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WORKING LONGER

Hiring grandpa

All handsondeck

WHEN WINSTON CHURCHILL reached the age of 65, hig

career was still regarded as a bit of a faillure. Had he retired
then, as'most modem é5-year-olds would, he would never have
beeome prime minister, made the speeches for which he has be-
come famous or topped polls-of the greatest Britons ever, Is the
rich world ignoring the potential-of its older workérs whose fin-
est hours could still be ahead of them?

Asthings stand, the absohite number of people of working
age inthe developed worldisset tofall Inthe v u itislikely to drop
from 305m in 2050 to 286m in 2030 and just 255m in 2050, Over
the same period the number of those aged over 65 inthose coun-
tries will rise from 87m fo142m.

Economic growth is a function of the size of the worldorce,
thé amount of capital emiployed and the rise in productivity. If
the watldforce shrinks, as demography shows it-will, all the
growthwill have to come from capital investment and productiv-
ity improvements: In Japan, where the working population is-al-

PENSIONS

spite a good productivity record. To counteract a shrinking labour
force; the retirement agé needs to be raised. Around half the coune
triesin the 0oECD have already acted on this or are planning to do
s0; InAmerica theageat which full Social Secuzity benefitscan be:
claimed wasrecently raisedto 66 andisdueto goup to 67in 2026,

Warking longer has two obvious econoriic ‘benefits: it
hoosts output and reduces the length of time for whichi pensions
need tobe paid. But goversiments are barely-managing to keep
pace with increasing longevity. Between 1960 and 2010 life expec-
tancy ai 65 in OECD countries rose by around four years for men
and more than five for womer.

By aosathe average official retirement agein the OrCDis et
toreach around 65, an increase of about e yearsformen and 25
years for women on today’s figure. But over the sarme period life
expeclancy at 65 is expected to grow by around three years for
men-and threg-and-a-half for women. $o governmerms are not
gaining any ground.

Changing the official retivement age is only the start. In
some countries most people actually retire rmuch earlier. In Lux-
embourg the official pension age is 65 but men on average leave
theworkforce atsy

The actual retivement age in OECH countriey fell sharply in
the second half of the 2oth century. In five European countries it
i5-still below 60 for men and in n for women. In America more
than half of all workers stop at éz, the age at which they can start
drawing Social Security, albeit ata reduced rate. By conirast, the

ready getting smaller, economic growth has been minuscule, de- - average Japanese man works until he'is almest 7o, Evenrthen he b
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will still hiave s years of retirementahead of him. A yo-year-old
Japanese woman has alife expectancy of 19 years.

Raising the official retiementage s notmuch use if people
simply draw unemployment or sickness benefit instead of a
pension. But fewer jobs now require a big physical effort, and
clder people’s health has gerierally improved: i the 20 years o
2004 the proportion of Americans over 65 unahle to function in-
dependently with ease fell from 26% 1o 19%.

Participation rates for older workers vary widely between
couniries (see chart in the introduction fo this report). In some
coutfiiries they have gone down, most notably in Turkey, where
for along time just 25 years of contributions entitled a worker to
afull pension; Butsome countries have alsomanaged topushup
their rates. In New Zealand, which increased its official pension
age Irom 6016 65 over a nine-year period, the employmentrite
of 60-64-year-olds duly rose from 24% in1992 10 66% in 2009,

A potential barrier toolder people staying on in the work:
force isthe “lump-of-labour fallacy”the belief thatthereisonly
sormuch work togoaround. Inthe old days this was used by men
to argue against women joining the workforce; and itis stll cited
by those opposed to immigration today. But it seems obvious
thatitis better for the economy if aéo-year-old doesaproductve
job than if he is sitting idle; supported by the taxpayer. And the
data clearly disprove the fallacy. In Europe the participation rates
of those aged 20-25 and 55-59 respectively are positively correlal-
ed; inother words, if more older people are working, the chances
are thatyounger people will be too.

Ag Alicia Munnell and Steven Sass point outintheir book,
“Working Longer”, the frend for American men to retire eatly
started to reverse after 1999. That may have been for a variety of
reasons: the shiff from manufacturing work that often involved
heavy manual labour to aservice-based econorny; a more high-
ly educated workforce thrainpower declines more slowly than
physicalability); and women's recent tendency o returnto work
whentheir children have lefthome.

Shiftsinpension provision in themselves can make people
wanttowork longer. Most defined-benefit schemes haveeithera
set retivernent age or amandatory number of contribution years
befare a full pension can be drawn. Once those conditions have
beenmet, thereislittlefinancial incentive to keep working. Butin
a defined-contribution scheme another year of work probably
nieans a better pension. Surveys suggest that people m bo plans
retire avear ortwolater than those in DB schemes,

But even if peoplein their 6oswant to keep working
to improve their pensions, Will employers want to hire them oy
keepthem on? A gtudy by America’s aanr (formerly the Ameri-

can -Agsociation of Retired Persons) in 2002 found that two-
thirds of older workers had witnessed or experienced discrimi-
nation on age grounds; One problem is perceived productivity.
Mg Munnelland Mr Sasscite a study of human-resources profes-
sionals indicating that older employees were valued for their
loyalty and reliability but less highly fated in terms of flexibility,
showing initiative and understanding technology

Theshiftto pe pensions mighthelp change employers atti=
tudesaswell. Olderworkers have traditionally sarned more, re-
flecting the weight of seniority in pay scales, so the cost of pro-
viding final-salary pension benefits for them has been higher.
Christine Mahoney of Mercer Consulting reckons thatthe cost of
funding aso-year-old employes in anmschemeis12% of payroll,
whereasin a po planitisjust 6%. In America, where employers
are expected to provide healthcare, older workers are also more
expensive to insure. Onthe other hand such workers may be
more flexible on pay, particularly if emplovers are willing tooffer
part-time work, which many older people prefer. That might
make them more atfractive to hire.

In the long run, employers will probably change their ve-
cruitnient practices. Becanseof demographic factors, workersin
their 205 and 3os will simply not be aroundinthesamenumbers
s before, so the market for them will become much moreé com-
petitive. Sorrie jobs may be outsourced 1o developing countries
but there will be plenty, particularly in the services sector, that
cannot be.Unless a greater number of older workers stays in the
labour force, wages are likely to he hidup shaiply.

B&0O, a British D1y retailer, has been recruiting older work-
ers since the1980s; after apilot project showed thathaving more
of them around improved cusiomer services and sales and re-
duced staffl turnover and absenteeism. Perhaps some day em-
ployers will be giving é5-vear-olds a gold watch when they join
thecompany. @



