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|. Introduction

The transition from work to retirement is of major interest to researchers and policy-
makersin the United States. The labor force participation rates of older men have fallen
dramatically in America, asthey have in most other industrialized nations, although data since the
mid-1980s suggest that the early retirement trend in the U.S. may have cometo an end. For
women, the early retirement trend has been largely offset by the increasing labor force
participation of married women, and much smaller changes among older women are observed.

Because of earlier retirement and the aging of the American population, the ratio of
workers (Socia Security contributors) to retirees (Social Security beneficiaries) is aso changing.
Theratio has already dropped from 5:1 in 1960 to 3.3 to 1 today, and is projected to decline to
only 2:1 by 2030, and slightly below thereafter? Because of this, the U.S. Social Security
systemis now in long-term fiscal imbalance - the future revenues that will be generated under
current law are inadequate to finance the benefits already promised? Barring revenue increases or
benefit decreases or delays, Social Security expenditures (OASDI: old age, survivors and
disability insurance) will exceed revenues by the year 2019, and the combined OASDI Trust
Funds would be exhausted by 2029.

The other significant change that has accompanied these demographic trendsis the
composition of Federal spending. Although the magnitude of U.S. federal spending relative to
the economy has been relatively stable over the past several decades, the components of
expenditure have not.> America has reallocated its military budget, which has declined from
nearly 70 percent of all federal spending in 1953 and 1954 (and over half until 1962) to only
about 17 percent today (see figure 1).* Where have these resources gone? Largely to
entitlements. During these same four decades, the health and retirement components (the bottom
four elementsin figure 1) rose from about 10 percent of federal spending in 1950 to 30 percent in

1970, and to well over half -- and still growing -- today. Health, retirement, and disability
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expenditures, plusinterest on the federal debt currently consume about two-thirds of al federal
spending, leaving only athird for defense and all other expenditures (which together consumed
nearly 80 percent in 1950). And this has occurred well before the retirement and medical service
claims of the baby-boom cohorts anticipated early next century.

Here are two important related national trends that must be addressed -- the long-term
financial imbalance of Social Security and the growing federal spending on entitlements, primarily
retirement and health. Animportant element of both is retirement behavior, which has moved
toward earlier departure from the labor force even as life expectancies have increased?

Public policy has aready changed in important ways in the U.S. to encourage additional
work in later years, and most proposals for Social Security reform include additional incentives to
induce older Americans to work longer. Whether and how thisis likely to occur requires an
understanding of how and why people retire, which is the topic of this paper.

The stereotypical retirement in Americais a one-time transition directly from afull-time
career job to complete labor force withdrawal -- ssmultaneous departure from the career job and
the labor force. Early research by economists reflected this - retirement was usually modeled as a
dichotomous event. Subsequent research, however, mostly with datafrom the Retirement
History Study (RHS) of the 1970s, established that this simple view was inaccurate. In fact, in
the 1970s, many older Americans withdrew gradually from the labor force, in stages, utilizing
"bridge jobs" between career work and complete retirement. Labor market withdrawal looked
more like labor market entry than we had previously thought.

The importance of gradual retirement may well increase in the future, as the population
continues to age, as life expectancies continue to increase and as public and private sector
retirement incentivesin Americadiverge. Public policies are currently changing to encourage
delayed labor market departure. Mandatory retirement has virtually been outlawed. The amount
of money that some Socia Security recipients can earn without reducing their Social Security
benefits is being increased significantly® The Socia Security normal retirement age is legislated
to increase from the current age 65 to age 66 by 2005, and then to age 67 by 2022, and there is
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discussion of moving it to 67 or beyond more quickly, and then be indexing it to changesin
longevity. Others have proposed a much more controversia change - that the age of earliest
eligibility for Socia Security retirement benefits be increased from its current 62. Finally, for
those who choose to delay receipt of Social Security benefits beyond the normal retirement age,
the rewards for doing so, the delayed retirement credit, isincreasing, and by 2010, it will be close
to actuarially fair for the average American worker.

Even as Social Security work disincentives are being reduced, however, many defined-
benefit employer pension plans continue to penalize work beyond particular ages® This
contradictory combination of public and private policies (encouraging additional work by older
American, but not on their career jobs) may make gradual retirement via second careers even more
prevalent than it istoday, asrational workers leave their career jobs when their pension incentives
dictate, but continue working with another employer or on their own?

To anticipate the retirement trends of the future, it isimportant to understand the exit
patterns of today. Much of our current knowledge is based on outstanding but now outdated
surveys like the Retirement History Study (RHS), whose last interviews were nearly two decades
ago. Inthis paper, we analyze the patterns of labor market and career job departure in the early
1990s, using the first two waves (1992 and 1994) of the new Health and Retirement Study
(HRS), which isasignificant improvement on the RHS. It is current and more sophisticated,

and, unlike the RHS, oversamples minorities and includes women as primary respondents®

[I. Brief Literature Review on Patterns of Labor Market Exit

Gustman and Steinmeier (1984) were among the first to show that partial retirement was
widespread in the 1970s. Using the HRS, they estimated that about one-third of white males
would become partialy retired (as defined by the respondents themselves) at sometime. They
also showed that the estimated parameters of dichotomous retirement equations were sensitive to
whether these partly-retired individuals were included in the "retired” or in the "not retired"

population, and urged researchers to take a more sophisticated view of the retirement transition.
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Honig and Hanoch (1985) and Honig (1985) used the RHS and an objective definition of
partia retirement based on changesin annual earnings and found that partial retirement was
important among men and non-married women in the 1970s, that it was of significant duration
and that itsimportance increased with age. For example, they found that 8 percent of white
married men aged 60 were partially retired, as were 14 percent of those aged 62 and nearly a
quarter of those aged 65. Quinn, Burkhauser and Myers (1990) used al 10 years of the RHS and
focused on exit routes from career jobs (defined as full-time jobs held for at least 10 years). They
confirmed that many older Americans did not leave full-time career jobs and the labor force at the
sametime. Among wage and salary workers, more than a quarter did something else. The vast
majority found new jobs, often part-time and sometimes self-employed, while only afew
(disproportionately women) were able to drop to part-time while staying on their career jobs.

The self-employed followed very different retirement patterns. At any age, they were
more likely than wage and salary workers to continue working full-time on their career jobs
(Quinn, 1980; Fuchs, 1982). And when they did begin to retire, they were less likely to leave the
labor forcein one move. Inthe RHS, only half of the self-employed (compared to 3/4 of the
wage and salary workers) went directly from their full-time career job to complete retirement
(Quinng d., 1990). Those who did not were evenly split between part-time employment on their
career jobs (ararity in the wage and salary sector) and part-time or full-time work on anew job.

In the 1970s, these transitional jobs generally lasted long enough to be interesting to
researchers. Of the RHS workers who switched employerslatein life, nearly 60 percent were
still working two yearslater. Most of these new jobs were in different occupations and
industries, and most involved movement down the socioeconomic ladder - from skilled to
unskilled, or from white collar to blue collar. There was some evidence that those at the ends of
the economic spectrum were the most likely to utilize non-traditional retirement routes. Those at
the lower end may do so because they have to, lacking pension coverage and personal savings,
and often eligible for only modest Social Security benefits. Those at the upper end may do so

because they want to, enjoying interesting jobs with important non-pecuniary benefits.
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Ruhm (1990, 1991) defined the career job as the longest job held and again found
considerable bridge job activity in the RHS. Of those who left their longest job between the ages
of 60 and 64, 40 percent worked again; of those departing between ages 65 and 69, nearly a
quarter continued to work elsewhere.

Thisliterature established that partial or gradua retirement, defined in a number of ways,
was an important part of the retirement process in the 1970s, and that the traditional dichotomous
view of retirement was inadequate. What has happened in the meantime? Ruhm (1995) used data
from a 1989 Harris poll of about 3,000 older Americans to compare men aged 58-63 in 1989 with
men the same age in 1969 (from the RHS). He continued to find substantial transitional
employment, with about athird of the 58-63 year old men who were employed in 1989 working
on post-career jobs. Aswe will see below, these qualitative results are confirmed in the much

larger and more sophisticated HRS -- bridge job activity remains alive and well in America.

[11. Part-time Work and Self-employment Patterns by Age

The United States:

Two important types of bridge employment in America are part-time work and self-
employment. Government statistics document the importance of both among older workers today .

Part-time employment: Although only 6 percent of employed men aged 25-54 work part-

time (fewer than 35 hours per week), 12 percent of those aged 60-61 and employed did, along
with 21 percent of those aged 62-64, 42 percent of those 65-69 and well over half of those few
still working beyond age 70. Among employed women, part-time work is more prevalent at all
ages, but the age differentials are ssimilar (about 20 percent of employed women aged 25-54 work
part time, compared to 28 percent of those 60-61, 40 percent of those 62-64 and over 60 percent
of all working women aged 65 and over).!* Over 85 percent of those aged 60 and over who
work part time say they are doing so voluntarily, and this proportion rises with age.

Self-employment: Self-employment also increases with age, with the most dramatic jump

at age 65. While only 8 and 6 percent of all employed (non-agricultural) men and women are self-



employed in their primary jobs, respectively, 13 percent of employed men aged 55-64 are, as are
23 percent of those 65 or older. For women, the proportion self-employed is smaller at every
age, but al'so jumps between ages 55-64 (9 percent) and ages 65 or older (15 percent)*? There
are two reasons for these age patterns. Oneisthat those aready self-employed in their career jobs
tend to retire later than wage and salary workers do. The other isthat some wage and salary
workersturn to self-employment latein life, often as ameans of gradual retirement, since self-
employment offers more hours flexibility than do wage and salary jobs (Quinn 1980, 1981; Fuchs
1982).

Other OECD Nations.

Part-time employment: Table 1 shows the proportion of all workers employed part-time

in 16 OECD countries, for men and women aged 55-59, 60-64 and for all ages, around 1980 and
1990. Despite differencein definitions of part-time work, itsincidence generally increases with
age. Although those aged 55-59 are sometimes not noticeably different from the populations as a
whole, in nearly all cases, for both men and women, the proportions are higher for those aged 60-
64 than for those 55-59. Data for workers aged 65 and above (not included in this table) suggest
that the proportions rise again at those ages, and often dramatically (OECD 1995a, p. 32.).
Additional dataindicate that the vast majority of the older employees (aged 55 and older) who
were working part-time (in 1988) were doing so voluntarily, suggesting that this may be part of
an intentional gradual retirement process (OECD 1995g, table 2.8).

Self-employment: Table 2 shows that the self-employment patterns by age observed in

the United States are typical of other OECD nations aswell. Inal 14 countries shown, the
proportion of men and women who are self-employed is higher for those aged 60-64 than for
those 55-59, and both ratios are typically much higher than for the populations of workers as a
whole. These data do not indicate the extent to which these age patterns are due to the career self-
employed working longer than career wage and salary workers, as opposed to wage and salary

workers becoming self-employed late in the life cycle.
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These OECD data suggest that the phenomena we will be discussing inthe U.S. are

worthy of analysisin other advanced industrialized nations as well.

V. Sample
Theinitial (1992) wave of the Health and Retirement Survey (HRS) sampled over 12,000

men and women in about 8,000 households. Of these, 10,564 were re-interviewed in Wave 1
(1994). The age-€ligible respondents were all aged 51-61 in 1992, but spouses could be older or
younger.'®* The HRS contains detailed information on each individual's demographic
background, health and disability status, family structure, current, past and prior employment,
retirement plans (for those still working), health and life insurance coverage, housing status,
income and wealth.

Since we are focusing on the transition from the labor force, we have included in our
analysis only those with some work experience after age 49 and are left with a sample of 8,184

such individuals who were surveyed in both Wave | and |1 -- 4,427 men and 3,757 women?*

V. Current Labor Force Status

Overal, 70 percent of our sample were working at the time of the 1994 survey and 30
percent were not (the numbers were 78 and 22 percent two years earlier, in 1992). (All the
proportions reported in this paper are weighted.) The proportions working are identical for men
and women, although thisis alittle deceptive since the women, on average, are younger than the
men. (When we consider only the men and women in the age-eligible set (i.e., those aged 53-63
in 1994), 75 percent of the men and 68 percent of the women were still working.) Among those
working, 25 percent of the men and 13 percent of the women were self-employed, while 16
percent of the men and 31 percent of the (younger, on average) women worked part time (defined
here on an annual basis, fewer than 1600 hours per year).

Figures 2, 3, and 4 show the employment, self-employment and part-time status of the

HRS sample, by age and gender. Among both men and women, the proportion working drops



Figure 2

Percent Working by Age and Gender

1994
Men
90
80
70
260
S
(o]
z 50 .
< 40
Q
o
® 30
20
10
0
50-54 55-57 58-59 60-61 62-64 65-69 70+
age
Women
70
60
50
(=)
c
<
o 40
2
S 30
o
()]
o
20
10
0
50-54 55-57 58-59 60-61 62-64 65-69
age

Source: HRS, Wave I



Figure 3

Percent Part-time Among Those Working
by Age and Gender
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Figure 4

Percent Self-employed Among Those Working
by Age and Gender
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monotonically with age (figure 2), with large declines at ages 60 (acommon age for eligibility for
employer pension benefits), 62 and 65 (the early and normal ages of eligibility for Social Security
benefits).'> Among the women, the declines are smoother, with drops at ages 55-57 and 58-59
aswell.*® The proportion of those employed who are working part-time is higher for women
than for men, and both rise steadily with age (figure 3). For the men, there are especially large
jumps at ages 62 and 65, when the Social Security earnings test applies?’ For women, there are
increases in the proportion part time at ages 60, 62 and 65. Finally, the proportion self-employed
rises with age, although somewhat erratically, given the smaller sample sizes (figure 4).

Full-time career jobs vs. bridge jobs The primary focus of this research is on how older

workers leave career jobs and the labor force. We have defined a"full-time career job" as one
which aworker has held for at least 10 years and on which s/he isworking full time (at least 1600
hours per year). A bridge job, therefore, could be a part-time job of any duration or afull-time
job of less than 10 years duration.

One problem with the definition is that some full-time workers are currently on jobs with
less than 10 years duration, but will have more than 10 years tenure by the time they leave them
(e.g., a51 year old with 9 years tenure on afull-time job; thisis unlikely to turn out to be a bridge
job by our definition, although it would be defined as one now). One purpose of thisresearchis
to derive some early estimates of the importance of bridge jobsin the retirement processes of the
1990s. Since most of the sample has not yet retired (69 percent is still working in 1994), we have
to make some assumptions about future behavior in order to derive these estimates. To use
current tenure implicitly assumesthat all workers are just about to leave their jobs. Thisisapoor
oversimplification which would lead to an overestimate of short-duration bridge job activity. A
better oversimplification, and the one we adopt here, isto assume that full-time workers remain
on their current jobs until they leave at age 62. We pick age 62 because it is the most important
single age of retirement transition.!® We then classify the jobs as " career" or "bridge" depending
on their (assumed) eventual tenure. Thismay lead to an underestimate of bridge job activity,

since we miss those who in fact will leave before age 62 with less than 10 years tenure, but who
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would have had 10 years or more had they actually stayed until 62. At this stage, we adopt a
conservative stance, preferring to underestimate than overestimate the importance of the bridge job
phenomenon. These problems will disappear as the sample ages in future waves of the HRS.

Current status of those who worked after age 49 Figures 5a and 5b show the current

(1994) status of our entire sample of Wave | and Il respondents with some work experience after
age 49. Of the 4,427 men, nearly half are still working full time on career jobs (figure 5a); we
will have to observe them over time to see when and how they retire. Thirty percent are not
working at al, and we can observe the actual details of their departure. The remaining 20 percent
are working on what will turn out to be bridge jobs, even if the workers continue on these jobs
until age 62.2° Of these, nearly 60 percent are working part time (definitely bridge jobs) and the
remainder are on what should turn out to be short-duration jobs.

When we look at the previous employment of the men currently on a bridge job, we find
that most (almost 60 percent of those with good data on the previous job) were working full time
before that. Thisisa classic career-job to bridge-job scenario. The others have gone from one
bridge-job to another bridge-job, raising an issue to be discussed in the next section.

Of the 30 percent of the men not employed in 1994, two-thirds left directly from afull-
time career job (the stereotypical retirement pattern, complete labor force withdrawal in one
move), while one-third last worked on a bridge job before leaving the labor force. About 60
percent of these bridge jobs were full time but short duration, and 40 percent were part-time.

The experiences of the women in the sample are different (figure 5b). They are more
likely than the men to be working on jobs with eventual "bridge" characteristics (30 percent are,
compared to 20 percent for the men). In addition, a higher proportion of the women's current
bridge jobs are part time (74 percent, compared to 57 percent for the men) rather than short-
duration. The women not working in 1994 are much more likely to have last worked on a bridge
job (two-thirds did, compared to one-third of the men), and the mgjority of those bridge jobs were

part time rather than short duration.
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Figure 5a- Current Job Status, Men
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Figure 5b - Current Job Status, Women
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How much bridge job activity appears in this 1994 snapshot? Among those who are not
working, we see agreat dea -- about half (one-third of the men and two-thirds of the women) last
worked on a part-time or short duration job. Even among those still working there is considerable
bridge job activity. Assuming that workers less than 62 continue working on their current jobs
until age 62, over athird of the employed sample (29 percent of the employed men and 43 percent
of the employed women) are currently working on part-time or (likely) short duration jobs. If we
assume no further job changes among this employed sample (unlikely, since some of the current
full-time career workers will probably switch to bridge jobs on the way out), we would eventually
observe about 30 percent of the men and 50 percent of the women working on a part-time or

short-duration job prior to complete labor force withdrawal.

V1. Job Transitions Among Older Workers

One problem with automatically equating bridge jobs and retirement transition is that some
workers may experience a series of bridge-type jobs. If so, isthere any reason to believe that the
current bridge job is necessarily a step toward retirement? For a 35 year old, we would not
consider it to be; for some 55 year olds, it may not be either. In order to focus on those for whom
abridge job does represent a change, we concentrate here on just the subsample for whom we can
identify afull-time career job, whenever it was. We then watch for the transition from that full-
time career job, utilizing the longitudinal nature of the HRS. Do people tend to leave the labor
force directly from their career jobs, or utilize intermediate stages on the way out?

By looking at current, last and prior jobs, we can identify afull-time career job for 77
percent of the men but only half of the women in the larger sample of all those with some work
experience after age 49.2° Below, we narrow our focus still further, to those holding full-time
career jobsin 1992. Thisalows usto gauge the importance of several explanatory variables that

arereadily availablein the 1992 survey.
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Figure 6a - Full Time Career Job Status, Men
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Figure 6b - Full Time Career Job Status, Women
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Transitions of those with an identified full-time career jolr In figures 6a and 6b, we

describe the retirement transitions of those men and women for whom we can identify afull-time
career job. Over half (56 percent) of these men are still employed on full-time career jobs (figure
6a).2* One quarter moved out of the labor force directly from their career jobs, and the other 19
percent moved to a bridge job. (Over two-thirds of this 19 percent are still on that second job, but
would not accumulate 10 years tenure even if they remained there until age 62.) Of the men who
have aready left full-time status on their career jobs, 43 percent moved to abridge job rather than
directly out of the labor force.

Analogous transition data for the full-time career women are found in figure 6b, and look
similar to those of the career men. Although these women are more likely to till be employed on
career jobs and lesslikely to be out of the labor force than the men (due in part to the fact that the
women are younger, on average), asimilar proportion of those who have left full-time career
status moved to another job rather than retired completely (47 percent, compared to 43 percent for
the men). In general, the labor force behavior of career men and women look more similar than
do the behavior of men and women in general.

Of the men and women with identified full-time career jobs, 13percent were self-
employed on those jobs. Bridge job activity appears important in this population as well.

Because of their large numbers, the transition patterns for wage and salary workers |ook
very much like the patterns for the career group as awhole. Fifty-six percent of these men and
women (combined in figure 7a) are still on career jobs, 31 percent are no longer working, and
13 percent are working on a post-career bridge job. Among the self-employed, in contrast, over
71 percent are till on career jobs (higher than the wage and salary percentage, as expected) and
only 18 percent (compared to 31 percent the wage and salary proportion) are no longer working
(figure 7b). But like the wage and salary workers, of those who have |eft their full-time career

positions, nearly half (46 percent) continued to work rather than leave employment altogether.



Figure 7a - Full Time Career Job Status, Wage and Salary
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Figure 7b - Full Time Career Job Status, Self Employed
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The prevaence of switches between wage and salary and self-employment status late in
life can also be seen in figures 7aand 7b. Among the career wage and salary workers who
switched jobs (and are either still on the new job or are no longer employed), nearly a quarter
switched to self-employment. Among the career self-employed who switched jobs, over half
moved to wage and salary employment. Although the proportion of self-employed job switchers
moving to awage and salary job is higher than the reverse, thereis still anet increase in the
number of self-employed, because of the much larger number of initial career wage and salary
workers.

Comparison of Career Jobs and Bridge Jobs: By looking at those workers who did move

from their full-time career jobs to new jobs, we can ask how the two jobs compare. Asseenin
figures 6a and 6b, about 45 percent of new jobs were full-time (at least 1,600 hours per year),
and the proportions were very similar for men and women?? Of those working part-time, over a
third were working between 1200 and 1600 hours (a significant work commitment), and another
guarter were working between 800 and 1200 hours. The remaining 36 percent were working less
than half-time, evenly distributed between 400 to 800 hours, and less than 400 hours per year.

Post-career jobs generally represent a movement down the socio-economic ladder.
Table 3 roughly disaggregates jobs by white collar/blue collar and skill status. About half (53
percent) of these late-life job changers remain in the same 4x4 cell, but of the half that do not,
two-thirds move down and only one-third move up. The percentage white collar drops from 58
to 50 percent, and the percentage highly skilled, from 64 to 52 percent. The largest increase
occurs among blue collar workers, not highly skilled -- from 9 percent of the career jobs to nearly
aquarter of the bridge jobs.

The same slippage is seen in Table 4, which disaggregates by hourly wage rate on the
career and bridge jobs. Whereas only 28 percent of these workers earned less than $10 per hour
on their career jobs, 60 percent did on their post-career jobs?® The percentage earning between

$15 and $30/hour (between $30,000 and $60,000 on a 2,000 hour basis) dropped from 37 to 15



Table 3

Job Transition by Occupational Status

FT Career Job

White Collar White Collar Blue Collar Blue Collar

Bridge Job Highly Skilled Other Highly Skilled Other
White Collar
Highly Skilled 53% 16% 7% 5%
White Collar

Other 22% 53% 11% 12%
Blue Collar
Highly Skilled 14% 13% 52% 19%
Blue Collar

Other 11% 17% 29% 64%
Total 34% 24% 31% 9%

NOTE: Occupational Status definitions, using 1980 Census occupational codes.
White Collar, Highly Skilled: Managers (003-037); Professionals (043-235).
White Collar, Other: Sales (243-285); Clerical (303-389).

Blue Collar, Highly Skilled: Service, protection (413-427); Mechanics and
repair (503-549); Construction and extraction (553-617); Precision
production (633-699); Operators, machine and transport (703-859).

Blue Collar, other: Other services (403-407 and 433-469); Farming,
forestry and fishing (473-499); Operators, handlers (863-889).

Other: Armed Forces (900).

Source: HRS, Waves | and Il
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Total

25%

25%

27%

23%

100%



Bridge Job

$0-$5
$5-$10
$10-$15
$15-$20
$20-$30
$30-$40
$40-$50

$50+

Total

$0-$5

35%

38%

20%

3%

2%

2%

0%

0%

7%

Source: HRS, Waves | and |

$5-$10

27%

52%

12%

4%

2%

2%

0%

1%

20%

Table 4

Job Transition by Wage Rate

Full Time Career Job

$10-$15

16%

52%

18%

6%

2%

1%

3%

2%

26%

$15-$20

14%

37%

22%

8%

9%

3%

4%

3%

18%

$20-$30

11%

40%

15%

10%

15%

6%

0%

3%

19%

$30-$40

0%

22%

14%

10%

28%

10%

4%

12%

5%

$40-$50

4%

24%

7%

0%

29%

15%

%

15%

2%

$50+

0%

26%

6%

10%

19%

6%

6%

26%

2%

24

Total

17%
43%
17%
7%
8%
3%
2%

3%
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percent. Overall, aquarter (23 percent) of these job switchers stayed in the same wage
category, as categorized in table 4. Of those who did not, three quarters earned less on the bridge
job, while only one-quarter earned more. Fringe benefitstell the same story -- pension
participation and health insurance coverage are lower on the bridge jobs. These differences do not
necessarily imply a problem. Many job changers may be voluntarily trading compensation (salary
and fringe benefits) for a change in pace, for more pleasant job characteristics or for hours
flexibility not available on their career jobs.

Transitions of those with an identified full-time career job in 1992 The HRS contains

information on the pension and health insurance status of workers employed in 1992. Since we
are interested in the influence of these factors (and others) on the decision of whether and how to
leave one's career job, we focus here on the sub-sample of 3,250 respondents working on an full-
time career job in 1992, and utilize the longitudinal nature of the data set by analyzing the
transitions that occurred between 1992 and 1994.

Of this subsample, 77 percent were till on that same job 2 years later (seetable 5). Of
those who were not, 60 percent were no longer working (14 percent of those employed on a
career job in 1992) and 40 percent had switched to a new job (or 9 percent of the 1992 career
sample) . Of those who switched jobs, one-third dropped to part-time status. Again, there was
considerable cross-over: about a quarter of the wage and salary workers who switched jobs
moved to self-employment, and about 70 percent of the self-employed moved to a wage and
salary jab.

Asseenintable5, thereis amost no difference between the behavior of the career men
and career women in this sample, but the expected difference between the career wage and salary
workers and the career self-employed -- the self-employed are more likely to still be on their
career job, and less likely to have left the labor force (9 percent vs. 15 percent of the wage and

salary population).
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Table 5

1992 - 1994 Transitions

Those on a Full-Time Career (FTC) Job in 1992

Sample
1994 Status all men women W&S se
Still on FTC Job 17% 716% 78% 716% 84%
New FT Job 6% 6% 2% 6% 2%
New PT Job 3% 3% 3% 2% 2%
New DK Job 1% 1% 1% 1% 1%
Not Working 14% 14% 13% 15% 9%
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What explains the different paths these career workers are taking? Previous research and
cross-tabulations suggest that health status, age, and self-employment status should be important.
We have also included marital status, educational level, occupation, the presence of dependent
children at home, two race/ethnicity dummies (Black and Hispanic) and a gender dummy, which
may be important once age is taken into consideration. In addition, we focus on a number of
economic variables: home ownership, non-wage income, and three aspects of the career job: the
wage rate, pension status and health insurance status.

The last two require some explanation. All employees were asked about the pension plans
on their current (in this case, 1992) jobs. Some had no pension coverage at al, others were
covered by a defined benefit (DB) plan and others by a defined contribution (DC) plan. Workers
were also asked the earliest age at which they could |eave their employers and start to receive
pension benefits.** From this we defined pension status as follows:

-not covered by the current employer

-covered by a DB plan, but not yet digible to claim benefits

-covered by a DB plan, and currently digible to claim benefits

-covered by a DC plan, but not yet digible to claim benefits

-covered by a DC plan, and currently igible to claim benefits
We expect that those covered but not yet eligible to be the least likely to leave the career job, and
those covered and digible the most likely. Those without coverage are the default group in the
logit estimates.

A number of questions about the health insurance coverage of respondents and their
spouses alowed us to derive a dichotomous variable that equal's one when the respondent has
health insurance through the firm (or union) and would lose coverage if s/he l€eft the job (i.e.,
would not have coverage through a post-retirement plan, the spouse's plan or private insurance
already being purchased.) We expect this situation to deter departure from the job.

These preliminary logit estimates (table 6) are generally reasonable. The explanatory

variable refers to the person's status on the career job in 1992.
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Sample:

Variable

Constant
HEALTH
excellent
very good
good
fair
poor
AGE
50-57
58-59
60-61
62
63-64
65+
MARRIED
SELF-EMPLOYED
EDUCATION
<=8
9-11
12
13-15
16
17+
RACE/ETHNICITY
white
black
hispanic
HOME OWNERSHIP
KIDS AT HOME
LN(WAGE)
FEMALE
HEALTH INSURANCE
would lose coverage
PENSION
no pension
DB-not eligible
DC-not eligible
DB-eligible
DC-eligible
unknown
NON-WAGE INCOME
OCCUPATION
manager
professional
sales
clerical
services
farm
repair
construction
production
operatives
army

significant at 10% level

** significant at 5% level

Table 6

Logit Estimates

Coefficient

-0.783

-0.197

0.181
-0.056
-0.191

0.387
-0.076
0.050
0.751
0.821
-0.126
-1.336

-0.286
-0.415
0.169
-0.069
-0.087

-0.304

0.137
-0.411
-0.280
-0.076
-0.086

-0.292

-1.522
-1.258
-0.952
-0.901
-0.989

0.000

0.326
0.169
0.442

-0.393
-0.244
0.103
0.756
0.114
0.231
-8.455

Bridge Job in 1994

All Individuals on Full-Time Career Jobs in 1992
Dependent Variable:

t-statistic
-1.620

-1.075

1.111
-0.224
-0.344

1.773 *
-0.278
0.096
1.666 *
1.684 *
-0.714
-5.445 *

-1.068
-1.801 *
0.977
-0.262
-0.324

-1.431
0.490
-2.222 *
-2.057 *
-0.558
-0.508

-1.654 *

-7.327 *
-5.828 *
-4.859 *
-3.078 *
-2.201 *
-1.047

1.320
0.620
1.554

-1.227

-0.512
0.291
2.208 *
0.321
0.868

-0.043
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Table 6 (cont.)

Logit Estimates
Sample: All Individuals on Full-Time Career Jobs in 1992
Dependent Variable: Not Working in 1994

Variable Coefficient t-statistic
Constant -0.934 -2.241 * *
HEALTH

excellent -0.177 -1.127

very good -0.121 -0.832

good -- --

fair 0.508 2.749 * *

poor 1.185 3.778 * *
AGE

50-57 -1.098 -7.418 * =

58-59 -0.719 -3.996 * *

60-61 - -

62 0.619 2.308 * *

63-64 0.550 1.818 *

65+ -0.029 -0.075
MARRIED -0.273 -1.774 *
SELF-EMPLOYED -0.637 -2.847 * *
EDUCATION

<=8 0.088 0.408

9-11 0.148 0.842

12 - -

13-15 -0.246 -1.472

16 0.138 0.658

17+ -0.653 -2.633 * *
RACE/ETHNICITY

white - -

black 0.093 0.570

hispanic 0.258 1.034
HOME OWNERSHIP -0.040 -0.223
KIDS AT HOME -0.213 -1.807 *
LN(WAGE) 0.040 0.332
FEMALE 0.177 1.210
HEALTH INSURANCE

would lose coverage -0.483 -2.940 * *
PENSION

no pension -- --

DB-not eligible -0.441 -2.259 * *

DC-not eligible -0.333 -1.554

DB-eligible 0.592 3.516 * *

DC-eligible 0.438 2.037 * *

unknown -0.227 -0.530
NON-WAGE INCOME 0.000 1.007
OCCUPATION

manager 0.228 1.067

professional 0.294 1.296

sales 0.051 0.191

clerical -- --

services -0.188 -0.728

farm 0.063 0.158

repair 0.623 2.281 * *

construction 0.708 2.208 * *

production -0.053 -0.176

operatives -0.048 -0.210

army 1.550 1.211

*  significant at 10% level
** significant at 5% level
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* Bad health (self-defined as "fair" or "poor,") isasignificant determinant of who isno
longer working in 1994, but not of who moves from a career job to a bridge job.

» The age coefficients suggest that the probability of leaving employment altogether
increases with age, with significant jumps for those aged 58-59 in 1992 (and therefore crossing
the age 60 threshold by 1994), 60-61 (and therefore reaching the age of earliest Social Security
eigibility by 1994) and 62. The likelihood of moving to a bridge job is highest for the youngest
(aged 50-57 in 1992), and those few (in this sample) who crossed the age 65 threshold by 1994.
There is no significant difference in the probability of moving to a bridge job among those aged
58 to 62 in 1992.

» Married and self-employed respondents are significantly more likely to remain on the
career job, other things equal, and less likely to move to a bridge job or out of the labor force.

* There are no statistically significant differences in career job exit behavior by gender,
race (Black) or ethnicity (Hispanic) among this sample of people working on acareer job in 1992.

» The only educational coefficient of interest suggests that those with advanced degrees
(17 or more years of education) are the most likely to keep working, perhaps because of the
nature of their work.

» Having dependent children still at home significantly lowers the probability of leaving
the career job, either to a bridge job or out of the labor force.

* Neither home ownership nor non-wage income is a significant determinant of the two-
year transition probabilities. Thisisodd, and may reflect the fact that high wealth is associated
with certain job characteritics (like pleasant or interesting work) that would encourage continued
labor force participation.

* Although the wage rate is statistically insignificant (perhaps for the same reason that non-
wage income is insignificant), two other aspects of the compensation package appear to be

important:
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* As expected, those who have health insurance on the job and who would lose it if
they left that job are significantly lesslikely to leave the career job, either to a bridge job or out of
the labor force.

» As expected, those participating in apension plan, either defined benefit (DB) or
defined contribution (DC), but not yet eligible to receive benefits, are the least likely to leave their
career jobs. Compared to those with no pension coverage, they are lesslikely to moveto a bridge
job, and less likely to leave the labor force. In contrast, those old enough to be eligible to receive
DB or DC benefits (by 1994) are more likely than those without coverage to be out of the labor
force by 1994, but less likely than those not participating in a plan to move to abridge job.

Although preliminary, these logit results suggest that the differences in career exit
behavior by respondents with different demographic and economic characteristics are generally

consistent with the prior literature.

VIl. Summary
Thefirst two waves of the Health and Retirement Survey show that bridge job activity is

an important part of the retirement process for many older Americans. Labor force participation
rates drop dramatically with age, with significant decreases at ages (such as 60, 62 and 65) that
are important in pension and Social Security regulations. As participation drops, increasing
proportions of those still employed are working part time or are self-employed.

Bridge job activity is observed both among those who have already stopped working, of
whom about half (one-third of the men and two-thirds of the women) last worked on a bridge job,
and among those still employed, athird of whom (about 30 percent of the men and over 40
percent of the women) are either working on a part-time job or on one likely to end with less than
10 yearsduration. The exit patterns of men and women working full-time on career jobs are
similar, but those of wage and salary and self-employed workers are not. There are many
transitions to and from wage and salary and self-employed status, with about one quarter of the

wage and salary workers who switched jobslate in life changing to self-employment, and over
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half of the self-employed who switched moving into wage and salary work. Because of the
relative numbers of career wage and salary vs. career self-employed workers, there is a net influx
into self-employment as workers age.

Preliminary logit equations explaining the transitions from full time career jobs held in
1992 suggest that the exit routes chosen (either to abridge job or out of the labor market directly)
depend in reasonable ways on age, health and marital status, the presence of dependent children,
and on the health insurance and pension status of the individual.

There is much to be learned from future waves of the HRS, because the mgjority of the
sampleis till at work, and many are still on their career jobs. But the first two surveys confirm
that the retirement patterns of older Americans arerich and varied. Although the mgjority do
appear to leave their career jobs and the labor market simultaneously, many others utilize bridge
jobs on the way out -- often part-time and sometimes self-employed. As the baby boom
generation contempl ates retirement and as Socia Security reduces its remaining work

disincentives, these nontraditional exit routes may become all the more important in the future.
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! See Board of Trustees (1996; table I1.F19). To offset the coming changesin the age
distribution and maintain the 1990 ratio of retired to working populations, the average retirement
age in Americawould have to increase by nearly 5 years by the year 2030. See U.S. Bureau of
the Census (1995, figure 3.14).

2 Over the next 75 years, the traditional accounting horizon for Social Security, the unfunded
old-age, survivors and disability (OASDI) program liability is estimated to be about 2.2 percent
of covered payroll. Thisissomewhat misleading, however, because this deficit is an average of
large surplusesin the near future, and large and increasing deficits (about 5.5 percent of covered
payroll) at the end of the period. Even with a 2.2 percentage point payroll tax increase today,
the system would not be in true long-term actuaria balance, because the 75-year period moves
forward each year, each time replacing a current surplus year with alarge deficit year 75 years
hence. For more detail, see Quinn and Mitchell (1996).

3 Since 1970, annual federal receipts have ranged between 17.8 and 20.2 percent of gross
domestic product (GDP). Federa expenditures have also been surprisingly stable, ranging
from alow of 19.2 percent of GDP in 1974 to a high of 24.4 percent in 1983, the latter during
the worst recession since the 1930s, with official unemployment rate near 10 percent. For more
detail, see Quinn (1996).

4 Asaproportion of GDP, military spending has declined from 15 percent in 1953 to less than 4
percent today. See Council of Economic Advisors (1996), table B-76.

°> Between 1960 and 1990, the percentage of one's adult life spent in retirement has increased
from about 4 to 13 percent for men, and from 14 to 21 percent for women. See U.S. Bureau of
the Census (1995), Figure 3.11.

¢ In 1996, Social Security recipients aged 62-64 can earn up to $8,280 without losing any
benefits, and lose $1 for each $2 earned beyond that. Those aged 65-69 can earn up to
$11,520, and then forego $1 for each $3 earned beyond that. Thereisno "earningstest” at al
for recipients aged 70 or older. Congress recently passed legislation to increase alowable
earnings by 2002 to $30,000 for those aged 65-69.

" Actuarially fair means that the present discounted value of expected Social Security benefits
does not change if aworker delays receipt for another year. In other words, the incrementsin
future checks from the delayed retirement credit (DRC) just offsets the loss in benefitsinitialy
foregone. The DRC required for actuarial fairness (or age-neutrality) depends on the life
expectancy and the interest rate facing the workers. Since these differ by gender, race/ethnicity
and a host of personal characteristics, asingle DRC facing all workers cannot be age-neutral for
each, which iswhy we say it will be for the "average worker."

& They do so with benefit cal culation rules under which the present discounted value of expected
benefits declines with additional work on the job; i.e., with future benefit increments that are
insufficient to make up for the pension benefits foregone while digible but still working.

° Defined-contribution pensions do not have these work disincentives. Although the importance
of defined-contribution pensionsis on the rise in the private sector, the majority of covered
workers still have primary coverage under a defined-benefit plan (Turner and Beller 1992, table
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4.10.).

10 For an excellent overview of the HRS, see Juster and Suzman (1995) and the other papersin
aspecial HRS edition of the Journal of Human Resources

11 These are unpublished Bureau of Labor Statistics data for non-agricultural workersin 1993.
12.U.S. Bureau of Labor Statistics, January 1996, table 15.

13 About afifth of the sasmpleisaged 62 or older, and 7 percent (nearly al men) are 65 or older.
There are more men aged 65 or older because women are more likely than men to have older
SpOUSES.

1 Those without work experience after age 49 are predominantly women (85 percent are, 96
percent of whom are or have been married). Of the 358 men excluded, over half reported either
"fair" or "poor" health, the lowest two entries on a 5-point subjective health scale.

15 Infigure 2, we use the entire data set, not just those employed after age 49. Using the
restricted sample yields higher |abor force partcipation rates, but the same general pattern.

16 These earlier declines may reflect the retirement decisions of the women's (slightly older)
Spouses.

171n 1996, for recipients between the ages of 62 and 64, Social Security benefits are decreased
$1 for each $2 of earnings above $8,280; for those between 65 and 69, benefits are decreased
$1 for each $3 of earnings above $11,520. (Recent legislation will increase the exempt amount
for those 65-69 to $30,000 by the year 2002.) These rules exaggerate the actual benefit loss,
however, since future benefits are increased by an actuaria adjustment when benefits are
foregone. At age 70, the earnings test disappears entirely, and Socia Security benefits are
unaffected by current earnings.

18 1n 1994, 71 percent of all new Social Security recipients were aged 62-64, with the majority
age 62 (Socia Security Administration, 1995, Table 6.A3).

19 A small number (about 1%) are working, but we cannot discern whether or not thisisafull-
time career job.

20 |n defining this sample of those for whom we can identify afull-time, career job, we donot
assume that workers remain on their current jobs until age 62. The reason isthat we will be
looking at the transitions from these jobs, and we want to use theactua tenure at transition to
define the job one leaves as either full-time career or bridge, not the tenure that would have
occurred had the individual stayed on the job until age 62. On the other hand, for those who
take another job when they leave their career jobs, we do assume they remain on the post-career
job until age 62 when deciding to describe it asabridge job or as (another) career job.

21 The vast magjority of these are still on the career jobs we identified. About 7 percent have
switched jobs, but moved to new jobs early enough to be able to accumulate 10 years of
seniority by the time they reach age 62. To the extent that some of these men do leave before 10
years tenure, we will underestimate the extent of bridge job activity.

22 These percentages are derived from the two groups in figures 6a and 6b who moved from a
career to a bridge job -- those still on a bridge job and those who have since stopped working.
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2 Fifteen percent of the sample who switched from a career to abridge job had bad wage data
on one or both of the jobs. The vast mgjority of these involved wages on a 1994 bridge job,
since the 1994 datarelease is less clean than the 1992 public use sample. Table 4 includes only
those with good data on both jobs. The wage rates are all inflated to 1994 dollars.

24 n the those cases where empl oyees participated in more than one pension plan with their
current employer, we decribed pension status on the plan on which the employee could first
receive benefits.



