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ABSTRACT

The Transition from Work to Retirement

The European Employment Strategy has set the goal of raising the retirement age of workers
in the EU through a strategy of “active ageing”. Yet despite some progress over the last
decade, empirical data show persistent diversity across EU member states. Institutional
arrangements of social and labor market policies can be seen as the core factors behind
cross-national diversity. Hence, institutional change is crucial to explain structural changes.
The paper tries to assess the role of supranational policy initiatives and national politico-
economic factors in shaping the transition from work to retirement in EU member states
which is still governed by the national political economy. Taking the German case as an
example in point, the paper shows the dynamic interaction between policy changes, in
particular in benefit systems and activation, and changes in the approach of firms and
workers to early retirement. Policy changes influence actors’ behavior in the medium run and
open up opportunities for subsequent reforms.
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The Transition from Work to Retirement

1 Introduction

Raising the employment rate of older workers and postponing labor market exit
has been a recurrent topic in both national and supranational discourse in the
European Union. In particular, the EU has adopted a strategy of “active ageing”,
combining better labor market integration of older workers with increased partici-
pation in lifelong learning. This has become a core pillar of both the Lisbon Strat-
egy and the European Employment Strategy in order to enhance social integration,
economic growth and productivity as well as to counter the consequences of
demographic ageing. Most explicitly, the EU has set ambitious quantitative targets
to be achieved by 2010 as well as an elaborate monitoring process of EU member
states’ action.

This article assesses the current situation of older workers in EU labor markets and
identifies different paths towards a better labor market integration of older work-
ers by indicating the decisive role of labor market and welfare state institutions.
Taking the changes in retirements policies in Germany as an example, main drivers
of reforms are identified thereby assessing the relative role of supranational influ-
ences stemming from the European Employment Strategy and the Lisbon Strategy
on the one hand and national politico-economic factors influencing core parame-
ters for the employment of older workers on the other hand. The German policy
sequence revoking an entrenched policy of early retirement is used as a case to ex-
emplify the dynamics of institutional factors influencing the transition to retire-
ment.

2 Towards a longer working life? Trends in EU member states

Regarding the employment of older workers in Europe — what has changed over
the last decade? Figure 1 shows the evolution of the standard EU indicator of em-
ployment rates of older workers aged 55 to 64 between 2000 and 2009. Over time,
most countries have achieved an increase in the employment of older workers by
around 10 percentage points, so that at least the EU-15 countries could actually
move close the 2010 Stockholm target of a 50 percent EU-wide employment rate
of older workers. Yet the degree to which workers aged 55 and older are integrated
into the labor market continues to vary across countries. Concerning the EU target,
only four countries had already achieved a sufficient employment level of older
workers as of 2009 (Sweden, Denmark, the UK and Portugal). Although 2009 was
a year of crisis in most EU member states, nine further countries were able to meet



this target — Estonia, Cyprus, Finland, the Netherlands, Latvia, Lithuania and Ire-
land, but also Germany — while Portugal experienced a slight drop. However, some
Southern and Central European Countries such as Malta, Poland, Hungary, Italy,
and also Continental European countries such as Belgium and France still lag be-
hind significantly in both terms of level and trend.

Figure 1: Employment rates of older workers, 2000 and 2009
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This general trend is confirmed by data on the actual retirement age in EU member
states, which is to be raised by five years according to the Barcelona target, i.e.
from an average of 60 to 65. Between the early years of the last decade and the lat-
est available data, retirement ages have been increasing by about 1.5 years on av-
erage. Again, there are large differences amongst EU member states, which are ba-
sically related to institutional features of the welfare state. With regard to some
Central and Eastern and Continental European countries, progress towards later
retirement has been rather limited.



Figure 2: Actual retirement age in EU member states, early and late 2000s
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Source: Eurostat. Note: reported years vary due to limited data availability.

Yet despite some convergence towards higher employment of older workers and
later actual retirement, there are still significant and persistent differences in the
employment situation of older workers in the EU. More active ageing is far from
being a universal phenomenon in EU member states.

While one can observe successes and failures in postponing retirement and raising
employment rates of older workers and still identify a common trend, diversity is
even more pronounced and persistent in participation in lifelong learning than in
employment rates or retirement ages - although lifelong learning is seen as a cor-
nerstone of a European strategy enabling workers to cope with changing labor
market conditions and technological progress. However, this may be explained by
problems how lifelong learning activities are reported. The EU has set a target of
12.5 percent by 2020 for average participation in lifelong learning for adults aged
25 to 64. Figure 3 shows to what extent EU member states have met this target.
Despite some increase in most EU member states, only a few of them have been
able to achieve the target, in particular the Scandinavian countries, the UK, the
Netherlands, Austria and Slovenia as well as Luxembourg. The EU-15 average grew
from 8 to 11 percent, the EU-27 average from 7 to 9 percent.' Some countries such

" According to this definition, lifelong learning refers to individuals aged 25 to 64 who reported hav-
ing received education or training in the four weeks preceding the survey.
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as Germany have achieved higher employment of older workers without much em-
phasis on adult learning.

Figure 3: Lifelong learning participation of 25-64 year olds in the EU
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* Difference to 2001 for Bulgaria, Poland and Slovenia; Difference to 2002 for Czech Republic, Ireland, Latvia and Slovakia. Source:
Eurostat.

3 Explaining diversity

3.1 The role of incentives and behavior

What drives older workers’ employment rates and their average retirement age?
Strong and long-standing changes in employment patterns cannot be ascribed to
business cycle variations. Institutional variables as well as behavioral factors matter
and interact with each other, as incentives stemming from institutional arrange-
ments influence actors’ behavior and actors’ demands for certain policies influence
the design or change of existing institutions.

Earlier studies from the late 1990s had, in particular, addressed the issue of retire-
ment incentives stemming from social benefits (Blondal/Scarpetta 1998, Gru-
ber/Wise 1998). Recent comparative work by OECD researchers (Bassanini/Duval




2006) confirms this institutionalist view. It also shows that the removal of early re-
tirement incentives, a later statutory retirement age as well as less generous unem-
ployment benefits and lower income taxes and non-wage labor costs, i.e. tax
wedges, all lead to higher employment rates of older workers. Dismissal protection
can also stabilize employment of incumbent older workers if not offset by early re-
tirement incentives. Hence, differences in employment rates across countries and
over time can to a large extent be explained by institutional variation.

Institutional settings that can provide pathways out of the labor market do not
only concern specific early retirement schemes but also options to receive old-age
pensions at an early stage such as disability pensions, extended unemployment
benefits for older workers, long-term sickness benefits and a number of other
pathways to retirement such as old-age part-time work. Furthermore, there is
strong interaction between early retirement policies and a discouragement of older
workers’ participation in job-related training (OECD 2006). The earlier workers
leave the labor market, the less likely they are to participate in continuous voca-
tional education (Bassanini et al. 2007). Active labor market policies can consti-
tute an additional bridge to early exit from the labor market if such schemes are
used to lower registered unemployment without a realistic chance of reintegration
into regular employment. Limiting access to benefits and implementing stronger
activation policies can, in turn, be expected to increase retirement age and em-
ployment levels of older workers as well as employees’ participation in job-related
training. Hence, incentives from social and labor market policies can either facili-
tate or postpone early withdrawal from the labor market.

Retirement incentives, however, affect the core labor force with a substantial em-
ployment and social insurance record in particular, so that substantial benefits can
be received during retirement. Hence, the removal of such incentives can lead to
higher labor force participation of older workers, in particular male labor market
‘insiders’. Finally, behavioral factors can also matter independently from retirement
schemes. This is particularly true for the stronger labor market attachment of
younger cohorts of women. As more labor market-affiliated cohorts of women age,
the employment/population ratio of older workers rises.

3.2 The politics of early retirement

Early retirement was implemented in many European countries, mostly Continental
or Bismarckian countries, in the 1970s and the 1980s as a policy to contain unem-
ployment in a situation of weak economic growth and massive deindustrialization.
At that time, it was perceived as a socially acceptable policy facilitating smooth
economic restructuring (Hemerijck/Eichhorst 2010, Palier 2010) in conjunction
with a rejuvenation of the labor force and continually low open unemployment.
This came, however, at the price of rising non-wage labor costs in those social in-
surance systems which heavily relied on this policy instrument.



Establishing early retirement policies is one thing — removing them is a different is-
sue. Creating routes for early exit not only lowers firms’ and workers’ propensity to
maintain employability via training, it also changes the public discourse and firm
staffing routines. First, from the perspective of policy makers and the wider public,
early retirement policies tend to suggest that a fixed “lump of labor” is to be pre-
served and redistributed to young labor market entrants by removing older workers
from labor force (Kemmerling 2007). Second, from the perspective of firms, early
retirement is a convenient solution to rejuvenate the labor force and raise produc-
tivity while at the same time avoiding costs for continuous vocational training.
However, restricting training to younger people in a situation where older workers
are expected to leave employment early tends to reinforce stereotypes about a gen-
eral decline of productivity and employability with age which, in turn, also lowers
the propensity of older workers to be hired after a phase of unemployment. So the
assumption of limited employability of older workers can become a self-fulfilling
prophecy, which can be used to justify the continuation of early retirement poli-
cies. Third, when certain cohorts are entitled to leave the labor market at a prema-
ture age, younger cohorts tend to expect that they will be equally entitled to retire
early basically for fairness reasons, as early retirement is perceived as an acquired

right.

Hence, early retirement can become, at least for a certain period, a self-stabilizing
routine policy response that is hard to overcome. This was particularly apparent in
Bismarckian countries, where such policies were considered a panacea of smooth
and socially acceptable adjustment to economic change for more than two dec-
ades (Hemerijck/Eichhorst 2010).

Major pressure to change this policy setting does not come from the labor market
but from the welfare state, in particular fiscal pressure due to rising expenditure for
non-employed older workers and a deterioration of the revenue side due to stag-
nant employment and negative effects of increasing non-wage labor costs and
taxes on job creation. Moving beyond the early retirement equilibrium, therefore, is
a particularly difficult and contentious issue, as it entails a redistribution of costs
and benefits to the detriment of older cohorts of workers in manufacturing or the
public sector close to retirement, who make up large shares of the trade union
rank-and-file. Modifying and abolishing popular, deeply entrenched programs and
policies that interact across policy areas and have mostly long-term beneficial ef-
fects on labor market behavior is challenging from the perspective of policy mak-
ers. Researchers, therefore, have pointed at the crucial contribution of institutional
and politico-economic factors in explaining departures from early retirement
(Ebbinghaus 2006 and 2010, Bonoli/Palier 2007, Immergut/Anderson 2007,
Hartlapp/Kemmerling 2008) where both governments’ and social partners’ strate-
gies play crucial roles as well as the institutional features of the political system. As
regards to the design of policies encouraging a higher labor force participation of
older worker by removing early retirement, recent research has not shown major
differences across partisan orientation in European governments. Rather, socio-



economic pressure in terms of rising non-wage labor costs and pressure on public
budgets is to be seen as the major driving force behind contentious and mostly
unpopular policies (Vis 2009). However, the actual reform process can take differ-
ent directions depending on actors’ behavior and institutional preconditions.

Regarding institutions, it does matter to what extent governments are in control of
social protection and exit pathways and to what extent social partners can pursue
autonomous or compensatory early retirement policies in this context. In a situa-
tion where the social partners have strong influence on benefit generosity and ac-
cess to social insurance or can counterbalance government-imposed changes in
benefit rules via collective agreements, some corporatist agreement is conducive to
a timely policy reversal. If governments and social partners can agree on a coordi-
nated policy change, a swift and more comprehensive policy reversal becomes fea-
sible, especially if cuts in social benefits are compensated for by some supportive
measures (see e.g. the Finnish case).

An alternative strategy governments can pursue is a more stepwise approach
whereby state-controlled policy areas are modified which, in turn, changes the in-
centives for employers and employees for early retirement. Less public support to
early retirement makes premature exit less attractive to workers and more costly to
employers. This, in turn, leads to adjustments in actors’ behavior, thereby paving
the way for further changes encouraging more active ageing. To avoid blame, a
typical element used in the area of pension reform, and also in the phasing-out of
early retirement, changes typically only concern younger cohorts, so that current
pensioners or older workers close to retirement are not affected. As a consequence,
considerable time lags are most characteristic for this approach (Bonoli/Palier
2010). But compensatory enterprise- or sector-level policies in the area of early re-
tirement will become ever more costly to maintain, so that early retirement pursued
by the social partners loses ground in the long run.

There is one major risk attached to the sequential government-driven closure of
early retirement. Moving beyond an early retirement equilibrium requires coordina-
tion across different areas of social protection and labor market policies, as full
policy reversal requires the closure of different pathways towards early retirement,
such as early exit via old-age pensions, long and non-activating unemployment in-
surance benefits, as well as through disability and sickness insurance or specific re-
tirement-oriented active labor market policy programs. With the progressive clo-
sure of some early exit pathways, for example in old-age pensions, alternative exit
routes which are still available become more popular. So while reform processes
maybe quite consensual in pensions, restricting access to alternative pathways, in
particular to the last remaining “sacred cows” in the national context can imply a
major societal conflict, in particular in countries with an extensive early retirement
culture, such as France, Austria, the Netherlands, Italy and Belgium (see He-
merijck/Eichhorst 2010, Palier 2010). However, even in countries with a continu-
ally high employment rate of older workers and strong emphasis on lifelong learn-
ing, such as Denmark or Sweden, some early retirement policies are still in place.



This can only be overcome by government imposition shifting costs to firms and
employees, since incorporating the social partner in the design of policies could
lead to policy reform deadlock. One case in point is the reform of disability pen-
sions in the Netherlands or the difficult and protracted path towards later retire-
ment in France.

Supranational influence such as the targets and policy recommendations from the
European Employment Strategy or the Lisbon Process can play a role in the na-
tional context, which is, however, still to be seen as dominant when it comes to ac-
tually reforming pensions and labor market policies. Decisive parameters driving or
limiting the employment of older workers are set in the national context. The ac-
tual influence of the European level is, however, hard to identify (Zeitlin 2005). A
broad and general move towards later retirement and higher employment of older
workers observed across EU member states is not necessarily proof of an effective
EU monitoring process. Given the lack of clear evidence in favor of a decisive role
of EU recommendations, it can at best be conceived as a “selective amplifier” of
some policy strategies pursued at the national level (Visser 2005). European targets
and recommendations can be used as additional amplifying arguments to advance
reforms furthering the employment of older workers and remove work disincentives
by national policy makers to emphasize their policy orientation when deemed suit-
able. But “European” requirements are difficult to put forward if there is strong
opposition at the national level and a widely shared belief that early retirement is
still viable or desirable.

4 Towards a longer working life: The German case

4.1 Early exit policies

Based on this comparative analysis, an in-depth study of the German case can
shed further light on the dynamics of policy change regarding the abolition of early
retirement policies and its consequences for the labor market. The German case is
of particular relevance, not only because Germany has tried to stabilize its labor
market and production model through early retirement for more than 20 years; it
is also one of the most striking cases of a dramatic increase in the employment of
older workers over the last decade. This relative medium-run success was achieved
despite a persistent lack of institutional prerequisites facilitating policy coordina-
tion across policy areas and between government and social partners at the na-
tional level.

Starting in the 1970s, the German case used to be a typical example of an extensive
Continental European labor shedding strategy. Explicit early retirement was intro-
duced in the 1970s and expanded significantly in the 1980s in order to avoid a
massive increase in open unemployment and stabilize the German production re-



gime in a situation of industrial restructuring. This implied a number of measures,
such as the early receipt of public pensions at the age of 63, or even earlier in some
cases (flexible Altersgrenze), starting in 1972, and the introduction of a specific early
retirement schemes (Vorruhestand) in 1984, which provided subsidies for early re-
tirement if young people were hired. Furthermore, in the 1980s receipt of unem-
ployment insurance benefits (Arbeitslosengeld) was expanded to up to 32 months for
older workers. Starting in the 1970s older workers aged 59 and over were not sub-
ject to availability for job placement anymore after one year of unemployment.
This age limit was lowered to 57 in 1987; in addition, as was the case in the past,
means-tested, but status-related, unemployment assistance (Arbeitslosenhilfe) could
be received for an unlimited period of time after the expiry of unemployment insur-
ance benefits, without any activity requirements. Disability pensions taking into
account professional achievement (Berufsunfihigkeitsrente) provided another alter-
native early exit from the labor market. In 1989 subsidized old-age part-time work
(Altersteilzeit) was introduced. It was expected to facilitate a gradual transition to
retirement while encouraging labor market entry of young people, thereby modify-
ing the old early retirement scheme. In practice it meant additional public support
for retirement before the transition to old-age pensions as employers and employ-
ees chose to combine a first phase of full-time work and a second phase of full-
time retirement instead of a flexible phasing out of employment.

Policies encouraging early exit from work were expanded until the mid-1990s, with
a final peak after reunification to avoid skyrocketing open unemployment in East
Germany after massive de-industrialization. This referred to subsidized short-time
work and a special transition allowance (Altersiibergangsgeld). Furthermore, the
1990s were characterized by a more permissive payment of old-age part-time work
subsidies. The use of this tool was further encouraged by establishing a specific
subsequent pathway to pensions (Altersrente nach Altersteilzeit) in 1996.

4.2 A fundamental turn-around in retirement policies

However, while early retirement was perceived as a smooth and beneficial social
policy approach to industrial restructuring, the costs attached to this strategy be-
came apparent in the aftermath of German reunification. The most important
manifestation was a steep increase in the number of working-age people relying on
benefits. As the schemes were mainly funded via social insurance, this development
was associated with a massive increase in contribution rates and non-wage labor
costs. The total contribution rate to German social insurance increased from 30.5
percent in 1975 to 39.3 percent in 1995 and 42.1 percent in 1998 (Hinrichs
2010). Furthermore, demographic projections signaled a long-term deterioration
of the old-age dependency ratio. Due to longer life expectancy, the number of old-
er people was expected to rise, while the working-age population would shrink
dramatically. Under given institutional conditions, this would lead to growing con-
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tribution rates for public old-age pension insurance, thereby pushing up non-wage
labor costs even further.

In a situation where the German economy faced increasing global competition,
raising prices for German goods was less of an alternative in the 1990s than in the
past. Hence, stabilizing or even reducing non-wage labor costs was perceived not
only by business as an important step to restore competitiveness. This change in
perception paved the way for policies to consolidate social insurance schemes.

The policy shift was first laid down in the pension reforms of 1989/92, 1996/97
and 1999, with the actual phase in starting between 1992 and 2004 (see
Schulze/Jochem 2007, Hinrichs 2010). These reforms made early withdrawal from
the labor market less attractive, as monthly pensions were reduced in the case of
early access to old-age pensions. Early receipt of pensions for women, after a long
working life, unemployment or old-age part-time work, as well as for disabled peo-
ple, was made subject to discounts, i.e. a maximum of three to five years of early
pension receipt would imply up to 10.8 percent or 18 percent lower monthly pen-
sions on a permanent basis. Furthermore, the regular access age for full pensions
after unemployment or old-age part-time work, for women and disabled and after
long contributory periods were to be raised in a stepwise manner from 60 or 63 to
65.

Raising premature retirement ages in combination with the introduction of signifi-
cant discounts made early retirement via the old-age pension system less attractive
for employees. Given strong dismissal protection, which makes redundancies quite
difficult and costly, this also implied that firm restructuring became more expen-
sive. Severance pay for older workers would have to compensate for less generous
public social benefits, in particular if it is credited against unemployment benefits.

Related to the general pension reform adopted in 1999, and effective as of 2001,
disability pensions based on professional achievements (Berufsunfihigkeitsrente)
were abolished for younger cohorts and replaced by a much less attractive regime
based on the assumption that some capacity to work in any job or occupation has
to be exploited before access to disability pensions is granted (Erwerbsminderungs-
rente). This reform has basically closed the pathway to retirement via occupation-
specific disability and shifted this risk to private insurance.

Referring to the general and dominant concern for the sustainability of public pen-
sions and the stability of contribution rates, the German public old-age pension
system departed from status-protecting benefits with intermediate consequences
for the younger cohorts. These can only expect benefits substantially below the
level of public pensions received by older cohorts. A complementary step in this
direction was stronger public support for employer-related and private pension
schemes, i.e. for the second and the third pillar of pension regimes. The most
prominent scheme is the so-called Riester Rente which provides for a state subsidy
for private savings in a certified savings scheme.
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Table 1: Major reforms affecting older workers after reunification in Germany,

1990-2009
Year Reform Expected ef-
fect on em-
ployment of
older workers
and retire-
ment age’
1990 Transitory payment for older unemployed aged 57 and older | -
(Altersiibergangsgeld)
1991 Transitory payment for older unemployed aged 55 and older | -
for a maximum of 5 years
1992
1993 Severance pay credited against unemployment insurance +/=
benefit (phased-in 1995); transition form transitory payment
to pension system enforced
1994 Relaxed conditions for old-age part-time work (Altersteilzeit), |-/ +
receipt of unemployment insurance benefit without availabil-
ity for work expanded; expansion of wage subsidies for hiring
older workers
1995
1996 Reform of old-age part-time work aimed at discouraging early | +/ -
retirement and encouraging gradual retirement; access to
public pensions after old-age part-time work; further changes
in retirement ages and early pension receipt
1997 More restricted access to longer unemployment insurance +
benefits for older workers; stricter crediting of severance pay-
ments against unemployment insurance benefits (to be
phased in 1999); further changes in retirement ages and early
pension receipt
1998 Further prolongation of old-age part-time work -
1999 Stricter crediting of severance payments against unemploy- +
ment insurance benefits revoked; further changes in retire-
ment ages and early pension receipt; abolition of occupation-
based disability insurance for younger cohorts; replacement
by less generous scheme (Erwerbsminderungsrente) effective as
of 2001
2000 Prolongation of and relaxed access to old-age part-time work; | -
receipt of unemployment insurance benefit without availabil-
ity for work expanded
2001
2002
2003 Innovative active labor market programs such as earningsin- | +
*“+” indicates an expected rise in the employment or retirement age of older workers, “-” a decline
and “=” a neutral or unclear effect. If in a given year opposing reforms are observed, different signs

are assigned.
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Year Reform Expected ef-
fect on em-
ployment of
older workers
and retire-
ment age’

surance, exemption from employer contributions, new hiring
subsidies and relaxed conditions for fixed-term contracts for
older workers (some measures only with limited existence)

2004 Shortening of unemployment insurance benefit for older +

workers (phased-in 2006); minor reform of old-age part-time
work

2005 Entry into force of Hartz IV (abolition of status-related un- +/-

employment assistance, replacement by flat-rate benefit Ar-
beitslosengeld 11); receipt of unemployment insurance benefit
without availability for work expanded

2006

2007 Increase of regular pension age to 67 (to be phased in after +

2012); within the framework of a broader initiative (/ni-
tiative 50plus) a range of active schemes is expanded

2008 Longer maximum unemployment insurance benefit receipt for | -

older workers

2009 Expiry of subsidized old-age part-time work +

Source: author’s compilation based on Steffen (2009).

4.3 Towards activation of older workers

In 1999, within the framework of the tripartite Alliance for Jobs, trade unions
called for access to old-age pensions at 60 (Rente mit 60). This was not supported
by the government at the time, but did lead to a further expansion of old-age part-
time work. Yet the preferential treatment of older workers in terms of benefit access
became more critical around the turn of the decade, also with some reference to
the recently launched European Employment Strategy and the Lisbon Process
which was observed more intensely at the time. However, when it came to concrete
reforms, policy makers in Germany did not make systematic reference to European
or supranational recommendations. With the Hartz report of 2002 providing a
blueprint for a wide range of labor market reforms, the next step of institutional
change was introduced. While the original Hartz Commission’s report, influenced
heavily by the perspective of a large manufacturing employer, advocated a special
early retirement benefit (Briickengeld), the actual reform package implemented be-
tween 2003 and 2005 stressed the activating side of labor market policies.

With Agenda 2010, announced in March 2003, most reforms were designed to cut
public social expenditure (Eichhorst/Marx 2011). One element was a shorter
maximum duration of unemployment insurance benefits (Arbeitslosengeld I) for
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older workers of up to 18 months instead of 32 months. This was phased in Feb-
ruary 2006 but, after strong public debate, modified again in early 2008, so that
unemployed aged 58 and older can now claim unemployment insurance benefits
for up to 24 months, 15 months if 50 and older and 18 months if at least 55. Nev-
ertheless, prolonging older workers’ unemployment insurance benefit cannot be
seen as a decisive policy reversal, it is rather an exceptional step due to particular
party-political discourses at the time. However, it mirrored a widely shared uneasi-
ness with the departure from status-oriented social benefits which were imple-
mented in early 2005 with the Hartz IV reform abolishing status-related unem-
ployment assistance and introducing a general minimum incomes support scheme
for all those of working-age (Arbeitslosengeld I1). This not only meant less generous
benefits for unemployment assistance beneficiaries with a substantial employment
record, but also stronger means-testing and stricter activation efforts (Eich-
horst/Grienberger-Zingerle/Konle-Seidl 2010).

However, activation of older unemployment benefit recipients is still limited. Until
2007, unemployed aged 58 and older were able to withdraw from the unemploy-
ment register without losing their benefit entitlement if they applied for full pen-
sions at the earliest moment. This was replaced by a provision exempting claimants
of (much less generous) minimum income support from availability for job place-
ment after one year of no activation and placement efforts. In general, this reform
means that older workers have fewer opportunities to withdraw from the labor
force with attractive conditions and to reject activation measures while continuing
to receive benefits.

Emphasis on reemploying older workers has grown over time, but the role of active
labor market policies and activation strategies is certainly less decisive than the
changes implemented in benefit provisions. A number of demand- and supply-side
measures have been promoted in recent years (see Eichhorst 2006). First, condi-
tions for hiring unemployed aged 52 and older on fixed-term contracts were re-
laxed in 2003, along with the introduction of reinforced wage subsidies to employ-
ers and an exemption of firms hiring workers aged 55 and older from employer
contributions to unemployment insurance. Second, an earnings insurance scheme
was implemented in order to make employment at lower entry wages more attrac-
tive to older unemployed (Entgeltsicherung). Finally, publicly subsidized training was
promoted for older workers in smaller firms. Most of these measures, such as the
wage subsidies and further training for older workers, were expanded within the
framework of a broader initiative launched in 2007 (/nitiative 50plus). Compared to
the changes in the benefits systems, however, the contribution of active labor mar-
ket policies for older workers was quite limited, as was shown in the take-up of
these schemes and the findings from evaluation studies. Consequently, some of the
measures introduced with the Hartz package were later abolished.

One of the last and most important steps mirroring a change in public discourse
was the announcement in late 2006 to move the standard retirement age from 65
to 67 for cohorts born 1947 and later, and moving the minimum age for early pen-
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sion receipt to 65 with related discounts. This is to be phased-in in a stepwise
manner between 2012 and 2029. The main motivation, once again, was to try to
stablize both the contribution rates and the pension level in a situation of demo-
graphic ageing. Shifting the statutory retirement age to 67 goes beyond what was
in place or considered in most EU member states.

4.4 The changing perception of the retirement issue

Hence, a major policy turn-around occurred in the 1990s, before the European
Employment Strategy and the Lisbon Strategy have even been launched. Major
conflicts were avoided, not by references to supranational recommendations or
targets, but by long phase-in periods, which are typical for changes in pension sys-
tems. Older cohorts of workers, which were well organized in the German trade un-
ions and often employed in large manufacturing firms heavily relying on early re-
tirement, were practically unaffected by the policy changes. German policy makers
did not develop an integrated strategy for active ageing; rather, they reacted to cur-
rent fiscal problems in the welfare state and projected effects of demographic
change.

Based on the observation of significant increases in the employment rate of the
elderly in the second half of the 2000s, the public perception of older workers’ po-
sition on the labor market reached a certain tipping point. Early retirement was no
longer perceived as a “necessary” policy instrument to keep unemployment low
and allow for a better integration of young people into the labor market. Both ac-
tors’ behavior and public discourse are fundamentally different from the late
1990s. Encouraging early retirement has become basically a non-topic nowadays.
The idea of a fixed “lump of labor” is perceived as a thing of the past and hardly
mentioned anymore in mainstream public debate. Removing older workers in or-
der to improve labor market access of young people is no longer seen as a plausi-
ble policy - in particular given demographic change and strong increases in overall
employment. Hence, publicly subsidized old-age part-time work, one of the last
remaining subsidized pathways to early retirement, ended for new entrants to the
scheme in late 2009 without much public attention (apart from some calls for pro-
longation from the trade unions of the relevant sectors). Even the difficult eco-
nomic situation in the most recent recession did not lead to relevant calls for a re-
introduction of early retirement schemes. There is only some trade union concern
about certain professions not being able to reach retirement at 67. Accordingly, a
delayed retirement age for some occupations will practically result in a reduced
pension level. Notwithstanding some criticism of the increased retirement age, the
German government could confirm the definitive introduction of this change in
late 2010 (Bundesministerium fiir Arbeit und Soziales 2010).

This is not to say that at the sectoral or enterprise-level early exit policies do not
exist any more. Early exit and also old-age part-time work can still be negotiated by
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sectoral or firm-level social partners. But a cumulative sequence of changes in so-
cial and labor market policies have taken away the most attractive exit routes, as
now either employers or workers have to bear most of the costs of such strategies.
Hence, nowadays the scope of these policies is much more limited, and will remain
so in the future. For example, old-age part-time work is now based on a revised
collective agreement in the metal working sector with restricted access and limited
generosity.

Contrasting the reform activity in the area of social benefits, there is still very low
emphasis on lifelong learning in a more systematic way. This holds in particular for
low-skilled and older workers, who tend to be the most vulnerable groups when it
comes to obsolete skills in a situation of technological and sectoral change.

Table 2: Participation in lifelong learning by age groups in Germany, in %

1991 1994 1997 2000 2003 2007

19-35 44 49 53 47 46 46

Total 35-50 40 47 54 49 46 47

50-64 23 28 36 31 31 34

19-35 25 30 35 29 29 30

General adult learning 35-50 24 29 33 29 27 28
50-64 15 19 26 21 20 23

19-35 25 27 33 31 29 27

Job-related adult learning ~ 35-50 24 29 36 36 31 31
50-64 11 14 20 18 17 19

Source: Bundesministerium fiir Arbeit und Soziales 2010.

In this context, German policy makers have not referred systematically to country
experiences with stronger participation of the labor force in continuous education.
One reason of very limited attempts to increase general access to job-related train-
ing is the fragmentation of funding and responsibilities. Quite in contrast to coun-
tries like Denmark or Sweden with a highly developed public infrastructure con-
tributing to more general further education of the employed, job-related training in
Germany is mainly organized and funded by employers. It is therefore related to
current human resource requirements. Given the strong emphasis on employers’
responsibilities for further training, public initiatives within the framework of either
the educational sector or active labor market policies have never gained ground.
Only recently has there been some emphasis on the further education of (currently
employed) low-skilled and older workers, funded by German unemployment insur-
ance. Otherwise, publicly subsidized training in the framework of active labor mar-
ket policy has always been (and still is) focused on the unemployed. However, this
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element met strong criticisms in the early 2000s and was reorganized in a more se-
lective way in order to meet stricter performance criteria. Given the most recent
German public discourse dominated by the issue of skills shortages, policy makers
will eventually take up this topic.

4.5 Employment dynamics of older workers

The overall employment rate of older workers has increased dramatically and more
vigorously than for younger workers since the late 1990s, in particular for workers
aged 60 to 62 (see table 3). At the same time, however, this development is char-
acterized by a certain degree of dualization. On the one hand, the continued em-
ployment of older workers, in particular skilled employees, has grown in impor-
tance alongside the removal of early retirement incentives. This group would have
benefited from early exit in the past, but as this strategy has become more costly
and the number of skilled labor market entrants has been declining, a longer work-
ing life is now increasingly more common. On the other hand, less-skilled older
workers do not benefit from this trend towards a longer working life. Recent re-
search has shown that in some occupations, employment records of workers aged
55 and over are less stable (Brussig 2010a, 2010b). Notwithstanding this, em-
ployment covered by social insurance has grown substantially in recent years,
whereas the share of non-standard employment (i.e. part-time, marginal employ-
ment, fixed-term contracts and agency work) has basically remained stable for
older workers.

While continuing employment seems to become a general strategy for skilled work-
ers with specific human capital in a situation of a declining number of younger la-
bor market entrants, reemployment of older workers after a phase of unemploy-
ment is still more problematic (Brussig 2009). Hence, it seems fair to say that there
is some dualization between older labor market ‘insiders’ with a solid employment
record and people in a more vulnerable position. This can also be seen from the
fact that the number of rehired older workers is relatively small. However, one
should not take the increase in open unemployment of older workers due to the
removal of premature exit routes within the social benefit arrangement as a sign of
a deterioration of their situation.
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Table 3: Employment levels and structures of older workers by age groups,
2000-2009

| 2000 |2001 | 2002 ‘ 2003 ‘ 2004 | 2005 | 2006 ‘2007| 2008 | 2009

Change

in per-

. . centage

Employment/population ratio by age boints
20-55| 77.7 |77.9| 77.0 | 76.1 74.9 75.1 76.6 |78.1| 78.8 78.5 0.8
55-60 | 56.5 | 57.7| 59.4 | 60.0 61.1 63.3 64.2 |66.5| 68.6 69.9 13.4
60-65| 19.9 | 213 | 22.7 | 234 25.1 28.1 29.6  [32.8]| 35.0 38.4 18.5
60-61 | 29.4 |33.4| 36.7 | 39.9 41.2 43.3 43.9 [46.7| 48.8 51.8 22.4
61-62 | 24.2 |25.0| 27.6 | 29.9 34.6 37.0 37.7 [40.2] 42.8 44.8 20.6
62-63 | 19.9 |20.5]| 21.6 | 22.7 24.5 30.6 32.5 |34.6| 36.3 38.9 19.0
63-64 | 12.7 | 15.0] 15.6 | 16.0 17.7 20.2 22.7 |26.0| 26.2 28.6 15.9
64-65| 10.3 | 10.7 | 11.8 | 12.0 12.6 14.7 17.0 |19.1] 21.3 22.3 12.0

Employed covered by social insurance in % of age group
20-55| 58.5 | 58.8| 57.9 | 56.7 55.8 55.0 554 |56.2| 574 56.8 -1.7
55-60 | 43.8 |43.4| 43.0 | 42.7 42.5 41.5 42.8 |44.6| 46.6 48.3 4.5
60-65| 109 |11.6] 12.8 | 13.5 15.0 16.6 17.1 118.7] 20.6 23.4 12.5
Share of non-standard workers in % of all employed in the respective age group
20-55| 12.8 | 12.9] 12.7 | 13.2 13.2 14.4 159 [16.5] 16.5 16.2 3.4
55-60| 93 | 9.7 | 10.1 | 10.5 10.4 11.0 12.2 |12.6] 13.0 13.3 4.0
60-65| 43 | 48 | 53 5.3 5.4 6.2 6.6 72| 77 7.9 3.6
Share of older workers in newly hired employed covered by social insurance in %

| 8.7 | 9.2 | 9.9 ‘ 10.1 ‘ 10.2 | 10.3 | 10.7 ‘ 11.1 | 11.7 | 12.9 4.2

Source: Bundesministerium fiir Arbeit und Soziales 2010.
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In conclusion, the German case shows a more sequential, sometimes even contra-
dictory, pattern of reforms. Considerations for the stability of the public pension
system as well as contribution rates dominated the public discourse. There was
only marginal reference to European targets and policy monitoring. However, with
hindsight, one can identify a crucial role of changes in pension rules with a long
phase-in period regarding actual pension entitlements but with some medium-run
effects on firms’ and workers’ retirement behavior. Later on, further adjustment in
the area of unemployment benefits and active labor market policies became possi-
ble. This stepwise approach reduced the level of societal conflicts, as one policy
change opened up occasions for further steps. Furthermore, this strategy allowed
for changes in actors’ behavior, in particular employment practices of firms, as well
as collective agreements which have eventually resulted in a strong recovery of the
employment prospects of older workers. When exit becomes more costly to firms
and workers, human resource policies at the enterprise level change. Together with
less generous and later pension payments for younger cohorts the policy shift to-
wards activation and means-tested income support implied the closure of virtually
all non-activating status-related early retirement options. However, this has so far
meant mostly continuous employment of workers who would have otherwise left
earlier rather than a better reintegration of older unemployed people and stronger
and more universal emphasis on lifelong learning.

-19-



5 Conclusion

The analysis shows that institutional factors are very important in determining the
transition from work to retirement. Following a phase of massive early retirement
in the 1970s and the 1980s, there has been since the late 1990s a major policy re-
versal in EU member states to reduce incentives for early withdrawal from the labor
force and raise the employment rate of older workers. A major element has been
the modification of social benefits in combination with the introduction of activa-
tion policies. In empirical terms, this has led to general trend towards postponing
retirement and some approximation to the EU targets regarding retirement age and
employment levels of older workers. Differences across countries still persist, both
regarding the institutional pathways to retirement and in the actual retirement be-
havior of older workers as actors’ behavior responds to incentives from public so-
cial and labor market policies. Hence, one should not overestimate the harmoniz-
ing influence of the European Employment Strategy and the Lisbon Process on na-
tional policies and performance. A general trend towards later retirement is not a
strong piece of evidence in favor of convergence induced by European level activi-
ties. Rather, politico-economic factors deeply entrenched in the national political
arena are essential when it comes to explaining policy persistence and reversal.
Taking the German case as an example, it can be shown that fiscal concerns re-
garding the welfare state created strong incentives to phase out early retirement
and to raise the employment level of older workers. Hence, national-level actors’
strategies and political institutions are most important in explaining concrete pol-
icy changes. Countries with heavy reliance on early retirement can successfully em-
bark on the road to stronger labor market integration of older workers if either a
coordinated or a stepwise, sequential approach is adopted. The latter, in turn,
opens up opportunities for subsequent reforms which are facilitated by changes in
the behavior of workers and firms. EU targets and policy recommendations can be
seen as “selective amplifiers” in this context. However, the national policy arena is
the most dominant forum when it comes to explaining policy change. Although the
situation of older people in the German labor market improved basically in parallel
with the development of integrated European policy guidelines and targets, this
does not justify a causal claim about strong EU influence on policy making in Ger-
many.
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