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Preface

The demographic trend of aging is challenging the financial long-term sustainability of Europe’s welfare
states as the number of beneficiaries is increasing while the number of contributors is declining. In response,
policymakers have implemented several labor market and pension reforms aimed at extending working life.
In my dissertation I extend previous research by studying how current older workers and future pensioners
have adapted to these reforms. The dissertation consist of five studies, which are based on different data
sets (European Social Survey; Eurobarometer; German Socio-Economic Panel; German Ageing Study), that
investigate the preferred retirement age — the age at which older workers wish to retire — and the expected
retirement age — the age at which older workers anticipate retiring. Its results show that the average preferred
and the average expected retirement age have increased over the last ten years. However, the size of this
increase varies over different groups of older workers. While high-skilled, white-collar ‘Silver Workers’ are
able to synchronize their preferred and expected retirement age, low-qualified workers in often unfavorable
working conditions are increasingly forced to delay their retirement to ensure a sufficient pension and, thus,
expect to work longer than they prefer. This finding supports recent warnings that the free choice of when
to retire might become the privilege of well-paid, high-skilled employees, and that we might observe a

(re)emergence of social inequality in the retitement process.

The dissertation’s five studies are attached to this framework paper as published/submitted. They are:

I Hess, M. (2016): Rising Preferred Retirement Age in Europe — Are Europe’s Future Pensioners
Adapting to Pension System Reforms? Revise & Resubmit at Journal of Ageing and Social Policy

1L Hess, M. (2016): Germany: A Successful Reversal of Early Retirement? Accepted for
Publication z# Hofdcker, D; Hess, M. & Konig, . (Eds): Delaying Retirement: Progress and Challenges
of Active Ageing in Enrope, the United States and Japan. Palgrave Macmillan

111 Hess, M. (2016): Retirement Expectations in Germany — Towards Rising Social Inequality?
Submitted to Ageing & Society

IV. Hess, M. (2016): Expected and Preferred Retitement Age in Germany. Zeitschrift fiir Gerontologie
und Geriatrie (Online First)

V. Hess, M. (2016): Determinants of Intended Retitement Timing in Germany. Submitted to

Work, Aging and Retirement



1 Introduction

The aging of societies in Europe, North-America, and parts of Asia is fundamentally changing the
demographic composition of the population (Perek-Bialas, 2009). A decreasing fertility rate and increasing
life expectancy led to a rising old-age ratio, and the trend towards more old people and fewer young people
also implies more beneficiaries and fewer contributors to the pension systems. The resulting increasing
expenditures and decreasing revenues are threatening the long-term financial sustainability of the pension
system (Harper, 2015). In the last two decades policy-makers have realized this challenge and are trying to
counteract it with pension reforms (Bennett & Moechring, 2015; Blossfeld et al., 2006; Ebbinghaus, 2000;
Hermansen, 2015). These aim at relieving the pension systems from financial pressure by decreasing pension
benefits, as well as delaying exit from the labor force and extending the working-life. Since the turn of the
millennium the reforms have shown an effect and pensioners’ retirement age is increasing (Ebbinghaus &
Radl, 2015; Hofdcker, Hess, et al., 2015; Naumann, 2014a). Yet, due to the often time-lagged effect of the
reforms, most of today's pensioners have not felt their full impact (Hofédcker, 2014) and it is, thus, also
important to study future pensioners’ retirement expectations and preferences. The expected retirement age
— the age at which an individual realistically expects to retire — and the preferred retirement age — the age at
which an individual would like to retire independently of individual capacities, workplace conditions and
institutional regulations — are each considerations that individuals make about the timing of their future
retirement. Researching future retirees’ retirement expectations and preferences, which will be more strongly
affected by the reforms aimed at extending the working life than today’s pensioners retirement timing, allows
a better evaluation of the reforms’ effectiveness and success in delaying retitement. Older workers are fairly
precise when assessing their future actual retitement age (Haider & Stephens, 2007; Orestig et al., 2013;
Prothero & Beach, 1984), and, hence, investigating the prospective preferred and expected retirement ages
makes it possible to estimate future retitement behavior.

This dissertation adds to the understanding of how prospective preferred and expected retirement ages
are formed. It does so by investigating two main research questions: a) How have future pensioners adapted
their expectations and preferences about when to retire to pension reforms? b) What are the mechanisms
behind this adaption process? I use two theoretical approaches that help explain how older workers adjust
their attitudes towards their prospective retirement age to recent reforms. The first is rational choice or
economic institutionalism, that is based on the rational choice theory argument that an individual’s main
aim is utility maximization (Archer, 2000). It argues that institutions, in this case the pension system and its
regulations, constrain the situation of the individual, creating a frame within which individuals make
decisions according to their needs and desires (Fleetwood, 2008). When the frame alters, in this case by
pension and labor market reforms, individuals incorporate these changes and adapt their decisions
accordingly; however, their desires and preferences remain the same (De Tavernier & Roots, 2015;
Fleetwood, 2008). Thus, one would expect older workers to have increased their expected retirement age,
but not their preferred one. The second theoretical approach is sociological institutionalism (Hodgson,

2007). In contrast to rational choice institutionalism it argues that institutions influence individuals’ desires



and preferences by changing their values and norms (Hodgson & Knudsen, 2004), and that, consequently,
a change of institutions leads to a change of preferences and finally of actions (Peters, 2011). Following this
argumentation, the pension reforms would not only effect older workers expectations but also their
preferences about when to retire.

To answer the question how older workers have adapted their retitement preferences and
expectations, and to disentangle the mechanism behind this adaption process, I conducted four empirical
studies and one literature review on pension reforms in Germany. In these studies the expected and
preferred retitement age are analyzed in the context of changing retirement institutions in Germany, and
compared in a Buropean perspective. The focus on Germany is for two main reasons: First, sufficient data
for in-depth analysis of the preferred and expected retirement age is only available in Germany. Second, the
German pension reforms have increased older workers” employment rate in a more fundamental and drastic
way than in other countries (Bauknecht & Naegele, 2015; Dietz & Walwei, 2011; Dietz, 2014; Ebbinghaus,
2005; Ebbinghaus & Hofdcker, 2013). These reforms are discussed in the literature review that, together
with the four empirical studies, constitute the core of this dissertation.

Table 1: Overview of Studies
Number  Title of Study Short Title
I Rising Preferred Retirement Age in Europe — Retirement Preferences in
Are Europe’s Future Pensioners Adapting to Pension Europe
System Reforms?

11 Determinants of Retirement in Germany: The Determinants of Retirement in
Successful Reversal of Eatly Retirement? Germany

111 Retirement Expectations in Germany — Towards Retirement Expectations in
Increasing Social Inequality Germany

v Expected and Preferred Retirement Age in Germany  Retirement Expectations &

Preferences in Germany

A% Determinants of Prospective Retirement Timing in Reasons of Retirement
Germany Expectations in Germany

Study I uses data from the Eurobarometer Survey (EB) and the European Social Survey (ESS) to
investigate older workers’ preferences about when to retire. The results show that in all 12 countries included
in the analysis, the preferred retirement age increased from 2003 to 2010 hinting at an actual adaption to the
new credo of late retitement. Study II then introduces the German context and discusses how far-reaching
the policy shift towards the new strategy of ‘Active Aging and Late Retirement’ was, thereby giving
background information for the three studies that follow. Study III retraces the development of the average
expected retirement age of German older workers from the late 1980s until the mid-2010s. Based on data
from the German Socio-Economic Panel (GSOEP) and the German Aging Study (DEAS) the analysis
demonstrates that the expected retirement age has increased in the last 20 years and this rise was stronger
for low-skilled low-income workers. Study IV juxtaposes the expected and the preferred retirement age and
shows that low-educated workers with low income and in vulnerable labor market positions wish to retire

significantly earlier than they expect to. For their higher educated peers the wish and the expectation about
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when to retire coincide more closely. Study V examines the mechanism behind the finding of S7udy IT” that
low-skilled older workers expect to retire later than they want to. For this purpose it focuses on retirement
reasons. The results show that low-skilled older workers expect to delay their retirement due to financial
reasons, while high-skilled workers with high incomes prefer and also expect to retire late due to non-
monetary reasons.

The dissertation’s main contribution is a deeper understanding of older workers’ retirement
preferences and expectations and how they are influenced by the institutional context of the pension system
and labor market. It demonstrates that the adaption of prospective retitement age to pension reforms aimed
at delaying retirement is not limited to single countries, but is a pan-European development (S7udy I).
Furthermore, it shows that this adaption process is not a recent development of the last decade, but that
the expected retirement age has been rising for almost 25 years (Szudy I1I). It disentangles the concepts of
the preferred and expected retirement age in detail (S7#dy I1) and offers an explanation of why some workers
want to retire earlier than they expect to (S#dy 1). The second contribution is that, on the theoretical level,
it helps to disentangle rational choice and sociological institutionalism. Generally it supports sociological
institutionalism, since not only the expected but also the preferred retirement age is rising. However its
results also show the explanatory value of rational choice institutionalism. The increases in the expected age
of retirement is stronger for low-educated than high-educated workers indicating that the changing
institutional contexts are constraining retirement decisions in different ways. The dissertation’s third
contribution is related to these differences in the effect of the pension reforms aimed at longer working-life
on older workers’ prospective retirement timing.. These are the social implications that can be derived from
its results. It supports previous research (Buchholz et al., 2013; Hoficker & Naumann, 2015; Hoficker,
Hess et al., 2015; Rinklake & Buchholz, 2011) in its warning of rising social inequality in the transitions from
work to retirement. The concern is that older workers do not all benefit from the new pension and labor
market reforms, but that certain groups of older workers are struggling to meet the expectations of the new
credo of late retirement. It seems that high-skilled, high-income employees are profiting more as they have
the resources and skills to work longer, whereas low-skilled, low-income workers in vulnerable labor market
positions have to delay their retirement to ensure a sufficient pension income. In addition to these analytical
contributions, the dissertation also offers a possible solution to a methodical problem that arises when
studying retirement preferences and expectations. Using a Heckman test it controls for potential biasing
effects caused by the sample composition: Information on the preferred and expected retirement age is only
available for those who are still employed, and this systematic selection into employment might bias the
results. The Heckman test allows such a potential sample selection bias to be checked.

This framework chapter provides a concise overview of the five studies, combining their results
into one coherent conclusion, and sets them into a broader, overarching frame of demographic aging and
pension reforms. It consists of six sections. Section 2 describes the second demographic transition, and how
it is affecting pension systems and what pension reforms were implemented. It provides a European
perspective with a focus on the German case. Section 3 defines the expected and preferred retirement age,

explains why it is important to research them, and develops the research question in detail. In addition, it
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introduces the two theoretical approaches used to explain the mechanism behind the adaption process of
the expected and preferred retirement age to the pension reforms. Section 4 consists of the research strategy,
including data sources, methods of analysis, and limitations. In Section 5 the results of the five papers are
summarized. These findings, as well as policy and societal implications, are discussed in the final chapter,

which also elaborates on possible future research directions.



2 Societal Context: Aging Societies and Pension Reforms

To give a historical and institutional context for this framework, the following section will provide an
overview of the demographic aging and its challenges for Europe’s welfare states. It then discusses how
policy makers react to the aging of societies and have reformed the welfare states, and what the

consequences of those reforms are for older workers in Europe.

2.1 Aging of Societies

The so-called aging of society is a demographic transformation that will have a global impact, but will
particularly affect European countries. The two reasons for the aging of society are decreasing mortality and
fertility rates:

“The first is the decline of death rates as a result of improvements in hygiene, nutrition and

medicine, which can be traced back in the most development regions of Europe to the end of the

cighteenth century and which gained traction in most other parts of the world during the twentieth
century. Following the decline in mortality, world life expectancy has more than doubled over the
past 200 years. [...] The second and even more important driver of demographic aging is falling
birth rates. The decline in fertility, the result of a complex interplay of changes in culture and society
that have accompanied economic development, has brought about a substantial shift in the

proportions of the younger and the older age groups (Torp 2015, p. 2)”.

In the last 50 years the share of the population aged 60 years and older has risen steadily, and predictions
show that it will increase further. The population share of those 80 years and older is growing even faster
(Bond, et al., 2007; Ekerdt, 2010; Rechel et al., 2013). Figure 1 gives an overview of population aging in
Europe, showing the ratio between the total number of persons aged 65 and over and the number of persons
of working age. One clearly sees the increase in the old-age ratio from 1960 until 2014 across all European
countries. Currently Ireland is the youngest European country and Italy the oldest, with Germany a close
second and, hence, offers an interesting case study for this dissertation.

Figure 2 gives a detailed overview of the demographic development in Germany from the 1960s
until the present and also provides predictions for the years 2030 and 2060. The median age is expected to
rise from 34 in 1960 to 51 in 2060. When considering these two figures one can see the increased ratio of
elderly in the total population. The share of those 65 and older will increase from 21 to 33 percent by 2060,
and the share of those 80 and older will even double (Statistisches Bundesamt, 2015). Germany, as one the
‘oldest’ societies, will feel the impact of the demographic trend of ageing stronger then ‘younger’ countries

and will face the subsequent challenges to the welfare state earlier.



Figure 1: Old-age Ratios in Europe (Share of Population 65+)
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Figure 2: Aging in Germany
Shown here are share of population per age groups from 1970 till 2060. The grey bars are women and the
black bars are men. The median ages are at 1979: 33.8; 2000: 39.6; 2030: 47.6; 2060 50.5
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2.2 Challenges for the Welfare State

It has been shown that the ageing of societies affects many social spheres: the labor market (Taylor, 2008),
architecture (Bond et al., 2007), the political system (Goerres, 2007) and the consumer market (Moody,
2006). Yet, in addition, the sustainability of the welfare state could be at particular risk. Harper (2015, p.23)
summarizes this concisely: “[...] the social security systems now face serious financing problems as the
number of beneficiaries is increasing at a time when the working population is declining — a simultaneous
increase in payments and decrease in revenues”. In particular, pension and health care systems are facing
the challenge of balancing shrinking numbers of contributors and a growing number of recipients (Delsen,
1996; Mohring, 2015), while simultaneously tackling the task of ensuring intergenerational justice and
avoiding an intergenerational conflict (Naumann et al., 2015). The pressure caused by demographic aging
was intensified in some countries by pension policies that followed a paradigm of early exit. Its rationale
was to send older workers into retirement and, based on the lump-sum-of-labor idea, the hope was that
unemployed younger workers could then fill the free jobs. As will be described below using the example of
Germany, this policy of allowing older workers an eatly exit from work en masse led to an even more
disadvantageous ratio of retired per working population. At the end of the 1980s and the beginning of the
1990s, politicians across Europe realized the financial threat to the long-term sustainability of their pension
system resulting from these policies, and implemented several reforms with the aim of counteracting this

development.

2.3 Pension and Labor Market Reforms in Europe

The main aim of these reforms was to extend working lives by delaying retirement transitions in order to
increase the number of contributors and control social expenditure as well as provide companies that were
facing labor shortage with skilled workers. Across Europe reforms were implemented that closed down
carly retirement options completely, or made them financially less attractive (Ebbinghaus, 2006; Reday-
Mulvey, 2000). Many countries raised their official retirement age, which in actuarially pension systems made
eatly retirement more expensive (Hoficker & Unt, 2013; Latulippe & Turner, 2000; M&hring, 2015), and
also introduced privatization and marketization elements into the pension (Ebbinghaus, 2015b). In addition
to monetarily penalizing early retirement, policy-makers also tried to increase older workers” employability
with several life-long learning and health improvement programs, commonly summarized under the
synonym of ‘active ageing’ (Walker, 2002). This development is reinforced by the Organisation for
Economic Co-operation and Development (OECD) (Boppel et al., 2011) and the European Union (EU)
(Walker & Maltby, 2012). Both international organizations support national efforts to increase employment
rates among older workers; the EU even explicitly mentioned this as one target of the Europe 2020 strategy
(Martens, 2010) and called the year 2012 the ‘European Year for Active Ageing and Solidarity between
Generations’ (Bérsch-Supan et al., 2013). Besides national governments and international organizations,
employers are trying to delay older workers’ retirement, as in some sectors, e.g. high-technology and,
increasingly, the health-care sector, they are expetriencing a shortage of skilled workers (Dychtwald et al.,

2013). For them, one solution to this labor shortage are older workers and, hence, they are increasingly



seeking to retain older workers, and their knowledge, in the companies (Fuchs, 2013). Thus, older workers’
chances on the labor market have also increased. This development has been particulatly strong in Germany

(Buchholz et al., 2013).

2.4 Pension and Labor Market Reforms in Germany

The following section will now introduce the German pension system and its recent reforms. Germany has
the prototypical Bismarckian pension system!, named after Chancellor Bismarck who was the main initiator
of the German welfare state foundation in the late 19t century. The public German pension is financed on
a pay-as-you-go principle and covers about 80 percent of the employed population (Schulze, 2009). The
pension income is related to contributions made to the pension system. Not included are tenured civil
servants (Beamte) and most self-employed (Leifeld, 2013). Although the pension has undergone several
changes it remains the main source of income in old age (78 percent), as occupational or private pension
are not mandatory in Germany (Bridgen & Meyer, 2014).

After the period of strong economic growth (Wirtschaftswunder) following the Second World War,
the (West) German economy slowed down in the 1970s when it had to cope with the oil crises and
international competition, particularly from Japan (Hoficker, Neumann et al, 2015). In response,
companies, especially in the large production sector, cut costs by dismissing older workers (Buchholz, 2006;
Dietz & Walwei, 2011; Schmihl, 1998). Facing a rising unemployment rate, German policy-makers tried to
relieve the labor market by pushing older workers into retirement and, based on the idea of the lump-sum-
of-labor, hoped that younger workers could fill their positions (Ebbinghaus & Schulze, 2007; Rinklake &
Buchholz, 2011). Retirement before the official retitement age — so called early retirement — was possible
via several different ‘pathways’ (Kohli et al., 1991). The public pension offered men who had contributed
to the pension for 35 years the possibility of retiring at the age of 63, and women could even retire at 60
(Radl, 2014). Men suffering from disability were also allowed to retire at 60. A second main pathway was
facilitated through unemployment insurance; older workers who had been unemployed for one year were
offered the possibility of retiring early, and long-term unemployment benefits were often used as a ‘bridge’
from work to retitement (Naegele & Krimer, 2001; Schmihl, 1998). In addition, the block model of the
part-time retitement scheme was also (ab)used as an eatly exit pathway (Radl, 2007). All three options
allowed older workers to retire with comparably small pension reductions (Naegele, 2013), and they were
often complemented with additional monetary incentives by the employers. In particular, blue-collar
workers and low-skilled white-collar workers in large production sector companies were sent into early
retirement (Radl, 2007) and many older workers willingly used the opportunity to retire early with only small
financial penalties (Buchholz et al., 2013). Retirement before 65 was seen as the ‘normal’ way of exiting the
labor market, while retirement at or even after 65 was the exception. As a result, the older workers’

employment rate fell rapidly even compared to other countries that also implemented a policy of early

! A common classification of the pension system distinguishes between Bismarckian and Beveridgean pension systems.
In the Bismarckian pension system, the main goal is income maintenance after retirement (Schulze, 2009).
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SOCIETAL CONTEXT

retirement (Figure 5). The employment rate of workers aged 50-64 fell from 80 to 60 percent between 1970
and 1990 for men, while for women it had been at a low level ever since the 1970s.
At the end of the 1980s and the beginning of the 1990s policy-makers in Germany became aware
of the problems caused by the early retirement policy: As a shrinking number of contributors was facing a
growing number of beneficiaries, the pension system’s long-term sustainability was in jeopardy (Deller,
Liedtke, & Maxin, 2009; Hess, 2016; Heywood & Jirjahn, 2015). In addition, companies in high technology,
health care and, increasingly, the crafts sector (Handwerk) reported a shortage of skilled labor (Naegele,
2016). In reaction, policy-makers implemented several pension and labor market reforms to delay
retirement, and employers introduced different measures to retain older workers in companies. Probably
the most visible and controversial reform to be discussed was raising the official retirement age from 65 to
67 in 2008 (Brussig, 2011; Deller & Maxin, 2009; Leve, Naegele, & Sporket, 2009).
Figure 3: Development of Statutory Retirement in Germany by Birth Cohort
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The reform was implemented stepwise starting in 2012 and continuing until 2031. Thus, those born in 1964
would be the first birth cohort to have an official retirement age of 67 (see Figure 3). However, the increase
of the official retirement age in 2008 was certainly not the first pension reform. The Rentenreform, enacted in
1989 but implemented from 1992 included an actuarial pension reduction by 0.3 percentage for every month
a person retired before the statutory retirement, penalizing eatly retirement for eligible workers (Ebbinghaus,
2015b). Furthermore, the minimum exit age for the early retirement option for the long-term insured
increased in the late 1990s, and with the Harsz Reformen eatly retirement via unemployment insurance was
made financially unattractive (Schulze, 2009). The subsidies for the old-age part-time work scheme were
disestablished in 2009 (Radl, 2007). In addition to closing the different eatly retitement pathways and raising
the official retirement age, policy makers also tried to increase coverage of private pensions with the Riester
pension subsidies aiming for marketization of the pension system (Ebbinghaus, 2011, 2015b; Gronwald,
2012), and to improve older workers’ opportunities on the labor market with several active labor market

programs. The state funded training programs for low-skilled older workers, like