accept assumptions (1) through (3), however, and
take the median no-pension wag.., as a measure of the median alternative
wage for those v '6h pensions, there is a serious problem with using the
ratio of these medians as evidence on the distribution of the ratio of the
two variables. Individual workers' net earnings/alternative wage ratios
are the variable of interest, yet what Burkhauser and Quinn report is not,
even under assumptions (1) through (3), the median ratio, but the ratio of
median net earnings to the median alternative wage. This may be quite
misleading. Suppose, for example, net earnings were distributed as in
Figure C12.1A, and the distribution of alternative wages looked like
figure C12.18, with everyone's rank order being preserved. Then the
ratio of medians = 1, but the median ratio is clearly much greater than 1.
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A. HYPOTHETICAL DISTRIBUTION B. HYPO".IETICAL DISTRIBUTION
OF NET EARNINGS OF ALTERNATIVE WAGES

Fig. C12.1

(In fact, it would be about 1.8.) It is obvious that we cannot, in general,
learn much of value about the median ratio by looking at the ratio of the

medians.
Turning now to the authors' choice of samples for study: is it really

necessary to confine the samples tofull-time workers, and in some cases

to those who were in the same full-time job in 1969 and 1974? If the
hypothesis underlying the paper is correct, men over 60 with large posi-
tive DELTA are more likely to retire, other things being equal. This
presumably biases the samples toward those men with small or negative
DELTA (though the bias, in fact, Gepends on the correlations among
DELTA, wages, and reservation wages). This could explain the authors'
finding that median net earnings are not appreciably reduced by private

pensions before age 64.
Burkhauser and Quinn are concerned that people who take social

security benefits while keeping the same job would bias their estimates of
the social security DELTA upward, if they included part -rime workers.
They could presumably determine from the Retirement History Survey
how widespread this practice is. My guess is that it's rare, because it is
hard to adjust hours drastically on the same job, and that the downward
bias of DELTA from selecting only full-time workers is more serious.
This bias question is further complicated by the information in note 3 of
the paper, that the social security DELTAS are biased upward because
the sample members tend to be high wage earners.

Those are the main things that bother me about this paper. These
criticisms should not obscure the useful contribution thatBurkhauser and
Quinn have made in emphasizing the potential importance of pension

I. 1
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-..

DELTAs and in actually calculating a thought-provoking, albeit pre-
liminary, set of estimates. I am sure we shall soon be seeing a variety of
efforts to produce better estimates of DELTA, net earnings, and alterna-
tive wages. I shall conclude with a few words about the broader research
agenda in this area of pensions and mandatory retirement.

Lazear (1979) pointed out that, if you have a long-term contract with
W< VMP at first and W> VMP later, some cutoff mechanism is neces-
sary, and mandatory retirement rules can play this role. In this paper,
Burkhauser and Guinn show that pension plans may be structured with
large positive DELTAS after a certain age and can then play the same role
as mandatory retirement in a long-term contract. But these mechanisms
are not identical, and none of this tells us why either mandatory retire-
ment or nonactuarially fair pensions exist in the first place, nor why we
see them used instead of simple wage reductions to terminate the period
when W> VMP in a long-term contract. There may be some clues in the
types of firms and workers that do and don't have mandatory retirement
and pensions with large DELTAs. Perhaps one mechanism is more
efficient than another, tlepending on the circumstances. Perhaps they act
in different ways to sort workers among firms according to workers'
preferences about how long to work. The costs associated with the
various cutoff mechanisms need investigating before we will know the
true costs otraising or abolishing the mandatory retirement age. Burk-
hauser and n make a start in opening up this irnpo, ,ant subject.

Reference

Lazear, Edward P. 1979. Why is there mandatory retirement? Journal of
Political Economy 87: 1261-84.
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Influencing Retirement
Behavior:
A KEY ISSUE FOR SOCIAL
SECURITY

Abstract

Joseph F. Quinn
Richard V. Burkhauser

Recent trends toward earlier retirement threaten future supplies of
labor and the financial stability of many of our public and pnvate
pension systems. One of the few federal efforts now inplace to
reverse this trend has been the 1977 law outlawing mandatory
retirement before age 70 for most American workers. This
legislation by itself will have little effect on retirement patterns,
because strong financial incentives to retire remain imbedded in
the system Changes in the Social Security Act enacted this year
begin to recognize these incentives but are highly controversial
and at best will not begin to go into effect until 1990. To be
sue essful, efforts of pohcymakers to increase work at older ages
must focus on the financial incentives at the heart of retirement
plans rather than on merely attempting to weaken mandatory
retirement constraints

Two current trends threaten the financial viability of the Social
Set only system and the future labor supply of workers. One is the
dramatic shift toward earlier retirement observed over the past
three decades The other is the aging of the American population, a
trend that will continue through the first quarter of the next cen-
tury Although public policy can do little about demography, it can
influence retirement decisions

The recent retirement trend is not at all surprising given the
financial incentives contained within our Social Security and
employer pensien programs The aggregate impact and importance
of these work disincentives will grow as the proportion of the popu-
lation arour'l traditional retirement age continues to increase.This
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possibility suggests a policy problem of the first magnitude. with
consequences in many domains of public policy

RE1111EMENT TRENDS Retirement patterns have changed dramatically since 1950 Where-
as market work by men over 65 was once the norm, it is now

llie hems relatively uncommon. Figure 1 documents these trends. Data from
the federal government's decennial census and Current Population
Survey series show that between 1950 and 1980 the labor force
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Plows I. Labor force participation rates, men and women. 1950 to 1982
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part. cipation rate of men aged 65 fell from 72 to 35%. The trend is
equally clear but less dramatic for younger men. For those over 65,
the proportionate decrease is even more precipitous.

If "normal" retirement age is defined as the .ige at which at least
hallo( the cohort has &coped out of the labor force, then Figure I can
also be used todocument the change in this age ver time. In 1950, it
was not until age 70 that the participation rate of men fell below
50%. By 1970. "normal" retirement age had fallen to 65 By 1982, it
was below 63.0nly 1 man in 3 was still working at 65. and only 1 in 5
at 70.

Retirement patterns for women are more complicated because
two trends are at work. People are retinng earlier, but women are
more likely lobe in the labor force than they used to be For women
over 62. these forces appear to offset each other: their labor force
participation rates have remained relatively constant since 1960.
For women 55 to 60. the proportion at work has grown When the
data for men and women are combined, however, the conclusion is
clearpeople are leaving the labor force earlier than they used to.

asoction to the Trend Until recently. there was no particular alarm over this trend toward
earlier retirement. If anything. it was applauded. It has been sug-
gested that one of the goals of the architects of the Social Security
system was to permit (or induce) older workers to withdraw from
the extremely weak labor markets of the late 1930s.' Although that
goal should have faded in importance as the economy strengthened
during subsequent decades. the early retirement trend was seen as a
logical development in an increasingly wealthy society. Some of
this wealth was being "spent" on leisure, and some of this leisure
was being enjoyed in the form of earlier retirement.

For at least two reuots, however, this trend is no longer viewed
as benign. The first is the financial crisis facing the Social Security
system as well as many other retirement programs in the public and
private sectors. The Social Security system was originally envi-
sioned as fully funded program, capable of meeting all future
claims from accumulated assets. That concept was abandoned by
1939. and today the trust fund is almost completely empty. Current
Social Security revenues are paid directly to current recipients, and
future receipts were recently predicted to be inAdequate to meet
scheduled obligations' Some of this problem is twoorarydue to
the shortfall in Social Security tax revenues during the recessionary
1970s and to the recent overindexing of benefits for inflation' None-
theless, the problem has called public attention to Social Security
funding issuessomething traditionally left to actuaries and spe-
cial presidential panels.

The second reason for concern is anything but temporary. The age
distribution in America is changing dramatically, and the propor-
tion of the population aged 65 and over will continue to rise through
the fir quarter of the 21st century. Using three different sets of
assuroptions concerning fertility and immigration, the Census
Bureau projects that the proportion of the population aged 65 and
over will rise from under 11% currently to between 17 and 20% by
the year 2025.' The old-age dependency rat Jo (the ra t io of those over
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64 to those 18 to 64a rough index of the retiree-to-worker ratio)
will rise from 18% to nearly 33%. This change alone would put a
strain on the Social Security system. When it is combined with
decreased prospects for real growth and a trend toward earlier
retirement. the financial strains multiply'

Remedies There are two general approaches to dealing with these labor sup-
ply changes and bolstering the finances of the Social Security
system. The first involves changes in the tax and benefit structured
Social Security aimed at balancing tax inflows with benefit out-
flows. The second, while related to the first, is primarily aimed at
increasing work effort at older ages.

With regard to the first approach, the country has chosen to rely
primarily on increased payroll taxes. The maximum annual contri-
bution of employees, to* example, has risen from $374 in 1970 to
$2392 in 1983. an increase of almost 150% in real terms. The identi-
cal contribution from employers has done the same. Further
increases in the tax rate are scheduled through 1990, and the tax-
able earnings base is now automatically indexed to rise with the
..cat of living.

But as tax inflows have risen over this period, so have outflows.
The age of earliest eligibility for Social Security old age benefi is was
reduced from 65 to 62 for women in 1956, and for men in 1961.
Moreover, real benefits have risen significantly since the late 1960s.
This can be seen by looking at how the initial benefit received at age
65 has changed over the period. For example, for a 65-year-old
worker with a 65-year-old spouse and with national medir n earn-
ings in each year of his work history, the initial benefit mg; 58% in
real terms between 1968 and 1981. Legislation signed in April 1983
aims at slowing that trend. It leaves the age of earliest eligibility at
62, but reduces benefits slightly by delaying a cost of living allow-
ance by 6 months, It also taxes benefits for high-income retirees for
the first time.

More controversial Ind potentially more important are changes
in the Social Security system scheduled to occur around the turn of
the century. In 1990, the aged normal retirement will slowly begin
to increase from age 65, reaching 67 in 2027. In addition, the
upward benefit adjustment for delayed retirement after 65 will be
increased from 3 to 8% per year. As we will see, this rarely discussed
provision may alter significantly the financial incentives surround-
ing retirement, it will have consequences far beyond the immediate
goal of balancing Social Security receipts and expenditures, and
will influence the supply of labor in the future.

The second broad policy approach is to encourage and induce
later retirement in an effort to slow or perhaps even reverse the
retirement trend discussed above. This requires an understanding
of the nature of the retirement incentives that currently exist in
Social Security and in employer pensions. When these are under-
stood, the changes in the Social Security system planned in the 1983
amendments take on additional significance As we will see, eco-
nomic incentives do influence people's retirement behavior.
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One major federal initiative to permit later retirement was a 1977
amendment to the tee Discrimination in Employment Act that
raised from 65 to 70 the age of earliest mandatory retirement for
most American workers.' Both President Reagan and Represents-
ti ve Claude Pepper, the chief congressional spokesman for the
elderly, favor the outright abolition of all mandatory retirement
provisions. and many Washington observers predict this will occur
in the next several years. Relaxation of mandatory hetirement rules
clearly increases the options available to many employees by per-
mitting them to remain on their jobs until age 70 or longer. But
whether that step alone will alter retirement trends significantly
depends on why workers retire when they do.

The reasons for retirement are many and varied. Some people
work until health problems force them out of the labor force: When
retirees are asked why they left their last job, the factor most
typically mentioned is health! Others retire when they become
eligible for retirement benefits: The surge of retirements at age 62
the age of earliest eligibility for Social Security retiree benefits ia
certainly no coincidence. And still others retire only when they are
forced to by company regulations.

Mandatory retirement rules were widespread in the early 1970s.
Using data (described below) on men and unmarried women aged
Sato 61 and employed in 1969, we found that 43% faced mandatory
retirement on the job they then held! The presence of this con-
straint does not necessarily make it important, but simple behav-
ioral comparisons suggest that it may be. One rough approach is to
compare the labor force behavior of workers with and without
mandatory retirement during a given transition period. Among a
group aged 62 to 64 in 1973, over 37% of those without mandatory
retirement before 1975 were still working then' Of those who did
face mandatory retirement during those two years, only 17%
remained in the labor force in 1975.1'

If mandatory retirement provisions were an important factor in
the retirement dedsions of a large number of workers, then delay-
ing or removing these provisions might change belravior signifi-
cantly. Unfortunately, coincidence does not imply causation. As we
will argue below, mandatory retirement is closely intertwined with
both Social Security and employer pension plans. The benefit struc-
tures of these retirement plans often provide strong financial incen-
tives to retire at precisely the age at which it becomes mandatory.
Because the mandatory retirement reform does not alter the finan-
cial incentives, its impel depends crucially on the independent
importance of these two types of determinants. This is addressed
below.

In 1969, the Social Security Administration began a longitudinal
study of the retirement process by interviewing a sample of more
than 11,000 men and unmarried women aged 54 through 63." These
respondents were reinterviewed at two-year intervals through
1979 We analyzed the first four waves of the Retirement History
Study (RHS) to disaggregate the retirement determinants.

The RHS data document the close link between employer pen-
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sions and mandatory retirement ".t.. broke down a sample of men
aged 62 to 64 in 1973 by mandatory retirement and pension eligibil-
ity status Of those subject to mandatory retirement. 91% were also
eligible for pension benefits from the job they then occupied "Anti
most were eligible for full benefits by the tone the retirement con-
straint applied. On the other hand, of those . :.out mandatory
retirement, only 47% were covered by pensions on their jobs.
Although pension eligibility without mandatory retirement is cc int-
mon. it is very uncommon for workers to fate mandatory retirement
without being eligible for employer pension benefits (ard Ibex
retirement incentives) as well.

On the basis of simple cross-tabulations. it appears that manda-
tory retirement and the availability of employer pensions each
contributed to the propensity to retire. As stated above, among a
sample employed in 1973. only 17% of those subject to mandatory
retirement before 1975 were still in the labor force when the latter
year arrived. In contrast, 57% of those not subject to the constraint
were still at work. Similarly, only 22% of those eligible for full
employer pension benefits by 1975 were still working then. com
pared wit: ill% of those eligible for reduced benefits and nearly
t wo-thir.s of those not yet eligible. The effects of the combination of
mandatory retirement and full pension eligibility is extremely
strong: Ov-r 90% of workers in this category left the labor force
between 1973 and 1975."

The link between Social Security eligibility and mandatary
retiremmt was also close. Prior to the 1977 amendment to the Age
Discrimination in Employment Act, the most common mandatory
retirement age was 65: this was precisely the age at which workers
became eligible for full Social Security benefits. As we will see
below, 65 is also the age at which an important change in the benefit
calculation formula takes place.

The impact of mandatory retirement and those of Social Security
and other pension plans often occur simultaneously. Disentangling
the independent influence of each, therefore. presents certain di:fi-
culties. The distribution of influence is extremely important, since
policy proposals often address one and nut the others. For tunately,
the data do permit some conclusions to be drawn.

The Financial tneerebss Both Social Security and other pensions promise eligible workers a
stream of future income when they retire. The value of these pen-
sions depends on the age of initial eligibility, the degree to whicl.
benefits are adjusted for inflation, and how the benefits grow if the
employee delays claiming benefits and continues to work after he is
eligible to retire. The best summary statistic for a pension is not the
annual benefit, but the present discounted value (the asset or
wealth equivalent) of the future income stream

The present vnlues of these fu tore streanis. it turns out. constitute
a considerable proportion of the wealth of older workers. Fur many
workers in our sample, they dominated ;ill other forms of wealth
including equi:y in the home "The size of those assets, we hypoth-
esized, would very likely affect retirement behavior. But the site of
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those assets is a function of when one retires. . nd that function
pi oyes to be rather complex.

Nearly all employer tensions require that on. leave the job in
order to collect benefits. Two things happen to retirement income
when an eligible worker delays collecting benef h. First, benefits
are lost. But second, future annual benefits usually increase.
Whether one's pension wealth increases or deer sales depends on
whether the higher future benefits offset the con ent benefits fore-
gone It is an empirical question as to which dominates.

The present value of Social Security benefits also changes when
acceptance is delayed. Although Social Securit% can be received
while one is still on the job, the worker loses $ I 00 of benefits for
every $2.00 earned after an initial exempt amount As a result, most
persons quit work altogether when they claim Social Security bene-
fits. These Social Security benefits are a function of avenge taxable
earnings. Because general wage levels end the taxable earnings
ceiling have been rising over time, average earnings and therefore
monthly benefits rise with continued work. In addition, workers
delaying the receipt of Social Security benefits past age 62 receive
an additional pension increase of about 7% per year until age 65;
after 65, this upward adjustment drops to only 3% per year (a figure
that was raised in 1982 from only 1%).

Employer pensions outside of the Social Security system operate
with their own individual rules. In attempting to calculate the net
effect at delayed retirement on such pensions, we had to make some
general assumptions based on typical provisions. We assumed that
benefits from employer pensions were based solely on years of
service and that, like Social Security, such benefits included actu-
arial adjustments for delayed retirement."

Changes in pension wealth that depend on whether or not one works
an additional year can best be viewed as component of compensa-
tion for that year. If during the year an employee earns 420,000 and
accrues an additional $5000 in pension wealth the true compensa-
tion Is $25.000. Similarly, If retirement Income wealth decreases by
$5000 because future increases do not hilly compensate for benefits
foregone, the true net pay Is only $15,000. As we document below.
many older workers do suffer considerable pension wealth losses
with continued work. This surreptitious pay cut is a strong induce-
ment to retire.

THE STATISTKAL As we noted earlier, the Social Security Administration has col-
RESULTS let ted data for a large sample of older persons that permitted us to

calculate their expected retirement benefits, and how these benefits
Gains and Lowe would change with additional work. Table 1 documents the change

in the present value°, pension benefits that full-time employed men
would have experienced in 1974 if they bad postponed retirement
by one year." Fur employer pensions, the 63 year olds were almost
even!), split between positive and negative values. Those over 63,

1 1 9
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Table I. Change% in present value of emplos, pensions and Sui.ial
Security associated with an additional year of weak. for full time
employed men age 63 to 65 in 1974 (distributnin in pen.ent)_

Ate of employed men_ ___ _ _ _ _
61 64 65

Employer penuo is

Reduced by sore than $5000 2% !% 69i
53001 to 53000 2 4 8
$1001 to $3000 7 26 27
SI to $!000 20 19 II

Unchanged 41 46 47
Increased by $1 to $1000 22 4 1

$1001 to $2000 3 0 0
Total 100% 100% 100%
Median -$148 -$1.156 -$2062

Sandi Security

Reduced by $3001 to $6000 0 0 48%
$1501 to $3000 0 1 43
SI toS1500 12 16 3

Unchanged 6 3 6
Increased by St to $1500 29 45 I

$1501 to $3000 51 .34 0
$3001 to $6000 3 1 0

Total 100% 100% 100%
Median', +51.852 +$857 - $3,044

'Resent values calculated with a 5% discount rate
btgeklian calculation omits those with nochange
Source. Data from the Retirement History Study of the Social Security Admin.

Wooden: calculations y the authors

however, were more likely to lose than to gain, and P./ age 65 the
median loss was over $2000.

Changes in thepresent value of Social Security benefits were even
more dramatic.' ages 63 and 64, the median respondent gained
Social Sect -city wealth from working another year, due to the bene-
fit calculation formula, and the additional adjustment of 7% per
year. At 65, however, the adjustment dropped to 196 (the adjustment
rate that applied until changed to 3% in 1982). As result, prac-
tically all the respondents would have lost Social Security wealthif
they continued to work, and the median respondent in 1974 would
have lost over $3000.

Whether these wealth changes are considered large or small
depends t. 3 what they are being compared with. A logical candidate
is before -tea earnings. In Table 2, we show the ratio of pension
wealth change to earnings, disaggregated by pension coverage. The
median ratios tell the story. At ages 63 and 64, the Social Security
gains dominated the pension koses. and the median ratios were
positive. But at 65, the story was reversed, and the median values
suggest large wealth lossesabout one-third of annual pay for those

. 4: 0
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Table 2. Changes in present value of employer pensions and Social
Security associated with an Additional year of work..1 a percentage of
annual before-tax earnings. for lull-time employed moo age 63 to 65 in
19741distnbution in percentl

Age of coployed men

63 64 65

Eligible for Sexist Security only

Loss of 30% or more 0% 6% 74%

10 to under 30% 3 4 17

under 10% 17 IS 9

Gain of 0 to under 10% 23 22 0
10 to under 20% 24 32 0
20 to under 30% 23 10 t;

30% or more 11 11 0
Total 100% 100% 100%

Median changes +13% 410% -35%

Eligible for Social Security and employer pension

Loss of 30% or more 6% 15% 92%
1096 to under 30% 1 IS 6

under 10% IS 22 2

Gain of 0 to under 10% IS 19 0
10 to under 20% 34 22 0
if) to under 3096 17 4 0
30% or more 7 0 0

Total 100% 100% 100%

Median changes +12% -3% -46%

Source Data from the Retirement History Study of the Social Security Admin-
istration. calculations by the authors.

with Social Security alone and nearly one-half for those who also
had pensions from employers. These estimates are only first
approximations, because they ignore tax effects and assume that all
the full -time employees who continue to work receive no Social
Security benefits. Nonetheless, they suggest that pension wealth
changes associated with delayed retirement can be considerable.

impact of 61. Gains and So far, our analysis has simply assumed that these pins and losses
tosses would affect retirement behavior. The Retirement History Study

data. by providing information on the actual retirement behavior of
the sample, permit a direct test of this assumption.

To explore that question, tee began by analyzing the retirement
behavior of the subsample aged 63 to 65 who were employed in 1973
and did not face mandatory retirement by 1975. These were
employees who were free to choose whether or not to continue work.
What factors seemed to influence that choice?

Variables that were tested for their influence on retirement
included health, marital status, earnings potential. and changes in
employer pension and Social Security wealth associated with con-

A.121



10

117

MO...muse letkvanst Ikea Weir

inued work." We hypothesired that retirement would be dis-
couraged by high potential earoings, and would be stimulated by
health dsierioration and potential pension wealth losses

The statistical analysis. using high estimates of a retirement
equation, confirms our hypotheses." Health deterioration, full -
time earnings, and changes in pension and Social Security wealth
are significant explanatory variables Other things equal, those who
would lose retirement income wealth by continuing to work were
more likely to retire.

The conch).- lillidravm thus far are from a sample of men whodid
not face man_anory retirement by 1975. Their decision to retire was
based on other factors. These conclusions provide a means to
answer a key question concerning those who were subject to man-
datory retirement: How important was that amstraint?

On the face of it, the retirement behavior of this group seemed
greatly affected by the mandatory retirement factor. In our sample
of men working in 1973. over 80% of those facing mandatory retire-
ment by 1975 had stopr ' work by the latter date, whereas only
about 40% of those P a constrained had stoppeo. This gross
comparisan, however, is misleading, because those facing manda-
tory retirement were much more likely to have had pensions and to
suffer wealth losses if they delayed acceptance of their pensions.

Using the information gleaned from the first sample--those not
facing mandatory retirementwe were able to estimate what those
whodid face mandatary retirement would have done in the absence
of that constraint. The resulting calculation suggests that 63%
would have retired by 1975, not the 113% who actually did The
mandatory retirement provisions facing this group thus appear to
have had some effect in inducing retirement. but much less than the
simple comparison of the two groups would suggest.

The limited significance of changing the mandatory retirement
age was reinforced by some additional calculations. Using our sam-
ple of fully employed men aged 62 to 64. we asked what their status
would have been in 1975 if the law raising the mandatory retire-
ment age to 70 had been in effect then. Our best estimate is that only
about 50,000 additional men from that cohort would have been in
the labor force." This would have raised the labor force participa-
tion rate of that group by about 2%, and would have been inconse-
quential in the aggregate economy.

The eventual impact of this change in the mandatory retirement
age remains to be seen. Though deprived of one tool, employers
retain the other. If firms are able to alter pension structures to
impose even larger wealth losses on those who continue to work at
older ages, the long-run effects of the change in mandatory retire-
ment will be even smaller than the effects we have estimated. Under
current interpretations IA the Age Discrimination in Employment
Act, pension plans are not considered discriminatory when they are
actuarially unfair and discriminate against late retirees.

There is little doubt that the work incentives embedded in Social
Security and pension plans have altered the behavior of older Amer-
icans. As we approach the end of this century, the costs of this policy
in lost manpower will grow. The changing demographk structure

122
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makes it imperative that policies that drive older men and women
away from productive work be changed. The 1977 amendment
delaying mandatory retirement was the first and easiest step in t
direction. Uncapping mandatory she completely may have some
small additional effect. But major changes are unlikely unless the
underlying economic incentives are addressed. Nothing in thL area
has been done with regard to employer pensions.

The 1993 amendments to the Social Security Act, while primarily
discussed from the narrow perspective of reducing future financial
imbalances, are likely to have Important effects on future retire-
ment behavior. The gradual increase in the normal retirement age
from 65 to 67 and the increase in the annual reward for delayed
receipt of benefits past AS from 3 to 996 per year are important
changes in the incentive structure. But because none of these long-
term changes will even begin until 1990, there is danger that
support for them will fed*. 'a is *me because the short-run crisis
that forced their is like to subside over the next decade.
and because the err iastsiin *c deb ate for weir passage was too
narrowly focused on budgets y considerations. While they will
reduce financial imbalanms. they also will increase the work effort
of older people.

As 1990 approaches, and rules start to go into effect pushingback
the age of normal retirement fax Social Security and reducing the
penalty for work beyond 65, policy analysts should bear In mind
that fundamental changes of this kind in the incentive structure of
our retirement are necessary to increase the work effort of olci
citizens.

JOSEPH F. QUINN is Associate Professor of Economics. Roston
College.

RICHARD V. BURKHAUSER is Associate Professor of Economics.
Vanderbilt University.
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