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Chapterr 1 

Introduction n 

Thee labour force participation of elderly people in the Netherlands is extremely low. 
Inn 1998, only 20 percent of all males and 6 percent of all females aged 60 to 64 were 
activee in the labour market. For people aged 55 to 59, labour force participation 
ratess were 65 percent for males and 26 percent for females. Compared to middle 
agee groups, this reflects a dramatic fall in participation over age. Compared to the 
averagee in the OECD, elderly labour force participation rates are around 20 percent 
lowerr for both males and females. Figure 1.1 illustrates these differences. 
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Figuree 1.1: Labour Force Participation Rates, 1998 

Source:: CBS (1999c), Labour Force Survey and OECD (1999), Employment Outlook. 
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Independentlyy of the low level of labour force part icipation, the proportion of 
elderlyy people in the populat ion will increase substantial ly in coming decades. Cur-
rently,, around 30 percent of the Dutch populat ion is 50 years or older, but this 
wil ll  increase to around 40 percent in 2020. Reasons for the rapid ageing of the 
populat ionn are increased lif e expectancies and a fall in birth rates after the baby 
boomm of around 1950. Even though birth rates have increased in recent years, the 
currentt populat ion ageing is expected to be structural, as il lustrated in figure 1.2. 
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Figuree 1.2: Population Shares by Age Group, 1998 - 2050 

Source:: CBS (1999b): Population Forecasts 1998-2050, middle scenario. 

Loww levels of elderly labour force part icipation and structural ageing in the com-
ingg decades lead to two major concerns: the availability of sufficient and qualified 
labourr and the affordability of (social) benefit programmes. In addit ion, the early 
ret i rementt of workers implies a limited use of human capital investments. 

Earlyy retirement thus has a number of direct consequences for the Dutch econ-
omy.. First of all, it contributes to tensions and bottlenecks in the labour market. 
Recently,, this has become a serious problem as a result of high economic growth 
andd consequent labour demand. Secondly, early retirement reduces the pool of 
highlyy qualified workers with sufficient labour experience. Currently, the demand 
forr highly qualified labour increases rapidly as a result of technological change, 
globalisation,, increased demand for high quality products and the demise of mass 
product ion.. Thirdly, early retirement reduces the return on investments in knowl-
edgee and labour experience. But early retirement also has become an inst i tut ional 
achievementt that predetermines the behaviour of both employers and employees. 
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Thiss may result in labour market rigidity, especially for elderly people. And fi-
nally,, the affordability of (social) benefit programmes becomes questionable when 
thee number of contributors (workers) decreases in comparison to the number of 
beneficiariess (non-workers). 

Mostt Social Insurance benefit programmes in the Netherlands, like those for 
unemploymentt and disability, as well as most early retirement schemes, are based 
onn a pay-as-you-go system, in which labour participants finance the benefits of non-
participants.. Even without earlier retirement, population ageing already decreases 
thee proportion of contributors and increases the proportion of beneficiaries. Table 
1.11 gives an impression of the magnitude of these changes, where the so called 
dependencydependency rates express the number of elderly people in percentages of the number 
off  younger people. 

Tablee 1.1: Dependency Rates by Age, 1998 - 2050 

PeoplePeople Aged 
asas Percentage of People Aged 

1998 8 

2005 5 

2015 5 

2030 0 

2050 0 

50-50- 64 
20-20- 49 
36 6 
44 4 
51 1 
51 1 
49 9 

50+ 50+ 
20-20- 49 
65 5 
76 6 
94 4 
109 9 
108 8 

65+ 65+ 
20-20- 64 
22 2 
23 3 
28 8 
39 9 
40 0 

Source:: CBS (1999b), Population Forecasts 1998-2050, middle scenario. 

Inn 1992, concerns regarding the consequences of low elderly labour force par-
ticipation,, led to the provision of funds by the Dutch Foundation for Research on 
thee Elderly (NESTOR) to develop a research programme on this topic. As part of 
thiss programme, the present study attempts to provide insight in the determinants 
off  elderly labour force participation and factors that influence early retirement de-
cisions.. Special attention is given to (behavioural) factors that can be affected by 
policyy measures, and to the effectiveness of policy measures. Before the main re-
searchh questions are formulated in section 1.2, a more detailed overview of labour 
forcee participation in the Netherlands is provided in section 1.1. 

1.11 Elderly Labour Force Participation 

Howw do Dutch labour force participation rates vary with age, gender, education 
andd household type? What has been the historical development of labour force 
participationn in the Netherlands? And how do Dutch participation rates compare 
too those in other industrialised countries? Answers to these questions are found in 
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thiss section. 

CharacteristicsCharacteristics of Dutch labour force participation 

Labourr force part icipation in the Netherlands starts to fall dramatical ly from age 
50,, and accelerates after age 55. Gross participation rates even come close to net 
part ic ipat ionn rates1, which points to a very low number of unemployed elderly 
individuals.. Figure 1.3 shows gross and net labour force part icipat ion rates by age 
groupp in 1998. 
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Figuree 1.3: Labour Force Participation Rates by Age Group, 1998 

Source:: CBS (1999c), Labour Force Survey 1998. 

Evenn more dramat ic than the difference in labour force participation by age is 
thee difference between men and women. Around 70 percent of all males older than 
500 still part ic ipates in the labour market, but for females older than 50, participation 
iss below 40 percent. Table 1.2 shows that this 30 percent discrepancy is already 
presentt in the 25 to 44 age group. However, part of the difference in labour force 
part ic ipat ionn has been made up by women between 1993 and 1998. Below, it is 
shownn that this is a continuation of a trend that started around 1970. 

Tablee 1.2 shows that more educated people have higher part icipation rates, and 
thatt the decline in part icipation with age is stronger for less educated people. Due 

11 Gross labour force participation is equal to all people either working or searching for a job. 
Nett labour force participation is equal to all working people. Unemployment rates can be derived 
fromm the difference in gross and net participation rates. 
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too recently developed shortages in the labour market as a result of constant high 
economicc growth, less educated people already remain longer in the labour market 
inn 1998 than in 1993. In addit ion, young people with higher general education enter 
thee labour market earlier. 

Tablee 1.2: Part icipation Differences by Gender and Education, 1993 and 1998 

Age Age 
(percent(percent points) 

Gender r 
Males s 
Females s 

Educat ion n 
Elementary y 
Secondaryy General 
Pr imaryy Vocational 
Higherr General 
Secondaryy Vocational 

Higherr Vocational 
Academic c 

Averagee Part ic ipat ion 

1515 -
1993 1993 

1 1 
-1 1 

-24 4 
-19 9 

20 0 
-20 0 
35 5 

32 2 
17 7 

46 6 

24 24 
1998 1998 

2 2 
-2 2 

-22 2 
-19 9 
17 7 

-13 3 
37 7 

7 7 
54 4 

45 5 

25-25-

1993 1993 

16 6 
-17 7 

-21 1 
-11 1 

-6 6 
-7 7 

5 5 
11 1 
16 6 

77 7 

44 44 
1998 1998 

13 3 
-13 3 

-21 1 

-10 0 
-6 6 
-5 5 

3 3 
8 8 

13 3 

81 1 

4545 -
1993 1993 

19 9 
-19 9 

-20 0 
-9 9 

-7 7 
6 6 
9 9 

17 7 
33 3 

49 9 

64 64 
1998 1998 

17 7 

-17 7 

-22 2 
-6 6 

-12 2 
-1 1 
7 7 

17 7 

28 8 

55 5 

1515 -
1993 1993 

14 4 
-15 5 

-26 6 
-20 0 

-3 3 
-16 6 
12 2 
18 8 
27 7 

62 2 

64 64 
1998 1998 

12 2 
-13 3 

-26 6 
-20 0 

-6 6 

-12 2 
10 0 
14 4 
24 4 

66 6 

Source:: CBS (1994a and 1999c), Labour Force Survey 1993 and 1998. 

Tablee 1.3: Part icipation Differences by Origin and Household, 1993 and 1998 

Gender Gender 
(percent(percent points) 

Origin n 
Autochthon n 
Immigrant t 

Posit ionn in Household 

Single e 
Par tnerr or Parent 

Other r 
Averagee Part ic ipat ion 

MaJes s 

1993 1993 

1 1 
-9 9 

-6 6 
8 8 

-23 3 

76 6 

1998 1998 

1 1 
-10 0 

-4 4 
0 0 

2 2 

78 8 

Females Females 

1993 1993 

1 1 
-7 7 

11 1 
0 0 

-9 9 

47 7 

1998 1998 

1 1 
-7 7 

5 5 

5 5 
-4 4 

53 3 

Total Total 

1993 1993 

0 0 
-8 8 

3 3 
3 3 

-15 5 

62 2 

1998 1998 

1 1 
-9 9 

1 1 
1 1 

-2 2 

66 6 

Source:: CBS (1994a and 1999c), Labour Force Survey 1993 and 1998. 

Tablee 1.3 shows that immigrants part icipate less in the labour market than 
autochthons.. Despite cultural differences, part icipation rates of women relative to 
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menn are similar for both groups, as well as the development in participation between 
19933 and 1998. Overall, immigrants have taken less advantage of recent economic 
growthh and higher labour demand. As a consequence, the difference in participation 
betweenn immigrants and autochthons has increased in recent years. 

Inn general, the household position does not seem to be an important factor for 
labourr force participation. But there is a difference between males and females. 
Singlee males have relatively low participation rates, while single females have rel-
ativelyy high participation rates. For partners or parents, a trend of emancipation 
hass taken place between 1993 and 1998. The participation of husbands and fathers 
hass decreased, while that of wives and mothers has increased. 

Inn summary, it can be concluded that participation rates are particularly low 
forr less educated elderly, females and immigrants. But how have these labour force 
participationn rates developed during the last century? 

HistoricalHistorical development 

Sincee 1899, there has been a strong decline in male labour force participation. 
However,, this decline has almost been completely compensated for by the increase 
inn labour force participation of females. Table 1.4 shows that especially in the 40 
too 49 age group, the participation increase for females has been strong, resulting in 
aa very high overall participation rate for this group. At the same time, the strong 
declinee in participation by elderly males is not at all compensated for by an increase 
inn elderly female participation. For almost a century, not more than 20 percent of 
alll  females aged 50 to 64 participated in the labour market. This raises the question 
wheree these (elderly) individuals obtained alternative sources of income. 

Tablee 1.4: Net Labour Force Participation by Gender and Age, 1899 - 1993 

(percen (percen 
Year r 

1899 9 
1909 9 
1947 7 

1960 0 
1980 0 
1990 0 

1993 3 

tages) tages) 
14-64 14-64 

89 9 
88 8 
83 3 
81 1 
69 9 
66 6 
67 7 

Males Males 
40-49 40-49 

96 6 
96 6 
98 8 
98 8 
92 2 
91 1 

92 2 

50-64 50-64 

92 2 
91 1 
90 0 
91 1 
70 0 
57 7 

56 6 

14-64 14-64 

25 5 
26 6 
27 7 
23 3 
27 7 

36 6 
39 9 

Females Females 

40-49 40-49 

17 7 

18 8 
21 1 
17 7 
30 0 
45 5 

52 2 

50-64 50-64 

17 7 

18 8 
17 7 

14 4 
16 6 
18 8 
20 0 

14-64 14-64 

56 6 
57 7 

55 5 
52 2 
48 8 
51 1 
53 3 

Total Total 
40-49 40-49 

56 6 
56 6 

58 8 
57 7 
61 1 
69 9 

72 2 

50-64 50-64 

53 3 
53 3 

52 2 
51 1 
42 2 
37 7 

38 8 

Source:: CBS (1994b), 1899-1994: Ninety Five Years Statistics in Time-Series. 

Peoplee who do not participate in the labour market obtain their income from a 
(working)) partner, from pensions and savings, or from the Social Security system. 
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Tablee 1.5 shows that disability programmes absorb most non-working individuals 
agedd 55 to 64, followed by early retirement programmes and unemployment pro-
grammes.. Since benefit levels in these programmes are related to previous labour 
income,, they are more frequently used by men than by women. But what exactly is 
thee relationship between the availability of alternative sources of income and elderly 
labourr force part icipation? 

Tablee 1.5: Population Shares by Income Source, 1998 

(percentages)(percentages) Age 15-64 Age 15-54 Age 55 - 64 
IncomeIncome Source Male Female Male Female Male Female 
Employmentt 75 49 81 55 43 16 
Earlyy Retirement (1996) 2 1 0 0 17 4 
Disabilityy 8 4 7 4 32 15 
Unemploymentt 3 2 2 2 9 3 
Source:: CBS (1999a), Labour Calculations, CBS (1999c), Labour Force Survey 

1998,1998, and LISV (1999), Annals of the Social Insurance 1999. 

Figuree 1.4 reflects the development of the number of individuals on disability 
benefitss since 1968. Compared to the slight increase in disabled individuals between 
agess 15 and 64, the number of elderly males part icipating in disability programmes 
hass increased dramatically, especially between 1975 and 1980. The role of disabil-
ityy programmes in retirement decisions seems to be evident, but the relationship 
betweenn other (Social Security) benefit programmes and labour force part icipat ion 
mayy be impor tant as well. Figures 1.5 and 1.6 show the development of labour 
forcee part icipat ion since 1950 and 1971 respectively, in combination with impor tant 
changess in programmes for alternative sources of income. 

Bothh figures show a sharp and steady decline in elderly male labour force par-
t icipationn and a steady increase in middle-aged female labour force part ic ipat ion. 
Butt more impor tant, both figures show evidence of correlation between insti tut ional 
changess and the growth or decline in part icipation rates2. A few years after the 
introductionn of the old age pension programme (Algemene Ouderdomswet, AOW), 
whichh is available to all citizens from age 65 on, a steady decline in male labour 
(force)) part icipation begins. Wi th the introduction of early retirement programmes 
(Vervroegdee Uittredingsregeling, V U T ) , which became an integral part of central 
labourr agreements from the late 1970's onward, elderly male labour force partici-
pationn declined even faster. In 1987, a revision of the Social Security system (sss) 
madee it easier for elderly workers to make use of unemployment benefit programmes 

22 Putman, Stavenuiter and Smolenaars (1999) describe the most important changes in early 
retirement,, disability and unemployment benefit programmes in detail, and the relationship with 
elderlyy labour force participation. 
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Figuree 1.4: Percentages of Population Participating in Disability Programmes 

Source:: LISV (1999), Annals of the Social Insurance 1999. 

(Werkloosheidswet,, ww)3, but the duration and level of unemployment and disabil-
ityy benefits had already been reduced in 1985. In response to the substantial growth 
inn disability benefits (Wet op Arbeidsongeschiktheid, WAO), a law that reduced the 
attractivenesss of disability programmes was introduced in 19934. Since then, a 
growthh in labour force participation is found for both males and females older than 
agee 55. 

Thee relation between institutional changes and elderly labour force participation, 
ass suggested in figures 1.5 and 1.6, does not necessarily express a one-way causal 
relationship.. Higher income security from disability and retirement programmes 
mayy have led to earlier retirement, but retirement caused by other economic or social 
circumstancess may also have raised the need for better income security. Similarly, 
thee revision of unemployment and disability programmes may have caused changes 
inn labour force participation, but growing participation rates and higher labour 
demandd may also have created circumstances that enabled the restriction of benefit 
programmes.. The relation between alternative sources of income and the decision 

33 For people aged 57^ and over, active job search was no longer required in order to receive 
unemploymentt benefits. In addition, employers were allowed to first layoff workers aged 55 and 
olderr during reorganisations. 

44 The duration and size of disability benefits were reduced, the definition of suitable labour 
extended,, the freedom of judgement by medical examiners restricted, and the frequency of re-
examinationss increased. 



1.1.1.1. Elderly Labour Force Participation 9 9 

Introduction n 
AOW W 

Introduction n 
WAO O 

Introduction n 
VUT T 

Revision n 

sss s 

60 0 

50 0 

40 0 

30 0 

20 0 

10 0 

--

--

—— Males, 40 to 49 

Females,, 40 to 49 

—— — Females, 50 to 64 

ii ^ _ -

ii i  i i i 

-- — - - \ - ! 

/ /
 

ss 
1
 

11
 

1
 

1
 

1
 

1
 

[ 

~~ ~r — — ~~ — 1 _ 1 ~~ ~~ 1 

11 ' 1 1 

19500 1955 1960 1965 1970 1975 1980 1985 1990 1995 

Figuree 1.5: Net Labour Force Participation Since 1950 

Source:: CBS (1994b), 1899-1994: Ninety Five Years Statistics in Time-Series. 
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Figuree 1.6: Gross Labour Force Participation Since 1971 

Source:: LISV (1999), Annals of the SociaJ Insurances 1999. 
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too retire thus requires further research, which is materialised in this study. 

InternationalInternational comparison 

Dutchh labour force participation is particularly low for less educated elderly, females 
andd immigrants. It has declined dramatically for elderly males during the last 
century,, partly compensated for by a rise in young female participation, and is 
risingg again in recent years. In addition, labour participation seems to be negatively 
correlatedd with the availability of benefits and pensions. How does this compare 
internationally? ? 

Tablee 1.6 shows that the Netherlands has a higher level of overall labour force 
participationn than the average OECD country, but that participation rates for el-
derlyy are extremely low. This pattern is similar for males and females. In Belgium, 
labourr force participation of elderly people is even lower, and in Italy, participation 
iss low in all age groups. Germany has participation rates that are similar to the 
OECDD average. Relatively high labour force participation by women is found in 
Sweden,, particularly among elderly women. The United Kingdom and the United 
Statess both show relatively high labour force participation rates, particularly among 
(younger)) women, but the highest elderly male labour force participation is found 
inn Japan. Gruber and Wise (1998) provide some insight in possible explanations 
forr differences between these labour force participation rates, including the relation 
withh national benefit and pension programmes. 

Tablee 1.6: Participation Differences by OECD Country, Gender and Age, 1998 

(percentt points) 
Age Age 

Nether lands s 

Belgium m 
Germany y 
I ta ly y 

J a p an n 
Sweden* * 
Uni tedd Kingdom* 
Uni tedd States* 

Averagee Par t ic ipat ion 

15-24 15-24 

12 2 
-21 1 

-4 4 
-14 4 

-8 8 
-6 6 
16 6 

11 1 
57 7 

Male e 
25-54 25-54 

1 1 
-1 1 
0 0 

-3 3 
4 4 

-3 3 
-2 2 

-1 1 

93 3 

55-64 55-64 

-17 7 

-30 0 
-8 8 

-21 1 
22 2 

8 8 
-1 1 

4 4 
64 4 

15-24 15-24 

21 1 
-17 7 

0 0 
-14 4 

1 1 
2 2 

19 9 
17 7 

46 6 

Female e 
25-54 25-54 

3 3 
3 3 
6 6 

-11 1 
-1 1 
18 8 
8 8 
9 9 

68 8 

55-64 55-64 

-17 7 

-24 4 
-5 5 

-23 3 
12 2 
26 6 

2 2 
13 3 

38 8 

Both Both 
15-64 15-64 

3 3 
-7 7 

0 0 
-12 2 

3 3 
8 8 
6 6 
7 7 

70 0 

OECDD (1999), Employment Outlook 1999 * age 15-24 refers to age 16-24 

Comparedd to the other countries in table 1.6, Dutch elderly male labour force 
participationn has declined at the highest rate since the late 1970's, while it is also 
increasingg at the highest rate in recent years. The relation with the introduction 
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off  attractive alternatives for early retirement in the late 1970's, and with stricter 
ruless for obtaining disability and early retirement benefits in recent years seems to 
bee evident. In a comparison of labour force participation between the Netherlands 
andd the United States, Heyma and Thio (1994) already showed that the observed 
differencess in retirement are not a matter of different individual characteristics, but 
ratherr a result of different institutional environments. 

Thee internationally low Dutch labour force participation rates provide sufficient 
motivationn for investigating the reasons for early retirement in the Netherlands. 
Thiss study tries to give a careful description of that research, in which the relations 
discussedd in this chapter and in the literature are empirically tested on data for 
elderlyy households between the ages 40 and 65. 

1.22 Research Questions 

Too understand individual retirement behaviour, the labour supply decision of indi-
viduall  workers is taken as a starting point. From there, one may assess the incentives 
forr retirement (retirement benefits and leisure), disincentives for labour participa-
tionn (working conditions and health), restrictions for retirement (eligibility rules) 
andd restrictions for labour participation (labour demand and disability). Apart 
fromm the decision process itself, it is of prime importance to understand the relative 
contributionn of these incentives and restrictions to actual retirement behaviour, and 
howw they can be affected by policy. These considerations have led to the following 
mainn research questions: 

WhatWhat is the influence of wages, benefits, institutional constraints, labour 
demanddemand restrictions and individual health conditions on early retirement 
behaviourbehaviour of elderly workers? 

HowHow can early retirement and elderly labour force participation be in-
fluencedfluenced by policy measures? 

Too answer these questions, this study includes a detailed analysis of the composition 
andd level of wages and benefits, the structure of institutional constraints, the reasons 
forr labour demand restrictions, and the determination of health levels. This leads 
too a number of sub-questions: 

HowHow do wages develop over age for elderly workers? (Chapter 4) 

WhichWhich retirement options can be identified for elderly workers, what 
isis the structure and level of individual benefit levels, and how do they 
dependdepend on labour market history and wage income? (Chapter 4) 
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HowHow do eligibility conditions and vesting rules influence individual re-
tirementtirement decisions? (Chapter 5) 

WhatWhat is the demand for and opinion on elderly workers by employers, 
andand how does this affect the retirement decision of individual employees? 
(Chapterr 5) 

HowHow does health develop over age, how can it be measured, and how 
doesdoes it affect individual retirement decisions? (Chapter 6) 

WhichWhich policy measures are relevant for influencing retirement behaviour, 
andand how do they affect individual retirement decisions? (Chapter 7) 

Thee analysis of individual retirement decisions is based on dynamic models of in-
dividuall  choice, using time varying measures of income and health. In addition to 
thee earlier research questions, this raises the following methodological question: 

HowHow do dynamic models of retirement behaviour perform in general and 
inin comparison with static models? (Chapters 5 to 7) 

Thee remainder of this chapter presents an overview of how this study is structured 
too answer the research questions above. 

1.33 Outline 
Chapterr 2 provides an overview of the international retirement literature to see 
howw previous research has analysed retirement behaviour. Next, a theoretical back-
groundd is described for the economic analysis of individual retirement. It starts from 
aa labour-leisure framework, in which labour force participation is described as a ra-
tionall  economic choice, and ends with a theoretical dynamic life cycle description 
off  retirement behaviour. 

Thee data used for the empirical part of this study are described in chapter 3. 
First,, an overview is given of the survey that has been used to collect these data. The 
mostt interesting outcomes of the survey are described and individual characteristics 
aree compared with other data sources to see whether the data represent the Dutch 
population.. Furthermore, chapter 3 provides a definition of retirement to be used 
inn the empirical analysis, and presents an overview of job transitions by elderly 
workerss to show that these mainly consist of retirement decisions. 

Onee of the most obvious determinants of retirement behaviour, income, is treated 
inn chapter 4. First, an extensive analysis is performed for elderly wage rates to 
enablee the estimation of age-earnings patterns. These patterns are needed for the 
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dynamicc analysis of retirement in later chapters. Next, all relevant benefit and 
pensionn programmes are described and translated into simplified rules for eligibility 
andd benefit levels. These rules are applied in the empirical analysis of retirement. 

AA first dynamic model for early retirement decisions in the Netherlands is pre-
sentedd and estimated in chapter 5. The model builds on the life cycle framework 
off  chapter 2 and focuses on financial incentives and constraints that restrict the 
retirementt decision. These include eligibility constraints and layoff probabilities, 
whichh show the influence of employers on employees' retirement decisions. Theoret-
icall  considerations concerning labour demand are tested using data from a survey 
amongg employers, which is linked to the data from employees. 

Chapterr 6 extends this analysis by including dynamic individual health patterns 
inn the empirical retirement model. The chapter begins with an overview of the inter-
nationall  literature that relates health and retirement behaviour. Next, it provides 
ann inventory of health conditions of elderly people in the Netherlands. Similar to 
thee analysis of wages in chapter 4, health levels of elderly people are analysed to 
constructt life cycle health profiles. Estimated profiles are then used in a dynamic 
programmingg model for individual retirement decisions. 

Chapterr 7 uses the results of the empirical analyses to test the effectiveness of 
severall  policy measures that aim at increasing elderly labour force participation. 
First,, an overview is given of the most important policy concerns and the most 
relevantt policy measures considered by policy makers. Then a number of simulations 
iss presented to test the effectiveness of these measures. 

Thee study is concluded in chapter 8, which provides an overview of the results, 
policyy recommendations, and suggestions for further research. 




