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Abstract

In many European countries the participation ratedder workers are worryingly low, and Italy —
within this picture — has one of the worst recorgarticularly for females. In this paper we
investigate whether this signals an issue abourt émeployability. Indeed, the non-participation of
an individual does not point to an employabilityue as long as it is a free choice of the persmh, a
as long as it does not hinder their future parétign in the labour market.

To address this point we single out which are theigcally most relevant factors in shaping cross
country differentials. Two selection processes @®@ras having a most prominent role: the life
cycle decision for women of not participating te tlabour market, and the access for men and
women to early retirement schemes. Controlling foese selection processes international
differences reduce significantly.

In both cases the main issue is the possibility éhparticipation choice made in a given point in
time — for instance the early retirement decisiooar have long lasting consequences, hindering
future transition possibilities of the individual$he magnitude of the two selection processes
suggests already some policy conclusions, whicldarized in the paper, and points to the need of
further research to ascertain whether there ameebarto late entries and re-entries in the labour
market.

Keywords: Employability; Ageing; Participation rate
JEL codes: J14; J21.



Introduction

The International Labour Organization(ILO) has identified theemployability of the
individuals as one of the key targets that policgkers have to follow in order to enhance labour
markets’ performance. In the ILO definition, emmbylity is a broad concept that “encompasses
the skills, knowledge and competencies that enhanwerker's ability to secure and retain a job,
progress at work and cope with change, secure enfuth if she/he so wishes or has been laid off,
and enter more easily into the labour market &idiht periods of the life cycle” (ILO 2000).

One of the most critical areas in European Commgigniabour market performance has to do
with the participation rates of older workers (ov&s), which in many member countries are
worringly low, far below the Stockholm target of%0Within this picture Italy has one of the worst
records, particularly for females. The aim of tlpaper is investigate whether the very low
participation rates of the elderly in Italy signals issue about their employability, or ratherahc
be explained taking into account different naticc@itexts.

In general, we can say that the non-participatibra individual does not point to an
employability issue as long as it is a choice @f prerson. There are many factors that may justify
low participation behaviours, and the cross-coudifierences may not rise any policy concern. As
an example, think of the differences in family stuires and in the importance of family networks.
The higher the household size and/or the numbearhiddren in the family where the person is
currently living, the higher the probability thahs voluntary decides to participate in child and
family care, and not in the labour market. The samgtion would rise a policy concern in case the
individual — once the need for family care is ovewould like to come back to the labour market
but there are barriers hindering re-entries.

It is important to stress from the outset that egelling answer to this issues is out of our
intentions and scope. There are many characterigtithe individuals, of their working careers, of
the labour demand and of the cultural and instihal context that we can look at to account for
cross-country differences. Any argument tracingkbagap in the participation rate as high as 40
percentage points to a single cause would be anglied. Our aim is to ascertain which are the
areas where the action is, to decompose the isstierther research.

The chapter is structured as follows. In next sectve start comparing in a static view some
facts about older workers’ employment status, pekand family characteristics across European
countries. We consider some of the factors thatuatelly held to be important in shaping labour
market participation, such as the educationalratiant level of the individuals, or the diffusion of
part time work. Their distribution and their impaet although not always significative in a
multivariate analysis — provide a firsationale for cross-country differences in participation
profiles.

The most insightful hints however emerge focussinghe basic labour market transitions the
individuals undergb The key reason for do so is that the participatiaf the elders can
conveniently be viewed as the result of severakcdabour market transitions — the transition from
employment to retirement is the most obvious, litthe only one. It is important, moreover, to
study the relevant transitions in a life coursespective. The existing low employment rates,
actually, can be the effect of choices made inpéh&t, or — in presence of market frictions and/or
rigidities in the legislation — it can be a longtiag consequence of events happened in the past. |
section two we will consider two selection procasskthis kind. The first is (mostly) about female

1 A deal of research with this focus has been dedivavithin the TLM.NET Thematic Network (funded by t5&
framework programme of the European Commission) sgunsor a “TLM (Transitional Labour Market) approach”.
Reference papers on the this research programmieeciund on the website http://www.siswo.uva.mi/tl



participation. In past decades, when average holdaize in Italy was pretty higher than today,
many females took the life cycle decision of natipgating to the labour market, and to offer thei
working effort within the household for child ananfily care. The second selection process is the
combined effect of retirement rules and labour reaipgolicies that in past decades were biased
towards early retirement, and a legislation thatregned the possibility for individuals to have a
dependent job once they were pension holders. Eatilement schemes and restrictions in pension
holders’ labour offer, taken together, imply thigefing out of able workers from the labour market.
Both selection processes seem to have a largénrebelaining actual low participation rates of the
elders in several European countries, and partigulaltaly.

A static view

The issue of low participation of the elders in &pe is easily sketched. In figure 1 the
participation rate of individuals in the age brack&-64 is plotted for a selection of European
Countries. At the beginning of the Nineties 13 olitl6 countries selected were below the 50%
target set up in Stockholm by the European Componsdihe dynamics registered in the subsequent
decade has generally been a positive one, in sasesqNetherlands, Finland, Ireland) with an
increase of more than ten percentage points. Ttreases notwithstanding, in 2002 about half of
the countries considered still had figures largblow the target, some of them standing
worryingly below 30%.

Figure 1. Employment ratesfor people aged 55-64. 1990-2002.
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As regards men, in many countries the employmetet mas been decreasing (see Figure 2).
The decline has been substantial in Italy, Franod &ermany, the best performers being
Netherlands, Finland and Ireland. In contrast, fesixdave shown almost everywhere a highly
positive dynamics, offsetting in most cases thdidemccurred for males. The issue, as regards
women, is about the absolute values recorded iryroanntries. Italy, in 2002, had the worst score,
with a female employment rate as low as 18%.



Figure 2. Employment ratesfor people aged 55-64. 1990-2002.
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There are many characteristics of the individualstheir working careers, of the labour
demand and of the cultural and institutional conteat we can look at to account for cross-country
differences. At the individual level it is widelyodumented the positive relationship between the
educational attainment level of older workers dr&rtemployment rate.

In table 1 the employment rates by educational |l@re ranked over the EUi5Not
surprisingly, there is not a great variability inetemployment rate of the most educated (the
coefficient of variation is as low as 5.5%). Largess-country differences emerge as regards the
lowest educated (the coefficient of variation is52%). Here we go from over 74% in Sweden, to
40.1% for Italy, the lowest value in the ranking.

Also, the actual composition of the elderly popolat by educational level shows big
differences across countries. In Mediterranean tms) plus Austria, the share of the most
educated (Isced levels 5-7) is below 10% of allpbecged 55-64 (see Table 2). In the same
countries, without Austria, also the share of eddeith second stage level is particularly low.

These figures can be explained with the higher eyatlility granted by a higher human
capital, and to the probable lower disutility of lwassociated with high-skill jobs, but they may
hide also a composition effect, linked to the aedrseniority. The higher the education attainment
level, the later the entry in the labour market] #me lower the accrued seniority — a fact that in
most pension systems implies an incentive or tHegation to lengthen the contribution period.
Later on we will control for this. What we can daynow is this: in most countries the issue is not
the low participation rate of high educated eldbrd,the fact that many elders have a low average
education level, and low educated tend to partieijp@w.

In Italy and Spain this pattern is particularlyarieln both countries the elders with a third level
educational attainment have participation ratebni@ with other countries — 83% and 82.6%, 7
and &' in the ranking respectively. But they are not myéatarget group, since in the educational
level distribution their share is as low as 4% &Bfl respectively. At the same time, the share of
elders with a less than second stage educational s particularly high (84% and 77%

respectively), and their participation rates areagthe lowest (42.3% and 48.3%,"1dnd 13’
respectively).

2 The Stockholm target defined by the European Cosioisis referred to the 55-64 age group; in théofadhg
analysis we will occasionally consider the 50-64 ggoup for sample size reasons.



Table 1. Employment rates by educational attainment level, people aged 50-59, 2002 (ranking in parenthesis)

Less than upper secondary

Males and females All 50-59 years L) Upper secondary level (M) Third level (H)
S 82 1) 74.4 (1) 81.8 (1) 91.2 1)
DK 79.5 ) 66 4) 80.3 2) 88.2 3)
UK 715  (4) 536 (7) 763  (3) 825  (9)
P 67.8 (6) 66.3 2) 74.1 4) 85.2 4
IRL 614  (9) 525  (9) 68  (9) 80.2  (11)
FIN 73.1 (3) 66.3 (2 719  (6) 84.1 (5
NL 685  (5) 55.7  (6) 741 (4) 835  (6)
E 545 (13) 483  (12) 643 (11) 82.6 (8)
D 676  (7) 519  (10) 682  (8) 82.4  (10)
EL 554  (12) 53 (8) 517  (15) 76 (14)
F 65.3  (8) 56.7  (5) 69.2  (7) 795  (12)
A 61.1  (10) 498 (11) 618 (12 795 (12)
[ 515  (15) 423 (14) 67.4  (10) 83 (7)
L 56.4  (11) 433 (13) 594  (14) 89.1 (2
B 52.8  (14) 40.1  (15) 60.6  (13) 732  (15)
Coeff of variation 0.142 0.175 0.116 0.055

Source: Eurostat LFS 2002

In table 2 we report the distribution of some otkariables that can have a role in our
argument. First, household size. Mediterranean tc@sn plus Ireland, are places where the elderly
seldom live alone. Roughly 60% of them live in fies composed by at least three members. This
may imply a lower need to work, and/or lower timaitable to participate to the labour market
because of family care burdens.

As regards the latter, Italians and Belgians seebetthe more involved. When asked whether
they have to look after children or some other memmlof the family, roughly one out of four of
them responded yes (section “Family care” in ta)leThis is coherent with Oecd (2004) that
indicates family responsibilities as a major fadtehind the non-participation to the labour market
of Italian women.

Note also that in most countries the elderly whe emgaged in child care report a rather high
burden associated to this activity. When asked hwamy hours per week they spent in childcare,
elders in Ireland, Greece, Spain and Portugal tega burden close to a full time work in 43-46%
of cases.



Table 2. Distribution of people aged 55-64 by Educational level, Household size, Family and child care (year 2000)

NL B F IRL I EL E P A FIN S G L UK

Education

Third level (Isced 5-7) 25% - 23% 16% 13% 4% 8% 9% 4% 4% 25% 22% 21% 10% 35%

Second stage (Isced 3) 42% - 35% 6% 24% 17% 13% 6% 2% 59% 33% 44% 55% 32% 10%

Less than second stage (Isced 0-2) 31% - 40% T7% 62% T7% 77% 84% 92% 36% 40% 32% 23% 57% 54%
Household size

One member 19% 14% 17% 13% 7% 6% 4% 6% 6% 11% 16% 13% 11% 10% 13%

Two members 70% 65% 55% 60% 30% 26% 37% 28% 37% 50% 62% 75% 58% 47% 57%

Three members 8% 13% 17% 18% 22% 30% 28% 26% 28% 18% 16% 7% 19% 23% 18%

Four or more members 2% 5% 9% 7% 39% 36% 29% 39% 28% 19% 5% 3%  11% 18% 10%
Family care

Looking after children 7% 13% 20% 10% 10% 21% 9% 7% 7%  10% 8% - 7% - 0%

Looking after a person 6% 7% 9% 5% 3% 6% 4% 6% 5% 6% 9% - 2% - 24%

Looking after a child and a person 1% 2% 2% 1% 1% 3% 1% 1% 1% 1% 1% - 0% -

Not looking after any person 84% 77 67% 83% 84% 68% 85% 84% 86% 82% 81% 89% 74%
Hours per week spent in child care

Less than 14 hours 69% 32% 62% 55% 28% 29% 16% 17% 24% 39% 52% - - - -

14 up to 28 hours 12% 56% 25% 26% 24% 33% 39% 36% 32% 47% 35% - - - -

More than 28 hours 18% 11% 12% 18% 46% 37% 44% 45% 43% 13% 12% - - - -

Source: Our elaborations on Echp, wave 7



Table 3. Employment of people aged > 50 by economic activity (per centages)

s D UK P IRL  FIN  NL EL E F A [ L B*  avg

Agriculture, hunting and forestry, fishing 48 38 20 418 276 177 46 360 142 53 203 101 48 1.7 159
Mining and quarrying, electricity, gas and wateply 12 11 09 04 15 02 10 18 09 11 28 23 09 17 12
Manufacture of food, beverages and tobacco 21 25 19 21 26 15 19 15 32 18 15 26 05 17 21
Manufacture of textiles, clothing and leather 05 11 11 28 06 07 12 27 22 12 16 24 00 17 16
Manufacture of wood and paper; publishing and print 46 21 22 13 18 69 21 08 23 14 12 20 14 17 22
Manufacture of coke, petroleum, chemicals, rubler. e 25 21 29 13 17 20 23 12 32 33 10 27 48 1.7 23
Manufacture of metal, machinery and equipment n.e.c 65 44 34 18 10 27 33 14 39 40 49 35 92 33 36
Other manufacture 6.9 3.2 4.4 0.7 2.2 2.7 3.6 2.0 2.8 4.9 3.8 31 0.7 1.7 3.3
Construction 4.3 7.6 6.4 6.5 6.5 6.6 5.7 7.9 9.1 6.7 6.6 7.1 7.6 6.7 6.7
Wholesale and retail trade; repair of vehicles etc. 92 74 139 116 73 98 104 126 139 100 102 150 7.4 133 112
Hotels and restaurants 19 13 61 47 30 27 14 52 43 24 23 25 23 50 33
Transport, storage and communication 72 65 64 32 59 61 56 58 65 68 48 57 85 83 59
Financial intermediation 19 28 28 11 18 27 37 10 19 29 41 23 106 50 25
Real estate, renting and business activities 105 53 107 25 46 88 87 15 49 76 40 42 39 50 6.0
Public administration and defence; social security 87 104 62 55 64 44 100 53 7.6 110 114 91 143 33 81
Education 10.8 12.2 10.8 4.3 9.9 56 11.7 54 7.0 13.0 59 121 8.1 8.3 9.1
Health and social work 10.7 199 125 31 9.0 128 150 36 37 111 74 66 62 67 86

Other community, social and personal service a@i 58 63 53 54 66 59 77 42 84 57 61 66 85 233 6.3



Tables 3-4 compare two aspects closer to institatisssues and to the demand side of
the market. It is often claimed that a way to iase elders’ employability is to increase part-
time job opportunities and employment in the soara personal services sector. Actually, as
regards to the latter, in Italy the share of woskemployed in such sectors is above the
European average. In general, while the internatidifferences are sometimes wide — it is
the case of the share of elders employed in thiewdtral sector — there is not a clear path
linking sectoral distribution of the elders andtjgarticipation rate.

As regards the first point, the correlation betwbagh participation and the diffusion of
part-time work seems clearer. The three EU15 membantries with the highest elders’
participation rate — Sweden, Denmark and Unitedgdom — are also among the countries
where part time work is more popular. They rarfik 8" and 2° respectively as regards
workers in the 50-64 age bracket, afitj 8" and 3 as regards workers over 65. In almost all
countries, moreover, a large majority of peoplerdd® who are still working do so with a
part time occupation.

In Italy and in the other Mediterranean countriég, diffusion of part time work is low
for all age brackets, and particularly low for thider ones.

Table 4. Part-time as a percentage of each age group total employment 2002 (ranking in
parenthesis)

15-24years 25-49 years 50-64 years 65+ years ANBE'S
S 41 (3) 156 (6) 222 (3 761 (2) 204  (3)
DK 50.3  (2) 14.4 (8) 17.1  (8) 57.6 (6) 20 (5)
UK 334 (5 205 (3) 283 (2 735 (3) 241 (2)
P 73 (14) 59 (14) 16 (10) 55.4  (7) 8.3 (13)
IRL 21.2  (6) 13.7  (9) 20.3 (5) 30.9 (11) 16.3 (8)
FIN 341 (4 75 (12 129 (11) 63.1 (4) 12.1  (10)
NL 64 (1) 382 (1) 428 (1) 842 (1) 434 (1)
E 13.4 (10) 7.4  (13) 6.6 (14) 16.4 (12) 7.9 (14)
D 135  (9) 209 (2 222 (3 615 (5) 203 (4)
EL 74  (13) 3.7 (15) 45 (15) 154 (13) 42 (15)
F 201 (7) 153  (7) 16.7 (9) 481 (9) 16.1  (9)
A 101 (11) 203 (4) 174 (7) 54.7 (8) 185 (7)
[ 9.6 (12) 8.9 (11) 6.7 (13) 146 (14) 85 (12)
L 6.2 (15) 12.6 (10) 99 (12) . 11.6 (11)
B 17.7  (8) 19.3 (5) 20 (6) 46.4  (10) 19.3 (6)

Source: Eurostat LFS 2002

Multivariate analysis

In order to control for possible composition effecive tested the impact of different
individual characteristics on the employment statuthe elderly with a multivariate analysis.
We used the first 7 waves of the ECHP to estimatiengle logit model for the probability to
be in the labour force (no matter if employed oemployed) for people aged 50%4Ve
adopt the standard ILO classification to discrinnbetween individuals in the labour force
(employed and not employed), and inactive or outthef labour force We are mainly

% The model is a standard logit model of the fq(@) = exp (a + B'X)/[ 1 + exp @+B’X)], wherea andp are
parameters to be estimated atig a vector of covariates

“* The employed are those whose current activity ii$ @aployment, paid apprenticeship, or trainingemd
special schemes related to employment or self-egmmat. This definition of employment excludes those
currently working less than 15 hours per week.dwalhg the ILO definition, the unemployed are thodwvare



interested in documenting cross-country differenpethe characteristics of the participation
process and how it depends on observable indivichialacteristics and family structure. For
this reason the employed and the unemployed aentadgether in the model, because both
express a desire to participate to the labour magkel are contrasted with the inactive. By
now, we take into account also individuals who hageer worked, however, the presence of
persons who have never worked is another impodkment in explaining the participation
rate differences across countries; we will get adkis point in next section.

The model, fitted separately by gender and courfoy,which we pool all the available
waves, includes among the explicative age, educatioduf@®mies, one for college and one
for secondary education), an indicator for peopt@eut spouse, the number of children aged
less than 16, health status, the level of equiedlsousehold income in PPP in previous §ear
a dummy if the individual is involved in child otler person (old, ill, disabled) care activities
and time dummies.

The intercept of the model correspond to a man a&fedmployed in 1994 with only
primary education completed, with a wife withoutldiren aged less then 16, with a medium
degree of health, who has no family care burdens.

Estimates are computed using the cross-sectiomabpal weights. These weights are
introduced to correct for sampling design, housghwbnresponse, and unit nonresponse
within responding households. Moreover standardrerare corrected in order to take into
account the correlation within the individuals amadhe different waves pooled.

looking for a job, are ready to work and have earidut some active search activity in the last imofihe
inactive are those who are neither employed nomipteyed.

® For all countries except Netherlands we pool 7esasorresponding to years 1994-2000. For the Natids,
due to some problems in the data, we considerymdys 1998-2000.

® To capture possible non linear effects of incamgarticipation, we included a linear and a soizeem. We
use the lagged value of equivalised household iedonorder to circumvent the endogeneity of curparsonal
income to participation.



Main results

For both men and women, participation probabilitiexrease with age, but for some
countries, mainly Ireland and Portugal, the ageatfis not huge (see regression results in the
Appendix).

After controlling for the individual characteristicthe positive relationship between
education and participation vanishes in some casm{Denmark, Netherlands, UK, Portugal,
for men and Netherlands and France for women} #triong in Italy and Belgium for men
and in Belgium, Denmark, Ireland, Italy and Spanwomen. In Greece, for both men and
women, and in Spain for men, participation probaésd decrease with school attainment and
are significantly lower for the middle-educatedisTresult is in line with what was reported
by Nicoletti and Peracchi (2001) on the probabiidythe elder (50-69 aged) to be employed.

The separately estimation by gender allow us tarctietect the effect of the family
structure on the participation status of men andherm not having a spouse tends to reduce
the probability of being in the labour force for mevhereas for women the effect is just the
opposite. In a similar way goes the presence dtlien; they increase the participation of
men, while their effect is different by countries fwomen: in most countries they do not
affect the participation probabilities, they incseahe probability of women of being in the
labour force in Netherlands and Portugal, theyucedt in UK and lItaly.

Not surprisingly, health status has a large impactparticipation in all European
countries. The impact of bad health is negatvelthe impact of good health is positive, sign
that the working ability of the benchmark individiieae already hampered by its medium
degree of health. Note that the actual effect af baalth could be overestimated in case of
justification bias (see Ruhm [1989]): for older pkx it is more easy to declare having health
problem, even if the point is a “leisure preferénce

In most of the countries considered household ircasnhighly correlated with the
participation status of both men and women. Incolmes not affect older male participation
in Netherlands, Irelands and Portugal, and femaitgggpation in Germany, Denmark, Ireland
and Portugal. In all the other countries the linteam included in the regression is negative
and the squared one is posifiv@lotting income against the combined effect & tvo
terms, the overall effect — with the only exceptairPortugal for which is decreasing— is a U-
shaped one: in the low tail of the income distidnutparticipation increases as income
decreases, due to the relationship between wagaspansion; in the higher tail of the
distribution instead, participation increases viitome, signalling a non-disutility of work.

Being involved in child care activities significintdecreases the male and female
participation probabilities of the elderly in almadl countries, with the only exclusion of
Denmark and Netherlands and Portugal only for rBem.the magnitude is different, ranging,
for men, from a reduction in the probabilitiesf -71% in Spain and -66% in UK to the
smallest negative effect found in Italy (-40%); feomen range goes from -63% in UK and -
49% in France, to -19% in Italy (Table 5).

" The reported statistics in tables A1-A2 concermisimated models’ quality show a good adequachef t
overall model in most countries and especiallynfien. For women, although lower values in the indicaof
association of predicted probabilities to obsemesponses indicate the presence of some otherdabiat our
model does not control for, the estimates conflmimportance of individual and household charisttes on
the employment status.

8 Exceptions are found among women in Belgium andwiiére only the linear term is significant with a
positive sign.

° These percentages are computed by the odds ratigitkes the increase or decrease in probability atunit
change in the independent variable has in theggaation probability.



Analogously negative effects in participation proiiies of men and women are found
when the elderly are engaged in elder care a@svitiThis effect is significant in most
countries when looking at the female regressiorsigsificant only in France, UK, Ireland
and Italy, when looking at the male regression. &doer it is lower than that associated with
child care, with the exception of Italy where eldare activities seems to cause a stronger
hindrance to participation in the labour markentihild care.

Table 5. Percentage reduction in participation probabilitiesdueto child and elder
care activities

Men Women
child care elder care child care elder care
Germany 47.7% n. s. 33.4% n. s.
Denmark n. s. n. s. n.s. 30.0%
NL n.s. n. s. n. s. 40.9%
Belgium 61.3% n.s. 47.8% n.s.
France 59.9% 43.8% 48.9% 33.9%
UK 64.6% 45.4% 63.5% 23.5%
Ireland 46.9% 48.5% 37.5% n.s.
Italy 39.6% 59.6% 18.6% 45.7%
Greece 39.0% n.s. 37.8% n.s.
Spain 71.5% n. s. 41.7% 26.6%
Portugal n. s. n. s. 47.7% n. s.

Source: Our elaborations on ECHP data
Note: n.s.= not significant

A life cour se per spective

In previous section we showed the empirical coti@ia that can be detected between some
personal and institutional characteristics and Igmur market participation of the elders.
This kind of static analysis has some pitfalls tta be overcome adopting the Transitional
Labour Market (TLM) approach. The key reason tahe is that participation of the elders
can be conveniently viewed as the result of seveaalc labour market transitions — from
employment to retirement, from employment to unewpmient to retirement, from inactivity
to employment, and so on. It is focusing on thearsitions that we may ask whether they
had a voluntary nature or they point to an empldygbissue, and hence whether they
involve a social risk that should be managed.

It is important, moreover, to implement the TLM apgch within a life course
perspective, that provides the correct analyticaimework for the analysis of social
phenomena taking into account life events. The rhpt compelling reason to do this is that
existing low employment rates can be the effeathafices made (or of events happened) in
the past. A first instance regards women. A low leympent rate observed today can be the
consequence of a once-and-for-all choice — madbkerpast — to offer their work within the
family rather than in the labour market. As we witlow this selection process is empirically
relevant in most European countries, and partibular Italy. The policy relevance of this
evidence has to be stressed from the outset.iftpsrtant to consider the elder person who
never worked as a separate target group for thieypahaker. For some of them, non-
participation is simply a consequence of a lifeleygarticipation choice made in the past, and
there are no employability issues about this. Q. dpposite, for some others who never



worked but who may want to participate, the emphaljtt issue is potentially more
challenging, due to possible attritions in thetelantry in the labour market.

The second selection process has to do with tmsitian from work to retirement. In
Italy, in past decades, retirement rules and lalooarket policies had a strong bias towards
early retirement (Blondal and Scarpetta 1998; 19@®) top of this, the labour market
regulations restrained the possibility for indivadisl to have a dependent job once they were
pension holders. The latter is an institutionatisgtthat can have, and probably had, a
perverse effect in the labour market, since it ests/retirement into an absorbing state. As
we will show, early retirement schen@ss restrictions in pension holders’ labour offer tzad
long lasting impact on the participation behavigsiace it implied the filtering out of many
able workers from the labour market.

The family care selection process

Table 6 compares the overall employment rateshereider with the figures that come out
when we exclude those who never worked. By constmicsince we are selecting out people
who are not working, the employment rates incréas®l countries. The size of the increase
however reveals large differences across Europ¢helands is the country showing the
highest increase, both for males and females (7 I&hgercentage points respectively)
Actually, it is the only country where the seleatids sizeable for men. Besides the
Netherlands, the selection effect is relevantiralthern European Countries. In Italy, when
we exclude those who have never worked, female @mpnt rate increases by almost 10
percentage points, going from 17.5% to 27.3%.

Table 6. Employment ratesfor the elderly (55-64 yearsold), overall vs. those who never
worked, year 2000

All Men Women
employment w/o who employment w/o who employment w/o who
rate never worked A rate never worked A rate never worked A
Austria 22.7% 23.9% 1.2 29.8% 29.9% 0.1 16.4% 17.9% 1.6
Belgium 33.4% 36.2% 2.8 47.2% 47.9% 0.7 20.7% 23.7% 3.0
Denmark| 59.0% 59.7% 0.7 68.6% 68.8% 0.2 50.2% 51.3% 1.1
Finland 49.7% 49.8% 0.1 49.0% 49.0% 0.0 50.4% 50.6% 0.3
France 31.3% 326% 1.2 37.7% 38.8% 1.1 25.5% 26.6% 1.1
Germany| 43.0% 43.1% 0.1 50.5% 50.5% 0.0 35.4% 35.5% 0.1
Greece 39.6% 46.4% 6.8 58.5% 59.2% 0.7 22.3% 30.5% 8.3
Ireland 48.9% 50.8% 1.9 70.3% 71.0% 0.7 28.6% 30.7% 2.1
Italy 31.0% 38.0% 7.0 44.8% 45.2% 0.4 17.5% 27.3% 9.8
Portugal 51.1% 56.8% 5.7 64.6% 65.4% 0.7 39.6% 48.1% 8.5
Spain 35.6% 41.5% 5.9 52.8% 53.3% 0.5 19.7% 26.9% 7.2
NL 43.8% 57.2% 13.4 54.4% 61.5% 7.0 33.5% 51.8% 18.3
UK 51.9% 53.4% 1.4 61.4% 62.2% 0.8 43.9% 45.7% 1.7

The early retirement selection process

The second selection process that we sketchedkaly [to be evident in institutional
contexts were both early retirement is — or hasibeeommon, and the labour regulations
impose — or imposed — limits to the employment ehgon holders. Italy meets both
conditions, and can be considered a clear casg sfutlis selection process.

1% Thijs quite surprising result can hide missing getdblem in the ECHP dataset




In the retirement legislation that was active upl@92 there were two aspects that
represented a bias towards early retirement. Firsteligibility criteria for seniority pensions
were loose, particularly for women and in the putdector. Second, the pension benefit
calculation rules were not linked to the actual afyeetirement, so that from an actuarial point
of view they were the more convenient the earher worker decided to retire. In 1992 and
1995 the retirement legislation has been deeplyrmetd, cancelling by and large these two
biases, but — for equity reasons — a smooth tiandiketween the old and the new system has
been implemented, and many workers probably speege@ven more their retirement
decision in order not to loose the old system athgas. During the Eighties and the Nineties,
moreover, in many occasions the policy maker fabeddeep industrial restructurings that
took place in those years by means of further ealiyement provisions and long lasting
unemployment benefits (the so called “mobilita laf)g The effects on the average effective
age of retirement are evident in Figure 3, drawmfOecd [2004].

Moreover, if a pension holder decided to get bac#dpendent employment, its pension
benefits were suspended. In case s/he decidedrtoagoa self employed, a large allowance
cut was carried out. This kind of arrangement tesuin a severe limitation of pension
holders’ labour offer, and in an incentive to bgaed in casual, black/grey work.

Figure 3. Average effective age of retirement by gender in Italy, 1960-2002
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Past choices, past events

Taken together, the two selection processes hdag@ impact on participation profiles,
and tend to smoothen international differencesrigure 4 we plotted the employment rate
for EU15 countries (but Luxembourg, for small sagniglsues) considering first all the elders,
then those who had at least one working experiesed,finally those who had a working
experienceandare not pension holders.

Italy is by and large the country were the cumwatéfect is huger. As regards women
both selection processes have a similar impact aizeé the employment rate rises from 28%
to 54% (from 1% to 9" in the rank). Among the other countries in whibk participation of



elder females is low, Greece and Belgium show actieh pattern similar to Italy’s one. In
Austria only the retirement effect is sizeable, lwhin Spain both effects are low. Also
conditioning on having work experience, and nonggbension holders, Spanish women in
the 50-64 age group have employment rates as |@0%s

As regards men, the jump due to the retirementsetein Italy is the highest — slightly
more than 26 percentage points. Conditioning on Ibeing pension holders, Italy’s
employment rate ranks"6instead of 1%. In Austria and France the effect is sizeable too,
hovering around 20 p.p.



Figure 4. Employment rates of people aged 50-64, by gender and by selection events,
2000.
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Conclusions and further research

The differences in participation and employmenesatf the elders are high across
Europe. Some countries, like Sweden, Denmark aedJtiited Kingdom, have figures that
are largely in line with the targets that the Ewap Commission set for 2010. In many
member countries, on the contrary, they are woglyinow, particularly for what regards
women. From a macroeconomic point of view this iseason of concern because of the



economic sustainability of an ageing society. Feomicroeconomic perspective, the issue at
stake is whether in the labour market transitidreg tvorkers undergo during their working
career there is a social risk to be managed. Agaviicipation of a given target group can
merely be a deliberate choice of the individudishils is the case the macro issue is the sole
one. Yet, it can hide a sort of inactivity trapdagolicies able to improve the employability of
the individuals can be necessary.

Our aim has been to disentangle the different fact work in shaping cross country
differentials, to single out which are the mostotaliareas to be further explored.

Cross sectional evidence signals that health stéttesdiffusion of part-time, and the
educational attainment level are all positively retated with elders’ employment rate.
Interestingly enough, however, when controlling &lrindividual characteristics the impact
of education vanishes in many countries. It seanigetan important factor in enhancing the
employability of the individuals only in those cdues — like Italy and other Southern-
Mediterranean countries — where the elders on geeend to be less educated. There, higher
education is somewhat a scarce resource in theseldbour supply. The issue, in these
countries, is the very low participation rate obgk with less than second stage educational
level.

Family responsibilities are another key factor arkv In Italy, roughly one elder out of
four looks after someone within the family, and theden associated with this activity is
rather high — comparable at least with a part fimban 70% of cases.

The most remarkable findings, however, came ouptip a life course perspective. We
provided some evidence that there are two seleptiooesses having a key role in explaining
cross country differentials: the life cycle decrsior women of not participating to the labour
market, and the access to early retirement schemes.

Both are particularly important in explaining lowargicipation rates in Italy. As regards
women, for instance, if we exclude those who neverked, the employment rate in the 50-
64 age group increases by more than 10 percentaigés glgoing from 27.6% to 39%).
Considering only those who are not pension holddrgther increases to 54.3%. While the
increase by itself has to be expected, its sizch that the gap from to the EU15 average
falls down from 17 percentage points to just 4 p.p.

It has to be stressed that both selection processedardly be considered as random.
Two major empirical issues are at stake. The fgsto explore further the cross country
differentials controlling for the mechanisms thaengrate the selection. Preliminary
explorations on this area show that the selectiquatons tend to be significative in all
countries. Hence, in multivariate analysis the de&la process should be taken into account.
The second is to try and ascertain whether therdarriers to late entries and re-entries in the
labour market.

In order to derive sound policy conclusions frone tfindings we illustrated, some
empirical evidence on the latter points is needlahetheless, two policy implications can be
put forth. The first is that barriers to late em¢riand re-entries in the labour market are
sometimes present into the labour market regulgtidvie already cited the incompatibility
between pension benefits and working activitiesotAer sensitive area is about minimum
age requirements in personnel selection procedures.

The second is about a correct design of the taygetps relevant to the issue of elders’
low employment rates. One is composed by pensiohersountries where early retirement
schemes have been employed, a bulk of perfectly wblkers have been filtered out of the
market. They may be the target of a policy aimedhair re-employment, and/or their
emersion from black/grey working activities. Altrghu paradoxical, another relevant group
are young and prime age women. We showed thatdbmsidn to offer their working effort
within the household for child and family catan have long lasting consequences on their



future participation behaviour. Policies aimed eliaving a greater compatibility between
family care and working activities are to be coesail a first step to ease the low
participation issue in next decades.
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Appendix

Table Al Estimated logit modelsfor the probability of being in the labour force- MEN
(Robust standard errors. *** denotes an observgaifstance level below 1%; ** denotes an observigdificance level below 5%, * denotes an

Variable

Intercept
age
high_edu
mid_edu
no_spouse
child16
good_health
bad_health
income_eq
income_eq2
lookaft_child
lookaft_old
dyear1995
dyear1996
dyear1997
dyear1998
dyear1999
dyear2000

N. obs
Somers' D

Percent Concordan86.4

Percent Discordant

Percent Tied

observed significance level between 5% and 10%).

*

Germany |Denmark | NL Belgium France UK Ireland
22.779*** | 45,094 *** |24.930 ** |32.077 *** | 29,155 *** | 12,159 ** 13.392
-0.308 ***-0.358 ***|-0.362 ***|-0.368 ***|-0.463 *** | -0.194 ***|-0.188 ***
0.547 * | 0.072 0.250 0.595 ** 0.658 **0.149 0.681 **
0.234 -0.068 0.207 0.497 ¥ -0.100 10.0 -0.046
-0.277 -1.123 *¥£0.528 ** | -0.647 ***|-0.279 * | -0.471 ** -0.330
0.140 -0.059 0.667 *¥ 0.174 0.393 *0.014 0.278 **
0.191 1.403 *70.886 ***|0.870 ***|0.046 0.868 *** 1,121 ***
-0.851 **7-1.549 ***|.1564 ***|-1.0914 ***|-1,493 ***|.1324 ***|-2184 ***
-2.256 **7-6.570 ** |-2.227 -3.019 *-1.142 ** |-1.263 -1.143
0.192 *r0.432 ** |0.185 0.192 *0.093 **|0.125 ** |0.102
-0.648 *** -0.551 0.240 -0.950 **7-0.915 ***|-1.040 ***|-0.633 ***
-0.090 0.009 -0.200 -0.068 -0.577* #-0.605 ***|-0.664 **
-0.007 -0.255 * -0.144 0.446 9188 ** |-0.246 *
-0.190 -0.337 * -0.091 0.542 19.148 -0.444 ***
-0.233 -0.634  *%*, 0.069 0.117 0.216 ** -0.264
-0.169 -0.340 . -0.271 %  0.163 0.24F |-0.302 *
-0.475 *-0.460 * | 0.046 -0.132 -0.005 0.676 **0.417 **
-0.678 **7-0.386 0.265 **| -0.172 0.022 0.189 -0.382
9229 3402 2709 3445 7979 5507 5055
0.730 0.803 0.780 0.762 0.818 0.648 | 0.650
90.1 89.0 88.1 90.9 82.3 82.4
134 9.8 10.9 11.8 9.0 175 174
0.1 0.1 0.1 0.1 0.1 0.2 0.2

Italy Greece
26.671 *** | 30.473 ***
-0.217 ***|-0.259 ***
1.327 **%.0.413 **
0.369 **4-0.799 ***
-0.025 -0.421 *
0.337 *%0.172 *
0.083 0.715 ***
-0.757 ***|-1.604 ***
-3.045 **F-3.251 ***
0.169 **0.182 **=
-0.505 ***|-0.495 ***
-0.905 ***|-0.199
-0.160 ***-0.184 **
-0.122 * | -0.230 ***
-0.171 ** -0.19%
-0.310 ***|-0.281 ***
-0.372 ***|-0.454 **=
296 *** |[-0.372 **
1082 8282
0.557 0.641
77.7 981.
22.1 17.9
2 0. 0.2

Spain Portugal
30.225 *** | 13.272 **=*
-0.268 ***|-0.157 ***
0.466 ** | 0.471
-0.328 * | -0.370
-0.490 ***-0.268
0.013 0.071
0.865 ***|0.779 ***
-1.177 %% | -1.270 ***
-3.397 ***|-0.282
0.206 ***|-0.006
-1.255 ***|-0.401
-0.247 0.071
-0.260 ***|-0.024
-0.389 ***|-0.056
-0.330 *** |-0.029
-0.294 ***|-0.155
-0.598 ***|-0.087
-0.602 ***|-0.080
9639 7791
0.669 0.520
83.4 75.9
16.5 23.9
0.2 0.3



Table A2 Estimated logit modelsfor the probability of being in the labour force - WOMEN

(Robust standard errors. *** denotes an observgaifstance level below 1%; ** denotes an observigdificance level below 5%, * denotes an
observed significance level between 5% and 10%).

Variable

Intercept
age
high_edu
mid_edu
no_spouse
child16
good_health
bad_health
income_eq
income_eq2
lookaft_child
lookaft old
dyear1995
dyear1996
dyear1997
dyear1998
dyear1999
dyear2000

N. obs
Somers' D

Percent Concordan?9.6

Percent Discordant
Percent Tied

Germany | Denmark
7.942 -24.081
-0.232*** | -0.235
0.464 **| 0.442
-0.229 0.487

0.529 **+0.106

-0.306 -0.488

0.320 ** 1.047
-0.483** | -1.322
0.611 6.732
-0.007 -0.296

-0.406 ** |-0.156
-0.716 -0.356
-0.063 -0.106
-0.051 -0.217
-0.103 -0.058
-0.067 -0.055
-0.119 -0.055
-0.193 -0.224
8926 3553
0.594 0.702

85.0
20.2 14.9
0.2 0.1

NL Belgium France UK
29.581 ** |-6.312 15.754 *** | -6.382
%1 -0.190 ***|-0.237 *** |-0.269 ***|-0.200 ***
**0.285 1.310 *10.022 0.263 *
**10.321 0.699 *** 0.128 0.079
1134 ** (0911 **|0.862 ** 0.245 *
0.491 **| 0.505 -0.040 -0.285
**+0.827 ***|0.507 ***|-0.049 0.522 *x*
*%1.1.317 ***|-0.635 * [-0.955 ***|-1.063 ***
-5.271 * 3.161 % -0.925 t2.892 *
0.330 **| -0.136 0.087 ***|-0.108
-0.233 -0.649*** | -0.672 ***|-1.007 ***
* | -0.525 *** -0.095 -0.414 ***|-0.268 **
-0.029 -0.066 -0.047
-0.003 -0.185 ***|-0.030
0.165 -0.227 *+*-0.116
. -0.154 -0.180 ** | -0.158
0.089 -0.052 -0.233 ** | 0.183
0.346 *** -0.102 -0.196 ** | -0.107
2843 3773 8663 6352
0.587 0.644 0.645 0.573
79.3 82.1 82.2 78.6
20.6 17.7 17.7 221
0.2 0.2 0.2 0.2

Ireland

-11.992
-0.149
1.516
0.520
0.651
-0.059
0.239
-1.075
3.556
-0.163
-0.470
-0.167
-0.041
-0.167
0.133
0.147
0.122
0.323

5097
0.478
73.7
26.0
0.3

Italy Greece Spain Portugal
13.492 *** | 13,721 *** | 10.406 *** | 7.808 ***
*%.0.206 ***|-0.143 ***|-0.144 ***|-0.074 ***
41,440 ***|0543 **|1.310 ***|1.031 ***
*¥0,991 ** | -0569 **|(0.750 ***|-0.371
*** 0.870 ***|0.202 1.150 ***0.197
-0.281 ** | 0.081 0.092 0.189 *
0.130 0.147 0.042 0.093
** 1-0.324 ** | -0.846 ***|-0.354 ***|-0.840 ***
-1.111 **| -1.254 ** -1.036 ***-0.754
0.083 *** 0.061 0.070 **+ 0.040
% .0.206 ** | -0.474 ***|-0.539 ***|-0.647 ***
-0.611 ***|0.093 -0.309 **| -0.036
-0.055 -0.151 **| 0.068 0.024
-0.032 -0.257 **+-0.113 0.190 **
-0.026 -0.216 **+-0.070 0.199 **
-0.218 **| -0.111 -0.170 *| 0.225 **
-0.129 -0.425 *+:0.149 0.231 **
** | -0.059 -0.196 **| -0.081 0.092
80a1 8689 10492 9316
0.533 0.401 0.464 0.334
76.5 9 69. 73.0 66.5
23.2 29.8 26.6 33.1
3 0. 0.2 0.3 0.3



