
WHY OLDER AMERICANS DON'T 
WORK 

Richard Burkhauser and Roberta Kimmel 

Retirement, to some, genuinely means the "golden 
yearsu-full-time leisure for indulging in travel, hobbies, 
and other pastimes that were previously limited by the 
constraints of employment.' For a considerable segment of 
older citizens, however, the decision to retire represents 
an uneasy financial compromise, marked by the onset of 
boredom, anxiety, and the mental strain of feeling sud- 
denly useless to society. Recent legislation liberalizing 
mandatory retirement rules has been hailed as a milestone 
in policy that will significantly increase the employment of 
older persons: The 1978 Amendments to the Age Discrimi- 
nation and Employment Act raised to 70 the minimum 
mandatory retirement age for nonfederal employees, 
while for employees of the federal government, age can no 
longer be used as the sole criterion for dismissal. But a 
closer look at the reasons for retirement suggests that this 
type of antidiscrimination policy may actually have little ef- 
fect on the underlying economic incentives which induce 
most workers to retire "voluntarily" well before age 70. 

Are Pensions Rigged Against Work? 

The decline in work by older men represents a significant 
evolution in the American economy. In 1948, one-half of 
all men over 65 were still in the labor force; today fewer 
than one in five are at work. Since 1961, the proportion of 
employed men aged 62-64 has fallen from eight in ten to 
six in ten. These figures in themselves do not signal a prob- 
lem. Indeed, our society places a high value on leisure and 
views it as a just reward for time spent working. The in- 
creasing segmentation of life into a period of full-time 
work followed by total retirement, however, has conse- 
quences that have only recently come to be questioned. 

Studies of the labor market activities of older men fall into 
two broad categories. The first type stresses factors outside 
the control of individuals, such as state of health and 
mandatory retirement rules. These factors are undeniably 
important but fail to recognize the economic incentives 
influencing retirement decisions-the focus of the second 
type of study and our emphasis here. Older workers eligi- 
ble for a private pension or Old Age Survivors Insurance 
(OASI) -the retirement program of Social Security- 
must weigh the consequences of continuing work and re- 
ceiving wages against the consequences of accepting re- 
tirement benefits. While retirement will lead to benefit 
payments, OASI benefits are reduced for those who earn 
wage and salary income, and private pensions usually re- 
quire workers to leave their jobs and in some cases restrict 
earnings in other jobs. In the presence of both restrictions 
on wage earnings and a fall in the value of a postponed 
pension (private or OASI), many workers reduce their 
hours of work or even completely retire. While this choice 
is  voluntary, its timing is  influenced by the antiwork biases 
of the pension system. 

Richard Burkhauser and John Turner, "The Effects of 
Pension Policy across Life," lnstitute for Research 
on Poverty Discussion Paper no. 523-78. 

Richard Burkhauser and George Tolley, "Older 
Americans and Market Work," The Gerontologist 
18, no. 5 (1978) : 449-453. 

Related Publications: 

Richard Burkhauser and John Turner, "A Time Series 
Analysis on Social Security and Its Effects on the 
Market Work of Younger Men," Journalof Political 
Economy86, no. 4 (1978) : 701-715. Also lnstitute 
for Research on Poverty Reprint no. 307. 

Richard Burkhauser, "The Pension Acceptance De- 
cision of Older Men," Journal of Human Resources 
14, no. 1 (1979). 

George Tolley and Richard Burkhauser, "Integrating 
Social Security into lncome Policy," in George Tol- 
ley and Richard Burkhauser (eds.) , Income Sup- 
port Policies for the Aged (Cambridge, Mass.: Bal- 
linger Publishing Co., 1977). Also lnstitute for 
Research on Poverty Reprint no. 267. 

Richard Burkhauser, "An Asset Maximization Ap- 
proach to Early Social Security Acceptance," Insti- 
tute for Research on Poverty Discussion Paper no. 
463-77. 

Joseph Quinn, "Microeconomic Determinants of 
Early Retirement: A Cross-Sectional View of White 
Married Men," Journalof Human Resources 12, no. 
3 (1977): 329-346. Also lnstitute for Research on 
Poverty Reprint no. 256. 

Discrimination against work in the pension system is all too 
apparent. Consider a married worker aged 65 in 1978, 
earning $12,000 per year, who is entitled to average OASl 
benefits of $4,900. Because of the earnings test, continuing 
to work for one more year would mean a loss of $4,000 in 
benefits.' In addition, the worker must pay federal and 
state income tax on earnings. (OASI benefits, on the other 
hand, are tax-free.) Such a worker faces a true tax rate of 
close to 75%; he takes home only 25 cents out of every 
additional dollar earned. If he or she is  eligible for a private 
pension-and the majority of male workers aged 65 or 
older now are-any benefits from the private pension not 
taken currently are usually lost. If, for example, the pension 
amounts to 25% of current salary, an additional $3,000 is  
forfeited. 

It isn't surprising that older workers react to such powerful 
antiwork incentives by leaving their jobs. Our Social Secur- 
ity system, in effect, levies a special tax on work as we get 
older, a tax that has become increasingly significant as ben- 
efits paid through the system have increased. 

The percentage of male workers aged 65-71 who are eligi- 
ble for OASI benefits and have accepted them, with the 
accompanying constraint against work, has increased from 
62% in 1955 to 90°/o in 1975. Since the inception in 1961 of 
early OASI benefits for men aged 62-64, the percentage of 
eligibles who have accepted the benefits has steadily risen 



and was at 49% in 1975.3 The introduction of the Supple- 
mental Security Income program (SSI) in 1974 promises to 
strengthen this trend. Monthly OASl benefits are reduced 
by an actuarial penalty when taken before age 65. How- 
ever, for low-income persons over 65 the payments are, in 
effect, taken over dollar for dollar by SSI benefits (except 
for a small exclusion). This produces a potentially strong 
incentive for low earners to take reduced OASl benefits at 
age 62, since these three years of early benefits would 
otherwise be lost entirely. 

A number of recent empirical studies using economy-wide 
data from the Social Security Administration offer evi- 
dence that our current pension system reduces the market 
work effort of older men. In addition, a detailed study of 
the automobile industry pension plan shows that workers 
responded to an early pension whose asset value fell if 
postponed by "voluntarily" retiring before the mandatory 
retirement age. 

There are some private pension plans in which deferred 
payments are increased in an actuarially fair manner-that 
is, for every year a worker postpones acceptance of bene- 
fits, future benefits increase such that the expected lifetime 
value does not change. The Teachers Insurance and Annu- 
ity Association (TIAA) plan is one type of plan that is neu- 
tral with respect to its influence on the timing of accept- 
ance. It does not link acceptance of benefits to the 
retirement decision, and furthermore it doesn't subject 
benefits to an earnings test. 

t h e  Life-Cycle Effect of Pensions 

If the trend has been toward a shorter work life, has time in 
the work force at younger ages also decreased? Curiously, 
the work week for prime-age males declined steadily from 
1900 through World War I1 (from 58 to 42 hours), but 
since the 1940s it has remained relatively stable at 42 
hours-this despite the fact that real income has increased 
considerably. One explanation emerges when we examine 
the situation from a life-cycle perspective: The increase in 
lifetime income has increased the lifetime consumption of 
leisure, but leisure is  now taken in a lump sum during old 
age. Responsibility for the lack of decline in hours worked, 
it can be argued, may again be placed on the pension 
system. 

Let us look again at constraints imposed by OASI. By effec- 
tively decreasing the wage rate for work performed at 
older ages, the OASl earnings test (in the presence of a 
delayed retirement credit that is less than actuarially fair) 
induces workers to substitute more leisure at older ages for 
work at that age. Moreover, it encourages them to contin- 
ually adjust to the earnings test throughout their lives by 
working more at younger ages. For example, a person who 
wishes to accumulate a given amount of assets will be 
pushed into working more at an earlier age in order to do 
so. Although the level of net wages earned at younger ages 
is  obviously not affected directly by the earnings test, 
wages during that period are relatively higher than the net 
wages that are tax-reduced in older age. This results, we 
maintain, in a shift in the pattern of work over life: The 
higher the wage during one period of life, the greater the 
work in that period and the less during the other period. 

Thus we have the almost paradoxical result that as work has 
evolved from predominantly heavy toil to more skillful and 
cerebral tasks, we have concentrated a greater share of our 
work life at a younger age. 

'There are those who feel that the effect of Social Security 
and private pensions on the work of the aged is a virtue 
rather than a fault. By removing older persons from the la- 
bor force, it isargued, more jobsare freed for unemployed 
youth. But the problem of unemployment i s  not so simple. 
For one thing, federal monetary, fiscal, and social policies 
play a more crucial role in combating unemployment. For 
another, youth unemployment is in some measure tied to 
lack of skilland training;vacancies left by skilled labor force 
veterans cannot directly remedy this. 

Future Directions for the Pension System 

If the model of life-cycle work described here is  based less 
on worker preference than on economic biases built into 
pension systems, how can this pattern be reversed? There 
are three mainareas in which important improvementscan 
be made. 

A first step toward reducing the distortion in the system 
would be to abolish the OASl earnings test. In the debate 
over the 1977 Amendments to the Social Security Act, lib- 
eralization of the earnings test had strong support, the 
earnings-test-exempt amount was increased and, begin- 
ning in 1982, the test itself will not operate after age 70. In 
addition, a token attempt to make the delayed retirement 
credit actuarially fair resulted in an increase in benefits to 
3% (up from 1%) for every year they are postponed be- 
yond age 65.' 

Another step would be to permit the same tax concessions 
to pensions not directly tied to a job as are currently made 
to job-related pensions. In 1975 Individual Retirement An- 
nuities (IRAs) were introduced and tax restrictions on Ke- 
ogh plans were greatly liberalized. These pension plans al- 
low workers to spread taxable income across their lives in 
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much the same manner as job-related pension plans, but 
benefit acceptance is not tied directly to leaving a specific 
job. Contributions to IRA plans, which are for employees 
not covered by group pension plans, are limited to the 
lesser of 15% of yearly salary or $1,500. Annual contribu- 
tions to Keogh plans for the self-employed are allowed up 
to the lesser of 15% of yearly salary or $7,500. As the con- 
tribution limits of these plans are raised to levels more con- 
sistent with those available for other pensions, a full- 
fledged alternative form of pension saving is likely to de- 
velop. A recent Supreme Court decision restricts actuarial 
treatment of workers by sex in most firm-specific pension 
plans but does not prohibit differential benefits based on 
sex in the private annuity market.= If this continues un- 
checked it may well further encourage the use of IRAs. 
That decision could also unintentionally contribute more 
to increasing the employment of older Americans than the 
recent mandatory retirement law. 

Finally, the liberalization of mandatory retirement rules 
mentioned at the outset should, together with projected 
increases in the proportion of older persons in the popula- 
tion, make firms less willing to screen employees on an age 
criterion alone, and could lead to the possibility of more 
part-time work opportunities in older age.6 Still, it is un- 
likely to have much immediate impact as long as the pen- 
sion system continues to discourage work at older ages. 
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Can the legal system be used to change society? The 
author approaches this question by reviewing thirty- 
five case studies in four areas of social reform: envi- 
ronmental protection, consumer protection, civil 
rights, and social welfare. The various conditions 
under which the courts have effected change are sys- 
tematically compared. 

A strong theoretical framework underlies the analy- 
sis. Handler explains the success or failure of judicial 
remedies through an examination of five basic as- 
pects of social movements: their ability to mobilize 
their resources; the costs and benefits of specific ac- 
tions; the technical and political skills of the law re- 
formers themselves; the nature and effectiveness of 
judicial remedies; and the characteristics of the bu- 
reaucracies involved. 

The value of this study lies in its broad perspective of 
the problems facing social movements. By taking into 
account the power of the political, economic, and 
bureaucratic forces outside the courtroom, it goes 
beyond mere historical description. 

Academic Press, $77.00 
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Joel F. Handler, Protecting the Social Service Client: 
Legal and Structural Controls on Official Discretion 

A close look at the treatment of clients of public and 
private social service agencies shows these individu- 
als to be greatly in need of consumer protection. 
Handler's particular concern is the legal rights of 
these social service clients, and he questions how ef- 
fectively these rights are being enforced. Concen- 
trating on the abuses of administrative discretion, he 
describes the history of due process protection (i.e., 
by means of appeals and court hearings) and offers a 
number of legal and structural remedies. 

This volume extends two previous studies by the au- 
thor, The Deserving Poor (with Ellen Jane Hollings- 
worth) and The CoerciveSocial Worker, by drawing 
on new data, focusing on the sources of the discre- 
tionary behavior, and proposing changes in present 
systems. The book is directed not only at advocates 
for social service and welfare clients, but also at bu- 
reaucrats and policymakers in health, education and 
employment programs-those agencies character- 
ized by a great degree of administrative discretion 
and a highly dependent clientele. 




