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11 Labour Mobility and Retirement

Agar Brugiavini, Mario Padula, Giacomo Pasini &menco Peracchi

11.1 Work lifehistories

Public and private pensions represent the mainniecgource of Europeans in
their old age. Pension provisions depend on wotkanr®er: workers retiring un-
der the same pension regime might receive vergdifft pension benefits depend-
ing on the time pattern of employment and unempleytnspells, on the magni-
tude and the timing of income shocks and, more rgdige on the age-profile of
earnings (Boeri and Brugiavini, 2009). Individuase often induced to retire
early, but inadequate contributions due to a sork history may reduce house-
hold’s welfare later in life (Angelini, Brugiavidind Weber, 2009). Previous work
has shown great variability in the patterns of $iton from work to retirement
(Peracchi and Welch, 1994; Brugiavini and Perac®i5; Brugiavini, Pasini and
Peracchi, 2008), yet little is known about how tharking history of individuals
affects their resources in retirement. This woeduire panel data where workers
are followed over a long period of time. Long panélowever, are hardly avail-
able and would be subject to serious problems totiah and non-response. A
simple alternative are cross-sectional data ortspanels with a retrospective
component, such as SHARE. The SHARELIFE compongktiti® survey provides
information on the history of past employment alidves accounting for periods
of unemployment during the working life. In thispea we relate incidence and
duration of unemployment, as well as tenure inka jo the replacement rate at re-
tirement. The international comparability of thegal@arovides insights on the ef-
fect of labour market institutions and regulatianworkers' mobility, and on the
insurance properties of social security againgtiegs risks.

The rest of the paper is organized as follows. i8ec1.2 documents the pat-
terns of jobs turnover across European countribg. data show marked differ-
ences between Northern and Southern Europe: in Begrat one end of the spec-
trum, the average worker changes six jobs in higking life, in Greece, at the
other end of the spectrum, only once. The same esumbtransitions between
jobs during a working life may result in very diféat contribution histories, de-
pending on the tenure at each job and the duratfaimemployment spells be-
tween jobs. Therefore, Section 11.3 reviews dunatlata and, again, provides
evidence of a North-South gradient. Job tenure mn8ility feed back into re-
placement rates, which are investigated in Sectibd. The data reveal smaller
cross-country differences in replacement ratesyesting that the design of social
security systems may in fact contribute to attemuhé effect of different career
patterns on retirement benefits. Section 11.5 cmbed.



11.2 Job turnover

In this section we document the wide variabilityworking histories of Euro-
pean workers. We start by looking at the numbejob$ that individuals held in
their life. Figures 11.1a and 11.1b are based eretitire sample and show that
women tend to have a lower number of jobs, paditylin Poland and in South-
ern countries such as Italy, Spain, and Greece.Qdmwenan sample is split into
those who in 1989 were living in East Germany (DEakRd those who were in
West Germany (DE-W). Irrespective of gender, youngghorts have a higher
number of jobs, indicating that mobility betweergois more common for the
younger old. Note that some of the younger oldssiteworking, so that our data
may effectively underestimate the degree of labmobility The gender gap is
smaller in Northern than in Southern countries, nehfemale participation is
lower. Differences across cohorts are also smatleNorthern countries. The
overall picture is one of greater job turnover iarttiern countries, where the dif-
ferences between genders and across cohorts aethgsmaller. Depending on
the social security system and the pension le@slahigher mobility may be as-
sociated with “losses” in terms of pension and @losecurity benefits, for exam-
ple if pension rights are not fully portable orclianges are associated with long
unemployment spells. It should be stressed thatlityoper se does not necessar-
ily have a negative effect on pensions, as for gtaworkers may go from a low-
pay job to a high-pay job hence increasing theirspn levels. It is the existence
of distortions in the pension rules (such as lafcgastability) which might create
these losses in association with mobility (Gustmad Steinmeier, 1993).

Figurel1l.1la: Average number of jobs per individual, by gender
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Figure 11.1b: Average number of jobs per individual, by cohort
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Moreover, even when pension benefits are fully gduld, pension income may
vary depending on whether job turnover is assoditdgob-to-job transition or to
transition from job to long unemployment spellsefdfore, in Figures 11.2a and
11.2b we graph the average number of job changéshwhsulted in at least 6
months out of employment, again grouping the dgtgdnder and year of birth.
The data show differences between countries withtidon countries and East
Germany now scoring a higher number of job-to-unesmpent transitions com-
pared to Southern European countries. This isquéatily true among women, and
as a consequence gender differences are wideraimdB@vian rather than South-
ern countries. Figures 2a and 2b also indicaterttwat of the job changes during
the life span are job-to-job transitions, which andikely to imply losses in terms
of pension benefits: the average number of chamgesh involved at least 6
months out of employment is much lower than theaye number of jobs per in-
dividual.

In terms of gender differences, European count@sbe split into two groups.
In the first group (Sweden, Denmark, East and V@=tmany, the Netherlands,
Switzerland, Austria and the Czech Republic) worhame approximately twice
the number of job changes than men, which suggfestsvomen experience many
transitions out-of-the-labour-market. In the renvain countries (ltaly, Spain,
Greece, France, Belgium and Poland) gender difte®mare smaller. This does
not necessarily indicate that labour market coodgifor women are better: it is
quite likely that in these countries women experéeefewer employment episodes,
and thus fewer transitions from one job to anotBéfferences across cohorts are
almost not significant in Sweden, while for Spaan,the other end of the spec-
trum, the average number of job changes which iregdimore than 6 months out



of employment is twice as large for the youngesdt as shown in Figure 11.2b.
Furthermore, differences across cohorts are largéigure 11.2b than in figure
11.1b, probably due to changes in the employmeoiteption legislation across
cohorts depending on the time of entry to the jaivkat.

Working histories might be similar in terms of jalrnover, but very different
when it comes to their effects on replacement rdthis depends on the portabil-
ity of benefits between jobs, but also on averafpet¢nure and the duration of un-
employment spells between jobs. We therefore detraenext section to docu-
ment how job tenure and unemployment duration eargss European countries.

Figure11.2a: Average number of job changes per individual whntailed 6 months or more
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Average number of job changes per individual whntailed 6 months or more
out of employment, by cohort
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11.3 Employment and unemployment duration

The SHARELIFE survey allows us to measure the lergjttime spent in each
specific labour market state, i.e. the duratiothef different spells of employment
and unemployment. Being more specific, the respointeasked to report each
employment and unemployment episode lasting sixthoor more. Short em-
ployment and unemployment episodes are therefalge@xd from our analysis.

Table 11.1 describes the distribution of duratiéreimployment spells lasting
at least six months. Therefore, the sample incladlethe employments spells of
any individual who reported to have worked at leaste in his/her life. The dis-
tribution is left skewed for all countries, with rkad differences across countries:
Denmark displays the highest degree of left-skesnehile for Greece the distri-
bution is relatively flat. Jobs at different poimtsa working life are likely to have
different tenures, due to search for a good matttheabeginning of the career and
job-specific skill acquisition later in life. Sinage can observe duration and tim-
ing of employment spells over the life cycle, wa cdudy the distribution of em-
ployment spell changes between jobs, and in péaticaietween the first job and
the last job. The results, which we do not showbi@vity, reveal interesting pat-
terns: the distribution of employment duration fioe last job is quite even across
all European countries. This is perhaps not sungisf the cost of searching for a
good match increases with age at a similar ratesadeuropean countries.



Table11.1: Percentage distribution of employment duration dyrdry

Number of
Duration in years observations
0-24 25-34 35+

SE 90.78% 5.07% 4.15% 6,898
DK 93.90% 3.89% 2.21% 8,669
DE-E 89.71% 5.73% 4.56% 1,030
DE-W 84.82% 7.86% 7.32% 2,213
NL 91.34% 5.15% 3.51% 6,353
BE 83.18% 9.56% 7.26% 5,994
FR 87.02% 7.96% 5.03% 6,146
CH 92.74% 4.03% 3.24% 4,420
AT 81.70% 10.40% 7.90% 2,481
IT 80.52% 11.51% 7.97% 4,441
ES 80.16% 8.48% 11.36% 3,608
GR 55.47% 18.59% 25.94% 2,340
PL 81.21% 11.31% 7.48% 4,093
cz 77.39% 9.62%  12.98% 4,052
Total 62,738

It is worth noticing that the fraction of peoplepogting extremely long employ-
ment spells is somewhat higher than expected: 6.6#%e overall sample of
spells lasts 35 years or more, 3.25% more thane#lisy and 1.21% lasts more
than 45 years. This does not seem to be drivennigiayment duration of civil
servants, which is likely to be on average longantemployment duration of pri-
vate sector employees: the same table obtaineddirgl civil servants exhibit the
same long right tail. Even after dropping spelisger than 45 years, as they are
likely to be outliers, the distribution might giveore weight to longer spells than
expected, for three reasons: first, since we adadirdg with older workers it is
common to start working at very young ages and &édnis likely that these gen-
erations had long spells. Second as already exqulapells shorter than 6 months
are not considered, thus reducing the probabilégsmon the left tail. Third, inter-
viewers were asked to instruct respondents to cehatt-term jobs which are
similar, even if working for different employerss a single spell and not record
changes of job for the same employer as differpelis

Figure 11.3 shows the average duration of long yhe@yment spells in years.
In all countries (except Czech Republic), womenegignce longer unemploy-
ment spells. Looking at the average duration ofnypleyment spells can however
hide important differences between workers, beytimase simply captured by
gender.



Figure11.3: Average number of years spent in unemployment tiondi on having
been unemployed
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11.4 Replacement rates

Depending on the pension regime a person faceiffertetht stages of her life, the
sequence of jobs in her work history could be nrefevant or less relevant for
her pension benefits entitlements and thereforeh&rreplacement rate. In this
section, we compute the replacement rate as tleeafithe first benefits received
over the last wage in the main job for those redpats who indicate as their main
job the one that ended with a transition into estient. Note that in this way we
neglect those who had a secondary job in the leatsybefore retirement, those
who chose other pathways to retirement (for exantpteugh disability), and
those who experienced a long period out of employnhbefore retirement, e.g.
women who leave their job to take care of home famdily. We also drop the
self-employed and focus only on private and pubdéctor employees: rules con-
cerning benefit calculation are quite different thie employees and the self-
employed, and for the latter it is often problemat relate replacement rates to
work histories.

Figure1l.4a: Replacement rate by country
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Figure 11.4b: Replacement rate by gender
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Note: confidence intervals whose upper bound exceed 1 and are not reported
in the figure

Figure1l.4c: Replacement rate by cohort
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Note: confidence intervals whose upper bound exceed 1 and are not reported
in the figure

Figure 11.4a shows the average replacement rageaftbrage of individual re-
placement rates). For most countries it ranges d@iv0.70 and 0.80, with Aus-
tria, Belgium and Spain featuring a lower rate, &ast Germany and Greece a
slightly higher rate. In figures 11.4b and 11.4e thbservations are grouped by
gender and year of birth. Changes in instituticaahngements which affect the
generosity of the pension system may in principbd|to gender and cohort dif-
ferences within countries. We find that these diffeces are not statistically sig-
nificant.

Given the large heterogeneity of replacement ratesss countries, it is impor-
tant to understand to what extent the observeereifices correlate with differ-
ences in number and duration of employment and pt@mment spells.

Figure115: Replacement rate and number and duration of lonqgament spells
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11.5a: Employment spells per individual

11.5b: Job tenure per individual
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Figures 11.5a and 11.5b show the relation betwkendplacement rate and the
number and duration of employment spells respdgtiviEhe straight line is the
regression line fitted to the data. Because Easin@ey and Greece appear as out-
liers, we include them in the scatter plot but imothe fitted regression lines. Fig-
ure 11.5a reveals a positive relation between timeber of employment spells and
the replacement rate. This may be due to the fetf &s we have already shown,
most of the job changes are job-to-job transitidriserefore, a higher number of
employment spells may signal a faster career ahdyler contribution accrual,
rather than a difficulty in retaining a job. By tkame token, a longer tenure does
not have any statistically significant effect oplexement rates (see figure 11.5b):
as long as most of the job changes are job-to-jobements, there is no reason to
expect the average duration of an employment $petiatter in terms of pension
rights.

Figure11.6: Replacement rate and number and duration of loeghpioyment spells



11.6a: Unemployment spells per individual
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11.6b: Unemployment duration per individual
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Figures 11.6a and 11.6b show the scatter ploteeofiverage number and the av-
erage duration of long unemployment spells by aguagainst the average re-
placement rate. Although we include the observdoricast Germany in the scat-
ter plot, we exclude this country from the regresdine, because its high average
number of unemployment spells may just be due ¢overy small sample size.

The figures reveal a clear negative relationshigvben the replacement rate and
the number as well as the duration of long unemnpkmt spells. Countries char-

acterized by work history with many and long unesyptent spells tend to ex-

hibit lower replacement rates.

Figure11.7: Replacement rate and legal old age pension at tmeemt of retirement
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Finally, Figure 11.7 relates the actual averagdaosment rate of each country
with the average legal retirement age prevailinghattime of retirement in the
sample. Once again we exclude Greece and the Gzeghblic from the regres-
sion line because the institutional data abouipt& legal retirement age and also
about the actual replacement rate show some irgtensies. The legal retirement
age for old age pension is the country-averag@efdgal retirement age for each
individual at the time of her retirement, whichngeant to emphasize the role of
institutions through the “exogenous” legal retirgmnage. The positive association
between the actual replacement rate and the letigdment age suggests that in
those countries where people are induced to wargdp (higher retirement age)
they also achieve higher replacement rates. Tlssltrenight be due to both a
“formula” effect, i.e. it might depend directly dhe way the length of the career
enters the benefit calculation and a “filling” effei.e. individuals who have the
opportunity to work longer may fill the contributis gaps due to unemployment
spells.

11.5 Conclusions

The patterns of job mobility vary greatly acrossdpean countries. The number
of jobs held during a career by the average workenuch higher in Northern
than in Southern countries. The available evidgraiats into the same direction:
labour markets in Southern countries are muchrfedsile than in Northern coun-
tries. However, cross-country differences in jobbitity do not translate into cor-
responding cross-country differences in replacemaes. On the other hand, pen-
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sion entitlements appear to be very sensitive éontimber and duration of unem-
ployment spells in the workers’ careers.

Our results suggest that labour mobility, if angthi positively affects the re-
placement rate, and that institutions which helppkanemployment spells short,
for example through active labour market policialso reduce differences be-
tween less and more mobile workers. Therefore, dingent tendency to de-
regulate European labour markets is not necess#eifymental for income after
retirement, provided it is tempered by policiesigiesd to limit long-term unem-
ployment.
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