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Executive Summary 

The federal government has no consistent policy regarding retirement 
age. 9 the one hand, the 1983 amendments to the Social Security pro- 
gram will gradually raise the normal retirement age to 67 and reduce the 
level of benefits for individuals who retire earlier. On the other hand, 
federal policy offers favorable tax treatment for employer-sponsored 
pe ions that allow and encourage retirement at ages 62 and younger 
and Individual Retirement Accounts and Keogh plans, which allow 7 
funds to be withdrawn for retirement without penalty at age 69-l/2. 

Retirement age has become an issue because of demographic projections 
that show an increase in the older population and a decline in the labor- 
force participation of older workers. Together these trends raise con- 
cerns as to whether the future working population will be able to 
support a growing number of retirees, particularly if the economy grows 
more slowly than in the past. If this occurs, retirement benefits might 
have to be reduced or retirement eligibility ages increased in order to 
ease the tax burden on future workers. 

Given these demographic trends, there is increasing interest in the age 
when individuals retire. Data are, however, limited as to who is 
receiving employer-sponsored pensions early and why, and whether 
these individuals take other jobs or stop work altogether. The federal 
cost implications of early pension receipt are also unknown. To begin to 
address these information gaps, as part of a broader review of retire- 
ment income policy, the House Select Committee on Aging asked GAO to 
examine the trends and costs related to the decision to retire early. 

&&ground The American retirement system is composed of a multitude of pro- 
grams that provide pensions or Social Security benefits to specific popu- b 
lations. Some of these programs have been initiated directly by federal 
legislation; others have been influenced by tax incentives and regulatory 
provisions. 

Until recently, the age of retirement was not a major issue in retirement 
legislation. Instead, the primary objective has been to ensure an ade- 
quate level of retirement income for the nation’s elderly; at times, a 
second objective has been to encourage older workers to retire in order 
to make room for younger ones. Over time, numerous features were 
incorporated in retirement plans that offered employees the opportunity 
and financial incentives to leave their jobs at ages younger than 66. 
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At the request of the Committee, this report presents information on 
early retirement for individuals who have employer-sponsored pensions, 
including private, federal, state and local, and military plans. Early 
retirement is defined as both having a pension and leaving the labor 
force before age 66. The information presented is based on GAO'S anal- 
yses of data from the Census Bureau’s Current Population Survey con- 
ducted in March 19&4,1979, and 1974. 

Results in Brief employer-sponsored pensions at ages younger than 66 has increased 
rapidly, (2) individuals with employer-sponsored pension income have 
much lower labor-force participation rates than nonrecipients of the 
same age and sex, and (3) the resulting earlier retirement represents a 
potentially significant loss in federal revenues. These findings raise 
questions about the future financing of retirement benefits for persons 
who are living longer and retiring earlier. They also raise questions 
about federal policy regarding retirement eligibility age. 

Some recent legislative changes have reduced incentives for early retire- 
ment and removed obstacles to older worker employment. Additional 
changes have also been proposed that would further remove some of the 
financial incentives to retire early in public and private plans. Uncer- 
tainty, however, over long-term economic and demographic proJections 
raises questions as to what public policy changes may be needed. 

GAO’s malysis 

Early Pension Receipt 1:s 
Increasing 

Early receipt of employer-sponsored pensions has become increasingly 
common, Pension recipients as a percentage of the total population in 
the age group 60 to 64 nearly doubled between 1973 and 1983. Among 
both men and women, pension receipt at younger ages has grown faster 
than among individuals age 66 and over. 

3arly PensIon Recipients 
Stop Working 

One question about the trend in early pension receipt is the extent to 
which pension recipients remain in the labor force (either taking 
another job or looking for work). GAO'S analyses found that labor-force 
participation of early pension recipients declined with age from over 
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40 percent among civilian recipients at ages 60 to 64 to less than 20 
percent at ages 62 to 64. 

In addition, all male pension recipients age 66 and older participate in 
the labor force at less than half the rate of nonrecipients. Among 
women, pension recipients were also much less likely to be in the labor 
force than nonrecipients. Below age 62, the percentage of pension recipi- 
ents in the labor force also declined over the past decade. 

Some Individuals Retire 
Early for Health Reasons 

While the majority of early pension recipients who did not work 
appeared to be voluntarily retired, a significant minority below age 62 
had retired due to disability or poor health. Among male pension recipi- 
ents who did not work in 1983, health or disability was cited as the pri- 
mary reason by over half of those under age 66 and a third of those age 
66 to 61. In addition, some pension recipients who remained in the labor 
force and were looking for work were unable to find employment. About 
11 percent of men and 8 percent of women pension recipients age 66 to 
61 who were in the labor force were unemployed in 1984. 

$%iiated Tax Losses From Another question about the decline in labor-force participation of pen- 
Early Retirement sion recipients relates to the cost in reduced tax revenues. Precise esti- 

mates of the level of these revenues cannot be developed. However, GAO 
developed illustrative estimates of added tax revenues if voluntarily 
retired persons returned to work. These estimates represent additional 
net revenue gains for 1983 only. For example, the added tax revenues if 

I between 10 and 26 percent of voluntarily retired pension recipients age 
60 to 64 took jobs could range from $660 million to $1.4 billion. 

. 

Changes in Retirement Age While the trend in pension plans has been toward encouraging early 
Policy retirement, there has also been a growing awareness of the increasing 

costs of financing the retirement benefits of persons who are living 
longer and retiring earlier. Coupled with a concern over age discrimina- 
tion against older workers, this has resulted in certain legislative 
changes that encourage participation of older persons in the labor force. 

One recent change is the i 1983 amendments to thdSocial Security Act, 
which raise the age for normal retirement benefits. The amendments 
also contain fin cial incentives to work longer and disincentives to take 
benefits earlier. he Age Discrimination in Employment Act of 1967 and 
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its 1978 amendmentsJwhile primarily intended to prohibit discrimina- 
tion, were also aimed at extending employment opportunities for older 
workers 

Additional changes have been proposed that would reduce early retire- 
ment incentives in both public and private plans. How important it will 
be to adopt further public policies to encourage later retirement will 
depend not only on future economic growth but also on unforeseeable 
economic or demographic circumstances that might alter the current 
view of what policies will be needed in the next century. In the short 
term, however, policies may be needed to address the problems of indi- 
viduals who must retire early due to poor health or inability to find 
work. 

Recohmendation GAO is making no recommendations. 

Agency Comments GAO did not obtain comments on this report. 
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Chapter 1 

Introduction 

The federal government has no consistent policy regarding retirement 
age. On the one hand, the 1983 amendments to the Social Security pro- 
gram will gradually raise the normal retirement age to 67 and reduce the 
level of benefits for individuals who retire earlier. On the other hand, 
federal policy offers favorable tax treatment for employer-sponsored 
pensions that allow and encourage retirement at ages 62 and younger 
and Individual Retirement Accounts (IRAS) and Keogh plans, which 
allow funds to be withdrawn for retirement without penalty at age 
69-l/2. 

Retirement age has become an issue because of demographic projections 
that show an aging population and a decline in the labor-force participa- 
tion of older workers. Together these trends point to a decreasing ratio 
of workers to retired persons; they also raise concerns as to whether the 
future working population will be able to support a growing number of 
retirees. 

Overview of the 
Retirement System 

The American retirement system is composed of a multitude of pro- 
grams that provide pensions or Social Security benefits to specific popu- 
lations. Some of these programs have been initiated directly by federal 
legislation; others have been influenced by tax incentives and regulatory 
provisions. 

About 66 percent of civilian, nonagricultural wage and salary workers 
are covered by employer-sponsored pension plans1 These include almost 
800,000 private pension plans, over 6,600 state and local government 
plans, and the ivil Service Retirement Systemand various smaller 
plans coveri $ federal workers. In addition, the military retirement 
system covers about 2 million active duty members of the armed forces. b 
Each of these pension plans has its own rules and structure, creating a 
wide array of factors governing retirement for different groups of 
workers. 

Many nonfederal employers also offer capital accumulation plans in 
addition to their employee pension plans; these include savings and 
investment plans (more commonly known as thrift plans) and various 
types of deferred compensation plans. Thrift plans provide for employer 
contributions to match some proportion of employees’ contributions 
toward their retirement. The employer contributions and investment 

‘Andrewa, Emily S., ‘he Changhg Profile of Pensions in America. (Washington, DC.. Employee Ekn- 
eflt Research Imtita~te, 1986, p. 14 
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income are not taxable until the funds are withdrawn. Deferred compen- 
sation plans, such as those created under&&ion 401(k) of the Internal 
Revenue Code,&iffer from thrift plans in that the employee contribu- 
tions are also tax deferred.2 

In addition, a number of legislative provisions aRow special tax treat- 
ment for individuals’ contributions to their own retirement. For 
example, almost all workers can make tax-deferred contributions into 
IRAS. A total of 16.4 million taxpayers, or an estimated 16 percent of 
eligible workers, contributed to IRAS in 1984.3 Similarly, self-employed 
persons can make tax exempt contributions to Keogh plans to provide 
for their retirement income. In 1983, about 440,000 self-employed indi- 
viduals had Keogh plans.’ 

Finally, Social Security is the only retirement income system for many 
workers who lack employer-sponsored pension coverage; it also repre- 
sents an important source of retirement income for persons covered by 
other plans. At present Social Security covers over QO percent of ail 
workers. 

The Retirement Income All of the varied programs that make up the retirement system are sub- 

Systim Is Subsidized 
sidized, directly or indirectly, by the federal government. Employer con- 
tributions to pension plans, and the related investment income, are not 

by the Federal taxed until they are disbursed as benefits. Except for high-income bene- 

GovWnment ficiaries, employer contributions to Social Security are not subject to tax 
even when benefits are received.& Capital accumulation plans, IRN, and 

I Keoghs are also indirectly subsidized by the federal government through 
preferential tax treatment. 

*Andrem, p. 83. About 4.8 million private sector employees, or less than 7 percent of private sector 
employees, reported working for an employer who offered a 401(k) plan in 1988. 

%&tlrement Income and individual Retirement Aamnta,” Employee Benefit ReWarch In8utute 
Issue Brief, Number 62, March 1986, p, 3. 

‘Andrews, p. 87 

%Ialf of Sodal Security beneflta am subject to tax for married couplea whme w gram incon~ b 
greater than $32,000 and for single taxpayer whose a&u&d groee income Is greater than S25,OOO. 
At present, relatively few benefidarlea have incomes above these level& Par example, in 1988, about 
16 percent of taxpayera age 66 and over had ac@ated grooa incomen of $89,009 or more Individual 
Iname Tax Retuma 1983, Internal Revenue Service, p. 64. 
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Revenue loss estimates for tax expenditures for all of those plans in 
fiscal year 1986 were made by the Office of Management and Budget al? 

9 $63 billion for private pension plans and state and local plans, 
. $14 billion for IRAS, 
l $2.1 billion for Keogh plans, and 
l $19 billion for Social Security (OASDI) and Railroad Retirement system 

benefits. 

In addition to these tax expenditures, the Social Security system was 
expected to disburse about 6200 billion in retirement and disability ben- 
efits in 1986, and expenditures for federal employee retirement and dis- 
ability programs were expected to be about $24 billion for civilian 
employees and 8 18 billion for military personnel7 

Retirement Eligibility Given the diversity among the different retirement programs, it is not 

Ages Differ Across 
Programs 

surprising that there are many differences in the rules governing their 
operations and participation requirements. One major difference is in 
the age of eligibility for benefits. 

Since its inception in 1936, the Social Security system has had a normal 
retirement age (the earliest age of eligibility for full benefits) of 66. 
Because of the importance of Social Security in the total retirement 
system, 66 has been considered the traditional retirement age in the 
United States. However, workers can re 
receive reduc, h Social Security benefits. 

ire as early as age 62 and 

Amendment provided for the first chang 
since the 1 

6 
he 1983 Social Security 
in the normal retirement age 

pr am’s inception. The age will gradually rise to 67 by the 
year 2027; early retirement will still be permitted at age 62, but with a b 
greater reduction in benefits than at present. 

While the Social Security eligibility age is slated to increase, many 
employer-sponsored pensions currently encourage retirement at younger 
ages. Most participants in employer-sponsored pension plans can receive 
full benefits at ages younger than 66. In a previous report, we found 
that the majority of employees in private sector and state and local 

%&cut&e Office of the President, Office of Management and Budget, spedal Analyses, Bud#et of the 
United States Government, Fiacal Year 1987 (Washington, DC Govemment printing Office, lQ86), 
p G-46 

‘Executive Office of the President, Office of Management and Budget, Budget of the United States 
Government, Foal Year 1987 (Washington, DC * Government Frintmg Office, lQ86), pp 5-114, & 
127 
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plans could receive unreduced pension benefits by age 62, subject to a 
service requirement of up to 30 years. Moreover, retirement with 
reduced benefits under those plans is often permitted at age 66.* 

The Civil Service Retirement System currently allows federal workers to 
retire with full benefits at age 66 with 30 years of service and does not 
provide for earlier nondisability retirement. The President recently 
signed a bill approving a retirement program for new federal workers 
hired after December 31,1983, which will gradually raise the minimum 
retirement age to 67. In contrast, the military system provides full bene- 
fits upon completion of 20 years of service regardless of age. The Con- 
gress set 69-l/2 as the age at which individuals can withdraw funds 
from their IRAS or Keogh plans without penalty. 

The Aging of the As discussed, there is a wide diversity in the eligibility age for benefits 

Population Raises 
across the different retirement programs. In some cases this diversity 
results in the federal government supporting, either directly or indi- 

Questions About Early rectly, both later and earlier retirement. This inconsistency in federal 

Retirement Eligibility policy is significant given the demographic trends that show an aging 
population and a decline in the ratio of workers to retired persons. 

Life Expectancy Is 
Increasing 

1 

The population is aging due to increased life expectancy and lower birth 
rates. Because of the large number of persons born in the two decades 
after World War II (the “baby boom” generation), a rapid growth is pro- 
jected in the elderly population after the turn of the century. In addi- 
tion, projected increases in life expectancy will also increase the number 
of older persons. A man who turned 66 in 1983 could, on average, 
expect to live to be 79.6 years old, about 2-l/2 years longer than his 
1940 counterpart. A woman turning 66 in 1983 could expect to live to 
83.8, about 6-l/2 years longer than her 1940 counterpart, Based on a 
continuation of current trends, the Office of the Actuary of the Social 
Security Administration has projected that average life expectancy at 
age 66 will increase to 81.1 years for men and 86.1 years for women by 
2010.9 

‘% 3 General Accountmg Office, Features of Nonfederal Fhrement Progrr(GAO/OCG-&2,) June 
26, lQS4 

‘Wade, Alice H , Social Secunty Area Population ProJectlons, lQf6, Actuarial Study No 96, Social 
Security Adnunistration, Department of Health and Human Services, October lQS6, p, 23. The data 
are presented from the Alternative II pm~ect~ons, which are considered to be the most likely to occur 
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The Labor-Force Men’s labor-force participation has also declined over the past 26 years. 
Participation of Older Men As shown in figure 1.1, the labor-force participation rate for men age 60 

Is Declining to 64 began to decline in the late 1960’3; the decline accelerated sharply 
in the 1070’9, particularly among those age 62 to 64.10 In the 1960’3 the 
labor-force participation rate for men age 66 to 69 began to decline 
noticeably, and the participation rate for men age 60 to 64 showed some 
decline. 

Among women the trend is less clear. Women with long-term jobs may 
be leaving the labor force earlier, but any such trend has been largely 
offset by increasing labor market entry. Even so, the labor-force partici- 
pation of women age 60 to 64 declined slightly in the 1970’9, while that 
of women age 66 to 69 grew much more slowly than in the past. 

The increase in life expectancy and the decline in labor-force participa- 
tion means that the amount of time spent in retirement is increasing. 
This is occurring at the same time that the projected number of workers 
is likely to be affected by lower birth rates. Present indications are that 
birth rates, which began to decline in the 1960’3, will remain relatively 
low, thereby holding down the future numbers of young people.ll 

$he Ratio of Workers to 
Retirees Is Dechning 

0 

The aging of the population will mean that there are fewer workers to 
support each retiree through Social Security and Medicare. The number 
of workers paying into the Social Security system to support each bene- 
ficiary has dropped from 6.1 in 1960 to 3.3 in 1986. For the next 20 to 
26 years, the ratio of workers to beneficiaries is expected to remain 
above 3, after which it may gradually decline to about 2 over the 20 
years when the baby boom generation retires.12 

loBetween 1970 and 1986 the labor-force partkipatlon rate of malea age 62 to 64 decrea& from 89 
to46percentaecomparedwithadecreaeeirom83to69percentamonemrlesaee60to61.Com- 
mitteeonWayeandMeane,US HouseofRepresentativea.BacboudMaterhlandDat8on 
gram WIthin the Jurisdiction of the Conunit$m on Wavs and Means, lQS6 Edition (W&C.: 
U.8. Govemment Printing Office, M&3), p. 77. 

1 OBoard of Truteea, Federal Old-Age Survivora Insuran~ and DieabilIty Murance Rust-,The 
1988 Annual Resort of the Board, Washington, D.C , March 31,1QS6, p. 6. 
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Plgun 1.1: Labor-Force Particlpatlon Rato$ by Age, for Men and Women-MM)-84 
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These demographic changes ,will also have an impact on,/!&dicare’s 
Hospital Insurance Prograr# Currently there are four covered workers 
supporting each hospital insurance enrollee. This ratio is predicted to 
decline rapidly early in the next century-reaching slightly more than 
two covered workers supporting each enrollee by mid-century.13 

Some researchers question whether worker/retiree ratios are an appro- 
priate measure of the economic burden of the older population to the 
younger. They believe that the lower growth of the child population in 
the next three decades will offset the increase in the number of elderly 
individuals so that the total number of dependents will remain stable.14 
It is likely, though, that even if the overall dependency burden on the 
working age population does not increase, additional federal revenues to 
support the dependent population may become necessary early in the 
next century.16 This is because the support costs for older persons tend 
to be greater than for children and more typically represent federal 
responsibilities. In contrast, expenditures on children are more typically 
paid for by state and local governments and privately. 

While additional federal revenues are expected to be needed to support 
the increasing number of retirees, particularly after 2010, the extent to 
which the working population will be willing to shoulder this burden 
will depend, in part, on the economy’s rate of growth. If per capita 
income grows in the future as rapidly as it did in the 1960’9 and 1960’9, 
workers may be willing to have their taxes increased to support the 
retired population because, even after such a tax increase, average 
income levels prevailing by the time an increase would be needed would 
be substantially higher than today’s. However, if economic growth is 
slow, retirement benefits would more likely need to be reduced or retire 

IaBoard of Trusteeq Federal Hospital Insurance Trust Fund, The 1QStl Annusl Report of the Hoard, 
Washington, D.C. March 31,1QS6, p. 11 

“Tomorrow’s Elderly, a report prepared by the Congressional Clearinghouse on the Future, House 
Select &nmktee on Aging, October 1984, p. 16. In fact, the combination of child dependency and 
aged dependency, representing the overall dependency burden on the working age population, 
declined sharply between 1970 and 1980 (from 78 per 100 persons to 66) and is expected to show a 
modest further decline in the next few decadea (to 62 in 2000) It is then &@xted to z=&zly 
from 2010 to 2030 (to 76 in 2030). Siegel, Jacob S., and Maria Davidaon, Demo@aphic 
nomic Aspecta of Aging in the United States, Special Studies, Series P-23, No. 138, August 1984, 
Bureau of the Census. 

lbPalmer, John L , and Stephanie G Gould, “The Economic Consequences of an Aging Society,” @g& 
&. Vol. 116, No. 1, Winter 1986, p 314 
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ment eligibility ages increased in order to avoid unacceptable increases 
in the tax burden on future workers.16 

Objectives, SCOpj and Because of concerns about the implications of a growing number of 

Methodology 
retirees, there is increasing interest in the age when individuals retire. 
However, while information is available on the ages when most Social 
Security beneficiaries begin to receive benefits (primarily between the 
ages of 62 and 64), there are currently limited data on the changes 
occurring in the ages when workers receive employer-sponsored pen- 
sions. In addition, information is limited as to who is receiving pensions 
early and why, and whether individuals who take early pensions then 
take other jobs or stop work altogether.” The cost implications of early 
pension receipt are also unknown. 

In June 1984 the House Select Committee on Aging asked us to examine 
the trends related to the decision to retire early (see app. I). In defining 
early retirement, we found a lack of agreement on what retirement 
means. Though widely used, retirement has a variety of definitions, 
including receiving a pension; leaving the labor force after some age, 
such as 60,66, or 60; and a person’s own perception of whether he or 
she is retired.‘@ In our analyses of retirement trends in this report, early 
retirement is defined as both having a pension and leaving the labor 
force before age 66. 

In discussions with the Committee, we agreed to focus our work on: (1) 
the characteristics and labor-force participation rates-and changes 
over time-of pension recipients age 60 and older; (2) the cost of early 
retirement; (3) a review of the incentives and disincentives in retirement 
plans for early and delayed retirement; (4) the distribution of these 
incentives across the population; and (6) the extent of workers’ knowl- 
edge of these provisions. 

. 

16Palmer and Gould, pp 311316 

“Some research doea point to declining agea of pension receipt. A 1986 Department of Labor study 
showed a decline in median age of retirement from 66 in the 1960’s to 62 in the lQ7O’s. However, only 
private employers were considered See U.9 Department of Labor, Findings from the Surve of Pri- 

+- vate. Pension Benefit Amounta (Washingbn, D C : U S Government Printing ce, lQS6), pp. 20,76. 

lsPamea, Herbert S., and Lawrence J Less “The Volume and Pattern of Retirements, 19661981,” in 
Ement Among American Men, Herbert S Parnea, et al (Lexington, Mass * D C. Heath, IQ%), pp. 
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This report presents the results of our analysis on the-first two issues- 
the changing characteristics of early pension recipients and the costs of 
early retirement. A second report will present information on the last 
three issues. 

The specific objectives for this report are as follows: 

l Identify, by age, how many people are receiving pension income, what 
their characteristics are, and how this has changed over time. 

. Determine whether these individuals are employed, unemployed, or out 
of the work force and whether this has changed over time. 

l Determine the extent to which disability accounts for pension receipt 
and early labor-force withdrawal. 

l Identify the costs of early retirement in terms of lost federal tax 
revenue. 

Cur analyses cover men and women age 60 and older and are based pri- 
marily on data from the Census Bureau’s March 1984 Current Popula- 
tion Survey (CPS). The CPS is a monthly, nationally representative survey 
of about 60,000 households that collects detailed information on labor- 
force status, demographic traits, and income of each household member. 
Cur data set contains information on all persons age 60 and over regard- 
less of marital status.l@ March 1984 CPS data were used because they 
provided the most current pension income data available when these 
analyses were begun. To analyze trends in pension receipt and labor- 
force participation, the March CPS data from 1979 and 1974 were also 
used. 

The analyses focus on employer-sponsored pension sources, including 
private, military, state and local, or federal civilian pensions. Social A 
Security, Railroad Retirement, and Supplemental Security Income are 
not included as pension income in the cps. In addition to employer- 
sponsored pensions, private pension income in the CPS includes regular 
payments from annuities or paid-up insurance policies; income from IRAS 
and Keogh plans; and “other sources of retirement income.” Because 
IRA~P and Keogh plans are relatively new and cover a much smaller per- 
centage of workers than regular employer-sponsored pension plans, 
most of the pension income reported in the cps is probably attributable 
to regular pensions. Both the relatively small number of participants 
and the small amounts that could be invested per year make it unlikely 
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that retirement income from IRAS and Keogh plans was very large at the 
time of the survey in 1984. 

The cps also defines “pension income” to include disability and survi- 
vors’ benefits as well as regular retirement benefits. As a result, some 
people classified as pension recipients are receiving disabihty or survi- 
vors’ benefits rather than regular retirement benefits. Especially at 
younger ages, female pension recipients described in this report 
undoubtedly include many who are receiving survivors’ benefits rather 
than their own pension.20 The number of pension recipients who have 
disability pensions is addressed in chapter 2. 

Cur analyses generally break the 60 and over population into four age 
groups: 60-64; 66-61; 62-64; and 66 and over. The breaks at ages 62 and 
66 reflect the early and normal retirement ages under Social Security. 
We included the break at age 66 because many private pension plans 
permit retirement at that age with reduced benefits. The 50-64 age 
group is included to identify to what extent retirement is extending into 
even younger age groups. Further technical details of our analyses and 
additional information on the cp9 are presented in appendix II. 

Chapter 4 contains our estimates of what income and Social Security tax 
revenues would be gained if some early retirees returned to work or, 
alternatively, what was lost by their retiring early in the first place. The 
methodology used in these calculations and a discussion of the sensi- 
tivity of the estimates to the assumptions made are discussed in 
appendix VII. 

We did not obtain agency comments on this report because there is no 
specific entity that has overall responsibility for retirement policy 
matters. 

2oUnpubUahed data fudshed tousbythe DepenfmtofLnborfromIt#lnuveyofprivatepenebn 
redpienta indicate that at age. 6044 about 40 percent of women recipient8 of pW8b ~~!MMM w 
mceivlng survivors’ bend&~. The percentage receiving survivom’ beneflta was much amaIler at okkr 
ages,~to~tt~percentat6MJ4end16~tat~66andbeyad. 
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Chapter 2 , 

Pension Receipt Is Increasing Among 
Individuak Age 50 and Older 

Some major questions concerning early pension receipt are: What are the 
characteristics of workers who are receiving pensions early? To what 
extent are pensions taken early by choice rather than for reasons of 
health or disability? What changes are occurring over time? We found 
that early receipt of a pension is becoming increasingly common. Pen- 
sion recipients as a percentage of the total population in the age group 
60 to 64 nearly doubled between 1973 and 1983. Among both men and 
women, pension receipt at younger ages is growing faster than among 
individuals age 66 and over. 

White males and high school graduates have the highest rate of early 
pension receipt. Before age 66, slightly more than half of male pension 
recipients have military pensions. Among private pension recipients 
in this age range, about half of men and 38 percent of women have 
disability-related pensions. However, at ages 66 to 64, most pension 
recipients are not receiving disability benefits and have apparently 
retired for reasons other than health. 

Fknsion Receipt 
Increases With Age 
l++men 55 and 65 -,ww.. - 

Figure 2.1 shows the variation of pension receipt by age in 1983. (The 
actual numbers are provided in app. III.) Starting at about age 66, the 
rate of pension receipt increased rapidly with age for men, reaching a 
peak of 61 percent at age 66. For women, pension receipt reached a high 
of 24 percent at age 70. 

At nearly all ages, the rate of pension receipt of women was less than 
half that of men. The disparity between the pension receipt rates of men 
and women is not surprising given that many women have not had long- 
term involvement with the labor force. Moreover, a previous analysis of 
a special May 1983 CPS supplement found that proportionately fewer 
employed women than employed men had pension coverage (63 percent b 
versus 69 percent).’ Further, a greater disparity existed in the propor- 
tion of vested workers among those covered by a pension-62 percent 
of women with pension coverage were vested compared to 63 percent of 

1 Andrews, Emily 9, The Changing Profile of Pensions in America (Washington, DC Employee Ben- 
eflt Research Institute, lQ65), page 63 
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flgun 3.1: Pwcent of Popuktlon With 
Pen&m lncoma by gox and Ago-1003 w Peroent 
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men.2 However, many married women have access to pension income 
through their husbands.3 

%sting refera to the prWsion that an employee covered by a pension plan will retain a right to the 
beneflta he or she has accrued even if the individual should leave the employer before re&ement. 
Munnell, AUcia, The FkonomIca of private Pensions (WashIx@on, D.C * The Brooldngs Institution, 
1@82), p, 34. 

3An analysb of the 1084 CP!3 data showed that, at ages 6641, slightly more women than men lived in 
households where sommne was receiving a pension and, at ages 6254, about 36 percent of both sexes 
lived in such households. However, at agea 66 and over, 46 percent of men but only 36 percent of 
w-omen had direct or indirect access to pension income. 
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About 11.6 million individuals age 60 and over were receiving pension 
benefita in 1983. As shown in table 2.1, these included 7.1 million men 
and 4.4 million women. In 1983 pensions were received by about 7 per- 
cent of men age 60 to 64,17 percent of men age 66 to 61, almost 33 
percent of men age 62 to 64, and about 42 percent of men age 66 and 
older. Less than 3 percent of women age 60 to 64 received pensions com- 
pared to 7 percent of women age 66 to 6 1,16 percent of women age 62 
to 64, and 20 percent of women age 66 and older. 

hbh 2.1: Change in Rat0 of Ponolon 
naodpt by sax and Age-wa, 1918, Numbers in millions 
l td1983 Pewion reclMont0 

1973 1978 1983 
POrecHlbgc, 

kx and am Numbor PerconV Numbor Porconr Numbw PwceW %S 
Total: 
50 and over 5.4 11.4 8.6 15.5 11.5 195 71 1 
50-54 3 27 .5 3.9 S 4.8 77.8 
5581 
62-64 
65 and over 
MOfb: 
50 and over 

.6 6.0 1.4 9.2 1.9 11.9 98.3 
6 123 1.1 19.4 1.5 23.3 09.4 

3.7 196 5.7 24.5 7.7 29.2 49.0 

3.4 16.1 5.4 21.7 7 1 27.1 68.3 
50-54 2 46 4 6.2 .4 7.0 52.2 
55-61 .5 8.2 1.0 14 1 13 17 1 108.5 
62.64 4 16.4 7 27.1 .9 32.7 99.4 
65 and over 23 296 34 35.3 400 42.4 43.2 
Women: 
50 and over 1.9 7.5 3.2 10.4 4.4 13.4 78.7 
50-54 .l 10 1 1.9 i! 27 
55-61 3 4.0 .4 4.8 .6 74 650 
62-64 $2 8.8 .4 127 .5 15.3 73.9 b 

66 and over 1.4 12.5 2.3 17.0 3.1 20.0 60.0 

#ate of pension receipt as a percentage of total population in age group 

%arcentage change n the proportion of sex-age group receiwng penwon 
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Pen&on Receipt Is Between 1973 and 1983 the rate of pension receipt increased among 

Increasing Faster both men and women (table 2.1)’ This trend is also illustrated by figures 
2,2 and 2.3. As expected, the largest increases in the numbers of pension 

Among People Under recipients were in the 66 and over age group, but the largest propor- 

Age 65 tionate increases in pension receipt were in age groups under 66. Among 
men, the proportion of pension recipients age 60 to 64 nearly doubled. 
Among men age 66 and older, the proportion receiving pensions 
increased by about 43 percent. 

The proportion of female pension recipients age 60 to 64 nearly tripled, 
while the proportion age 66 to 61 increased by 86 percent and that of 
women age 62 to 04 increased by almost 74 percent. This compares to a 
60-percent increase in the proportion of pension recipients among 
women age 66 and over. 

‘Part of the lrbcmaw in pension receipt between 1973 and 1333 may be due to eamomic conditi. 
The~~rateIn1989wasaboutdoublethatin1973.Someoftheincreasein~ 
ncelpt at early qp?e may be due to people who were laid off begin&@ to take pension benefits. 
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Pendon Reavipt Ia Increuing Among 
Indviduab Age 50 and Older 

Plgun 2.3: P*nalon Rwlplonta a8 a 
Portent of the PornrIo Population Age 
50 and Over-l 873,1973, and 1903 SO Percent 
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Among TVhite Males 
and High School 
Graduates 

fewer blacks than whites received pension income in 1963. Black men 
were slightly less likely to receive pension income than whites at ages 
under 66. However, there were sharp differences by race in the rate of 
pension receipt among men age 66 and older; black men that age were 
about half as likely to receive pensions as white men. A similar pattern 
is seen among women. Under age 66, approximately equal proportions 
of black and white women received pensions. Among women aged 66 
and over, however, the differences were similar to those for men. Thus, 
large black-white differences in pension receipt occur only among the 
retirees over age 66. This pattern may reflect in part an increase in pen- 
sion coverage among younger blacks, bringing them closer to the rates of 
pension coverage of whites. In addition, blacks may be more likely to 
take their pensions at earlier ages than whites, perhaps in part because 
of higher rates of disability among blacks.” 

6For racial differencea in health and disability among older men, see Herbert S. Pames, ed Work and 
Retirement A Lon&udinrd Study of Men (Cambridge, Mass.. MIT Preae, lOS1.) pp. 13,16. 
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hbto 2& Trend8 In Penolon Rooaipt by 
se& Age, and Race: 1973 to MS3 Pwcenta~e twceivlna wwiono 

Sex and aao Rac3 1973 1978 1883 

50-61 White 6.8 10.6 13.1 

65 and over 
Spamsh origin 

El? 
Spanish origin 

b 

15.7 

153 15.1 

% 
16.9 

50-61 White 2.8 3.7 5.4 
Black 2.7 
Spantsh origin :: 15 E 

62-64 !I!% 8:ib 13.1 15.7 

Spanish origin ‘i’i ‘% 

65 and over EIY 133 18 1 
Spanlsh origin i.: 2 

%! 
9.6 

‘Pernon of Spanish origin may be of any rac8 

bBase population lee8 than 75,000 

Men and women of Spanish origin had the lowest proportions of pension 
receipt in 1983. Among men and women in all age groups, those of 
Spanish origin were about half as likely as whites to receive pension 
income. 

As table 2.3 shows, before age 66, men with high school diplomas or 
some college had the highest proportion of pension recipients. The 
lowest rates were among men with the lowest and highest education, 
and the rate of pension receipt among college graduates was not statisti- 
cally different from that of men without a high school diploma. The sit- 
uation was noticeably different among men age 66 and older. In that age 
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group, the rate of pension receipt increased with each higher level of 
education6 

T&k 2.6: Ponaion Rocolpt by Sex, Age, 
l nd Cducmtlon-1223 Pereont rocohflnp polMlon 

NLz!I! 
H h.Mol 
ill 

Sex and age diploma 
pkmrw 

--mP TX gm 
Men: 
50-61 9.6 15.6 11.8 
62-84 27.6 37.8 29.4 
65andover 34.6 49.6 57.3 
WOlllOtl: 
60-61 4.7 5.7 6.5 
62-64 8.7 177 28.4 
65andover 12.9 23.5 47.7 

It is not surprising that men with less than high school education have a 
low rate of early pension receipt; these men are less likely to hold ,tobs 
that are covered by pensions. The reason for the higher rate of early 
pension receipt among high school graduates compared with those who 
had completed a college degree is not clear. It may be that men with 
college degrees prefer to retire later because their Jobs are more 
rewarding financially and psychologically. However, it is also possible 
that men at intermediate educational levels are more likely to be in pen- 
sion plans that encourage early retirement. Blue collar workers in 
declining industries may account for part of the increase in early retire- 
ment among high school graduates.7 

Among women, the rate of pension receipt increased with years of edu- 
cation, with the college-educated having the highest rates. Although 
women had lower rates of pension receipt than men at all levels of edu- 
cation, differences were generally much smaller and at some ages not 
significant in the college-graduate group. 

6A further discussIon of the characteristics of pen&m reclpienia at different 0g4B nuy be faud in 
appendix N. 

7Wecouldnotteatthehypothe&thatthetrendtowardearlymUmment MIonshlllh-Igrdu- 
atee was conamtrated among blw collar workem In decMng lndwmaabeaual?cPsd8t8on 
lnduetry and occupation of last job b not available for all retimes. Iiomver, the great@ mte of eybr 
penslon~iptamong~schoolgroduateaisof~torlsin;Ln1975,thente~virtlullyIdsn- 
tical for high echo01 and college graduates 
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chapter2 
Penmion Receipt JB Increasing Among 
lndMdu8la Age 50 8nd Older 

Pension Source by Age As shown in table 2.4, more than half of male pension recipients under 
age 66 were receiving military pensions. Among men age 66 to 61, mili- 
tary pension recipients were 19 percent, and federal civilian pension 
recipients constituted 17 percent of all recipients. Military and federal 
pension recipients were a larger proportion of pension recipients under 
age 66 than of those over 66, while private pension recipients were more 
dominant as age increased. The military predominance in the younger 
age groups reflects the fact that, as noted earlier, the military retire- 
ment system allows people to retire at any age after 20 years of service. 
The higher proportion of federal employees in the age groups from 66 to 
64 may also be due to the provision allowing federal employees with 30 
years of service to receive full pension benefits at age 66. 

Tatjim 2.4: Numbor and Percent of Maio 
Pwtrion Roci~ionta by AM and Source Numbers In thousands 
of hwion-i@83 - - Source ot r3enrion 

*lP 
50-54 

Federal 
Ptlvato clvllian s%i: 

only 
Military 

only only only MUltIpI. Tote 

28 2 544 61 100 1.3 1000 
55-61 48.4 19.3 17 1 126 2.6 100.0 
62-64 59 5 89 155 109 52 1000 
65 and over 69 9 40 9.7 125 39 loo.0 
50 and over 62 6 100 11 6 12.2 3.7 1000 
Number 4.460 710 828 867 264 7.129 

.Totak may not add due to rounding 

Among women, there was less difference in the types of pensions 
received by different age groups. Table 2.6 shows that over half of pen- 
sion recipients in every age group received a private pension. As with 
men, the proportion receiving federal pensions was highest at younger b 
ages. State or local pensions became increasingly important with age, 
reaching a high of 28 percent at ages 66 and over.8 

*A comparison of the amount of pension benefits received by younger and older redpients may be 
found in appendix V 
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chapter 2 
Penaion lkmlpt b In- Among 
Individuals Age M) and Older 

Table 2.1: Numkr and Pwcont of 
Fwnek Poneion Reclpiont$ by Ago and Numbers in thousands 
Source ot Ponolon-19(13 Source of oenrlon 

Federal State or 
Private Milita~ clvllian local 

&ie only only only only Muitlpie TOW 

50-54 543 65 24 5 147 0 1000 
55-61 59 2 2.2 170 183 33 1000 

62-64 55 0 29 149 23 8 33 100.0 
65 and over 56 2 16 107 28 1 34 100.0 
50 and over 564 2.0 125 25.8 33 100.0 
Number 2,486 89 553 1,135 143 4,407 

'Total8 may not add due to rounding 

The Majority of Early It is important to determine whether people who receive pensions at 

Pension Recipients Are 
young ages (for example, those who are under the Social Security early 

Not iReceiving 
Disability Benefits 

retirement age of 62) have retired because of illness or disability or for 
other reasons. Many employers provide disability benefits to employees 
who are unable to perform their jobs because of physical or mental 
impairments. Since disabled employees can usually retire before the eli- 
gibility age for regular retirement benefits, many younger pension recip- 
ients may in fact be receiving disability pensions. 

Because the cps aggregates retirement, disability, and survivor benefits 
from public and private employers as pension income, it is impossible to 
distinguish employer-sponsored disability benefits from retirement ben- 
efits. However, the Department of Labor’s Survey of Private Pension 
Benefit Amounts collected data on the type of pensions received by a 
sample of private pension recipients in 1978. Table 2.6 provides Labor’s 
estimates of the numbers of private sector retirees receiving regular 
retirement versus disability benefits.9 Among male pension recipients 
under 66, more than half received disability benefits in 1978. Among the 
small number of female pension recipients age 60 to 64, about 38 per- 
cent were disability recipients. 

%ecipienta of survivor beneflt8 are not included in table 2.6 In addition, thoee pension recipknts 
whose status la unknown or “other” a~ not included; they amount to no more than 10.8 percent of 
any age/gender group 
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Tab40 2.0: Number and Pwont ol 
Prlvata Ponokn Rwipknta by 8ex, 
Ago, and Typo of Benoflt-18711 

Numbers in thousands 

goxandage 
Retlnment benoflt Dlubillty bonefit 
Number Percent Number POfWnt lOtO 

Man: 
50454 48 46.0 52 52.0 loo 

55-61 402 73 9 142 26.1 544 

62-64 528 86.6 82 13.4 610 
65 and over 2,788 95.2 140 4.8 2,926 
Wornon: 
50454 15 62 5 9 37.5 24 
65-61 130 82.8 27 172 157 
62-64 143 91.1 14 6.9 157 
66 and over 765 951 39 4.9 604 

Source Department of Labor, Survey of Private Petwm Benefit Amount*, unpubtirhed data. 

ln the 66 to 61 and older age groups, disability retirees were a clear 
minority of pension recipients of both sexes. Among men, they repre- 
sented 26 percent of pension recipients age 66 to 61 and under 6 percent 
of those age 66 and older. Among female pension recipients, the number 
receiving disability benefits decreased from about 17 percent of those 
age 66 to 61 to under 6 percent of those age 66 and older. 

A second way of determining whether early retirement is due to disa- 
bility is to see what proportion of pension recipients also receive some 
form of government payment related to disability. The three types of 
payments we focused on were Social Security, Supplemental Security 
Income, and Workers’ Compensation. 

Since men over 61 and women of any age might be receiving Social 
Security benefits that were not based on their own disability, this anal- 
ysis was restricted to men age 61 and younger.1o Moreover, the analysis 
could be done only on private sector pension recipients, because the fed- 
eral government and many state and local employers have not in the 
past offered Social Security coverage. 

kkKhlSecurltyA dministrationda&ahowthat98percentofmale~securttybenefidarlas 
under 8ge 62 were mc&ing dhability bneflta based on their own empbyment hi&orb and not 
eurvivors’ beneflta. Among female Sodsl Security bendlciariea under 62, howwer, about 42 percent 
were receiving s&al securiv disability benefita based on their own mployment hiaries. The rest 
were rec4Mng retirement, dbability, or survivors’ beneflta 88 a dependent spouee or were rsaivbg 
beneflta aa a parent 
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Our analysis, based on 1984 cp9 data. showed that among male private 
pension recipients age 60 to 64, almost 33 percent were receiving gov- 
ernment disability benefits. This is much smaller than the comparable 
proportion of the Department of Labor sample who received private 
employer-sponsored disability benefits, as shown in table 2.6. This dif- 
ference may reflect the strict requirements for receiving Social Security 
disability, especially below age 66.11 The proportion of men age 66 to 61 
who received government disability benefits is under 27 percent. This is 
quite similar to the 26 percent estimated in the Department of Labor 
survey to be receiving private employer-sponsored disability benefits. 
From. these two sources, we can conclude that disability is an important 
reason for retirement before age 66 and remains important for a sub- 
stantial minority up to age 62. However, at age 66 and above, most pen- 
sion recipients have not taken pensions because of disability. 

In summary, there has been a continuing trend toward earlier receipt of 
employer-sponsored pensions. Between 1973 and 1983 the rate of pen- 
sion receipt among persons age 60 and over increased by over 70 per- 
cent; however, the greatest proportionate increase occurred among 
persons under the age of 66. The rate of pension receipt among persons 
age 60 to 64 nearly doubled, while that for persons age 66 and over 
increased by about half. We also found that, with the exception of men 
under age 66, most of whom receive either military or disability pen- 
sions, the mqority of pension recipients appear to have retired for rea- 
sons other than health. 

“For eligibility requirements for Social Security disability benefita and how tlwy differ for older and 
younpr workers, see Myers, Robert J., Social Security (Homewood, Illhoh l&hard D. Irwin, N86), 
pp. 62-66. 
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The Majority of Early Pension Recipients Are 
Not in the Labor Force 

An additional issue regarding early pension receipt is the extent to 
which pension recipients remain in the labor force (either taking a new 
job or looking for work). If instead they decide not to work (i.e., retire), 
this raises the question as to whether this choice was voluntary or due 
to such problems as health or disability. 

We found that labor-force participation of early pension recipients 
declines with age, from over 40 percent among civilian recipients at ages 
60 to 64 to less than ‘20 percent at ages 62 to 64. In addition, all male 
pension recipients age 66 and older participate in the labor force at less 
than half the rate of nonrecipients. Below age 62, the percentage of pen- 
sion recipients who are in the labor force has also declined over the past 
decade. 

Most pension recipients age 66 and older who did not work in 1983 cited 
voluntary retirement rather than health or disability as their reason for 
not working. Health problems, as the reason why pension recipients do 
not work, have declined over the past decade. However, they still affect 
a significant number of early pension recipients. In addition, although 
most early pension recipients appear to have left the labor force volun- 
tarily, the percentage unemployed among pension recipients age 66 to 
61 who remained in the labor force was double that of nonrecipients in 
1984. 

Labor-Force 
Participation of 
Pen&n Recipients 
Declines With Age 

Table 3.1 shows the March 1984 labor force participation rates for pen- 
sion recipients and nonrecipients An individual who participates in the 
labor force is one who is either employed or unemployed. To be counted 
as unemployed, a person must be actively looking for work. (App. VI 
shows the proportion of pension recipients and nonrecipients who are b 
actually working.) 

‘The pension receipt data are for 1993, while labor-force participation raten and employment-b 
population ratios are for the week before the CPS was administered in March 1984. Thus, these data 
do not identify whether people have permanently withdrawn from the labor force or whether they 
have permanently returned to work, but, rather, show whether the respondents were working during 
a given week 
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chapter 8 
The Ibhjorlty of EuIy Pendon l&&dent4 An 
Not In the L&or Force 

Tabk 3.1: L&of-FORM Pertlcipetion 
Retee for Penrion Recipienta and Pendon nciplonta 
Nonrecipionte by &x and Age-March gex and age TOW Clvillan Mlllte~ Nonreclplentr 
1994 Man: 

5044 68.0 430 89.0 90.0 
56-61 41.9 35 1 664 633 
62.64 19.3 18.1 28.4 61 7 
66andover 
Women: 
50-54 
55-61 
62-64 
65andover 

10.8 103 17.9 205 

42.1 427 1 61 2 
27.3 27.2 . 493 
19.4 198 a 30.7 
6.2 62 I 81 

%ase population less than 75,000 

As shown in the table, 68 percent of the male pension recipients age 60 
to 64 were in the labor force. Excluding those with military pensions, 
the rate for civilian pension recipients only was much lower, about 43 
percent. The significant effect that military recipients had was due to 
the fact that (1) they composed about 64 percent of all male pension 
recipients in the 60 to 64 age group (see table 2.3), and (2) their labor 
force participation rate was essentially the same as the rate for 
nonrecipients in that age group. Among female pension recipients age 60 
to 64, the labor-force participation rate was about 42 percent. 

Among male pension recipients age 66 to 6 1, the group of military pen- 
sion recipients is still large enough and different enough in its behavior 
to pull up the labor-force participation rate of the whole age group 
somewhat. In this age group, almost 42 percent of all pension recipients 
and about 36 percent of the civilian pension recipients participated in 
the labor force. Among women age 66 to 61, about 27 percent of pension 
recipients were in the labor force. 

Less than 20 percent of both male and female pension recipients age 62 
to 64 were in the labor force. At this age the military recipient group 
was a smaller part of the total and had little effect on the total partici- 
pation rate. In the 66 and older age group, labor-force participation 
rates were about 10 percent for men and 6 percent for women. 
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Labor-Force We compared the labor-force participation rates of pension recipients to 

Participation Rates Are 
those of nonrecipients, in order to assess whether the participation rates 
o f pension recipients are low for their age groups. As shown in table 3.1, 

Much Lower for all male pension recipients age 66 and over participate in the labor force 

Pension Recipients at less than half the rate of nonrecipients. While civilian pension recipi- 

Than for Nonrecipients 
ents under age 66 also participated in the labor force at less than half 
the rate of nonrecipients, the military pension recipients participated at 
basically the same rate as nonrecipients. 

Among women, pension recipients were also much less likely than 
nonrecipients to be in the labor force. But this comparison is less mean- 
ingful because some of the female nonrecipients may have little or no 
work experience, and many of the pension recipients were survivors’ 
beneficiaries rather than retirees. Thus, receipt of a pension seems to be 
accompanied by withdrawal from the labor force for the majority of 
people in all age groups except among men under age 62 receiving mili- 
tary pensions. 

L&or-Force 
Participation Has 
Declined for Pension 
Recipients Below 
A#e 62 

I 

Table 3.2 shows the labor-force participation rates of male and female 
pension recipients and nonrecipients between 1974 and 1984. Over this 
period, the participation of male pension recipients age 66 to 61 
decreased significantly.2 This decline may be due to more generous pen- 
sions that allowed recipients to retire completely or to fewer job oppor- 
tunities for older workers. Over the same period, labor-force 
participation rates were also declining for men in the 66 to 61 age group 
who did not have pensions. However, some of these male nonrecipients 
may have had Social Security disability benefits. 

At age 62 and beyond, there were no significant changes in the labor- 
force participation of any group of pension recipients, but participation 

b 

declined among men without employer-sponsored pensions. Most of 
these men were undoubtedly eligible for Social Security benefits. 

+he increase in labor-force pwt.klpation among men 60 to 64 w89 not statbtically significant. There 
was, overall, a significant demeaee among male pension recipienta age 60 to 01 due to the predomi- 
nant influence of the larger 66 to 61 age group. 
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Tbblo 8.2: L&or-Fore8 PwUolpatlon 
Rat00 for Ponalon Raclplento l nd Man 
Nonmclplonta by 88x and Ago-l 974, Penrlon Non- PUlOlUl 
1919, l nd 1904 Ag* bar Total roolplonk nclpbnto Total molpknta roclp~ 

5044 1974 90.5 60.6 92.0 53.6 . 53.8 
1979 900 56.0 92.1 56.6 46.7 56.8 
1984 885 680 90.0 607 42.1 61 2 

56-61 1974 84.9 50.4 879 46.3 34.4 46.8 
1979 79.3 43.0 85.3 47.5 26.9 46.5 
1984 762 419 833 47.7 27.3 49.3 

6264 1974 60.6 22.6 681 292 130 308 

08 and 
ovu 

1979 547 240 66.2 29.9 19.5 31.4 
1984 479 193 617 29.0 19.4 30.7 

1974 22.1 12.6 26.1 82 6.3 85 
1979 199 107 249 8.7 7.0 9.0 
1984 164 10.8 205 77 6.2 8.1 

+IOB population 1888 than 75,000 

The situation was very different for women. The decline in labor-force 
participation among pension recipients below age 62 was offset by the 
increasing participation of women without pensions. Thus total labor- 
force participation changed very little at age 66 to 61, and below age 66 
actually increased. After age 62 little change occurred in the labor-force 
participation of either pension recipients or nonrecipients; there is even 
some evidence of a slight increase in participation among pension recipi- 
ents at ages 62 and 64. Women are contributing very little to the early 
retirement trend at present; however, this situation could change in the 
future as more women become eligible for pensions. 

Pension Recipients Are Table 3.3 shows the percentage of employed pension recipients and 

More Likely Than 
nonrecipients who were working full time and part time in March 1984. 
It shows that among employed pension recipients, most men under age 

Nonrecipients to Work 66 and women under age 62 worked full time. Conversely, most working 

Part Time male pension recipients age 66 and over and female recipients age 62 
and over worked part time. However, in each age group, male and 
female pension recipients who worked were more likely to work part 
time than nonrecipients, and the prevalence of part-time work increased 
with age for both pension recipients and nonrecipients. 
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Chapter 8 
The M8Jorlty of Jhrly Penaion Recipients Are 
Not In the Labor Force 

Table 3.3: Parcont Dlrtrlbutlon of 
Employmd Ponrlon Roclplent, and 
Nonreclplontr by Houn Worked per 
Wook-March 1984 Aoe and DorMon status 

Houn worked wr week 
Men Women 

1-34 35+ l-34 3S+ 
6044: 
Reclplents 

Cwlllan 
Military 

NonrecIpIents 
66-61: 
Recipients 

Cwlllan 
Mllltary 

Nonrecipmts 
m4: 
Recipients* 

Civillan 
Military 

Nonrecments 
66 and over: 
Recipients* 

Civilian 

10.5 89 5 . . 
* I 0 ‘ 

93 907 II . 

92 908 296 70.4 

24 5 75 5 45.3 547 
31.3 687 445 55.5 
137 86.3 . 1 

11 1 889 31.9 681 

403 59 7 650 35.0 
45 8 54.2 65.9 341 

I . 1 . 

24.5 755 368 63.2 

64.3 279 72 1 27.9 
680 320 72 1 27.9 

Military a a . I 

NonrecipIents 463 53 6 62 0 38.0 

*Ease population less than 75,000 

Over two-thirds of employed male civilian pension recipients aged 66 to 
61 worked full time. By ages 62 to 64 the percentage of full-time 
workers was just over half, and at age 66 and over, less than a third. 
Military pension recipients were much more likely to work full time at 
ages below 62 (around 90 percent); as a result, they were not signifi- 
cantly different from nonrecipients working full time. 

Over half of employed female pension recipients age 66 to 61 and over a 
third of recipients ages 62 to 64 worked full time. In the same age 
ranges, about two-thirds of nonrecipients were full-time workers. After 
age 64,28 percent of employed female pension recipients worked full 
time, compared to 38 percent of nonrecipients. For both sexes, these 
figures suggest that people prefer to work fewer hours as they grow 
older; this tendency is especially marked among pension recipients. 
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chapter a 
The Majority of Euly Pension Redplents Are 
Not tn the Labor Force 

Unemployment Rates As shown in table 3.1, the percentage of civilian pension recipients who 

Are High for Civilian 
were in the labor force in March 1984 ranged from about 43 percent at 
age 60 to 64 to less than 20 percent at ages 62 to 64. The labor force is 

Pension Recipients made up of both employed persons and those who are unemployed and 

Below Age 62 looking for work. Table 3.4 shows the percentage of labor-force partici- 
pants who were in the unemployed category. 

Tabie 9.4: Unompioymont Ratea for 
Pondon RecipIenta and Nonreclpienta Pen8ion recipient0 Non- 
by gex end Age-March 1904 Sex and age Total Civilian Miiitaty recipient8 

Men: 
50-54 4.7 8 2.4 55 
55-61 107 128 62 52 
62-64 74 65 I 56 
65 and over 39 4.2 . 30 
Women: 
50-54 a I 1 45 
55-61 81 72 . 3.8 
62-64 45 45 . 3.2 
66 and over 33 33 1 3.9 

‘B&30 population less than 75,000 

Male, civilian pension recipients below age 62 had an unemployment 
rate about twice that of nonrecipients. In the 66 to 61 age range, the 
unemployment rate for civilian pension recipients was almost 13 per- 
cent. Female pension recipients age 66 to 61 also had a higher unem- 
ployment rate than that of nonrecipients, but the rate did not reach the 
high level shown for male pension recipients. 

Research has shown that, once unemployed, older workers generally 
remain unemployed longer than younger workers.3 The unemployment 
rates shown in table 3.4 suggest that some pension recipients who would 
like to work have difficulty finding new jobs. 

Beyond age 61, the difference in the unemployment rates of pension 
recipients and nonrecipients is not statistically significant. At age 66 
and older, few people are unemployed and looking for work. 

301der Workers: Pm m, Problems and Policies (Washington, D C National Commission for 
Employment Policy, 1985), p 13 
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Pension Recipients 
With More Education 
Are More Likely to E3e 
in the Labor Force, but 
Ra&d Differences Are 
Minor 

Table 3.6 shows the labor-force participation rates of black and white 
pension recipients and nonrecipients. The small cell sizes required that 
the age groups be collapsed and did not allow for any estimation of the 
labor-force activity of Hispanic pension recipients. There was little dif- 
ference in the labor-force participation rates of black and white pension 
recipients. However, there were significant differences between partici- 
pation rates for black and white men who were not receiving pension 
income. 

T&a 84 Labor-f oroe Pmrtlcipetlon 
Mm for Pondon Recipient8 and 
Nonnblpienta by gex, Age, and Rece- 
MuotilM4 

Sex and age 
Men: 
50 to 61 
62 and over 

iz%iY 
62 and over 

Penaion reci~ientr 
White Black 

$32 %! 

% ‘9”.: 

Nonreci~iontr 
White Black 

87 6 
30.8 z: 

%k i!E 

Although racial differences were minor, there was a strong correlation 
between education and labor-force participation among male pension 
recipients of all ages, as shown in table 3.6. Among men age 60 to 61, for 
example, almost 29 percent of the pension recipients with less than a 
high school education participated in the labor force. However, labor- 
force participation increased with the level of education. About 60 per- 
cent of the pension recipients who completed high school or some college 
and over 66 percent of those with a college degree were in the labor 
force at the ages of 60 to 61. Among women, the relationship between 
education and labor-force participation of pension recipients was much 
weaker. 



Tebie 3.0: Labor-Force Pwtioipetlon 
Reter for Poneion Recipient0 end 
Nonreciplente by gex, Age, end 
Education-Merch 1984 

Men Women 
Penaion Non- Penaion Non- 

Aw education recipient8 reclpientr recipient8 recipient, 
S&61 Not high school graduate 288 78 8 239 43.2 

High school graduate 
or some colleae 503 89.5 32.2 57.3 
College graduate 652 950 340 694 

02-64 Not high school graduate 9.4 526 194 25.1 
High school graduate 
or some college 21 1 61 0 198 328 
College graduate 32.9 837 188 453 

65 end Not high school graduate 
over 68 140 47 58 

High school graduate 
or some college 
Colleae araduate 

119 25.8 6.8 10.3 
19.4 487 7.2 15.1 

The higher labor-force participation rates of pension recipients with 
more years of education may reflect the character of their occupations. 
Analysis of data from the National Longitudinal Surveys of Labor 
Market Experience showed that retirees who had been in professional or 
nU&I’Iagerid Jobs before retiring were significantly more likely than 
others to be in the labor force after retirement.4 The researchers specu- 
lated that this might reflect their higher wage rate or the greater attrac- 
tiveness of the positions for which they qualify. 

Not the Primary Cause untary unemployment, or mandatory retirement policies to withdraw 
of Lower Labor-Force from the work force. The “choice” perspective is that people choose to 

Participation Rates of retire by balancing the financial and nonfinancial gains and losses from 

Pension Recipients 
work versus leisure.6 The previous sections showed that the maJority of 
pension recipients have withdrawn from the labor force. It is important 
to determine whether these people have done so involuntarily or by 
choice. 

‘Parries, Herbert S , et al., Retirement Amowl Americsn Men. (LmdngWn, MA: DC. Heath and Co., 
19&T), p. 94. 

6Fields, Gary S., and Olivia S. Mbhell, 
The MIT heas, NM), pp 1-16. 
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chapter 3 
The M4jorlty of Early Pexuion Recipienti Are 
Not in the Labor Force 

One way to test for the prevalence of voluntary versus involuntary 
retirement is to use a cps question asked of respondents who did not 
work at all in 1983. The results of this analysis are shown in table 3.7. 
Respondents were asked to choose between a number of reasons for not 
working.6 The major reasons were illness or disability, inability to find 
work (categorized as unemployment in table 3.7), retirement, and taking 
care of home or family. We used “retirement” in response to this ques- 
tion as a proxy for the voluntary decision to retire. The health/disability 
and unemployment responses are the categories corresponding to invol- 
untary retirement. Home responsibilities were important mainly for 
women. 

%andatory retirement was not among the reason8 provided by the CPS queetionnatre, but very few 
workers remain on their jobs until the age of 70, the younge8t mandatory t-ethmmt age alknved for 
moat occupation by federal law. As a result, it was e&lma@d that the promon of workeza who 
retire becau~ of mandatory retirement ia not more than 3 percent. See F’ields and Mitchell, pp. 78. A 
anal1 Wegory of “other” reasons is also omitted from table 3.7; the percentage of responses in this 
category ranged from 0 to 6 percent 
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Chapter 8 
The wrlty of Early Pendon Bedpients Are 
Not in the I&or Force 

Table 3.7: Rowon for Not Working in 
1@83 by Sex, Ago, and Pendon Statu8 Proportlon cltlna 

Health/ Unem- Home 
Aas Pension status dlsabllltv Retirement Dlovment rOSDOnSibllihf 

Men: 
50-54 Recipients 50.4 40 2 14 a 

Nonreclpmts 665 65 198 19 
Total 65 0 128 163 15 

55-61 Reclpmts 37.5 59 6 23 a 

NonrecIpIents 61 4 21 1 127 14 
Total 51 6 369 85 El 

62-64 Recments 176 79 7 18 5 
Nonrecipients 436 50 0 32 17 
Total 30 0 65 7 25 11 

65 and over Reclplents 77 91 5 2 5 
Nonrecipients 192 79 7 3 5 
Total 139 85 1 .2 5 

Women: 
50-54 Recipients 

Nonreciclents 

b 

132 

b 

16 

b 

44 

b 

78 7 
Total 135 23 42 77 6 

5561 Recipients 20 7 444 23 31 8 
Nonrecmients 183 7.6 27 70 1 
Total 185 110 2.6 66.5 

62-64 Recifyents 137 56 6 26 27 1 
Nonrecipients 165 24 0 11 57 3 
Total 160 29 4 13 52.3 

65 and over Recments 86 684 2 216 
Nonrecipients 20 2 41 0 3 37 6 
Total 179 46 5 3 34 4 

aLess than 05 percent 

%ase population less than 75,000 

Pension iiecipients 65 and 
0 der Primari y Cite 
“ Retirement” As Their 
Re$son for Sot Working 

As can be seen from table 3.7, there are large differences in the propor- 
tion of men citing involuntary reasons (disability or unemployment) for 
not working by pension status and age in 1983. Pension recipients were 
more likely to cite retirement as a reason for not working and less likely 
to cite health, disability, or unemployment than were nonrecipients. 
Among both pension recipients and nonrecipients, the proportion citing 
retirement increased with age, and the proportion citing health, disa- 
bility, and unemployment declined with age. 
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Among men age 60 to 64, most pension recipients and nonrecipients who 
did not work cited health or disability as the reason, with no statistically 
significant difference between these proportions. On the other hand, a 
sizable minority of about 40 percent of the pension recipients cited 
retirement as the reason they were not working, as compared to under 7 
percent of the nonrecipients. Instead of retirement, almost 20 percent of 
the nonrecipients cited unemployment, as compared to less than 2 per- 
cent of the recipients. In a separate analysis we found that less than half 
of nonrecipients with health or disability problems were receiving Social 
Security disability benefits. 

Male pension recipients age 66 and older primarily cited “retirement” as 
their reason for not working in 1983. Among the men age 66 to 61 
receiving pension income, the proportion citing health or disability was 
less than 38 percent, while nearly 60 percent cited retirement as their 
reason for not working. The situation was very different among those 
nonworking men who were not receiving pension income. Only 21 per- 
cent cited retirement and, therefore, seem to have stopped working vol- 
untarily. Health or disability wss cited by over 61 percent, and almost 
13 percent cited unemployment as the reason for not working? About 
half of those with health problems were receiving Social Security disa- 
bility benefits. 

Less than 20 percent of women under age 62 cited health or disability as 
their reason for not working. Receipt of Social Security disability bene- 
fits was relatively low for those women-only 30 percent of those 60 to 
64 and 38 percent of those 66 to 61 received Social Security benefits of 
any kind. In the latter group especially, some of these benefits were 
undoubtedly survivor benefits rather than disability benefits. 

Among the age 62 to 64 male pension recipients, almost 80 percent cited 
retirement as their reason for not working, with most of the remainder 
citing health or disability. This response contrasts sharply with that of 
the nonrecipients, who are split almost evenly between health/disability 
and retirement. Finally, among men age 66 and older, the overwhelming 
mqority of both the pension recipients and the nonrecipients cite retire- 
ment as their reason for not working. 

‘The h&h report of unemployment among nonredpienta who did not work in 1083 might at first seem 
incompntible with the rather low rates ahown for nonrecipienta in table 3.4 However, only a small 
gxaventage of nonrecIpient did not work during 1083, and it is not surprising that unemployment 
would be heavily cona?nW in this group 
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Overall, the ma, ority of male early pension recipients who did not work 
in 1983 cited retirement, rather than health or disability, as their reason 
for not working. However, a sizable minority-over half of those below 
age 66 and a third of those age 66-61~cited health problems. The 
younger, nonworking men who are not receiving pensions seem much 
less likely to have made a voluntary choice; few of those under 62 and 
only half of those age 62 to 64 cited retirement as their reason for not 
working. 

Healeh Problems as tile 
Rea$n for Not Working 
Havei Declined Over Time 

Table 3.8 shows that the proportion of men age 66 and over who cited 
health or disability as their reason for not working declined substan- 
tially between 1973 and 1983. Small numbers precluded meaningful 
analysis of these data by pension receipt or nonreceipt. 

hblo 3.b Proportion of Man Who Did 
Not Wrk All Y8rr Who Orvo Horlth or M* 1973 1978 1983 
Dlublllty a, fho Roaron- 973,1978, 

tees 
50-54 699 754 650 

l tld 55-61 663 644 51.6 
62-64 51 6 396 300 
Qandover 21.6 17 1 139 

The Social Security Administration’s 1982 New Beneficiary Survey also 
reported a similar decline in the relative importance of health problems 
as a reason for labor-force withdrawal.8 This survey contains findings 
for all retired-worker beneficiaries who received a first Social Security 
benefit at age 62 or older between June 1980 and May 1981. The reasons 
men in this survey gave for having left their last job were compared to a 
1968 Social Security Administration study. 

In 1968,64 percent of the men who had left wage and salary jobs and 
became entitled to benefits at ages 62 to 64 reported they had left their 
last Job for health reasons. This changed by 1982, when only 29 percent 
of a comparable group of men cited health problems as their reason for 
leaving their last job. 

In contrast, 24 percent of the men age 62 to 64 in 1968 claimed they left 
work because of a desire to retire or because of retirement benefit eligi- 
bility; in 1982,42 percent of the men cited these as the most important 
reasons. Among the men in each survey, no difference was found in the 

%hermm, Sally Ft., “Reported Reasons Retired Worker8 Left Their Lest Job: FIndhga F’rom the New 
Benem Survey,” Social Security Bulletin, March 1986, Vol 48, No. 3, pp. 25-26. 
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The bf4jority of EuIy PeneIon RecipIenta Are 
NotIntl~~hborFo~~ 

proportion who reported employer-initiated reasons (17 percent), and 
virtually no difference was found in the subcategories of lost job (13 and 
12 percent) or compulsory retirement (4 and 6 percent). 

In summary, based on 1984 CPS data, we found that the majority of early 
pension recipients were not in the labor force. We also found that male 
pension recipients age 66 and older participate in the labor force at less 
than half the rate of nonrecipients. Participation rates for pension recip 
ients under age 62 have been declining over the past decade. 
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Chapter 4 

Estimati Tax Lxsses From Early Retirement 

One concern about the decline in labor-force participation of pension 
recipients is that the cost in reduced tax revenues may be considerable. 
In response to this concern, we developed estimates of what income and 
Social Security tax revenues would be gained if some early retirees 
returned to work or, alternatively, what was lost by their retiring in the 
first place. For a number of reasons, precise estimates of these costs or 
gains are not possible. One reason is the uncertainty as to the extent 
that additional older workers could be absorbed into the work force, 
Another problem is that we do not lmow how much retirees might be 
able to earn if they returned to work. 

Given these and other uncertainties discussed in appendix VII, we devel- 
oped a range of illustrative estimates of early retirement costs. The 
average additional income and Social Security tax revenues we esti- 
mated for each retired person who might have returned to work in 1983 
was about $4,700 for persons under age 62 and $3,800 for persons age 
62 to 64. If between 10 and 26 percent of retired pension recipients had 
returned to work without replacing other workers, additional tax reve- 
nues of $660 million to $1.4 billion could have been generated. These 
estimates represent additional revenues for 1983 only. No estimate of 
future revenues or expenditures was attempted. 

Additional Tax Table 4.1 shows our estimates of additional tax revenue that might be 

Revenue for Each 
generated if a retired pension recipient returned to work in 1983.’ These 
estimates assume that pension recipients who were not working in 1983 

Retired Pension would have the same earnings, on average, as pension recipients who 

RmiIjient Returning to did work in that year. This assumption probably causes an overestimate 

Work C&d Have 
of earnings, and therefore tax receipts, because better educated and 
hence, on average, better paid pension recipients were more likely to 

Avetaged Over $4,000 continue working than those with lower levels of education. (See table 3 6 > 
I . 

%oughout this chapter the term “retired pen&n redptit” b ueed to mean a pension recipient who 
did not work dwtng 1083 and gave “retirement” m the remon for not working Thl.5 definition Is 
more restrk!tIve than the deflnItion of retired pemom In chapter 1-receIvIng a peni3ion fxnd wIti- 
drawingf~mthehborforce.TherewonforuaIngtM3murower definition is that for purposes of 
e.dmthg possible Incresses in empbyment, we do not want to include disabled persona or other8 
who we unlikely to be able or willing to work. 
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T8bh 4.1: Elmat of Avongo 
Addltlcnrl Tax Rownuo8 par Penon, If Rsclplenta in thousands 
Rotlrod Penrlon Roclplont8 H8d 
btum8d tc Work In 1983, by 80x 8nd NU%zOd’ 
Age’ soclrl 

8ax and am Incomo tax Socurltv t8x Tot81 recgz:“. 

50.54 $4,600 $2,600 $7,200 46 

56.61 3200 2,2KJ 5,400 366 

62-64 2.600 1.700 4,500 482 

Women: 
50-54 2,ooo 1,600 3,600 16 

55-61 1.400 

62-64 11400 

1.200 2.600 
1,100 21500 

166 
209 

Both 8.X.8: 
60-61 2,800b 1,900~ 4,7W 596 

62-64 2.3oob 1.W 3.6oob 891 

‘Penelon recipient8 who gave retlrement a8 rea8on not worked, exclude8 recipients who gave health or 
disability, UnOmplOyment, or home rO8pon8lMlltbfJ 88 rea8on not worked 

bAverage additional tax weighted by number of rstlred poreone receiving pensions in each sex-age 
grow 

An additional assumption is that the income tax paid by working pen- 
sion recipients in 1983 equaled the average income tax paid by other 
taxpayers with the same income. The initial income of nonworking pen- 
sion recipients was taken directly from the cps; the potential income, if 
they returned to work, was calculated as the sum of their initial income 
and the average earnings of working pension recipients in the same age 
group* 

The additional income tax was the difference in average income taxes 
paid at these two income levels in 1983. (Further details of these calcu- 
lations and a discussion of the sensitivity of the estimates to the 
assumptions made may be found in app. VII.) Social Security taxes 
include Old Age Survivors’ and Disability Insurance and Hospital Insur- 
ance taxes and are calculated on earnings up to the Social Security max- 
imum and at the tax rates in effect in 1983.0 
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Chapter 4 
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Below age 62, the estimated average additional tax revenue per person 
was $4,700, including about 62,800 in income taxes and $1,900 in Social 
Security taxes. The average male pension recipient would pay an addi- 
tional $6,000 in taxes, while the average female recipient would pay 
about $2,600. Pension recipients below age 66 could be expected to con- 
tribute considerably more than those between age 66 and 61, but the 
small numbers of recipients under age 66 limits the number of additional 
workers with high earnings potential. At ages 62 to 64 the additional 
revenue per person would be about 53,800, considerably lower than the 
level for younger recipients. This lower amount probably reflects both 
the lower hourly earnings available to older workers and the increase in 
the percentage of pension recipients who prefer part-time work or are 
unable to work full time because of health or job market limitations. 

We made a second set of estimates assuming that pension recipients had 
stayed on their former jobs and that their earnings were, on average, the 
same as those of nonrecipients in their age range. In this case, they 
would not be receiving a pension, so we subtracted their average pen- 
sion amount from their earnings to obtain the net new income subject to 
income tax. These estimates yielded about $4,600 for the 60 to 61 age 
group and $4,300 for the 62 to 64 group, slightly lower for the younger 
group and higher for the older group than the estimates assuming that 
pension recipients returned to work at a new job. (For further details, 
see app. VII.) 

Estimates of Additional If retired workers could find jobs that would represent a net addition to 

Tax Revenues Depend 
the labor force, the additional taxes they pay would represent a net 
addition to tax revenues. However, in 1983, an average of about 1.2 mil- 

on Hoti Many lion workers in the 60-64 age range were unemployed at any given time.3 b 
Additional Workers the About 1.3 million pension recipients did not work during 1983 and gave 

Economy Can Absorb 
“retirement” as their reason for not working. Therefore, it is unlikely 
that all of these retired persons could have found jobs without dis- 
placing other job seekers. In fact, some of the retired pension recipients 
probably represent workers in declining industries or regions, who lost 
their jobs and elected to retire when they could not find other work. 
Research shows that older workers who are laid off are less likely to 
find other work and are more likely to retire in places and times when 
unemployment is high than in low unemployment areas and prosperous 

3Calculated from *went and Eamingss U 9. Department of Labor, Bureau of Labor Statbtics, 
January 1984, p 68 
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times.’ Therefore, the ability of the economy to maintain high levels of 
employment will affect the number of workers who retire, the number 
who can be reemployed, and the additional tax revenues that could be 
generated. 

Table 4.2 shows a range of estimated additional tax revenues, assuming 
on the low side that as few as 10 percent of retired pension re@pients, 
and on the high side that as many as 76 percent, could find jobs that 
would represent net additions to total employment. Even in times of rel- 
atively high unemployment, some retired workers probably have skills 
that would allow them to take jobs that would not otherwise have been 
filled; the lo-percent figure allows for this possibility. On the high side, 
various surveys of retired persons and those nearing retirement age 
have found that, at most, about three-fourths (and often far fewer) 
expressed an interest in employment6 Even in an economy with less 
unemployment than at present, many retired persons probably would 
not want to work. On the other hand, there might be fewer persons who 
had retired early after losing long-term jobs. 

Trek 4.P: Eotlmatod Addltlonal Tax 
Revopw If Dlffwnt Pwcontagoa of 
Rotirad Pandon PartIcIpanta Had 

Dollars in mIllIons; reclpbsnts In thousands 
Number of 

RotuqwdtoWorkIn1@82 

bo 
50-61 

Additional revanue (Percent retumlnn to work) 
10 26 50 75 

$260 $700 $1.410 $2.110 

ratlred 
pension 

reclplent3 
596 

62-64 270 670 1,330 2,ooo 691 

Total 8550 $1,370 $2,740 $4,110 1,287 

‘Pension recipients who gave retirement as reason not worked, excludes recipients who gave health or 
dlsabllity, unemployment, or home responalblllties as reason not worked 

On the low side, the added tax revenue for workers below age 62 would 
be about $280 million and at ages 62 to 64 about $270 million. A max- 
imum estimate, under very favorable economic conditions, might be as 

‘See Shapiro, David, and Steven H. Sandell, “Economic Conditions, Job Lms and Induced Retire- 
ment,” paper presented at the annual winter meeting of the Industrial Relations Research Assoda- 
tion, Dallas, Texas, December 1984. See also Sandell, Steven H., Testimony before the Select 
committee on Aging, U.S. House of Represntativee, July Z-4,1986. 

%I a 1981 poll, about three-fourths of workera age 66 and over said they would prefer working part 
time to retiring completely See National Commiscdon for Employment Policy, Older Worker Emplg- 
ment Comes of Age. Practice and Potential, January lQSl5, Washington, D C , p 11. On the other hand, 
a mrvey of retlreea age 60 to 74 in 1981 found less than 20 percent expreaaing any interest in 
employment. See Parnea, Herbert 9, and Lawrence J. Leas, “Economics WeM3eing In Retirement,” in 
r Among American Men, Herbert 9. Parries, et al. (L&ngton, Mass. DC Health, lOS6), pp. 
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high as 64.1 billion for the two age groups combined. At present, how- 
ever, an estimate at the low end of the range, probably well under $1 
billion, would be most realistic. 

It should be emphasized that these estimates show only immediate reve 
nues gained. They do not take into account possible future effects of the 
retirees’ additional years of employment. For example, additional years 
of earnings might build up the financial reserves of some workers, 
making it less likely that they would later become eligible for Supple- 
mental Security Income or other public welfare expenditures. Also not 
taken into account are short-term reductions in Social Security expendi- 
tures for age 62 to 64 pension recipients who would receive reduced 
Social Security benefits. However, since the early retirement adustment 
in Social Security is close to being actuarially fair for those claiming ben- 
efits between ages 62 and 66, savings from paying fewer benefits to 
workers under age 66 will be offset in later years by larger payments 
when the workers retire at older ages. In fact, Social Security expendi- 
tures might increase in the future because benefits payable to retirees 
also would be larger due to the possible substitution of additional years 
of higher earnings for earlier years of low or no earnings.~ 

We also did not attempt to analyze secondary effects on the economy 
through additional consumer demand generated by the additional 
workers. Estimating secondary and long-term effects would require a 
full model of the economy and many additional assumptions. One simu- 
lation of this kind found that increased labor-force participation of the 
elderly led to short-term increases in total unemployment, but an even- 
tual increase in the gross national product and hence presumably larger 
tax receipts.7 

_~~~ ~~~~~ ~~~~~~ ~~~~ ~~~ 
In summary, precise estimates of early retirement costs cannot be devel- 
oped because of uncertainties about the extent to which the economy 
could absorb additional workers. In addition, we lack information about 
how much retired pension recipients might be able to earn, what other 
sources of income they would have, and what their expenditure and 
savings patterns would be if they were working. 

%ee Blinder, Alan S., Robert H. Gordon, and Donald E. Wise, “Beconsidering the Work Dhdncentive 
Effects of S&al Security,” National Tax Journal 33,1QSO, pp. 431442. 

‘Olsen, Lawrence, CMBtopher Caton, and Martin Duffy, The Elderly and the Future Economy (lax- 
ington, Maw.: D.C. Heath, lQSl), Chapter 4. 
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Our illustrative estimates showed additional tax revenues in 1983 of 
about $4,700 for each reemployed pension recipient under age 62 and 
$3,800 per person age 62 to 64. If between 10 and 25 percent of retired 
pension recipients had returned to work, added tax revenues of $550 
million to $1.4 billion could have been generated in 1983, providing that 
all those returning to work represented net additions to total employ- 
ment. No estimate was attempted of revenues or expenditures generated 
by this additional employment beyond this l-year period. 
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Chapter 6 

Retirement Age Policy Is Evolving to Meet 
Changing Goals 

The analyses presented in the previous chapters showed that: 

l The percentage of the population receiving income from employer- 
sponsored pensions has increased rapidly at ages younger than 66. 

. Individuals with pension income have much lower labor-force participa- 
tion rates than nonrecipients of the same age and sex. 

l The resulting earlier retirement represents a potentially significant loss 
in federal revenues. 

These findings, together with expectations concerning an aging popula- 
tion, raise questions about the future financing of retirement benefits 
for persons who are living longer and retiring earlier. They also raise 
questions about federal policy regarding retirement eligibility age. 

Recent legislative changes represent an attempt to reduce incentives for 
early retirement and remove obstacles to older worker employment. 
Additional changes have also been proposed that would (1) further 
remove some of the financial incentives to retire early in public and pri- 
vate plans and (2) focus on the problems of individuals who must retire 
early due to poor health or inability to find work. 

Employers Have Found Until recently, the age of retirement has not been a major issue in retire- 

It Advantageous to 
ment legislation. Instead, the primary objective has been to insure an 
adequate level of retirement income for the nation’s elderly; at times, a 

Offer Early Retirement second objective has been to encourage older workers to retire in order 
to make room for younger ones.1 As the different retirement plans I evolved, both public and private employers added incentives to 
encourage early retirement. These were added for a variety of reasons, 
including2 

l the need to cut back on the work force in declining industries or in 
periods of economic downturn, 

. the perceived need to open up promotion opportunities for younger 
workers, 

‘For early goala of the Social Security system, see Stein, Bruno, Social Security and Pensions in Tran- 
sit&n, New York The Free Prew, lQSO), pp. 1617, and Schulz, James, “Pensions and Retirement 

J’ The Unemployment Factor,” (Brandeis Universi~ The Policy Center of Aglng, minwo lQS6>, 
pp. S-10. For go& of legislation regulating private pension plans, see Greenough, William C., and 
Francis P King, Pension Plans and Public Policy (New York. Columbia University Press, 1976), pp. 
KlLa7 

2Blns&k, Robert H., and Ethel Shanas, Handbook of Aging and the Social Sciences (New York: Van 
Ncetrand Reinhold, lQS6), p 620 
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. the perceived need for retirement incentives in order to avoid legal chal- 
lenges to forced retirement or termination, 

l an interest in maintaining a balanced age structure in the work force, 
with an older work force often perceived as less productive and more 
costly in terms of compensation and fringe benefits, 

. union pressures and advantages to companies in offering increases in 
fringe benefits rather than wage increases, and 

l employee preferences, which encourage employers to offer early retire- 
ment whenever the above factors come into play. 

Examples of the kinds of incentives and options that have been incorpo- 
rated in retirement plans to encourage early retirement or discourage 
employment beyond the plans’ “normal” retirement age are presented in 
table 5.1. 

Tablo 1.1: Examplea of Incentlvor/ 
~&II Encoungo Early 

I 

Men have been able to draw reduced benefits from Socral Secunty at age 
62 srnce 1961 (and women srnce 1956). The retrrement elrgrbrlrty ages under 
other programs (military at any age after 20 years, nvate and state and 
local pensrons with reduced benefits often at a e 
service at age 66 with 30 years of servrce, and fll 

s 5, full benefits in CIVII 
As, Keoghs, and 401(k)‘s 

at 59-l/2) have also made it possible for employees to retire early. 
Plana That Many plans offer benefits before the normal retirement age that are not 

E2xr 
reduced on an actuarial basis. That IS, the reduction In benefits IS not large 
enou 

(B 
h to make up for the increased number of years over which benefits 

Youngor Ago8 woul be received This results in subsrdrzing earlier retirement since an 
rndrvrdual would lose pension benefits by working longer Other examples 
of incentives include the rule in many plans that employees are not grven 
credit for service beyond the normal retirement age when computing 
retirement benefits 

ERIPS and In the 1960’s a new device for encouraging retirement, the early retirement 
Early Dutr incentive pro 

8, Under an ERI 
ram (ERIP), was added to employer-sponsored pensions. 
, workers elrgrble for early retirement are offered additional 

benefits to make early retirement even more attractive Pension plans also 
may supplement an individual’s pension with addrtional funds until the I 
retiree becomes eligible for Social Security Public employers have also 
used “early out” plans in recent years as a means of reducing payrolls 
without concentrating layoffs among younger workers, 

work 
Dlrlncontlvo8 

Pension recipients also face financial disincentrves to taking a second full- 

EMbcIaI 
time job. The Socral Security retirement test reduces benefits by $1 for 
every $2 In annual earnings above an exempt amount for beneficiaries 
under age 66 Although benefits lost in this way may rn many cases be 
regainec later by the upward readjustment that occurs at age 66 for each 
month of reduced benefits, few beneficiaries appear to be aware of thus 
provision After age 66 the Social Security system encourages retirement 
by giving less than actuarially fair benefits for later retirement 

Our data, presented in chapters 2 and 3, show the impact these different 
incentives and options have had on the labor-force participation of older 
workers. Individuals have increasingly accepted employer-sponsored 
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pensions at ages younger than 66, and recipients of employer-sponsored 
pensions were less likely to be in the labor force. In contrast, most indi- 
viduals not receiving employer-sponsored pensions under age 66 
remained in the labor force. These findings are consistent with other 
research which has shown that economic incentives in public and pri- 
vate plans to retire early, coupled with the size of the pension, are war 
determinants of the retirement decision? 

Changes in Public Gven though there has been an ongoing liberalization in pension plans 

Pohcy Toward the Age 
toward encouraging early retirement, there has also been a growing 

of Retirement 
awareness of the increasing cost of financing retirement benefits for 
persona who are retiring earlier and living longer. Coupled with a con- 
cern over age discrimination against older workers, this has resulted in 
certain legislative changes that encourage a greater partidpation of 
older persons in the labor force. 

One recent change is the 1933 amendments to the Social 3ecurity Act, 
which will gradually extend the normal age for receiving retirement 
benefits from 66 to 67. This change was intended to increase the labor- 
force participation of older workers of the “baby boom” generation ss 
well as to reduce Social Security costs.’ As a result of these amendments, 
workers retiring at age 62 will experience a 30-percent reduction in ben- 
efits compared to the current 20-percent reduction. Individuals retiring 
at age 66 will have a l&percent reduction compared to no reduction 
today.” 

These amendments also increased the delayed retirement credit for 
workers who postpone retirement beyond the normal retirement age. 
Beginning in 1990 delayed retirement credits for employment after age 
66 will be gradually increased. Consequently, this disincentive to 
employment will virtually be eliminatedP In the same year the rate of 

‘Blnatock and shanaa, p. 621. 

‘Myem, Robert J., Social Security (Iiomewmd, IL: Richard D. Irwin), pp. 6081,291. 
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reduction in benefits for each dollar earned above the maximum per- 
mitted will fall from one-half to one-third for individuals beyond normal 
retirement age. Below this age the rate of reduction in benefits per 
dollar of earnings will remain at 60 percent. 

The Age Discrimination in Employment Act was enacted in 1967 to 
promote the employment of older persons based on their ability rather 
than age and to prohibit arbitrary age discrimination in employment7 In 
1978 the act was amended to raise the age of mandatory retirement 
from 66 to 70 for the private sector and for state and local government 
employees and to remove the upper age limit for federal employees. 

A proposed change which would also affect the employment of older 
workers relates to the cessation of the accrual of pension benefits for an 
employee after the age of 66. This feature of pension plans has been 
criticized as being inconsistent with the 1978 amendments. Specifically, 
the Equal Employment Opportunity Commission, which has jurisdiction 
of the administrative and enforcement authority under the Age Discrim- 
ination in Employment Act, has proposed regulations requiring pension 
plans to continue to accrue benefits for workers age 66 and over.8 

In addition to the recently enacted legislation for new civil servants, the 
Congress is also considering legislation that would raise the normal 
retirement age or add disincentives to retire early under the Civil Ser- 
vice Retirement System and the military retirement system. The admin- 
istration’s fiscal year 1987 budget proposed a series of changes in the 
current civil service system that would cut costs, including a 2-percent 
reduction in benefits for each year an employee retired before age 62.e 

Numerous studies have recommended changes to the military retirement b 
system. Some have specifically targeted the availability of retirement 
benefits at 60 percent of active pay after 20 years of service regardless 
of age. The 1986 Defense Authorization Act required the administration 
to submit legislation to reduce military retirement accrual costs by 

‘Spedal committee on Aging, United State8 fiknate, Developments in Af@g, 1984, Volume 1 (Wash- 
ington, D.C : U.S. Government Printing Office, lBS6), pp. 111-112. 

%pechl Cdmunlttee on Aging, United State8 Senate, Developments in AgIn& lf@i, Volume 1 (Waah- 
lngton, D.C.: U.S. Government Printing O&e, 10&l), pp. 120-122 

%fflce of lblamgement and Budget, &Id%et of the United St.&m Government, Foal 1987 (Waah- 
ington, U.S. Government Printing Office, l$StI), pp. 6-l M-116. 

P8ge 66 GAO/liUMWM Euly lldrement Tfmda 



$2.9 billion in 1986. The Congress is considering the administration’s 
proposals, which were submitted in November 1986, as well as other 
proposals that could affect the age of eligibility for benefits.10 

Additional options that could discourage early retirement or encourage 
older worker employment include 

l withdrawing the tax-exempt status from private pension plans that pro- 
vide retirement benefits before age 60 or that do not provide true actua- 
rial reductions for early retirement;” 

l increasing the Social Security delayed retirement credit from 3 to 8 per- 
cent before the year 2007, the date currently scheduled in the 1983 
amendments;l~ 

l eliminating the Social Security earnings test;18 and 
. developing new methods for combining the receipt of public and private 

benefits with part-time work.14 

Prqwed Changes in Some researchers predict that most people will choose to accept benefit 

Pension Programs 
cuts rather than delay retirement in response to the 1983 Social Security 
Act Amendments.16 Numerous additional proposals have been made 

Raise Complex Issues which could make early retirement more difficult or would encourage 
delayed retirement. These proposals, however, raise complex issues. 

Long- and Short-Term Goals At present both public and private employers offer incentives for early 
May’ Be Conflicting retirement as a means of reducing payrolls, avoiding layoffs of younger 

1 workers, or opening up promotion opportunities. The potential conflict 
between these short-term goals and the long-term goals of encouraging 
people to work longer can be seen in retirement policies being considered b 
for federal employees. On the one hand, legislation has been recently 
introduced which would, for a limited time, allow employees at any age 

‘°Co~bnal Budget Office, 
D.C.: U.9 Qovemment Printing Offlce, 

%hulz, pp. 22-23. 

1201der Workem: Pmpe&& Problema and Polidea (WetMngton, DC.: National Canmi&on for 
Employment Policy, 19&3), p. 8. 

%conomic Report of the president (WacMngton, DC.: U.S. Government Printing Off&, lBS5), p. 
186. 

“Older Workem: Pros pd Problema and Polidee, p. 6. 

160kler Workers: m- Problema and Polideq p. 32. 
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to retire after 26 years of service, at age 60 after 20 ye&s of service, at 
age 66 after 16 years of service, or at 67 after 6 years of service. Annui- 
ties would be reduced 2 percent for each year the retirees were under 
age 66.16 

The objectives of this legislation include reducing the federal govern- 
ment’s civilian payroll in an orderly and voluntary manner, allowing 
federal employees to retire early in order to avoid possible adverse 
effects of federal budgetary conditions, and providing increased job pro- 
tection and career opportunities for federal employees, especially 
women, members of minority groups, and young workers.” This legisla- 
tive proposal represents a way to cope with short-term needs to reduce 
payrolls. 

On the other hand, a retirement system for new federal workers hired 
after December 31,1983, has recently been enacted.1~ Under this new 
system the minimum retirement age will be raised gradually from the 
current 66 years to 67 after 30 years of service. Also, automatic cost-of- 
living increases will be eliminated for retirees age 61 or younger. 
Although this new retirement system appears to be moving in the oppo- 
site direction from early out proposals, enacting long-term increases 
and, at the same time, short-term decreases in age of pension eligibility 
may prove to be the only way to partially reconcile long- and short-term 
goals. 

If labor shortages develop in the next century as the working-age popu- 
lation becomes smaller, there may be less conflict between long- and 
short-term goals. It is likely that private employers would then volunta- 
rily change their pension programs and employment practices to 
encourage later retirement.1e At present some companies that face labor 
shortages for specific kinds of workers appear to have been successful 
in offering partial retirement in order to retain the services of valued 
workers or in recruiting retired persons to return to part-time employ- 
ment.m Efforts of this kind may become more widespread if labor 

‘%. 2197. 

1%. 2197. 

\; 
‘%blic JAW 99336. 

lgPalmer, John L , and Stephanie J. Gould, “The Economic Consequences of an Aging society.” &g& 
0.&Winter 1936, pp. 306-307. 

1°0lder Worker Ehp&ment Cornea of Age: Practice and Potential. (Waa~n, DC. National Corn- 
mission for Employment Policy, lB36), pp. 3746. 
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shortages become more common in the future. Many companies may also 
discontinue the practice of offering favorable options for early 
retirement. 

However, even if these actions occur, some economists predict that these 
private sector initiatives may not be sufficient to bring about the desired 
degree of adjustment in the labor force to an aging population.*1 Conse- 
quently, public policies that focus on an older worker employment 
strategy, including continuing education and job retraining, have been 
Proposed.pp 

Ehcouragmg Later 
Retirement May Result m 
Problems for Individuals 
W no Are Disabled or 
Unemployed1 

A different concern about making it more difficult to retire early is that 
workers who retire at younger ages because of health or employment 
problems will have smaller benefits than at present. The 1983 changes 
to Social Security, for example, will mean lower benefits to individuals 
who retire early because they are unable to find work or have health 
problems. 

Although full Social Security benefits will be available for the severely 
disabled who qualify for disability insurance benefits, many persons 
have health problems that are serious enough to make continued work 
difficult but not serious enough to qualify for disability benefits. Our 
analysis showed that among men who did not work in 1983 (both pen- 
sion recipients and nonrecipients), health or disability was cited as the 
primary reason by 66 percent of those under age 66 and about half of 
those age 66 to 61 (see table 3.7).29 In an additional analysis we also 
found that in this age range about half of the men and over 60 percent 
of women who reported that they were not employed because of health 
or disability were not receiving disability insurance benefits in 1984. 

Another issue involves older individuals who would like to work but are 
unable to find employment. Our analysis found that while most pension 
recipients appear to have left the labor force voluntarily, the unemploy- 
ment rate for pension recipients age 66 to 61 who remained in the labor 
force and were looking for JObS was double that of nonrecipients in 



1984. Other research has found that older workers are less likely to lose 
their jobs, but when they do, they generally remained unemployed for 
longer periods than younger workers. Further, some older workers retire 
or drop out of the labor force when they become discouraged about not 
finding work.24 

There was congressional concern about the effect of increasing the 
Social Security retirement age for individuals who, for health reasons or 
because they are in physically demanding jobs, are unable to extend 
their working careers. As a result, a provision was added to the 1983 
social Security Amendments requiring the Secretary of Health and 
Human Services to study the implications of these changes and develop 
recommendations for the Congress as to how to deal with this problem.~ 
Some economists have also made proposals that address the issue of 
how to insure adequate income for persons who must retire early 
because of poor health or inability to find work. These include extending 
disability insurance benefits to a more broadly defined group of older 
persons who have health prob1ems.w Policies that have been proposed 
for older workers who have difficulty in finding work include special job 
counseling and job finding services tailored to their needs and greater 
access to.ob training programsn 

In summary, legislative changes as well as numerous proposals have 
recently been directed at reducing early retirement incentives or 
removing obstacles to older worker employment. How important it will 
be to adopt further public policies to encourage later retirement will 
depend not only on the course of future economic growth, but also on 
unforeseeable economic or demographic circumstances that might alter 
the current view of what policies will be needed in the next century. In 
the short term, however, policies may need to be developed to address 
the problems of individuals who must retire early due to poor health or 
inability to find work. 

“O&r Workem Pm6pg& Problem8 and Polk@ pp. 4-6. 



Appendix I 

Ftequest Letter 
, 

‘gl.6. #h~urlt of %eprt$mtatibt$ 
%rltd Committtt on !Qing 

marfrinpon, B.C. 20515 
lti*mr ma, aac-aa7c 

June 12, 1994 

Sowsher 

U. S; OeneraI Acoounting Office 
1110. Street, N. W. 
Washington, D. C. 20548 

Dear Mr. Bowsherr 

Aa you know Congress has made several changes in the past few years to 
assure the urvival of the Social Security system. One of these changes mandated 
by the 1983 amendments was a gradual increase in the retirement age from 65 to 
87. It is unclear, however, whether 8ocial Security beneficiaries will delay their 
retirement, or will simply continue to retire early despite a greater reduction in 
benefits. 

The Labor Department and Social Security Administration currently project 
a aontinued decreare In labor force participation for older workers. In the past, 
this trend toward early retirement has generally coincided with the growth of 
private pension plans (which receive favorable tax treatment) as well as post- 
retirement benefits, whioh allow retirement at relatively early ages, such as 55 to 
58 years of age. Early retirement is problematic for the Social Security system 
bacauw of lost payroll contributions and the decrease in the support ratio which 
will grow in magnitude in the next century as the number of workers is expected 
to deoline. 

The goals of the Committee are to assure both adequate retirement income 
to future older Amerioans as well as employment opportunities for older 
Americans who wbh to remain in the workforce. Therefore, it is important for 
the Congress to have information on the interrelated affect8 of retirement 
benefits and So&l Security polioies upon the retirement decision. Discussions 
between my rteff and the staff of the Human Resources Division of GAO indicate 
that you have been looking at this issue. I would like to request that you examine 
employee benefits and their affect upon the retirement decision. Specifically, I 
would like you to examine: 

0 the incentives and disincentives in private pension plans and 
Social Security for both 

7 
rly and delayed retirement; 

0 the extent of knowledge of these incentives/dbincentives and 
their relative impact on the retirement decision and labor 
force participation of older workers; 
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0 the ooets to employers and the public (thro 
“s 

h lost tax 
revenue8 and longer Social Security benefits of early 
retirement Incsntives~ 

0 the impact of early retirement incentives in private pension 
plans on retirement behavior and whether these incentives 
result in early retirement! 

0 the impact of early retirement incentives on Social Security 
and labor foroe participation of older workers. 

I appreolate your initiative in this area and willingness to undertake such an 
important study. Please feel free to contact Jorge Lambrinos or other members 
of my rtaff u the stlldy prooeeds. 

Sincerely, 

Edward IL Roybal 
Chairman 

J 

ERR:eu 
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Additional Information Relating to the Analysis 
of the Current Population Survey * , 

The cp9, conducted by the Census Bureau for over 36 years, is the 
source for official government statistics on employment and unemploy- 
ment. It also serves as a vehicle for inquiries on subjects other than 
employment. For example, in March each year, the survey collects data 
on the sources and amounts of income (including pensions) received 
during the previous calendar year.1 

The March cps questionnaire has two parts. The first part requests 
information on labor-force status in the week before the questionnaire 
was administered and demographic traits as of the day the question- 
naire was administered. The second part requests information on 
sources of income, including pensions, and also some labor-force partici- 
pation information for the previous calendar year. Therefore, our data 
on age and labor-force participation are as of March 1974,1970, and 
1984, while the pension and other income data are for calendar years 
1073,1978, and 1983. As a result, about one-fourth of the 1983 pension 
recipients reported as age 66 likely did not reach age 66 until January, 
February, or March 1984. Moreover, the cp8 data do not show when 
people retired or stopped working. Rather, they show how many people 
at each age are receiving pension income and their labor-force status. 

The cps, like most household surveys, underestimates income because 
respondents tend to underreport their income. The degree of underre- 
porting is higher for transfer income, such as pensions and Social 
Security, than for earned income. The Census Bureau’s comparisons of 
crs and independent estimates showed that the crs underestimates the 
total amount of pension income by 28 percent. The crs also underesti- 
mates the number of private pension recipients by about 18 percent, 
compared to estimates from the first two interviews of the 1979 
research panel of the Income Survey Development Program (a pilot 
survey for SIPP).~ However, the maJor offsetting benefits of the cp9 are 
its large sample size, its wide mptance, and the fact that it permits 
analysis of trends over time. 

The figures provided in this report are estimates derived from a sample 
and projected to the total population. As a result, the data must be 

‘For a complete description of the CPS data base, including information on data reliability, see 
Appendices A and B of U.S. Bureau of the Census, Cummt Pop&don Reports, Serb P60, No. 146, 
Money Income Of Households, Familks and Pensions In the Unlted Stat&s lQ@S (Waahhgtq DC.: 
U.S. Government Printing Off&, lOS6). 

2Vaughan,Dent.onR,T CameronWhiteman,andCharleeA.Llnhger,”TheOualltyofInaomand 
prolp‘amDatainthe1979IsDPResearrhPanel:9omRellminary~~,“Revlewofpubllc~ 
use, Vol 12,1oS4, pp 1 lo-l 14. 
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checked for statistical significance. All differences between groups that 
are cited in the text have passed a hypothesis test at the 0.06 level of 
significance, where a level of significance is the probability of con- 
cluding that the parameters are different when they are in fact iden- 
tical. A few comparisons that are significant at the 0.10 level are cited 
with such phrasing ss “some evidence indicates.” 

We applied the Census Bureau’s criterion of reporting proportions or 
means only when the weighted population base includes at least 76,000 
cases. Measures computed on smaller bases would have large margins of 
error. In some cases we combined groups in order to create cell sizes 
large enough for meaningful analysis. 
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benz;on Fkceipt by Sex and Age-1983 

Populations and numbersinthousanda 

Aw 
50 
51 
52 
53 

Men womwl 
Totd With wndonr Totd Wlth wnolonr 

populatlon Number POrCOtlt populrtlon Numkr Parcent 
1,066 53 50 1,182 25 2.1 

994 74 7.4 1,084 31 2.9 
1,080 81 7.5 1,142 20 1.8 
1,045 86 82 1,182 38 3.0 

54 1,086 77 71 1,109 40 3.6 
65 
ii 

1.079 .- 114 10.5 1.179 
1,073 11238 

68 
149 ii 

5.8 
13.9 52 

57 1,072 149 139 1,176 80 6.8 
58 1,103 174 15.8 1,205 71 5.9 
59 994 192 19.3 1,190 80 6.7 
60 973 215 22.1 1,277 124 9.7 
61 1,095 269 24.5 1,096 129 11.8 
62 1,029 303 294 1,166 158 13.6 
63 963 323 336 1,187 193 16.2 
64 884 314 35.5 1,053 171 16.3 
65 880 412 46.8 1,073 242 22.6 
66 796 406 51 1 1,026 231 22.5 
67 835 398 47.7 951 187 19.6 
68 748 346 46.3 925 204 221 
69 751 304 404 987 218 221 
70 676 273 40.4 965 228 23.6 
71 andover 6.063 2.416 39.8 9.617 1.805 18.8 
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Appendix IV 

Younger Pension Recipients Are primarily 
White, Male, and Have at Least Completed 
High School 

Table IV. 1 summarizes the characteristics of pension recipients in each 
age group. While men are the predominant recipients of pension income 
compared to women at all ages, this is particularly true in the younger 
age groups. For example, 67 percent of all pension recipients between 
the ages of 66 and 61 are men. The smallest proportion of male pension 
recipients is in the group age 66 and older, but that does not reflect more 
equality in pension receipt between older males and females than 
between younger individuals. (As figure 2.1 showed, women of all ages 
receive pensions at slightly less than half the rate of men.) Rather, the 
larger proportion of female pension recipients in the oldest group is due 
mainly to the fact that there are many more women than men in the 66 
and older age group. 

Whites compose the vast majority of pension recipients across all age 
groups, followed, in order, by blacks and persons of Spanish origin. 
Whites have the greatest majority in the 66 and older age groups. In 
contrast, blacks have their highest proportion of recipients in age 
groups under 62. It is unclear whether this pattern stems from higher 
coverage rates among younger blacks than among older blacks or from 
earlier retirement among blacks who have pensions. The relatively high 
proportion of individuals of Spanish origin among the pension recipients 
under age 66 is not statistically significant. 

Individuals without a high school diploma are a smaller proportion of 
pension recipients under age 66 than of those over 66. However, this 
difference is probably due to lower levels of high school completion 
among the older population. As shown in table 2.3, persons without high 
school diplomas have the lowest rate of pension receipt at all ages. 

Looking back to 1973 shows that little change had occurred in the 
gender distribution of pension recipients except that the proportion of 
females in the small group of recipients under age 66 increased by 
almost 60 percent by 1983. The proportion of black pension recipients 
increased significantly for those age 66 to 64, particularly in the 62 to 
64 group, where the proportion nearly tripled. Pension recipients at all 
ages had more education in 1983 than in 1973 (smaller proportions 
lacked a high school diploma). Throughout the lo-year period, younger 
recipients were more likely to have completed high school than those 
over 66. 
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Table IV.l: Chamctorlstka oi Ponalon Rmoiplont8- 1973,l Q78, and 1983 
Numbers in thousands, ChafaCtetWiC8 in percents 

Age 
1883: 
50-54 
55-61 
62-64 
66andover 
Total 

Numbor 

522 
1,879 
1,463 
7,672 

11,838 

Race 
High rchool 

S@X Nl”ck3 
plur or 

romo 
MaI. PUll8lO Whlto Black sg$ diploma colloga gzz: 

710 290 90.7 7.9 4.8 203 63.9 15.8 
672 328 891 89 1.6 26.7 55.7 176 
64.3 35.7 92.5 65 1.4 27.0 57.1 15.8 
594 46.6 94.6 4.6 13 394 437 169 
61.8 38.2 93.2 57 15 a348 48.3 16.9 

1878: 
50-54 I 459 75.5 24.5 906 87 19 259 62.5 11.6 
6561 1,390 72.7 27.3 92.3 73 1.6 298 54.4 15.8 
6284 1,068 84.9 35.1 933 6.2 10 38.8 467 145 
65and over 5,689 59.2 40.8 94.8 41 10 46.0 37.0 170 
1873:' 
50-M 295 80.8 19.4 94.3 57 26 24.8 67.9 7.3 
55-6; 757 64.7 35.3 94.2 5.5 21 351 47.6 174 
6264 599 61.6 384 97.5 22 1.0 462 37.3 16.5 
65andover 3,719 62.5 37.5 95.6 3.7 09 537 305 158 

.Persons of Spanish orlgln may be of any race 
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Appendix 0‘ 

Younger Retirees Have Larger Pensions Than 
Older Pension Recipients 

Table V. 1 shows the proportions of pension recipients receiving dif- 
ferent amounts of pension income.1 Overall, less than 26 percent of male 
pension recipients and less than 10 percent of females received more 
than $10,000 in benefits in 1983. More than half of men and almost 
three-fourths of women received less than $6,000 in annual pension 
benefits. 

Tablr V.l: Dlotrlbutlon of Pwwlon 
Reclplentr by Sex, Age, and Pen&n 
Amoynt-1 B83 

Numberinthousands 

““;%ct 80x and 
aae nClDht# 

Percent of reclplents by ranae of oenalon Income 
$10,ooo- 

Sl.ooo-6,999 s6,ooo-9,999 14,909 $1s,ooo+ 
Men: 
Total 7,129 53.5 219 120 12.7 
50-64 371 24.9 32.3 227 201 
65-81 
iii4 

1.261 
.- 940 

320 294 199 18.8 
426 239 155 181 

65andover 4,556 84.0 185 82 94 
wmenz 
Total 4,407 743 163 7.0 25 
50-54 152 718 16.3 8.8 31 
55-61 617 649 23.3 7.4 4.4 
iii4 523 72.9 185 8.3 24 
65andover 3,118 76.4 146 8.9 2.1 

Benefits varied with age; only one-fourth of male pension recipients age 
60 to 64 and one-third of those age 66 to 61 received less than $6,000, 
compared to nearly two-thirds of men age 66 and over. Significantly 
larger proportions of male pension recipients under age 62 received 
$10,000 or more in benefits as compared to recipients age 66 and over. 
Among women, there was less variation in the distribution of benefit 
amounts by age. Less than 12 percent of women who received pensions 
received more than $10,000 in benefits regardless of age. 

Several reasons for the variation in pension income with age have been 
suggested.2 In many pension plans that are integrated with Social 

‘Thepeneionamountsmaybetmewhatun derstated, espedlly for recipIenta under age 66, because 
some people may have just begun receIvIng benefh In 1083. The amounta of pen&on income reported 
bysuchpeople~dnotbetheir~annualbeneilts.Moreover,thisp~b~wwldbe~prw~ 
lau~y~parsbnredpienta,wNchs~thatthetruediilerenoee -YWu 
older pen&n recIpIenta may be even greater than those shown. 

8KotlIkoff, Lmvmnce J., and Daniel E. Smith, Pensiona in the American Economy (Chicago; National 
Ehreau of EamomIc Reeearch, lssa), p. 107 



Security, pension benefits are reduced when the recipient begins 
receiving Social Security benefits.3 Older pension recipients would be 
more likely to receive Social Security and, thus, have their private pen- 
sion benefits reduced. Due to the lack of indexing, the value of many 
pensions of older recipients, particularly those who are likely to have 
been receiving benefits for many years, falls behind the benefit levels of 
younger, more recent pension recipients. Also, older recipients may have 
had lower earnings during their working years in real terms (inflation 
a&&ed) than more recent, younger benefit recipients. 

The lower pension benefit levels of women may stem from a number of 
factors. Women have lower earnings, on average, than men, which is 
reflected in their pension benefits. Many women entered the work force 
late, or interrupted their careers, and, thus, did not accumulate years of 
service comparable to the years accumulated by men of the same age. 
As a result, the average women’s pension benefit amounts will be lower 
than men’s benefit levels at a given age. Moreover, many women are 
receiving survivors’ benefits, which tend to be lower than retirement 
benefits. 

aA pen&m plan is aaid to be “intelp9ted” if the benefits or contributions are amrdinakd with thcae 
under So&l Securiv Hatch, Sarah P., Richard Burkhauser, and Joseph Quinn, Finandal ReUrement 
Incentives in Private Pension Plans. (Wadngton, D C.: Urban Institute, 1082), p 76 
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Employment-To-Population Ratios for Pension 
Recipients and Nonrecipients by Sex and 
Age-March 1984 

&x and ape 
__ TGii8lon recl0lonU Non- 

Total Chflllan Mllltaty reclplentr 
Man: 
50-54 64.8 385 869 851 
55-61 37.4 30.6 623 789 
82-64 17.9 17.0 25.7 583 
65andover 104 9.9 177 199 
Womon: 
50-54 41.8 42.3 . 584 

55-81 251 25.3 . 47.4 
82-84 188 189 I 297 

66andover 6.0 60 . 78 

'Base population I8 1088 than 75,ooo 
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Appendix VII . 

Methodology for Developing Revenue Estimates 

Our estimates shown in chapter 4 should be considered as illustrative 
only. Our earnings estimates are based on cps data on the earnings of 
pension recipients who continued to work. However, the earnings poten- 
tial of those who chose not to work was probably lower than this 
average by some unknown amount. Even if we could estimate potential 
earnings of retired pension recipients, we have no detailed information 
about their other sources of income, number of dependents, or expendi- 
tures, all of which would affect the amount of additional income tax 
they would owe. 

Estimates of additional income taxes were made in the following way. 
First, income taxes of nonemployed pension recipients were estimated 
for persons with two exemptions at the average level of income of 
nonemployed pension recipients in each sex-age category in the cps. 
Total income for each group ws$ converted to adjusted gross income by 
subtracting the average adjustment taken in 1983 in that income group. 
Average taxes were calculated using rates from Individual Income Tax 
Returns 1983, Internal Revenue Service, Statistics of Income Division, 
November 1986, table 2.3, for persons with two exemptions. AdJust- 
ments to income were calculated from table 1.4 of the same publication. 

I 

Average earnings of employed pension recipients were next added to the 
income of nonemployed pension recipients. After subtracting the 
average agjustment to income at this new income level, average taxes at 
this new level were calculated. The additional income tax that would be 
paid was the difference between taxes at the new level and the original 
level of income. (Original income levels and additional earnings are 
shown in table VII. 1.) 

Table VII.l: Income of Nonemployed 
Penrbn Reclplentr and Earning8 of 
Emplgyed Penrlon Reclplenta-1983. 

Sex and age 
Men: 
50-54 
55-61 
62-64 
Women: 
50-54 
55-61 
62-64 

Incomo of 
nonemployed 

penrlon 
reclplentr 

$22,945 
21,689 
23,724 

18,033 
22,328 
22.376 

b 

penrlon 
reclplonts 

$21,641 
18,154 
14,172 

11,921 
8,820 
8.736 

“Source calculated from the March 1984 CPS 
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The reason for using average taxes for persons with two exemptions 
instead of average taxes for the entire population is that exemptions 
tend to increase with income over the range of income covered by the 
estimates. It is unlikely that many pension recipients would acquire new 
dependents when they return to work; this source of bias can be elimi- 
nated by holding the number of exemptions constant. The great majority 
of male pension recipients are married and would have at least two 
exemptions; in fact, the average number of children under age 18 among 
married couples in these age ranges is 0.8 at ages 46-64 and 0.2 at ages 
5664,’ Therefore, two exemptions may slightly underestimate the 
average number for men. On the other hand about half of retired female 
pension recipients were not married-in fact, many at the younger ages 
are receiving survivors’ benefits. As a result, their average number of 
exemptions may be slightly under two. 

Even after holding the number of exemptions constant, use of average 
tax rates probably continues to underestimate the amount of additional 
taxes that would accrue at any particular level of additional earnings. 
This is the case because deductions also increase with income. Some of 
this increase in deductions should indeed be taken into account; for 
example, deductions for state and local income taxes, sales taxes, work 
expenses, and charitable contributions could all be expected to increase. 
However, in the age group we are considering, increases in mortgage 
interest and property taxes are likely to be smaller than the average 
shown at increasing levels of income in the tables used for calculating 
average taxes. 

An alternative method of calculating additional income taxes is to use 
marginal tax rates, but these vary by filing status, which is unknown. 
To test the sensitivity of the income tax estimates, alternative estimates 
were made using marginal rates. In this case, average taxable income b 
was calculated for the original income level of pension recipients, using 
average adjustments to income shown in table 1.4 of Individual Income 
Tax Returns 1983 and average taxable income at each level of adjusted 
gross income from table 1.1 of that publication. It was then assumed 
that additional taxable income would equal 90 percent of additional 
earnings, the other 10 percent of earnings being additional deductions or 
a&ustments to total income. All married respondents were then 
assumed to file jointly; a third of unmarried male respondents and half 

‘U.S. Bureau of the Census, Current Populatkm F&qoei, Series ~20, No. 388, Household and Family 
Characteristics, March 1983, Table 3; issued May 18% 
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APm* M 
Methodology for Developing 
Revenue EdnWes 

4 

of unmarried female respondents were assumed to be heads of house- 
hold at ages 60-64; the remainder were assumed to be single. The pro- 
portions that were heads of household were assumed to be one-fourth 
for males and one-third for females at ages 65-61 and one-fourth for 
both sexes at ages 62-64. 

Table VII.2 shows the results of using these two methods of income tax 
calculation, together with the effects of varying the assumption that the 
additional earnings of retired pension recipients would be the same as 
that of pension recipients who were still working. As we expected, using 
marginal tax rates produces somewhat larger estimates than using 
average tax rates. However, in using the marginal rates, we may not 
have adequately allowed for increasing deductions as income increases. 
In any event the income tax estimates are within 30 percent and the 
total estimates are within 20 percent of the estimates shown in the 
chapter. When Social Security taxes are also considered, the level of 
earnings that retired persons could obtain increases in importance. If 
earnings of retired pension recipients were 20 percent lower than those 
of employed recipients, the estimates in the chapter might still be too 
high. Taking the extremes of the estimates in table VIL2, the range of 
additional tax revenue is between $460 and $660 million if 10 percent of 
retired pension recipients returned to work and between $1.1 and $1.6 
billion if as many as 26 percent returned. 

Table Vll.2: Estlmater of Avomge 
Addltional Tax Revenue Per Penon If 
Retlmd Penrlon Reclplents Had 
Returned to Work, Ualng Varloua Tax 
and kamlrigs Aorumptlonr 

Agea 
Income tax: 
50-61 
62-64 

Ualng l vem 
9 

l income tax 
n 08 Ualna maralnal tax mter 

lOO%b 80%b lOO%b 8O%b 

$2,600 $2,300 $3,600 $2,700 
2,300 2000 2,900 2,200 I 

Social Security tax: 
50-61 
62-64 
Total tax revenue: 
50-61 
62-64 

1,900 1,500 1,900 1,500 
1,500 1,200 1,500 1,2@J 

4,700 3,600 5,500 4,200 
3,800 3,200 4,400 3,400 

9&n and women combtned 

bEarnlngs of retired penslon recipients returning to work as a percentage of earnings of employed pen 
slon recipients 
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In addition to the estimates already discussed, we looked at another 
alternative in which retired pension recipients were assumed to have 
remained on their former Jobs. In this case we assumed that their earn- 
ings would have been the same as those of other workers in the same 
age group who did not receive pensions. If they had remained on their 
former jobs, the income gain from earnings would be partially offset by 
the loss of the pension. Calculations of average tax rates were made in 
the manner previously described for pension recipients who returned to 
work. The results of these estimates are shown in table VII.3. Because 
total income gains are smaller due to loss of the pension, additional 
income tax revenues are smaller than in the case of pension recipients 
returning to a new job. However, since average earnings are higher 
among workers who do not receive pensions, Social Security taxes are 
also higher. These opposing effects yield total tax revenues that fall 
within the range of estimates presented for pension recipients who 
returned to work. 

Table VIM! Eetlmrtea of Addltbonal Tax 
Rev+weo per Pemon If Rettnd Social 
Ponqon Reclplenta Had Remalned at AW Incomo tax security tax Total 
Wortt and Not Accepted a Penrlon- 60-61 $2,200 $2,400 84,600 
1983 62-64 2,100 2,200 4,300 
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