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ABSTRACT

Early Retirement*

Generous early retirement provisions account for a large proportion of the
drop in the labour force participation of elderly workers. The aim of this paper
is to provide a political-economic explanation for the wide spread adoption of
early retirement. We suggest that the political support for generous early
retirement provisions relies on: (i) the existence of an initial, significant group
of redundant elderly workers with incomplete working history, who are not
entitled to an old age pension; and (ii) the policy persistence that this provision
introduces by inducing low-ability workers to retire early. The majority which
supports a social security system with early retirement in a bi-dimensional
voting game is composed of elderly workers with incomplete working history
and low-ability workers. A descriptive analysis of 11 OECD countries confirms
the relevance of the initial group of redundant elderly workers. Early retirement
provisions were adopted during the de-industrialization process, almost
always immediately after the first severe decrease in industrial employment.
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NON-TECHNICAL SUMMARY

Labour force participation among middle-aged and elderly workers has
dropped dramatically in the last 30 years. In the OECD countries, the average
labour force participation of males aged between 55 and 64 has decreased
from 84.2% in the 1960-6 period to 63.2% in 1986-90 period. Several studies
have shown that a large proportion of this impressive reduction can be
attributed to the existence of generous early retirement provisions. In
particular, two features of this provision display a strong correlation with the
departure of elderly workers from the labour force: the early (and normal)
retirement age, and the tax burden which is imposed on the labour income of
the workers, after the early retirement age has been reached. In a nutshell,
early retirement provisions induce workers to retire early, increase the
dependency ratio, and thus add to the aging population in creating more
financial distress to the social security system.

The aim of this work is to provide a political-economic explanation of the
adoption of generous early retirement provisions. Why did a majority of voters,
in most industrialized countries, decide to award a generous pension to middle
aged workers with incomplete working history?

We suggest that the political support in favour of generous early retirement
comes from two crucial conditions. First, the existence of an initial large group
of redundant elderly workers with incomplete working history, who are not
entitled to an old-age pension. These agents strongly support the introduction
of early retirement, which provides them with a transfer. Second, the element
of policy persistence built in this provision. The introduction of generous early
retirement provides a strong incentive for low-ability workers to retire early.
This gives rise in future periods to a new, endogenous group of workers with
incomplete working history and, therefore, ensures the future political
constituency of the provision.

Our analysis is motivated by two observations. First, we notice that virtually all
the adoptions of generous early retirement provisions took place over a
ten-year interval, from 1967 to 1977, the only exceptions being France, where
the provision was introduced in 1963, and Canada, which instituted it in 1984.
Over this period, most countries have experienced a process of
deindustrialization, which has provoked large sectoral shifts in employment,
out of the industry and into services. Second, in the two decades since the
introduction of the provision, most of the early retirees have been low ability
workers. This feature is common to all countries, although the share of low-
ability among the early retirees is particularly large in Belgium, France and
Italy.

We investigate these matters in a simple model economy populated by young
and old individuals. Young individuals, who are heterogeneous in their working



ability, take two economic decisions: when to retire, and how much human
capital to accumulate. The social security system consists of a PAYG scheme.
Young workers contribute a fixed proportion of their labour income to the
system, and the proceedings are divided into a lump sum among the retirees.
There exists an early retirement provision. Workers who exit the labour market
at an early stage are awarded an early retirement pension. Individuals who
retire at mandatory age receive the full pension.

A political process determines the size of the social security system and the
existence of the early retirement provision. The process consists of three
stages: an initial proposal over the tax rate and the existence of the provision,
a subsequent phase of amendments to the proposal, and a final vote of the
(possibly amended) proposal against the status quo. We analyse a
majoritarian political-institutional arrangement in which the entire electorate
has jurisdiction over the tax rate and the existence of the provision, and the
initial proposal as well as the subsequent amendments has to be made issue-
by-issue. The final vote is decided by a simple majority. Elections take place
every period, and voters are all agents alive. Moreover, current policies can be
modified in later periods at no cost.

We show that for a sufficiently large number of redundant elderly workers with
incomplete working history, and if the provision induces enough low-ability
workers to retire early, a majority of the electors supports a social security
system with early retirement. In particular, early retirement is sustained by
elderly workers with incomplete working history and low-ability young workers,
who expect to retire early. The size of the social security system is determined
by a voting majority of all retirees and low ability young workers.

Redundant elderly workers with incomplete working history clearly support the
introduction of the early retirement, which entailed them to a pension. Old
individuals with complete working history oppose the provision, because it
reduces their pension transfer. All old individuals support the pension system.

How do young workers vote on the social security system and on the early
retirement provision? Despite the fact that they can enter the political process
only to determine the current policy, young agents expect their voting decision
to have an impact on future policies. In other words, they perceive the social
security scheme as a saving plan: if they transfer resources to the current
retirees they will be rewarded with a pension in their old age. Therefore,
because of its within-cohorts redistribution component, low-income young
workers receive a high return and are willing to support the system.
Analogously, the adoption of the early retirement provision is supported by
those low-ability individuals who expect to benefit from it, and thus retire early.

We relate our theoretical findings to the labour market situation at the time of
the introduction of this provision to address the empirical relevance of our first
condition: the existence of a large mass of redundant elderly workers. We



notice that the adoption of early retirement came during the process of
deindustrialization, at its early stages in many European countries, and only
after the oil shocks in the US and Canada. In particular, we show that all
countries in our sample, with the exception of France, Japan, and Spain,
introduced the provision immediately after the first large reduction in industrial
employment.

This large drop in employment was mainly borne by inexperienced young
workers and low-ability elderly workers. Did early retirement represent a
measure to reduce unemployment among the young, through a direct
substitution of elderly workers with young unemployed? We believe not, since
the large increase in youth unemployment came only later, in the mid-70s;
although we acknowledge that later modifications of the provisions may have
been intended to serve this purpose.

In our view, early retirement provisions, often by means of disability schemes,
were meant to provide financial support to those middle-aged, low ability
workers who became redundant before having matured enough to earn the
right to an old age pension.
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��� -CABA./ 	� 5'���� -CA:". ��� 	� �%� �<
-CA:!..
 � ������ ����� �$ ���#�	���/ �� 
��	0���	��� �$ �%� �*	��	�� #�����
�/
���( #���� �$��� �%� CA:G �	� �%��(
 )�&�� C ��#���� �%� ����� �$ ���#�	�� �$
�%� ����� ���	��
��� #���	�	���/ ��� �%�	� 
�	� �%�������	��	��/ 	� ��� ������	�� 	�
���&�� ��� +	��>� -CAAA. ��
#��


5	��� �%� 
	����/ 
��� 	������	��	��� ������	�� %��� ��������� � ���# ��	��
�����	��	���	�� #������/ '%	�% %�� #����(�� ����� �������� �%	$�� 	� �
#���
���
��� �$ �%� 	������� ��� 	��� ����	��� -��� 0����� C �� 9.
 ���� �$ �%� 2�& ��������
�	�� %�� ��#	����� &��� &��� &� ���*#��	����� ����� ��� ��'��������� �������
'��(���8/ �� �� �*���� �%�� %�� ������� ��#����� �� �%� 	���	���	���� $������� �$
�%� ��&�� 
��(��
 4	� �%	� ��	������	��	���	�� #������ ���� �� �%� &�	����# �$ �
����� 
��� �$ ��������� ������� '��(���F )� #���	�� �� ���'�� �� �%	� 6����	��/
'� �*�
	�� �%� ����� �
#���
��� 	� 	������� -��� ����	���. 	� �%� ������	�� 	��
������ 	� ���&�� ��� +	��>� ��
#��9 $�� �%� ����� '%	�% 	

��	����� #�������

75�� 7�

��� -CA:8./ ��� 
��� �������� ������ ��� 5����� -CAAA./ ������� -CAAA./ ���
�����	� ��� ����	�%	�	 -!""".


8;�� �*�
#��/ ������ ��� 5	�%��
�� -CAA9. �%�' �%�� �� ���*#����� #��	�	�� ���%�����	���
�%��(/ '%	�% �J���� �%� �(	��� ��6�	��� �� #��$��
 � �����	� ���(/ ����� �� ����� �*	� $��
 �%�
��&�� 
��(�� �$ ������� '��(���


9+� ��� 3��4 ���� �� ����� 	������	�� �
#���
��� 	� ����	�
/ ������/ ;�����/ ���
���/
�����/ ��#��/ �%� I��%�������/ 5#�	�/ 5'����/ �%� �< ��� �%� �5 $��
 CAB" �� CAA"


G



�%� ���#�	�� �$ ����� ���	��
���
 � ��
#��	��� �$ �%� �	
	�� �$ ���#�	�� �$ �����
���	��
��� ��� �$ �%� �����
#�������� &�%��	�� �$ �%� 	������	�� �
#���
���:

-��� 0����� C �� 9/ ��� ��&�� C. 	��	����� �%�� 	� ��� ������	��/ &�� ;�����/ ��#��/
��� 5#�	�;/ �%� 	��������	�� �$ �������� ����� ���	��
���� #���	�	��� %�� $����'��
�%� 0��� �	��	0���� ���# 	� 	������	�� �
#���
��� �	��� CAB"


;	���� C �%�'� �%� 	������	�� �
#���
��� ����
	�� 	� ;�����/ ���
���/ �����
��� 5'����
 �� ���
��� ��� �����/ �%� 	��������	�� �$ ����� ���	��
��� ���(
#���� 	� CABA/ �$��� � ������ �'������� ���� ���
# 	� 	������	�� �
#���
���/ '%	�%
������� ���#���	���� 	� �%� �%	�� 6������ �$ CABB ��� 	� $���% 6������ �$ CABG
 5'��
��� ���#��� �%� #���	�	�� 	� CA:"/ $����'	�� � ����	�� 	� 	������	�� �
#���
���/
$��
 CABB �� CABD &� 9
CK ������
 ;	���� ! �	�#���� �%� 	������	�� �
#���
���
	� ����	�
/ �%� I��%�������/ ��� �%� �<
 )%� I��%������� '��� �
��� �%� 0���
�� 	���	���� �%� #���	�	�� -�%����% �%� 4	��&	�	�� ���. 	� CAB:/ �$��� � ��	�%� ���
������ 	� �
#���
��� 	� CABB/ ��� � �����
#�������� ����� ������	�� 	� CAB:

�� �%� �</ �%� ���#�	�� �$ ����� ���	��
��� ��
� 	� CA:!/ ���	�� �%� ������ ���
��	�� 	� 	������	�� �
#���
���/ '%	�% %�� ������� 	� CABB
 ����	�
 	���������
� $��
 �$ ����� ���	��
���/ '%	�% ��6�	��� �%� ��&��	���	�� �$ �� ������� '��(���
'	�% � ����� ���
#�����/ 	� CA:B/ � ���� �$��� �%� &��	� �$ �%� �������	�� �����
	� 	������	�� �
#���
���
 ;	�����/ 0���� 9 �%�'� �%� �
#���
��� ������	� 	�
��#��/ 5#�	�/ �%� �5/ ��� ������
 �� �%� �5/ �%� L����������	�� �J���/M '%	�%
�	��������� ����� ���	��
���/ '�� ��&�����	���� ������� -��� �##��	�� -CAA".. 	�
CA::
 )%��� �%����� ��
� �$��� �%� CA:G �	� �%��(/ '%	�% ��� �� � �'� ���� ����
������	��<
 ;	�����/ ������ ���#��� �� ����� ���	��
��� #���	�	�� ���� 	� CADG
-N��&��. ��� 	� CAD: -�%� ���� �$ ������./ $����'	�� �%� CAD!�D9 �#��������� ���#
	� 	������	�� �
#���
���


#� �$	 �������� ��"�����	��

+� ����	��� � �'� #��	�� ������##	�� �������	��� 
���� '	�% ������� ���%������

����� #��	�� �'� �������	��� ��� ��	��, @���� ��� 3��
  �#����	�� ���'� ��

:�������/ ��� '���� �	(� �� ������� �%� �
#���
��� &� ��*/ ���/ ������	�� ��� ������/ ��
	����	$� �%� ��&�� 
��(�� �	����	�� �$ �%��� ������/ '%� ��� 
��� �	(��� �� &���0� $��
 �����
���	��
���/ ��#	����� ��' ��������/ ������� 
��� 	� 
���$�����	��
 ��$����������/ �%��� ����
��� ��� ���	��&�� $�� �%� #��	�� ����� ����	�����	��


;+%� '��� �%��� �%��� ������	�� �	J�����F �� ;�����/ �������� ����� ���	��
��� #���	�	���
'��� 	��������� ������� 	� CAB9/ �$��� � ����� ���# 	� �
#���
��� 	� 
	�	�� ��� 	� �%� 	���
	�������/ �'� %	�%�� ��	��	��� �������
 ��#�� -CA:9. %�� ��'��� ��2���� ��� �$ �%� ����� ��������
#���	�	�� -��� ���&�� ��� +	�� -CAAA..1 '%	�� 5#�	� ���#��� � �������� #���	�	�� 	� CA:B/
���	�� 	�� �����	�	�� �� ��
������


<;�� �� ������	� �$ �%� �J���� �$ �%� CA:G �	� �%��( �� 2�& ���������	�� 	� �%� �5 	������	��
������ ��� 4��	� ��� 7���	'����� -CAAA.
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� �������� ����/ � � �
 @���� ������ �����
	�� �%� �����% �$ �%�	� '��(	��
#��	��
 3�� ��� ���	��
��� 	� 
��������/ ��� �%�� ��� ������ �� ��� '��(
 ���
�����
#�	�� ��(�� #���� 	� ��� ���/ ��� ������ ���� ����� ����� ��� ��	���� ���
��� ��� �����
#�	��


������ ��� ����
�� �� &� %������������ 	� �%�	� '��(	�� �&	�	��
 �&	�	�	��
��� �	���	&���� �� �%� 	������� ��� �� � �n/ ������	�� �� � ��
����	�� �	���	&��	��
$����	�� � ���/ '%	�% 	� ����
�� �� %��� 
��� �

%
/ ��� �� &� �(�'��/ � ��

%
� � �		


@���� ������ ���	�� '%�� �� �*	� �%� ��&�� 
��(��
 )%�� 
�� ���	�� �� '��(
���	�� �%� ���	�� '��(	�� #��	��/ 	
�
/ ���	� �%�� ����% 
�������� ���	��
��� ���/
�� �%�� 
�� ���	�� �����
  ���	�� �����$���/ �� &� #�	� $�� �%� ��
�	�	�� #��	��
�$ �%�	� �	��/ ��� �'����� �� ��� ������ '%� %��� '��(�� �� ����� ���	� 
	�	
�

���	��
��� ���/ 
 
 �
 7�'����/ �%� �
���� �$ �%� #���	�� �����$�� �� �����
����	��� 
�� �	J�� ������	�� �� �%� �����% �$ %�� ������ '��(	�� #��	��
 =�� �|
&� �%� #���	�� �'����� �� �	
� � �� �� ��� ����� '%� ���	��� �� 
�������� ���
-'� '	�� ��$�� �� �| �� �%� $��� #���	��.
 ��� ��� �||n� &� �%� #��������� �$ �%� $���
#���	�� �����$�� �'����� �� �	
� �� � �� �� ��� ����� &��� �� �	
� �/ �%��
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'%��� ��&���	#�� 	��	���� �%� �������� �	
� ��� ��#�����	#�� �%� #��	�� 	� '%	�%
�%� ����� '�� &���/ 


|
� ��� �� ��#������� �%� #��#���	�� �$ �%� '��(	�� #��	�� �%�

�#��� '��(	��/ 
 	� �%� 
	�	
�
 �����% �$ �%� '��(	�� #��	��/ ��/ �����������/
�%� 
	�	
�
 ���	��
��� ��� �� &� ��	�	&�� $�� � #���	��/ ��� � 	� �%� #��#���	�� �$
�%� $��� #���	�� �����$�� �� &� #�	� �� �� ����� '%� ���	��� �����
 �� '����/ ������
'%� '��( ���� �%�� � #��#���	�� 
 �$ �%�	� '��(	�� #��	�� ����	�� �� #���	���1
������ '%� ���	�� ����� �&��	� � �%��� � �$ �%� $��� #���	�� ���	�� �%� ��
�	�	��
�$ �%�	� ����% ��� 	� �%�	� ��� ��� -���#���	���� ��� 


|
���| ��� ��|n�� '%�����

������ ���	�	�� �� �%� 
�������� ���	��
��� ��� ����	�� �%� $��� #���	�� 	� �%�	�
��� ���


� #������	�� $����	�� ������� �%� �����	�� �$ �%� '��(	�� #��	��/ 
/ 	��� �%�
���� �����
#�	�� ����/ ������	�� �� �%� '��(��>� �&	�	��/ �,

� �
� �� 
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� ������� ���%������ �����$��
� � ��	� �$ �����>� �����
#�	�� 	��� ��� ��	��
�$ ��
����'>� �����
#�	��, �|n� 
 �� � �� �|
 ��� #�	���� 	������
#���� �����$���
�$ ��������� 	��� �%� $����� ��� ����
�� �� ��(� #���� �%����% �%	� ���%������

���	�	������/ '� ����
� �%�� � � �/ ��� �%�� �%�� �%� �����
� 	� ����
	�����
�H�	���
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@���� ������ %��� �� ���	�� �%� �����% �$ �%�	� '��(	�� #��	��/ 
/ �%�� 	�/
'%��%�� �%�� '	�� ���	�� ����� �� �� 
�������� ���
 )%�� #�� � #��#���	����
��* �� �%�	� ��&�� 	���
�/ ��� ���� ��� �%�	� ��������� $�� ��� ��� �����
#�	��
�%����% �%� ������� ���%������
 3�� ������ ��(� �� �������� �����
	� ���	�	��1
�%�� �	
#�� �����
� ��� �%�	� '����%
 )%� 	������
#���� &����� �������	�� �$ �
��#� � ����� &��� �� �	
� � 	� �%��,
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'%��� � | 	� �%� #������ ��* ���� '%	�% 0������ �%� #���	��� �� �	
� �/ ��� �| ���
�|n� ��� ���#���	���� �%� $��� #���	�� �� �	
� � ��� �� �


������ ����� ��	���� 	� �%�	� '��(	�� #��	�� ��� ��� ��� �����
#�	��/ �������
	�� �� � ��#���&�� ��	�	�� $����	��, �

�


|
� �|

|n�

�

 � �


|
����

�
�|
|n�

�
/ '%��� � 	� �%�

	��	�	���� �	
� �	������ $�����
 +� 	����#��� �%� ��	�	�� �%�� �� ����� �����%�� ��
��	���� �� �%� ��	�	�� �����	���� �� �%� $��� �	
� '%	�% &���
�� ���	��&�� �$��� ��
����� �*	� $��
 �%� ��&�� 
��(��/ 	
�
/ �$��� ����� ���	��
���
 �$ �� ����� ���	���
�� '��(/ 	� �6�	�	&�	�
 �%� '	�� �	�%�� ���	�� �� �%� 
	�	
�
 ���	��
��� ��� ��
�� 
�������� ���43/ ��� �� �%� �����	�� &��'��� �%� �����% �$ �%� '��(	�� #��	��
��� �%� �����	���� #��#���	�� �$ �%� $��� #���	�� -��� �6
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C.
 )%��/ ��	����/ ��
/
'	�� ���� ��(� �'� ������, � ��� �� 
/ ��� '� ��� ���
��	�� �%� ������#���	��
��	�	�	�� ��, � ��� 
 � ��� � �
� 
 �
 ���	�	������/ �� 
�(� ���� �%�� ����� �����
%�� �� 	�����	�� �� '��(/ ��� �%�� �� ����� '	�� ���	�� ����� 	� �&����� �$ �� �����
���	��
��� #���	�	��/ '� ����
� �%�� � �
� 
 � 
 � ���
�/ �
 � ���
�


)%� ��	�	�� $����	�� 	� ����
�� �� &� �	���� 	� �����
#�	��, �
�
�|
|n�

�

 �|

|n�

)%	� ���������� �%� ����� ��� ���	�	��/ 	
�
/ �%� �����% �$ '��(	�� #��	��/ �� &�
�J����� &� �%� ��* ����� -��&��	���	�� �J���./ &�� ��� &� �%� ����� �$ �%� �����$���
-	���
� �J���./ '%	�% ���� 	�O������ ��� ��� �����
#�	��
 )%	� ����
#�	��/ ��
�	������� 	� �%� ��*� ����	��/ ����'� �� �� 0�� �� �6�	�	&�	�
 �$ �%� ���	�� ��
�
�� �%� ���	�� �����	�� ��* ����/ ���� �%���% #��$������� 
�� ��� &� �	���� #��(��

)%� ����
#�	�� �%�� �����
#�	�� ���� ��(�� #���� 	� ��� ��� 	� ��� 	��������/
�	��� 	� �	�������� � �������� ���
��� $�� ���	�� �����	��, �%� ���	�� ���	�	��44

;	�����/ '� ����
� �%�� �%� 	��	�	���� �	������ $����� 	� �6��� �� �%� 	������ �$

43)%	� ���	��
��� &�%��	��/ '%	�% 	� 	������ &� �%� �%�#� �$ �%� $����	�� ����/ 	� ����	�����
'	�% �%� ��	����� ��#����� &� ���&�� ��� +	�� -CAAA.
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 	������ �%����� 	� �%� $����� #�	��� �$ ��&�� ���
��#	���/ �%���&� �J���	�� �%� ���	�� ���	�	��� �$ �%� ������
 �� #���	�����/ �%� 	��������	�� �$ �
 �@� ���	�� �����	�� �����
/ &� �����	�� �%� ��#	��� ����(/ 
�� 	������� �%� ���� 	������� ����/
�������� �%� '��� ����/ ��� �%�� 
��	$� �%� ��� '����% �$ �%� ������
 3�� 
���� �&�������
$��
 �%��� ����	�����	���/ '%	�% ��� �������� 	� ������ ��� 5����� -CAAD./ ������� -CAAA./ ���
�����	� ��� ����	�%	�	 -!""".
 5�� ���� ;������	� -CA:G. $�� �%� 	
#��� �$ �%� ����� ���	��
���
#���	�	�� �� �%� 	��	�	���� ���	�� ���	�	���
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 )%	� ��#������� �%� 	�	�	�� ����	�	�� �$ �%� �����
�,

&	������� #��� �� ���� � � ��� �� 
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 �$ 
�2��	���	�� ���	��
 �����	��� ��(� #���� ����� #��	��
 ���
#������ ��	��/ ����� ��� ���/ ���� � &����� ���� � ��� �
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������� �� ������� ���	����/ �	��� �%�� �%��� 	� �� ��������� �%�� �%	� ������������
�����$�� #��	�� '	�� &� (�#� 	� �%� $�����F )� ���� '	�% �%��� �'� $������� �$ �%�
��
�/ '� 	�������� � ���	�� �$ �6�	�	&�	�
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Figure 1: Employment in Industry 1960-90
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Figure 2: Employment in Industry 1960-90
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Figure 3: Employment in Industry 1960-90
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Figure 4: Voting on Social Security and ER
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