Flexible Retirement Features Abroad

In the past decade the tremd toward fexible
retirement provizions under old-age wneurance pro-
grams has been accelerafing, particularly in in-
dustrialized countrics A survey of seven nalions
shows that this trend 13 primerily o resull of
efforts to provide older worhers with more options
in electing o reduce or stop work af an age suited
to personal needs and circumstances In the lele
girties, perwds of economic growth and full em-
ployment led to g degree of flecihility through pro-
visions aimed at dnducing workers to contuue in
employment by promiswg higher benefli amounis
for deferred retirement More recently, economie
slowdowns, high unemployment rates among
younger workera, and changing demographic pat-
terns have generated other special benefit provi-
siong fo encourage workers nearing retirement age
to leave the labor force, witk the intent of creating
job vacancies :

UNTIL RECENTLY, retirement from the work-
force was regarded as a change that took place at
a predetermined age, fixed by law or regulation
There usually was no choice as to the age of
retirement, and early withdrawal from the work-
force usually meant a sharp reduction 1n mcome
or even, In extreme cases, a total loss of pension
benefits In recent years, however, many ndus-
trial countries have incorporated in their social
security systems options of flexibihity that give
older workers some choice 1n determming the age
and circumstances under which they may retire
These features of flexible retirement have become
a particularly important consideration for cer-
tamn older workers who by reason of health or
partial disability, working conditions, unemploy-
ment, or long years of service find that they wish
to withdraw partially or totally from full-time
employment

The survey of seven countrles m this report
shows that the first steps toward lowering the re-
tirement age were usually taken in response to
political and social pressures aimed at bringing
some relief to workers in special occupations

» Comparative Studies Staff, Office of Research and
Btatistics, Soclal S8ecurity Administration

by MARTIN B TRACY*

identified as particularly arduous or hazardous
Legmslation 1n the 1960°s allowed older workers
with long periods of service and contributions,
usually 3040 years, to retire early and receive a
full pension before the normal pensionable wage

At the same time, 1t was recogmzed that work-
ers at a specified age and with specified years of
service should be given the choice of either retir-
mg or continumng 1n the labor force, depending
on mdividual cireumstances and capabilities Asa
result a new concept of flexibihity was introduced
that (1) permits workers approaching retirement
age to withdraw from the labor force 1 or 2
years 1 advance and receive a benefit commen-
surate with that payable on reaching the normal
retirement age and (2) provides pension incre-
ments to those who elect to remain mn the labor
force and work beyond the normal pensionable
age

With the growing unemployment 1n the reces-
sion years after 1972, new emphasis was placed
on flexibility of retirement as a means of encour-
aging older workers to quit the labor force and
accept early retirement and thus make room for
younger workers Various parallel schemes were
adopted to induce an early retirement decision—
that 1s, to encourage workers to aceept part-time
employment and, at the same time, become eligi-
ble for a partial pension

Such policies have attempted to solve the prob-
lem of relating retirement age to individual
workers and of reducing unemployment by mak-
mg room 1n the labormarket for younger work-

,ers They have also, however, tended to create

new fiscal problems by adding to the pensionable
populatton and at the same time reducing the
revenue base for social security contributions As
a result of the growth of early retirement provi-
sions, along with changing demographic and
economie conditions, the social security systems of
many industmal nations are faced with raising
additional funds to mamtamn and improve cash
benefits for a larger proportion of the population
The seven countries studied 1n detail were chosen
because of therr different types of approaches to
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soctal security and for the variety of flexible re-
firement options they offer

BACKGROUND

According to contemporary accounts of legis-
lation, a primary consideration n establishing
the retirement age mn the first old-age pension
programs around the turn of the century was the
relationship between age and cost Benefits pard
“to workers who retired at age 70 cost considerably
less, of course, than did those paid at age 60 A
critical factor 1n determiming the amount of ex-
penditures was to limit pension payments to a
specific age group

Early planners of social security programs,
were at odds, however, over the extent to which
a particular retirement age would keep expendi-
tures within a specified limit The debates over
program costs relating to retirement at age 60,
65, or 70 were complicated by the fact that no
rehable method existed to determine the number
of potential beneficiaries in each age group Al-
though some census data were available on the
make-up of persons 1n various age groups and on
hfe expectancy, the number of workers in each
group that could be expected to quit work and
elect a pension—if given the choice—could not be
estimated Since the cost could not be specifically
ascertained for a given retirement age, the amount
of revenue required from contributions to fund
the system was also difficult to estimate

Planners 1n many countries were thus under-
standably reluctant to establish a low retirement
age when pensions were ntroduced, reasoning
that the higher the retirement age, the fewer
potential beneficiaries and the lower the risks of
underfinancing It was generally felt, moreover,
that, 1f an 1mitial hagh retirement age would be
accepted by most workers, 1t could be lowered as
social security funds were bwilt up, retirement
patterns determimed, and expenditure réquire-
ments established X

On the other hand, the early designers of old-
age pension programs 1n the mdustrial countries
usually sought a retirement age low enough to
offer economic protection for a significant num-
ber of workers who had spent their adult Life of
3540 years workmng As the old-age pension
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programs began, many people were not yet con-
vinced of their value Proponents of the program
believed that one way to gam support was to
, make sure that the 1mmitial benefits reached a large
enough segment of the population to demonstrate
the usefulness of pension payments in reducing
poverty among the aged
Some 1ndustrial countries that established old-
age pension programs around the turn of the
century therefore began with a retirement age of
65, and others began more conservatively at age
70 The higher age proved to be a temporary
measure 1n most cases, as refirement ages were
generally reduced to age 65 within a few years of
the program’s inception The lower age proved
feasible once the program funds had accumulated
sufficient amounts and retirement patterns had
been estabhished
Those mdustrial countries that did not intro-
,duce old-age pensions until the third or fourth
decade of the 20th century tended to begin bene-
fit payments at age 65 These countries, of course,
had had the opportunity to gamn from the exper:-
ence of earlier systems 1n determining retirement
patterns and program costs Age 65 was not auto-
matically accepted, however, as often 1t was
justified only after years of debate Consideration
was given to the age at which (1) workers tend
to lose the ability to keep up with the technologi-
cal advances of industrial society, (2) workers
are frequently subject to 11l health or disability,
(8) productivity tends to dechine among older
workers because work conditions are difficult, and
(4) most people desire more leisure time after
working for 35-40 years It was generally con-
cluded that the majority of workers would fall 1
one or more of these categories at or about age 65
As table 1 shows, by the late 1940’s the mdus-
trial countries had converged on age 65 as the
normal retirement age for men® Women are
sometimes allowed to retire up to 5 years earlier
for various reasons rangmng from an effort to
ensure that both husband and wife can retire at
the same time—men tend to marry women
younger than themselves—to a form of compen-

1

* «Normal retirement age” Is the earliest age at which
a full old-age pension becomes payable after a regular
qualifying period See Alvin M David, “Problems of
Retirement Age and Related Conditions for the Receipt
of 01d Age Benefits,” Report IX of the Fifteenth General
Assembly, Bulletin of the Inlternational Socital Security
Association, February-April 1965, pages 97-100
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TabLe 1 —Normal retirement age for men and women from the bepinming of the old-age insurance program to 1977, 13 countries

- Retirement age
Country ﬂ";:ﬁ:“f, Under initial provision 1949 1961 1977
Man ‘Women Men Women Men Women Men Women
Anstria . [ 1906 685 60 85 80 85 80 85 60
Belgium . - P - 1924 85 LB5 85 65 85 80 65 60
Denmark .. - - - - - 1922 65 65 65 60 67 62 87 62
Federal Republic of Germany . . . 1884 70 70 85 65 85 85 85 85
France . e - e e oa . - 1910 i5 65 165 185 285 185 185 165
Italy .. . oo oo - - v e - - 1919 66 85 60 55 60 65 60 b5
Japan oo e - - 1941 55 55 58 55 180 455 60 55
Netherlands . .. . ._ e em e . 1913 85 85 65 65 85 a5 i1} 80
Norway e e mmmm e e e o e aa 1636 70 70 70 70 70 70 67 67
Bpain ... . - a .- - 1918 65 65 ab 65 65 685 85 65
Sweden .. - . . - - 1013 87 67 a7 a7 67 87 65 85
Switzerland .- - . 1946 65 65 65 185 65 63 65 82
United Kingdom - - 1908 70 70 65 80 65 60 85 60

1 Age 60 for salarfed women

* Statutory retirement age is 60 with fncrements for deferred retirement
paid up to age 70 Most workers do not retirs unti] age 65 because the bene
fit at age 60 is low

% Age 65 under the national penslon program

sation for women for having performed the dual
role of raising a family and being a wage earner
Since the late 1940%s, the normal retirement age
has changed little Rather, the slowly developing
tendency has been to implement provisions allow-
ing retirement under special conditions before
the normal age

Development of Special Early Retirement Provisions

As early as the late 1940’s, but particularly 1n
the 1950°s, 1t was generally recogmized that age
65 was not necessarily suitable for meeting the
needs of certain categories of workers, particu-
larly those who worked in arduous occupations
or who, for any reason, suffered from 1ll health
Although 111 health leadmg to a disability 1s usu-
ally covered separately under invalidity insur-
ance, many workers suffer from 11l health sufficient
to 1mpede their work performance but not enough
to enable them to qualify for invalidity benefits

To provide special compensation for such
workers, many countries adopted measures to pay
old-age penstons below the normal retirement age
Also adopted were provisions to make full benso-
fits payable to workers employed for a specified
mimmum period m an especially arduous, un-
healthy, or dangerous occupation or suffering
from premature physical exhaustion while close
to pensionable age but not meeting the defimtion
of disability .

Other categories of workers were rewarded for

20

4 Ago 80 for married women

Bource Selected 1ssues of Secral Security Programa Throughout the World,
Otfice of Research and 8tatistjcs, Boclal Becurity Administration, and var
ious national publications

long periods of service and contributions to the
pension system by providing benefit payments a
few years before the normal retirement age Some
programs were also aimed at helping workers
who had not achieved the regular quahifying
period at the normal retirement age by allowing
them to earn credits and quahfy for benefits at
a specified age above the normal age

Special concessions were often made for work-
ers who wanted to quit work before the normal
age but did not fall in one of the designated
categories Such workers were allowed to choose
early retirement with the provision that the bene-
fits payable would be actuarally reduced below
the amount that would otherwise accrue to the
individual when he reached the normal pension-
able age

Thus, the retirement age was not lowered for
‘the average worker in normal circumstances but
rather through special provisions These measures
have tended to relate retirement age to the
worker’s occupation, health, or employment pos-
sibilities *

Duwergence from age 65 —Many special provi-
sions had been 1mmplemented throughout the post-
World War II period that allowed designated
groups of workers to retire before the normal re-
tirement age Until the 1960’s, however, retire-

* See Thomas Staples, Trends in Definitions of Risk for
Old-Age and Invalidity (Monograph prepared for the
Permanent Committee on Old-Age, Invalidity, end Sur-
vivors Insurance), International Social Security Asso-
ciation, June 1975
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ment before age 65 was the exception rather than
the rule®

Table 2 shows that labor-force participation
rates for workers aged 55-64 from 1950 to 1960
either showed small increases (the Federal Re-
public of Germany, France, Japan, Sweden,
Switzerland, and the United Kingdom) or de-
chined only shghtly {Austria, Belgium, Denmarlk,
and Norway) These rates reflect the fact that
provisions for early retirement in the 1950°s were
few In addition, because of labor shortages,
efforts were bemg made at the time to keep
workers on the job, particularly skilled workers,
whose mput was needed to mamtain a high level
of production During this time, many govern-
ments actively sought to mmprove the image of
older workers as valuable employees and to en-
courage their retention in the work force * More-
over, many workers could not afford to stop work
as old-age benefit levels were often nadequate

Throughout the 1960’s the labor-force partici-
pation rate of those aged 55-64 went down at a
shghtly faster rate A contributing factor to this
small acceleration in the decline 1n the participa-
tion rate was the provision of higher benefit
amounts 5 Measures were taken 1n this peried to
raise the levels of both new benefits and of bene-
fits m force by tymg them to changes in the
consumer price Index or movements m wages®

Other efforts to raise benefit levels included
changing the benefit formula to reflect earnings
1n more recent years, which were usually higher
In addition, programs that complement and re-
inforce the value of cash benefits were expanded
and developed Improved health care protection,
for example, continued to reduce the need for
retirees to spend part of their pension on medical
care

Such tangible changes 1n greater financial secu-

PAlvin M David, op ecit See also Juanita M Kreps,
Lifetume Allocation of Work and Lewsure (Research Re-
port No 22), Office of Research and Statistics, Soeial
Security Administration, 1568

¢ International Labor Qrgantzation, Older People Work
and Retirement, paper from 46th Session, 1062

¥ Paul Fisher, “Labor Force Participation of the Aged
and the Soelal Security System In Nine Countries,”
Induatrial Gerontology, Winter 1975, pages 1-13 See also
Organization for Economie Cooperation and Development,
Old-Age Penswon Schemes, 1977

*Martin B Tracy, “Maintaining the Value of Social
Security Benefits During Inflation Foreign Experience,”
Bocial Security Bulletin, November 1976, pages 8342
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TaBLE 2 —Actual and projected percentage change 1n labor-
force participation of men and women, by age group, 10
countries, 1950-90

Percentage change

Country and age 1
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rity at retirement made 1t possible for persons
with a personal dissatisfaction toward work or
with a desire for more leisure time to take ad-
vantage of the first opportunity to retire when
they became eligible for a pension

Since the beginning of the 19707, however, a
definite dechne 1n the participation rate of male
workers between ages 55 and 64 has been appar-
ent This decline reflects, at least in part, the
effect of numerous early retirement options made
avatlable m the 1960’s but not fully felt until the
1970s It 1s also a result of early retirement poli-
cres that came out of the worseming economie
conditions of the second half of the 1960’s when
;rapidly msing unemployment created a need to
try to encourage older workers to leave the labor
market At this time, labor market conditions had
a particularly adverse effect on the ability of
older workers to maintain or find jobs It was in
this atmosphere that many new programs were
developed that not only increased the earmngs-
replacement rate through higher social security
benefits but also allowed persons nearing normal
retirement age to receive pensions early These
actions tended not only to provide some economic
security for the unemployed older persons but also
served to nduce many to leave the labor force

2



Unemployment remains relatively high m the
industrial countries i the 1970%, but the rela-
tvely slow rate of decline 1n the Inbor-force par-
ticipation rate of older workers mn this period 1s
largely the result of two factors First, the effect
of the new retirement provisions that took care
of many of the eligible persons as soon as the
provisions were implemented has now leveled off
Second—and possibly more important—is the fact
that a considerable number of women aged 55-64
have stayed mn the labor force and thus offset
some of the declines caused by unemployment and
early retirement provisions Women 1n this age
group are projected to inerease their labor-force
participation within a range of 6467 percent
from 1970 to 1980 1in Belgium, the Federal Re-
public of Germany, France, Norway, Sweden, and
the United Kingdom During the same period, the
participation rate for men 1s expected to decline
by a range of 2 9-3 5 percent The projections for
1980-90 are similar ‘

Labor-Force Parhicipation of Aged Persons

The retirement-age patterns shown ‘table 2
for those aged 65 and over indicate a significant
decline i the participation rate 1n most countries
smee the 1950°s In the 1950%, only Denmark,
Japan, and Norway show declines of less than 15
percent for this age group By the 1960’s the rate
of decline had accelerated substantially 1mn Den-
mark, the Federal Republic of Germany, France,
and Norway Iigh rates of dechine continued 1n
the other countries Projections for the 1970%
and 1980’s, however, show that participation rates
will continue to drop but not as sharply as in the
1950’s and 1960’s Currently, the labor-force par-
ticipation rate for persons aged 65 and over 1s
only 6 or 7 percent and probably will not go
much below this level

The 'decliming proportion of working persons
aged 65 and over has occurred at the same time
that populations have been aging This situation
is of major concern 1n many countries faced with
the prospect of placing an mereasing burden on
the working population to finance pensions for
the elderly "

TP Palllat, Implhcation for Social Security of Research
on Agimg and Retirement {Studies and Research, No 9),
International Soeclal Security Association, 1977

FLEXIBLE RETIREMENT OPTIONS !

Nonworking persons are beginning to represent
an mcreasingly higher proportion of the popula-
tion At the same time, retirement options are
being developed and adopted that enable more
persons to retire early Many of these features are
aimed at providing workers with more retirement
flesibihity—that 1s, a worker may retire or reduce
work activity at an age determined by individual
c1rcumstanccs such as work conditions, health, and
length of service Currently, few countries offer
more than two or three such options, but efforts
are being made to expand coverage to additional
groups

Many new flexible retirement features being
mmplemented also give workers who do not want
to retire early or at the normal retirement age
an opportunity to continue 1n employment With-
out this eption, workers are faced with retirement
at a preestablished, chronologically fixed age and
must quit work if they want to draw a pension
at that age In addition, mdustries frequently
require compulsory retirement at the age that
social security benefits begin In many cases, this
sudden and permanent break 1n the work routine
means not only leaving employment but also
breaking with friends, social contaets, and achieve-
ment opportumty—as well as adjusting to a re-
duced mcome

In some countries, a complete break from full-
time employment 1s encouraged by the imposition
of a retirement test that often imits mcome to a
mimmmal amount In other countries, the absence
of a retirement test allows workers, who chose to
do so, to keep active in the labor force but fre-
quently outside the work in which they have
spent their careers and usually mn a part-time
capacity ®

Retirement Age

In theory, a truly flexible retirement age sys-
tem would let all workers choose a retirement age
based on individual cireumstances by providing
options to either contiue employment after the
normal retirement age or elect full or partial pen-

" See Elizabeth Kreltler Kirkpatrick, *“The Retirement
Test An International Study,” Sociel Security Bulletwn,
July 1974

1
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ston payments before The degree of flexibility
actually provided under old-age programs varies,
of eourse, among countries according to the par-
ticular circumstances

In general, most current systems with flexible
features tend to hmit the degree of mdividual
choice to groups of workers who meet specified
qualifying conditions such as long service, ardu-
ous occupations, partial disability, or unemploy-
ment In addition, persons who are willing to
accept an fictuarially reduced benefit can, m some
cases, elect early retirement Of these conditions,
the length-of-service and early retirement features
offer the most viable choices for persons who are
physically ecapable of continuing to work in Jess
than arduous occupations

The first flexible retirement features that were
mmplemented were designed to 1ncrease the op-
tions available to workers In recent years the
primary mtent behind their development has been
to encourage or assist older workers to leave the
labor market before the norma! retirement age

Types of Provisions

Many mndustral countries now have one or
more flexible retirement features Of the countries
shown 1n table 8, Austria, Belgium, the Federal
Republic of Germany, Norway, and Sweden offer
the most varted options for retirement before the
normal age The other countries have fewer flex1-
ble features (Switzerland has none)

Arduous occupations —One of the oldest flexi-
ble retirement provisions in developing countries
18 the payment of benefits before the normal re-
tirement age to workers 1n arduous or hazardous
oceupations ® As table 3 shows, this type of pro-
vision has also been adopted 1 several industrial
nations including Belgium, France, and Japan In
France and Japan, persons in designated occupa-
tions ecan retire up to 5 years before the normal
retirement age, 1n Belgium, 1 year before the
normal age To qualify for an early pension in
Belgium and France, the worker must also have a
minimum number of years of contribution

* A lower retirement age under programs for certain
arduous occupations is not optional and thus not really
flexible Miners, for example, are usually covered by
special programs not included here
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Long service—The most widespread flexible
retirement feature 1s the option for retirement
offered to workers with a specified number of
years of employment That 1s, an ordinary worker
15 not required to wait until a fixed age but may
stop work several years earlier The number of
years before the normal age varies from a low of
1 1n Belgium to no hmit 1n Italy The number of
workyears required to qualify for this option does
not differ greatly, ranging from 33 years to 40
years, except for a shorter qualifying period for
women 1n the Federal Republic of Germany

Partial disabidity —Farly retirement specific-
ally for reasons of health or prolonged illness
resulting 1n partial disability has also been writ-
ten nto an increasing number of social security
programs 1n mdustrial countries {more than half
of those shown m table 3) The deterioration of
a worker’s health may not necessarily arise from
hazards of his occupation or work, but failing
health and partial disabihity may prevent him
from performing the job requirement of his nor-
mal or customary occupation Austria, France,
and Sweden therefore provide for a full benefit
payment for up to 5 years before the normal re-
tirement age In Norway, full benefits are paid
for up to 3 years before normal retirement age
1f the worker has had at least 40 years of con-
tribution, he receives a reduced benefit amount
for fewer years of contnibution Denmark awards
its universal benefit up to 7 years earlier for men
who are partially disabled, up to 2 years earher
for women

Reduced benefit —A long-standing option of-
fered to workers in some countries has been the
actuarially reduced benefit for early retirement
Under this provision, the worker who meets
minimum qualifying conditions has the option of
electing an early benefit payment at a lower
amount than he would have received 1f he waited
to retire at the normal age Presently, this option
15 available m Belgium, France, and Sweden
(among the countries shown 1n table 3) for up to
5 years early

Recent Developments

Except for chrome unemployment and partial
pensions, most of the conditions for retirement
before the normal age have been part of many
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TasLE 3 —Flexible retirement provisions, by type, 11 countries, 1977 .

. Increment for deferred
Normal Number of yoars before normal retirement for rotirament ¢
Country snd sex rotirement
age \ Ardoous Long Partial Reduced Unemploy Annoal Years
occupation 1 servical disability 7 benefit rent ¢ percont accumulated
Austria
Men . ... . - a5 - &(35) 5 . - 5 [} 5
Women . . . . . 60 . B(35) 5 - 5 52 5
Belgium
Men . - - - . 65 15 LD 1Y) I 5 5 | None . .
Women - - - - 60 .- - T & 5| None . e wm e e
Denmark
¢ Men - . - - 67 - &7 — - .. 10 3
Women . €62 - . 2. ... . - 10 3
Yederal Republic of Germany
Men.. . . . .- - 85 - 2(35) 3. _ 5 72 2
Women .. - - - - . 65 - * 5(10} 3 - . 5 T2 2
France
Mon.. . . ... . - T85 4 .. - . o 5 5 5(10) 5 | no limit
Taty - - - 6 5030} | . 5 5 5(10) 5 | no Limit
Al
en - - .- 80 .. anyage 35) [ . . . . - ... - None _ .
Women . - - - - 1.3 any age(35) { - .- - . . « .-} None - emn .-
Japan ¢
80 . . @ e e e em eme = 80 5 - - - - - . None - -
Women . _ _ . I 55 5 - - - - e e s - None - . . .
Norway 1o
Men — — - . 67 . - - n3 - - . 9 3
Women .. _ .. ... . van [/ U I - usg - - R 9 3
Bweden
e . e e em e . - 85| .. - .| e ] 5 5 72 3
Women - - .. 85| - . - e e - 5 5 & T2 3
8witzerland
en ., . - . . - . 65| .. R . e - Nomne .- .-
Women . . . - 62 - - em P [N A - | None e e aa
United Kingdom
eN.. e e m e 4 a 651 . - . . - - - - - - ——- 111 65 5
Women . ... . - . - 0. . - .- PR 1 65 5

1 Figures {n parenthases represent required years of eontributfon for tul)
benefit In Auastria, for example, a worker can retire 5 years early (at age gnid up to age 70 Most workers
t at age G0 1s low

40 instead of o), after 35 years of coverage

t Full benefits payable to those who are in falling health, handicapped,
unable t0 work, prematurely aged ,but not quahfied for invalidity payments
3 Full benefits payable to older workers unemployed for designated period
cof time &t specified age For explanation of figures in parenthesis, ses foot

note 1 above

4 Annual increment awarded for each year empleyee continues to work

beyond the normal retirement age

& F{ve percent per year for those employed after age 71 up to a maximum

of 7% 5 percent of coverad earnings
* Applies to universal pension only

old-age programs for several years It was dur-
mg the economic expansion and high employment
of the early 1960’s that most countries initiated
policies designed to permit earlier retirement ei-
ther by lowering the retirement age itself or by
mtroducing flexible retirement features The em-
phasis in this period was not so much an effort to
encourage older workers to leave the labor force
as 1t was a result of being able to afford the

7 Statutory rotirement age is

3 Ten years of contribution in last 20
* Employees’ (earnings-related) pension program
1o Earnings related
" Beneflt reduced if contributions for less than 40 years benefit level sub

eNSsion Pregram

ject to B0 percent of former earnings

unemployed person

(fortheoming)

higher cost of flexibility with increased revenue

from favorable economic conditions

The number of flexible retirement provisions
continued to multiply m the 1970, even though
the dual effects of the recession and mflation of
the late 1960’s and the o1l crisis of the early 1970's

put a great strain on the ability of social security

funds to keep up with the growing proportion of
retired workers This tendency to continue adding
provisions that ultimately became a burden on
the system can be explamed in part by the fre-

24
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Source Sociel Secursty Programa Throughout the World

60, with Increments for deferred rotirement
do not retire until age 65 becauso the bene.

12 Benefits payable at substantielly higher rate if vacancy is filled by an

tars and 21977

quent lapse of time required for the legislative
process to put such provisions inte effect Most
proposals of this nature are subjected to lengthy
time-consuming negotiations
Government, labor, management, and political
parties, as well as lengthy deliberations in the
legislature Thus, measures developed m a par-
ticular economic period may be put into effect
only after economie conditions have changed

between

The continued adoption of flexible retirement
features during the recessions of recent years can

'

also be partly explained by the fact that such
provisions are thought desirable to make room
for younger workers by giving older employees
an opportumty to quit work before the normal

* See Paul Fisher, Worldwide Soctal Security Trends
The Challenge of the Late Seventies, paper presented at
the Brookdale Institute of Gerontology and Adult Human
Development and the National Insurance Institute of
Israel, Jerusalem, March 1977
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retirement age The high unemployment rates
during the recession may thus be alleviated

Unemployment —The rise of unemployment led
to the introduction of a new flexible retirement
provision to allow early retirement for persons
who are approaching retirement age and who
have been unemployed for a specified period of
time Austrna, Belgium, the Federal Republic of
Germany, France, Sweden, and the United King-
dom have now adopted a provision of this type

Under these provisions, unemployed workers
who are within 1-5 years of the normal retire-
ment age and have made a ummum number of
contributions to the system can become eligible
for a full pension payment Even 1f such persons
are only temporarily unemployed, they compete
for jobs with younger workers (iving them per-
manent pension status a few years early removes
this competition

In addition, the countries that have mtroduced
such provisions argue, 1n developing the rationale
for the program, that older workers close to re-
tirement age who are forced out of their regular
employment find 1t increasmgly difficult to be-
come employed because of their age, health, or
physical exhaustion

Partwl pension —Another recently developed
flexible feature 1s the “partial” program designed
to let workers reduce their work activity at or
before retirement age by supplementing part-time
earmings with a pension That 1s, the worker can
choose to go from full-time to part-time employ-
ment without makmg a significant financial saeri-
fice, since the pension helps make up for lost
wages

Norway and Sweden have adopted somewhat
similar provisions that allow workers with a spe-
cified length of service to elect to recerve a pension
while continning to work part time Under the
Swedish provision, introduced to assist individ-
uals i preparing for full retirement, a worker
may choose to receive 50 percent of the payable
pension up to 5 years before the normal retire-
ment age of 65 1f he 1s working part time (about
50 percent of former working hours a week for
most employees)

Norway also pays a parttal pension to part-
time employees to help those reaching retirement
age adjust to life without working full time A
worker reaching the normal retirement age of
67 may choose from one-fourth to three-fourths
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of the payable pension and continue to work on a
part-time basis 1f the total combined income of
pension and wages does not exceed 80 percent of
former earnings

Inducements To Continue To Work

Deferred retirement —At the same time that
the provisions for early retirement were begin-
ning to proliferate, most countries also 1mtiated
a means to reward persons eapable of continuing
to work and willing to do so The feature de-
veloped toward tins end provides an increment
to the benefit amount that accrues over the
period that retirement 15 deferred beyond the
normal age ' This increment ranges from 1 per-
cent a year to 9 percent for a period of 2 years
to no limit 1n erght of the 12 countries shown
table 8 Besrdes raiming the benefit level of work-
ers who elect te remain 1n the labor force, this
type of provision was also designed to reduce
expenditures from social security funds The re-
duction 1s achieved through the decline in the
number of retirees and the extension of the reve-
nue base by additional contributions from wages
earned past the normal retirement age The ef-
fect of such inducements has not been established,
but 1t 1s generally felt to be mmimal One 1m-
portant factor 1s that workers are often obliged
to leave their full-time job because of the manda-
tory retirement practices of many private indus-
tries

FEATURES IN SEVEN COUNTRIES

Belgium

Retirement age provisions —The program pro-
vides for

Normal retirement age Age 65 (men), 60 (women)
No inerement for deferred retirement heyond the
normal age Retirement necessary to recelve payment
Flexible retirement features (1) Actuarially re-
duced benefit payable up to 5 years before normal
retirement age, (2) full benefit payable up to 1 year

UH B ILiebing, The Influence of Early Pensions, of
Deferred Pensgions, and of Continuation of Work on the
Old-Age Fenson, International Social Security Associa-
tion, 1976
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early for long service (men), (3) full benefit payable
up to 1 year early for employees in arducus occupa-
tions (men), (4) speclal benefits payable up to §
years before age 65 for men and age 60 for women,
if unemployed

The present normal retirement age was estab-
lished 1n 1924 when the old-age pension program
was first implemented At that time, no provi-
stons existed for benefit payment before the nor-
mal retirement age Following World War IT, the
soctal security system underwent several major
revisions, mcluding a shift in the fixed retirement
age poliey with the mtroduction of a significant
flexible feature 1n the early 1950’

Reduced benefit option —The first provision
adopted to provide early retirement permitted
workers to choose between (1) quitting work
before the normal retirement age and recerving
an actuarially reduced benefit amount or (2)
continuing 1 employment until age 65 (men) or
60 (women) and becoming entitled to a full bene-
fit Reduced benefits are payable up to 5 years
early for both men and women

No new retirement features were added until
the 1970°s when considerable public debate was
generated over the normal retirement age These
discussions tended to focus both on the desirahil-
ity of providing more mdividual options in choos-
Ing a retirement age and, recently, on the need
for opening up additional job opportunities for
young workers by encouraging the retirement of
older workers®

In connection with additional options, the es-
sential argument against existing policy was that
the electing of a reduced benefit at an earher age
by 1tself constitutes an inadequate choice for most
workers It was suggested that workers subjected
to the rigors of a lifetime of employment and
possibilities of premature agmg ought to be able
to elect full benefits at an earlier age as a com-
pensation

Long-service reterement —In response to such
objections, legslation i 1976 allows men to retire
at age 64 with full benefits 1f they have been
employed for 45 years with at least 185 days’
work 1n each year, for at least 4 hours each day,
In every year since 1945

Arduous occupations —It was also argued that

¥ 1.0l 8 Copeland, “New Retirement-Age Features in
Belgium,” Social Security Bulletin, July 1977, pages 46—
49

26

additional compensation should be made for
workers employed in arduous, dangerous, or un-
healthy occupations It was pointed out that early
retirement provisions for those employed m such
occupations already existed 1n the Belgian miming
industry and i numerous ndustries of other
countries Legislation m 1976 authorized the pay-
ment of a full benefit amount to all covered men
1 year before the normal retirement age if they
were employed 1n an arduous occupation during
5 of the last 15 years preceding the 64th birthday
or during any 12 years of the total waorking career

Early retwrement for the unemployed —The
combination of growing pressures for retirement
age reform and a worsening employment situation
led to legislation m 1975 that provided for special
benefits to unemployed older workers who lose
their jobs A benefit made up of an unemployment
benefit of 60 percent of the worker’s earnings plus
a supplemental amount equal to 50 percent of the
difference between the unemployment benefit and
the worker’s gross salary 1s payable up to 5 years
before the normal retirement age

To promote the employment of younger work-
ers, a new feature was adopted 1n 1978, specifically
aimed at encouraging workers nearing retrrement
age to voluntarily withdraw from the labor
market Specral benefits slightly lower than those
pad to dismissed employees are awarded to
workers replaced by a worker under age 30 The
new worker does not have to perform the same
10b Tnitially, men who elected benefits were paid
up to 3 years before age 65 and women up to 2
years before age 60 The period of early retire-
ment has subsequently been increased to up to §
years for both

The unemployment and the supplemental bene-
fit amounts are both adjusted to changes 1n the
price index on a regular basis and revised yearly
to account for changes in the wage index Benefits
are payable until retirement age

Federal Republic of Germany

Letirement age provisions —The program pro-
vides for

Normal retirement age age 65 Pension amount
increased by 72 percent (06 percent a month) each
year that retirement is deferred from age 65 to
age 67 A retirement test applies up to age 65
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Flexible retirement features Full pension payable
up te (1) 2 years before mormal retirement age
for persons with long service, (2) 8 years early for
persons whose capacity for work has been reduced
by at least half, (3) § years early for unemployed
older workers, (4) 5 years early for older women
recently In the labor force

Instituted 1n 1889, the German old-age insur-
ance program—the oldest program mn Europe—
began with a retirement age of 70 Objections to
this age were made at the time as bemng exces-
sively high, particularly among the workmmg
classes where the average longevity was well
below age 70 In addition, the general population
as a whole viewed the pension program with some
skepticism To win public support, full benefit
payments were made available to workers at age
70 1n 1891, only 2 years after the program began,
with at least 40 years of work It was hoped that
the benefimal results of a full pension amount
would win interest and support If the retire-
ment age had been set at a lower age, payments
might have been delayed by several years while
sufficient funds were being accumulated to cover
the additional expenditures By 1916, the income
flow was sufficient to permit a reduction of the
retirement age to 65

The policy of a fixed retirement age of 65
continued until the late 1960’s and early 1970%s
when favorable economme conditions, combined
with social objectives for more options regarding
retirement age, permitted the formulation of the
flexible retirement concept Flexible retirement,
as previously discussed, 13 intended as a means
of giving workers greater latitude 1n choosing a
retirement age based on individual rather than
chronological circumstances In Germany, 1t was
felt that workers who had performed a “full
working life,” defined as one of 35 years or more
m the labor force, deserved the option of electing
full benefits before the normal retirement age,
The strong economy of the late 196(0’s helped
make this possible through the strengthening of
the social security revenue base to pay for the
projected 1ncrease 1n expenditures for the new
benefit .

Early retirement for long service —The provi-
sion for retirement before the normal retirement
age of 65, put into effect January 1, 1973, allows
older workers to draw a full retirement pension
at age 63 To qualfy, the worker must have 35

BULLETIN, MAY 1978

vears of conimbutions or insurance credit and
must neither be disabled nor have been unem-

Hlavad fan o Toane
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time An person may,
without affecting the amount of the pension, elect
to continue employment on a part-time basis,
defined as either (1) up to 8 months (75 work-
days) m each year without earmngs limit or (2)
regular work with earnings up to 30 percent of
the contribution base (1n 1977 this ceilling amount
wasg 37,200 DM a year) ** Under existing legisla-
tion, these lmmitations are lifted entirely when
the worker reaches age 65

Alternatively, a worker who 1s eligible for
retirement at age 63 may defer claiming his
pension and continue to work full ttme Because
the worker continues to make contributions to
the social security program, the benefit payable
to him at the normal retirement age of 65 will
be higher Periodic adjustments to wage scales
and other economic factors also have an upward
effect on the deferred pension level If the worker
should choose to work beyond age 65, an addi-
tional mcrement of 06 percent 1s granted for
each month of work up to age 67

Provisions for partwal disability and for unem-
ployment —A strong economy had stimulated the
long-service retirement provisions, but an eco-
nomic downturn led to the development of addi-
tional flexible retirement programs As the re-
cession took hold and unemployment began to
rise, 1t became necessary to seek provisions that
would allow and encourage workers who did not
qualify for early retirement based on long-service
to leave the labor force and make room for
younger workers

In response to these conditions, 1973 legislation
maugurated payment of a full pension amount
up to 3 years before the normal retirement age
for disabled persons who did not qualify for
regular disability benefits To be entitled, a
worker’s capacity to perform his job must have
been reduced by 50 percent or more

A measure for unemployed older workers estab-
Lished mn 1972 provides full pensions at age 60
to persons who have been unemployed for at
least 18 months Recipients of pensions under this
provision may engage mn some paid work with
no reduction 1f their annual earnmgs do not
exceed one-eighth of the contribution base

3 One deutsche mark egualed 2.392 US cents as of

March 30, 1977
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Early retirement for women with recent serv-
we —The number of older women 1n the labor
force has grown considerably in recent years To
provide an opportunity for some of these women
to quit work before the normal retirement age,
a provision mplemented in 1972 pays a full pen-
gion at age 60 to women with at least 15 years
of nsurance credits, 10 of which were earned
during the last 20 years before retirement To
take advantage of the early-retirement option a
woman must give up substantial gainful em-
ployment *

' 4

France

Retirement age provisions —The program pro-
vides for

¢

Normal retirement age Any time from age 60 to
age 70 but customarily at age 65 DPenslon amount
increased by 5 percent of earnings for each year
retirement Is deferred beyond age 60 No retirement
test

Flexible retirement features (1) Reduced benefit
paid up to 5 years before normal retirement age,
(2) special payment to unemployed workers aged
60-63, (3) full pension payable up to 5 years early
for long term workers in certain hazardous occu-
pations and for working mothers with at least three
children and 30 years of contribution, (4) full pen
sion payable up to 5 years early for at least 50-
percent disability

Contrbutory old-age pension coverage for most
workers m commerce and industry began under
the general system (régime général) m 1945
A mmimum retirement age was set at 60, pri-
marily because that was the prevalent age for
private pensions 1 industry at the time Though
retirement was permtted at age 60, a severe decre-
ment was 1mposed on the benefit amount that
reduced the payment by half of that payable at
age 65 Thus, a worker got 20 percent of average
earnings 1n the last 10 years at age 60, instead
of the 40 percent payable at age 65 The benefit

*Qee Robert Wewse, “Ilousewives and Pensions
Foreign Experience,” Soctal Security Bulletin, September
1976, pages 37-44

®The régime général replaced a number of social
Insurance funds in existence since 1930 It presently
covers sbout three-fourths of the full- and part time
employees In the work force—mainly workers in industry
and commerce Special systems cover workers In agri-
culture, transportation, mining, government service, self
employment, and other flelds
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level at age 60 was thus so low that most workers
waited until age 65 to elaim benefits In addition,
most workers receive their private pension pay-
ments under the mandatory retirement policies
m private mndustry at age 65, and they thus have
another reason for waiting

Over the years, for workers covered by the
general system, retirement at age 65 in order
to receive full benefits has been inereasingly
challenged, both because age 65 was considered
too high and because the benefit payable at age
60 was considered 1nadequate Attention has also
been drawn to the fact that other groups of
workers—including agricultural workers, seamen,
miners, primary teachers, government employees,
and the self-employed covered under separate
national insurance programs—were ehigible for
full benefits at age 55

These points were first seriously questioned by
the Laroque Report,® a 1960 Government-spon-
sored mquiry 1nto the problems of the aged This
study acknowledged the inadequacy of the exist-
g pension levels under the general system and
the difficulties confronting retired workers Sim1-
lar conclusions were drawn from a more recent
report of the Commission on Social Benefits for
the Sixth Plan submitted m 1971

Beduced pension —-The madequacy of benefit
levels and the unfavorable retirement age de-
seribed 1n the Commission’s 1971 report gave 1m-
petus to a strong movement by the French trade
unions to press for major pension changes, -
cluding the start of full benefit payments at age
60 mstead of 65 This proposal was rejected by
the Government on the grounds that such liberal-
zation would jeopardize the financial security of
the social security fund, already running at an
operatig deficit Instead of lowering the retire-
ment age, the Government took legislative action
i 1972 to increase (progressively over a 3-year
period) the basic penston amount payable at age
60 from 20 percent of average earnings to 25
percent for workers with long service (375 years
of contribution) and to raise the annual incre-
ment for deferring retirement from 4 percent a
year to 5 percent, By 1975, workers who retired
at age 60 became entitled to 25 percent of average
earnings 1 s last 10 years of employment, 50

¥ Pierre Laroque, Politique de la Vieillesse, Documen-
tation Francalse, Paris, 1962
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¥ See Robert Welse,

percent at age 65, 75 percent at age 70, and so on
until work stopped”

Despite the 1ncrease in the benefit level under
the 1972 legislation, the amount payable before
age 65 was still considered inadequate To be

_assured of an adequate retirement pension, most

workers found 1t necessary to continue in em-
ployment unt1l age 65 Often, however, because
of poor health or because they could not keep
pace with technological changes in their jobs,
many workers left their career occupations to
accept work on a part-tume basis or full time at a
lower pay rate until they became ehgible for full
benefits at age 65 The likelihood that older
workers could change jobs 1n this manner vir-
tually disappeared mn the 1974 recession as the
availabihty of even part-time or unskilled posi-
tions became quite scarce The effect of this
situation was that workers who might have other-
wise reduced their employment activity stayed
at their jobs

Arduous work —In response to the unemploy-
ment condition, a law was passed, effective July
1, 1976, to assist certain older workers to retire
early and make more room 1n the labor force
for younger workers The legislation enabled
manual workers with 42 years of employment—
with & of the 15 years before retirement per-
formed 1n strenuous labor—to retire at age 60
and recelve a pension equal to that usually pay-
able at age 65 The lower retirement age also
applies to women who have three children, have
engaged m blue-collar work for at least 5 of the
15 years before retirement, and have at least 30
years of contributions

Manual workers are the first group to be
affected by the new provision, but the legislation
is also mtended to cover all groups of workers by
1980 Because of cost considerations, however,
# similar program for other segments of the
working population w1ll be introduced gradnally

The Government, by according priority to
manual Iaborers, hopes to correct some 1nequities
i the other retirement provisions Most blue-
collar workers engaged in arduous work, for
example, have contributed more than the 375
years used to compute old-age benefits under the
formula These workers have not received addi-
tional credits to compensate them for their addi-

“Higher Old-Age Pensions in
France,” Social Security Bulletin, May 1972, pages 30-32
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tional years of contribution nto the pension
systemn It was also felt that, when many of these
workers retire at age 65, they are physically and
mentally exhausted and have little hope for a
comfortable retirement

Early retwement for the unemployed —An-
other proviston 1n the 1972 legislation was also
prompted by the high unemployment rates among
older persons Dismissed unemployed workers
aged 60-65 may recerve a special benefit 1f they
have at least 15 years of contributions The bene-
fit 18 actually paid under the unemployment 1n-
surance program until the worker reaches age 65,
but the recipient 1s removed from competition
with younger workers in looking for employment
and 1s, for all practical purposes, retired There
18 clearly an inducement for older workers to
elect this benefit since the level of payment 1s
more than twice that of regular unemployment
benefits

In July 1977, an agreement between employers
and the trade unions was reached to allow benefits
to be paid at age 60 to unemployed workers who
have quit or have been dismissed with 10 years
of contributions and at least 1 year of work in
the last 5 years

Early retirement for partwl desabdity —An
early-retirement provision n effect for many
years covers workers who do not quahfy for
invalidity benefits (total disability) but cannot
perform their normal work or are incapacitated,
by 50 percent or more, to perform any work
Disabled workers can retire at age 60 and receive
the full benefit amount—a maximum of 50 percent
of average base salary This provision affects
a significant number of workers Almost half
of the pensions granted at age 60 since 1963 have
been for disability -

Japan :

Retirement age provisions —The program pro-
vides for x

Normal retirement age Under employees’ pension
program {for workers in Industry and commerce)—
age 60 (men), 65 (women) , under national pension
program (for others)—age 63 No increment for de
ferred retirement under either program TUnder
employees’ pension program, pensions subject to an
earnings test up to age 65 for both men and women
No retirement test under national pension program
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Flexible retirement features (1) For miners, full
pension payable for retirement up to § years before
the normal retirement age

Japan has two major national programs for
old-age, survivors, and disability insurance The
mam system 1s the employees’ pension program,
financed primarily by employee-employer con-
tributions, that covers workers 1n most mndustry
and commerce The other system 1s the national
pension program, financed from general revenue,
that covers all adult eitizens not protected by any
other pension system The focus here 13 on the
employees’ pension program

‘The dominant feature with respect to retire-
ment age 15 that i 74 percent of all large busi-
ness firms (67 percent 1n firms with less than 100
employees) workers are compulsorily retired up
to 5 years (usually at age 55) before they become
elizible to recetve a social security pension Thus,
the concept of voluntary retirement as 1t 13 nsed
1 some other countries does not exist 1n Japan
Every employee expects and 1s expected to con-
tinue 1n his hifetime career until he reaches the
established age limit At the time of compulsory
retirement, workers are given a lump-sum separa-
tion payment The amount of this payment, how-
ever, 15 generally not enough to allow for self-
sufficiency before age 60 As a result, most workers
continue employment at lower paid jobs, often
in the same firms i1n which they spent therwr
careers, until age 62 or 63

The practice of compulsory retirement 1s one
that began 1n Japan in large industrial firms n
the 1920’s Essentially, 1t 13 an outgrowth of the
seniorty-based wage system, the life-time com-
mitment to one firm common 1n Japanese indus-
try, the traditional family support of the aged,
and the rehance of workers on private savings for
old age Since every employee works 1n his chosen
career employment until retirement age, the com-
pany guarantees to crease his wage solely on
the basis of longevity Because the wages of all
older workers go up, 1t 13 1 the company’s
interest to terminate employment when the wage
begins to become a financial burden—generally
at age 55 The turnover then allows the company
to hire young workers at much lower pay

This process of compulsory retirement spread
to smaller industrial firms and businesses after
World War II as increasing labor shortages led
to the introduction of semiority-based wages In

addition, the continued development of highly
technical equipment at all industrial levels made
obsolete the skills of many older workers and
provided the employers with justification for
terminating careers as early as feasible

Since the m1d-1950s the concept of compulsory
retirement before age 60 has come under increas-
mg criticism, particularly from the trade umons
The arguments agamst a compulsory retirement
age revolve around the 1dea that a worker must
be able to continue to work at full wages because
he no longer can rely on traditional family sup-
port to earry him through an ncreased hife
expectancy The points are also made that re-
employment at even part-time or reduced-wage
posttions 18 becoming more difficult and that the
social security benefits payable at age 60 are
too small because of the low earnings-replacement
rate and the mmposition of a retirement test up
to age 65 !

Labor unions have inecreasingly sought the
raising of the retirement age 1n industry to coin-
cide with that of the employees’ pension program,
but the recent recesston has made buswness firms
more reluctant By hiring younger workers and
letting older employees go as early as possible,
businesses are often able to offset some of the loss
of profits due to the recession Smaller firms,
however, have been more willing to raise the
retirement age because of therr difficolty mn re-
crmiting younger workers, who tend to seek career
positions with the larger enterprises Agamst this
background, with the emphasis on raising the
compulsory retirement age i industry rather than
on lowering the pensionable age under the na-
tional program, 1t 18 not surprising that Japan
has not introduced measures to provide for early
retirement

It 1s interesting to note, however, that under
the unique compulsory retirement-age process, an
<lement of flexibility exists Compulsory retire-
ment before pensionable age usually compels a
worker to choose a second career more compatible
with aging, such as a part-time and less physically
or emotionally demanding position Instead of
an abrupt end to work, there 1s time to adjust
to a Iife without the social and economic rewards
of full-time employment The system lacks true
flexibility, of course, because no provisions permat
the worker to retire according to his individual
circumstances, needs, and choices
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Norway

Bletirement age prowistons —The program pro-
vides for

Normal retirement age Age 67 TI'ension amount
increased by 9 percent (075 percent a month) for
each year that retirement is deferred from age 67 to
70 Retirement test until age 70

Flexlble retirement features (1) Partlal pension
for those who want to continue in part-time employ-
ment, (2) partlal disability benefit payable up to
3 years earlier than normal retirement

The old-age pensions established 1in 1963 came
late to Norway, 1n comparison with other Euro-
pean and Scandanavian countries Norway's
slower development reflected the fact that, mn
earler years, most elderly were cared for by their
families and that, later, severe economic stagna-
tion was experienced from World War I to the
middle of the 1930’s As longevity mcreased,
however, the burden of supporting elderly rela-
tives gradually became too heavy for many fami-
lies to bear by themselves This factor, coupled
with an 1mproving economy after the depression
years, led to a national old-age pension program
funded entirely by general revenues

The commitment of the Government to provide
cash benefits to the elderly was, however, modified
by cost considerations To keep expenditures
down, the initial old-age pension program paid
only a small benefit amount and restricted pay-
ment to persons with limited means In addition,
the retirement age was set at 70 to keep down
the number of beneficiaries

Cost considerations continued to be a major
factor m keepmg the retirement age at 70 until
1973, despite efforts to lower 1t Some benefit
reform measures were taken, however, that re-
moved the means test for universal benefits (1957)
and added an earnmngs-related benefit layer
financed by employee-employer contributions
(1967)

In 1973 the retirement age was lowered from
70 to 67, and an unusual retirement option was
introduced that allows fully insured workers to
recelve a pension while continuing in part-time
employment The lower retirement age 1s intended
to meet the eriticism that the program did not
have sufficient provisions for retirement before
the normal age and that the retirement age of 70
was higher than that of most other industrial

BULLETIN, MAY 1978

nations The provision also sims at giving work-
ers approaching old age the opportumty to slow
down work activity gradually in anticipation of
complete retirement That 1s, 1t 1s designed to
help soften the social and economic shock of
abrupt withdrawal from the work force At the
same time, new provisions will benefit the em-
ployment situation by opening up full-time posi-
tions to younger workers

Under the 1973 legislation a worker has avail-
able three options at age 67 He may retire with
g full pension, continue full-time work and thus
earn a higher pension amount payable at age 70,
or elect to recerve o combined pension and part-
time salary *®

Parteal pension —Under the reform provision
that permits the worker to choose a partial pen-
sien while he continues to work, the amount of
the pension payable varies inversely with the
level of wages or salary Thus, at age 67, a
worker may draw one-fourth, one-half, or three-
fourths of the regular pension amount, as long as
the combined total does not exceed 80 percent of
“former earnings”1*

Several regulations affect the pension of an
individual who elects to work beyond age 67
These apply to both elements of Norway’s two-
tier system, which consists of a basic pension pay-
able to all residents and an earmings-related sup-
plement The worker must continue to contribute
to the social msurance system 1f he continues to
work, whether or not he 1s already covered for
a full basic pension If he has full coverage of 40
years’ contributions, the additional contributions
will not result 1n a hgher basic benefit amount
On the other hand, the earmngs-related supple-
mentary pension—computed on the highest 20
years of earmings—may be increased 1f the indi-
vidual’s income after age 67 1s substantial enough
to be mncluded in the highest 20-year average

In addition, the worker 1s entitled to a deferred
pension supplement for every month after reach-
g age 67 that retirement 1s postponed This
monthly increment amounts to 075 percent of

* Hee Leif Haanes-Olsen, “Lower Pensionable Age in
Norwaw,” Social Security Bulletin, January 1974, pages
34-37

¥ “Former earnings" are the pensloner’s average earn-
ings from his 61st year through his 65th year, or from
the 63rd through the 65th year if these years provide a
higher average Within these Limits, years without earn-
ings are included



the total basic and earnings-related supplementary
pension computed at age 67 The mcerement there-
fore raises the pension by 9 percent of the initial
amount each year—or 27 percent if the pension
18 delayed until age 70 If part of the pension 1s
claimed between ages 67 and 70, the inerement
18 reduced accordmngly

Parteal disabilsty —Norway has for some time
provided benefits payable before the normal re-
tirement age to partly disabled workers Before
1973, a worker could retire at age 67 instead of
70 because of “premature aging” (defined as a
reduction 1 work capacity of at least 50 per-
cent) The pension amount was reduced by 05
percent for each month before age 70 that the
pension was paid Under 1973 legislation, full
benefits are pard for partial disability up to 3
years before age 67 In addition, the definmition
of disabihty has been lhberalized i1n considering
the availlability of jobs the worker can still
perform

t

Sweden

Retirement age provisions —The program pro-
vides for,

Normal retirement age Age 65 Pension is increased
by 72 percent (06 percent a month} for each year
that retirement is deferred before age 70 No retire-
ment test

Flexible retirement features (1) Partlal pension
payable up to 5 years before age 65 to those who want
to continue in part-time employment, (2) actuarially
reduced benefit payable up to 5 years before age 65,
(3} full benefit pald to partially disabled or prema-
turely aged workers up to § years before age 65, and
(4) full benefit paid to long-term unemployed work-
ers up to 5 years before age 65

In July 1976, Sweden lowered 1ts retirement
age for workers 1n commerce and mdustry from
67 to 65 and liberalized provisions for early and
deferred retirement The orginal legislation had
established a retirement age of 67, based primarly
on the retirement age for civil servants at that
time The new retirement age represented a com-
promise with a varlety of parhamentary com-
mittee reports that had recommended retirement
ages ranging from 60 to 70

Later efforts to lower the normal retirement
age under social security fatled until 1976, al-
though the civil service retirement age was low-
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ered to 65 The main factor preventing a lower
retirement age for workers in commerce and
industry was cost A retirement age of 65 would
call for additional revenue to finance the larger
number of beneficiaries at the same time that
the proportion of workers whose taxes pay for
the program would be reduced It was felt that
the situation would worsen in the future and
that lowertng the retirement age would only com-
pound the problems Although the retirement age
of 67 was not lowered unt1l 1976, two provisions
for earlier retirement were introduced in 1960
when, under a major revision of the social security
program, an earnings-related layer was added to
the universal flat-rate benefit

Reduced benefit option —The 1960 reforms gave
workers the option of retiring up to 4 years be-
fore the normal retirement age with the benefit
amount actuarially reduced by 06 percent for
each month before age 67 Workers were also
given the option of receiving an increment of
06 percent for each month worked beyond age
67 to age 70 i
" In 1976, to liberahize the early retirement pro-
vision and make withdrawing from the labor
force easier for those near the end of their
working careers, the period during which a re-
duced benefit can be drawn was extended to 5
years before the newly implemented normal re-
tirement age of 65 The decrement for electing an
early pension was also modified from 06 percent
to 05 percent per month before age 65 In addi-
tion, workers were-given the added option of
choosing either a full or half pension to which
the decrement 1s apphed

FEarly retirement for partwl dwaebility and
unemployment —The reform of 1960 had also
included a provision to pay a full benefit up to 4
years before the normal retirement age of 67 to
persons unable to cope with job requirements—
that is, those partially physically disabled, pre-
maturely aged, or mentally unable to continue 1n
their regular employment

Under the 1976 law, this provision was ex-
panded to allow early retirement up te 5 years
before the normal retirement age In addition,
coverage was extended to mclude persons unem-
ployed for some time and with no real prospect
of finding a job

Discussions of lowering the normal retirement
age 1itself had broadened by the md-1960's to
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mclude the question of more flexibility The Con-
federation of Trade Unions was particularly in-
terested 1 part pensions before the normal retire-
ment age a$ an opportunity to provide workers
with more leisure time and a smooth transition
to full retirement by scalmg down productive
activities during the final phases of working life
The trade unions also continued to argue for a
lower retirement age, pomnting out that the pri-
vate pension system, established through labor
management agreements and affecting most work-
ers, had set retirement at age 65 and that age 63
was 1 widespread use 1n other countries

By the 1970°s, two major factors weakened
the basis for previous Government objections to
the cost of introducing more flexibility and lower-
ing the retirement age First, the amount of sur-
plus money 1n the social security trust fund had
accumulated to such an extent that an increase
m the number of beneficiaries would increase
payroll taxes only nominally Second, an influx
of young foreign workers greatly reduced the
demographic imbalance in the proportion of
workers to retired persons

The combined effect of pressure from the trade
unions, the availability of funds, and the improv-
mg demographic patterns influenced the Govern-
ment to establish a Commission on Pensionable
Age 1n 1970 to investigate the social and economie
effects of a lower retirement age On the basis of
reports made 1n 1974-75 by this Commission, the
Government proposed lowering the retirement age
to 65 and to provide more flexibility through
modifications of the early retirement provisions
and the mtroduction of a variable-pension pro-
gram These measures were implemented 1n July
1976 *°

Partial pension —The flexible retirement age
feature introduced i 1976 under the Partial
Pension Insurance Act of 1975 15 designed to
encourage a reduction 1n work activity by pro-
viding a partial pension to replace part of the
mcome loss The provision 1s unusual in two
respects

First, 1t promises, for those aged 60-64, to
replace 65 percent of income Jost as a result of
a shift to part-time employment without reduting
the s1ze of the regular pension available at age 65

™ Jee Leif Haanes-Olsen, “New Retlrement Options in
Sweden,” Sociel Security Bullettn, March 1978, pages
31-84
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Workers become eligible with 10 years of covered
mecome (the mncome above the base amount that
counts toward a supplementary pension) after
age 45

Second, each partieipant must mamtain a
weekly schedule of at least 17 hours of paid
employment m order to fulfill the mimmum re-
quirements for other social benefits such as un-
employment insurance benefits To the average
worker m manufacturing, this schedule means
a reduction 1 working hours by approxmmately
one-half For a worker earming 86,000 kronor per
year on a full-time basis, the new pension would
replace 65 percent of the 18,000 kronor reduction
1n 1necome, or nearly 12,000 kronor 2

The variable-pension benefit, coupled with part-
time earnings, can provide a worker with an in-
come that 18 about 85-80 percent of his previous
earnings ** In comparison, the benefit of a fully
retired pensioner who has earned an average
mecome throughout his working hfe approximates
65-70 percent of his former earnings The vari-
able-pension program thus provides a twofold
advantage for those preparing for full retire-
ment—a gradual transition toward less physical
exertion and a lower income level

United Kingdom

Retwrement age provistons —The program pro-
vides for

Normal retirement age 63 (men), 60 (women)
Pension amount is increased by 6.5 percent for each
Fear (0125 percent a week) that retlrement s
deferred before age 70 (men) or 65 (women) Re-
tirement test until age 70 (men) or 65 {women)
Flexible retirement feature Benefit payable up to 1
year before the normal retirement age at substan-
tially higher rate {f vacancy left by retiree is filled
by an unemployed person

When old-age pensions were first implemented
in the United Kmgdom 1n 1908, benefits were pay-
able at age 70 The benefits were means-tested,
flat-rate payments entirely financed by general
revenue Although age 70 was established as the

® One Swedish krona equaled 24 US cents as of

March 31, 1977

®8ee L A Astrom, Gradual Tronsition from Full-Time
Weark to Retirement, with Income Deriwving in Part from
Work and in Part from a Reduced Pension, International
Soclal Security Association, 1977



age for first ehgibility for benefits, 1t was gen-
erally recognized that age 65 was more lkely
to reduce the high number of aged persons hiving
m poverty Cost estimates, however, indicated
that the earlier age would increase Government
expenditures by more than 60 percent in the first
year of operation

Interestingly, & cost analysis used at the time
did not include a consideration of the effect a
lower retirement age would have on the expendi-
tures necessary fo mamtain a growing proportion
of elderly 1n the population ¢ As noted elsewhere,
this was a significant factor mn the retirement
age determinations of several other industrial
countries

The problem of financing a retirement age of
65 was the major obstacle to lowering the age
until 1928, when compulsory employee and em-
ployer flat-rate contributions (begun n 1926)
provided a sufficient source of additional revenue
The new system of combining general revenue
with contributions made 1t possible to lower the
retirement age to 65 and to eliminate the means
test

As noted, the primary objective of establishing
age 65 as the age of elyzibility for means-tested
benefits was to raize the income of as many
needy, aged persons as was economically feasible
Age 65 was also viewed as the most desirable
retirement age because 1t was believed that at that
age the average person’s physical and mental
capabilities could be expected to decline The
retirement age was thus related to the average
person’s ability to continue work m much the
same way that flat-rate benefit payments had
been adopted to meet average rather than indi-
vidual 1ncome needs At the same time, 1t was
recogmzed that many people were capable of
and desirous of working after age 65 For these
reasons, age 65 was viewed as a mmimum retire-
ment age beyond which many workers were ex-
pected to continue to work 1f their health per-
mitted

Later changes i the retirement age were re-
lated to the circumstances of families where the
wife was younger than the husband and thus
not eligible at the same time for a pension in
her own right Legislation enacted in 1940 lowered

% ITugh T Heclo, Modern Social Politics in Britein end
Sweden From Relief to Income Maintenance, Yale
University Press, 1974
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the retirement age for women to 60 to make 1t
possible for working women up to 5 years younger
than their spouse to be entitled to their own
pension at the time of their husband’s retirement
For men, the retirement age remained at 65

Debates m 1946 discussed the restoration of
parity in the retirement ages of men and women
This notion was rejected, however, on the basis
that no appreciable savingd on pension expendi-
tures would result and because 1t was thought
that employed women who had run their house-
holds after working hours should have the oppor-
tunity of retiring as soon as possible 24

Deferred retirement —Some degree of flexi-
bility (in addition to the provision for spouses)
was ntroduced in 1948 with respect to benefit
merements for work beyond age 65 Before 1048,
when a worker reached age 65 he received the
flat-rate benefit, regardless of ncome or work
status Legislation implemented 1 1948, on the
basis of recommendations in the Beveridge Re-
port, emphasized age 65 as a minimum 1nstead of
a normal retirement age UInder the National In-
surance Act of 1946, effective 1948, the benefit
payment was made contingent on an earnings
test

Because 1t was expected that most employees
in good health desired to continue working, the
earnings test served more to restrict the costs of
benefits paid to workers whose income exceeded
a specified amount than as a deterrent to working
In fact, an merement was added to the benefit
amount for each year of work beyond age 65 up
to age 70 (60 and 65 for women) to provide an
addrtional ncentive to continue 1n employment

Since the inception of these measures, however,
studies of retirement trends show that age 65
has been generally employed as the normal age
of retirement and that legislative mcentives to
remam active to age 70 have had hittle effect on
the age at which a worker retires Thas sttuation
has been attributed, in part at least, to the high
degree of job security enjoyed by employed per-
sons 1n Great Britain, as well as to the preference
of employers to reduce their workforce through
statutory retirement and attrition rather than to
lay off the older workers and to recruit younger
persons

# Victor George, Soctal Securily Beveridge and After,
Routledge and Kegan Paul, 1068
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Early retirement for unemployment—Except
for a proposed mcrease 1n the retirement age to
63 for women and 68 for men submitted 1 1954
by a Government-appointed task group, no serious
suggestlbns to change the retirement age were
put forth until 1976 As in several other nations,
the current high rate of unemployment, however,
led to a new special benefit, tmplemented 1n 1976,
18 filled by an unemployed person This benefit
18 designed primarily to enable unemployed
youths to step into low-income jobs held by

employees who are within a year of retirement

age.

'
[

1

FUTURE DEVELOPMENTS AND PROPOSALS

'

The mam factors that will continue to exert
pressure to adjust the retirement age either
upwards or downwards are both economic and
social Frequently, the one pulls against the other

In France, for example, a lower retirement age,
along with reduced work hours, 1s preferred by
the Government as an mducement to get young
wworkers mto jobs in industry This action 1s
considered necessary 1if production 1s to ncrease
enough to support adequately the development
of a growing economy A lower retirement age
1s also desired by employers mn certamn industries
because they prefer better-educated young workers
to older employecs less adept at adjusting to new
technology Workers themselves share in the
objective of a retirement age of 60 with full
benefit amounts because of the opportumity pro-
vided for easing into retirement and a more
varied hfe

Attractive as early retirement may appear,
however, social security planners have warned
that early retirement may turn out to be an
mcreasingly expensive burden In most industrial
countries, the increase mn the nactive retmred
18 outpacing the growth of the labor force, there-
by placing new strains on the national economies
of these countries Some sources predict a slowing
down 1n the trend toward lowering the retirement
age 1n the next few years because of unfavorable
demographic conditions ?* According to a recent

= plerre Laroque, “L’age de la Retralte Ses Aspects
Economiques et Soclaux,” in Vie Soctale, April 22, 1975,
pages 489491
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study of the Organization for Economic Devel-
opment, 1f the fertility rate contmmues to drop
as 1t has done over the last 10 years, the financial
burden for pensions will be spread over a smaller
number of working people and the active labor
force will have to pay higher taxes to support
the increase m the number of pensioners Sys-
tematically lowering the retirement age, therefore,
will aggravate the problem of financing, partieu-
larly 1f unemployment increases and 1f demo-
graphic changes continue to reduce the revenue
base

The Federal Republic of Germany has already

felt the economie burden of funding a hiberalized

retirement age pohey. The unanticipated high
proportion (85 percent of those eligible in 1975)
of persons electing to receive a full pension up
to 2 years before the normal age reflects the effect
of only one of four flexible retirement age pro-
visions 1n that country placing added fiscal strains
on the system :

Nonetheless, discussions of flexibihty n this
area are becoming more widespread One school
of thought 1n the Federal Republic of Germany
would gradually reduce the retirement age n that
country from 63 for men with 35 years of service
to 60 1n slow steps, but with actuarial reductions
mn benefits The gradual nature of the reduetion
would be expected to ease the extra financial
burden on the economically active population
Opponents feel, however, that the fiscal burden
of lowermg the retirement age would be too great,
at least unt1l the 1980's when the demographic
conditions 1n Germany are expected to be more
favorable

For the United Kingdom, proposals have been
made for early retirement with reduced benefit
amounts as under provisions i Belgium, Swe-
den, and the United States? In this case, the
full benefit would be actuarially reduced for the
period of entitlement before the normal retire-
ment age For an early retirement of 5 years, the
reduction would be about one-third of the benefit
amount. The primary objection to this suggestion
15 that too many beneficiaries would become en-
titled to reduced benefit amounts below the level
of means-tested supplementary benefit payments

A further alternative to the fixed retirement

® 3ee Michael P Fogarty, Pensions—Where Neat!,
Center for Studies In Social Policy, 1977
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age proposed 1n the United Kingdom 1s the pay-
ment of a partial pension Under this approach,
a less-than-full benefit would be paid, as in Nor-
way, for a number of specified years before the
worker reaches the normal retirement age, when
he would receive the full benefit amount Eh-
gibility would be restricted to those contmuing
to work on a part-time basis and continuing to
make payroll contributions This approach has
the advantage of providing for a gradual prep-
aration for living under the economic and social
changes accompanymg full retirement The main
difficulties seen are the lack of availability of
part-time positions and the potentially high costs
mvolved 1f a large number of workers elected
to receive the benefit

In the United Kingdom, the Government has
responded negatively to proposals to reduce the
retirement age to 60 for men because of the
considerable costs mvolved The Government
argues that lowering the retirement age to 60 for
men would mean a very large imcrease (£2,000
million a year)?*" in costs for services and benefits
to new beneficiaries and mcrease the tax burden
on those remamnmg m the work force because
the ratio of working 'population to pensioners
would decline A possible lowering of the gross
national product because of the loss of experienced
workers 1s also feared It is noted, mm addition,
that since private plans tend to adopt the retire-

* One pound equaled $171(U 8 ), as of March 31, 1977
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ment age 1n the national program, these plans
would also suffer from a necessary increase
expenditures

Except for Japan, few serious proposals for
raising the retirement age have been made Even
under the unique Japanese situation calling for
retirement up to 5 years before pension payments
begm, proposals for eliminating or raising the
compulsory retirement age in industry have, for
the most part, been met with resistance from
employers They feel 1t would place an undue
financial burden on them unless they did away
with the popular seniority-based wage system
In response to contmued social and government
pressure to raise the retirement age by one or
two years, however, a few compames have intro-
duced new wage systems based on a worker’s
ability and position, as well as programs designed
to retramn older employees for less demanding
full-time jobs In addiion, as of October 1976,
the Government requires that at least 6 percent
of the employees of all private concerns must be
aged 55 or older

Proposals have also been made by the Japanese
Government to change the compulsory retire-
ment age to 60 through the payment of a Federal
subsidy to businesses that would raise the retire-
ment age The subsidy would enable employers
to retain older workers by covering the additional
expenses mvolved i keeping them on the payroll,
while at the same time promoting new job oppor-
tunities for younger workers

* SOCIAL SECURITY



