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Expansion:

1972: Introduction of flexible retirement 3t 63/60

Reforms:

1992: Gross to net wage indexation,
introduction of actuarial adjustments

2001: Private pension pillar and minimum pension
2004/07: Sustainability factor, retirement age -> 67

Reversal:
2013/14: Retirement at G@Ie retirement 3t 6

0
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Expansion: Average entry/exit age
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Labor market policies:
1. increase of the retirement age by 2 years
2. decrease of the job entry age by 2 years

3. increase of female labor force participation
(e.g.: convergence to 90 percent of the rate for men)

4. reduction of unemployment to the NAIRU rate

=> Would add some 15 percent to labor force
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Changes 2007 to 2011.:
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Labor market policies:
1. increase of the retirement age by 2 years \/
2. decrease of the job entry age by 2 years

3. increase of female labor force participation .,/
(e.g.: convergence to 90 percent of the rate for men)

4. reduction of unemployment to the NAIRU rate \/

Has added some 17 percent to labor force!



Employment age 60-65:

Headwind through
more employment

in spite of

tailwind through
demography

Beschaftigungsquoten in Deutschland

in Prozent

2012

A

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

2001

-
-
o]

=15 bis unter 65 Jahre

= 55 bis unter 60 Jahre

45.1

447

43.2

42.5

42.5

40.0

m 60 bis unter 65 Jahre

46.0

48.3

47.5

48.8

47.6

47.0

47.4

48.0

49.0

494



Pension policies:
Earnings-related pay-as-you-go pension system
Actuarial adjustments at early retirement

Indexation to dependency ratio

Sweden & Italy: NDC; Germany: Quasi-NDC wrapped
as DB (“sustainability factor”)

Supplemental funded system(s)

=> Would change pillar weights (10 -> 40%)
and labor supply incentives
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Pension policies:
Earnings-related pay-as-you-go pension system \/

Actuarial adjustments at early retirement
Indexation to dependency ratio \/

Sweden & Italy: NDC; Germany: Quasi-NDC wrapped
as DB (“sustainability factor”)

Supplemental funded system(s) v

=> Has changed pillar weights (10 -> 25%)
(No direct data on labor supply incentives)
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Employment m\
===

* Minimum wage (€8.50/512.00)

e General tendency to less flexibility in the labor market

,Pension package”

* ,Mitterrente” & Retirement at 63 after 45 , service” years
* Direct effect of ,,Rente mit 63“: ca. 150.000 jobs

* Indirect effects of entire “Rentenpaket”: ca. 50.000 jobs
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Widely attacked as textbook example for time
Inconsistency

Law was anyway passed by large margin (grand
coalition)

Applies to some 200.000 (priviledged) workers
Not harmful? LF=42m, but symbolic character
Limited to cohorts 52-64

Public statement that retirement at age 67 will not be
touched, neither ,,sustainability factor” (DB -> DC)

Glas a bit less full....... ®E(®)



Currently

Likely
outcome
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. e o el m e

Currently working full time: Currently no working at all:
- reduce labor supply - increase labor supply

Hours supplied
Hours supplied

LF participation rate LF participation rate

-> Participation rate [Persons] likely to increase

-> Labor supply [hours] ex ante undetermined

7/18
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Austria S—

(Winter-Ebmer et al. 2012)

Total hours
decrease

Hours
Worked

Participants work
marginally longer

N

Retirement Age

- Part-time scheme reduces work volume

- Ineffective measure to support employment of the elderly

10/18



Finland

Source: OECD 2001, limakunnas (2006)

Part-Time Pensions in Finland

2000 reform:

Increased flexibility but no reform of lack of actuarial
adjustment:

-> Strong decline of labor force participation and work hours

2005 reform:

-> No effect on part-time pension on the expected prob. to
continue working in the window 63-68

12/18



Total Flexibility in Sweden

» Empirical evidence
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FIexiJiIity without (correct) actuarial adjustments:
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PROBIT: RECEIPT OF A PENSION

MEN WOMEN
entry entry
ov ~0.038***  _(0.048***
"(0.002) "(0.003)
retage_actadj 0.843*** 1.381***
"(0.035) "(0.038)
retage_noactadj 0.956*** 1.067***
"(0.041) "(0.035)
Ssw ~0.000*** '0.000
"(0.000) "(0.000)
income54 0.000***  0.000***
"(0.000) "(0.000)
income542 -0.000*** -0.000***
"(0.000) "(0.000)
sick_v 0.299%**  (.357***
"(0.008) "(0.010)
edu_d2 "0.070 0.092
"(0.066) "(0.065)
edu_d3 ~0.142 -0.243*
"(0.098) "(0.140)
nrkids ~0.011 -0.030*
"(0.059) "(0.015)
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Why? Myths!

1. ,Solidarity gap “: Who is threatened? Who will
gain/loose?

Lump of labor fallacy (,,old crowd out young”)
More subtle: Health (,too ill to work”)

Productivity (,too outdated to work”)

A W N

Sideeffects of inactivity (,,use it or loose it”)
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Share of
early
retirees
among
males
60-64
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Expected healthy life after age 65

(no limitations in daily activities), men
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Cognition by Percent Not Working for Pay, 60-64 Year-Old Men and Women,
Weighted (Rohwedder and Willis 2010 with SHARE data)

r*f

" SHARE

A' -ﬂ' Su fH lIhA
o — > g ¥ ey ol -)g
—

o o United States

®England
®Denmark

10
1

® Sweden

e (-ermam
Switzerland eNetherlands @ Austria

!
Nﬁmm
w —

France

®ltaly I I
Slope: -4.9 ®Spain

Average cognitive score

I I | I I I I

I
30 40 50 60 70 30 90 100

Percent not working for pay



MAX PLANCK INSTITUTE FOR SOCIAL LAW AND SOCIAL POLICY

The demographic ,,problem® is not an economic problem since
we have the tools to handle it, and they have proven to be
successful. It is rather:

e a political problem of time inconsistency
 and many misperceptions

What can we economists do?

 Show costs of time inconsistency: macroeconomic growth,
microeconometric analyses of incentive effects

* Dispel myths through carefully collected evidence



