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Abstract

A s Latin American and the Caribbean countries face rapid aging transitions, the economic
contribution of older workers would need to be strengthened. This paper uses
household data from Brazil and Mexico to characterize labor market behavior of older
workers, such as participation, sector and type of employment, and productivity, to identify
critical areas for policy intervention. The paper also discusses other social policy related
issues like health, remittances, and family arrangements. This paper suggests three areas
Jorlabor policy: (i) adjusting social security incentives to extend working life and postpone
formal retirement; (ii) adjustments to labor market regulations to increase employment
flexibility, smoothing the transition into retirement; and (iii) addressing skill needs through
(re)training to maintain productivity and employability. This paper reviews existing
evidence on these policy interventions in industrial and developing countries, and suggests
areas for future analytical work.
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Introduction

he next half-century demograpbic trends in Latin America and the Caribbean (LAC) will consist
of rapid aging of the population with varying speeds across countries. LAC countries will
need a variety of economic and social institutions to deliver income security, adequate health care
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and other benefits to the changing needs of the aging population. The overarching message
emerging from regional and country studies on aging is that countries will need to adopt policies
to maintain or increase output in order to finance these emerging needs. Previous analytical work
in LAC identified a number of policy issues to address the implications of aging patterns in the
region: building capacity to address non-communicable diseases (NCD) in the health sector,
increasing retirement ages and reducing incentives for early retirementin pension systems, increasing
female participation in labor markets, and boosting productivity through enhanced education,
among other social policies (Cotlear 201 1). While the emphasis is on the aging population needs,
relatively little is said about the role the aging and elderly may have in supporting their own
financial needs (aside from delayed retirement). Developing countries are different from industrial
ones given their large share of employment among the elderly.

Policies aiming at increasing participation of the older workers focus on three broader areas:
(i) extending productive life (through increased retirement age); (ii) increasing the volume of the
labor force (mainly, by increasing female participation); and (iii) enhancing the productivity of the
labor force (interventions on skills, especially on basic education and among the youth). Relatively
little is said about enhancing the productive labor market participation of those in the transition
towards old age. The policy discussion in the European Union, where aging is a present problem,
led to the establishment of a 50% target on employment rates for those aged 50 to 64 years, in order
to increase their participation. In that setting, most of the discussion has been focused on pension
systems addressing changes on pension eligibility (e.g. retirement age) or pensions benefits {e.g.
replacement rates). In LAC, the focus on pension system issues is partly relevant but insufficient
because only about 40% of the working population in Latin America formally retires and receives
a pension, even after a decade of intense reforms to pensions systems. Still, many of those
formally retired individuals continue participating in the labor markets in a gradual disengagement
process: about 54% of the incomes of males over 60 years of age come from labor sources,
compared to only 32% from pensions. This gradual and blurred withdrawal from the labor force
raises other questions that demand both analytical and policy attention.

This report has two main objectives. First, it provides a descriptive perspective of labor
market outcomes between 50 years of age until 70. As working and non-working individuals transit
towards old age, it is reviewed labor market participation, hours worked, and productivity, resulting
from the interaction between workers and firms, in specific labor policy settings. The paper will
provide key stylized facts thatneed to be accounted in the design of policies that enhance participation
and productivity among older workers. Second, it provides a framework for policies to enhance
productivity among older workers, by discussing existing labor market policies implemented in
other countries (mainly Organization for Economic Cooperation and Development (OECD)) and
assessing the available options in the LAC context.

1. Population Aging and Labor Market Behavior

The demographic transition in LAC countries reflected an increased life expectancy by 22 years in
the last half century, declining infant mortality and declining fertility—birth rate is now half the
mid-20" century rates—are changing the demographic composition (Cotlear 2011). These
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demographic changes will result in most of LAC countries experiencing their largest population
size between 2050 and 2070, and increasing old age population. While the share of population
aged 60 and over increased from 6 to 9% between 1950 and 2000, it will increase to 24% in the next
50 years. The demographic transition that lasted over a century in developed countries is expected
io take place more quickly in LAC. Compared to France that took 115 years to doubie it elderly
population, it is expected that it will take only 21 years in Brazil and even 19 in Colombia.

The speed of demographic transition suggests that countries will need quick responses to
manage the increasing demands from an aging population. Some studies have identified a number
of social policies to mitigate the economic impacts of aging, with relatively modest references to
labor market actions. Recent studies on aging in Latin America and in other regions have stressed
the message that, while different countries show different stages and speeds of aging, most
should be preparing their policies and institutions to address the economic impacts of an aging
population {Cotlear 2011; World Bank 2006b; World Bank 2010). These studies mostly convey that
aging implies an increasing share of elderly population that needs to be supported by a smaller
share of working individuals. The key policy messages are extensively discussed around three
areas: pensions, education, and health. On pensions, the key message is that aging countries need
to extend the working life by reforming pension systems in erder to increase the retirement age (or
reducing eligibility for retirement at earlier ages), and reducing the incentive for early retirement by
changes that reduce replacement rates (pension benefits in relation to previous labor earnings).

Nevertheless, as increasing the working life through pension reforms alone is not enough,
countries will need to increase the level and productivity of the labor force, including that of older
workers. Addressing education and training needs seems to be the answer to productivity
challenges. The challenges on education and training differ across regions depending on the state
of their education systems and student population. In Europe and Central Asia, education challenges
reflect first the shrinking student population due to declining fertility and outmigration that, together
with the inheritance of a large supply of educational institutions and teaching force, should Iead to
adjustments in their education systems to new, smaller, student population (efficiency objective).
Productivity gains are also seen through reforms in the education systems (and curricula) to
respond to new labor market demands, as well as through the increase of secondary and higher
education enrolment rates (World Bank 2006b). These education sector recommendations are also
coupled with recommendation to develop incentives for training older workers due to the large
fraction of elderly population. In Latin America, the study by Miller et al. (2010) reflects the
demographic transition and changing student population in the projection of education public
expenditures. The projected reduction in education expenditures i associated to reduction of
fiscal costs of about 1-2 percentage points over the next 40 years and, interestingly, they argue
that those savings could be used for other emerging fiscal needs such as pensions and health
care, although re-investment in education are also mentioned. Cotlear (2011) also mentions the
need to develop lifelong learning programs for people in their 50s and 60s, expanding their current
audience of adults in their 30s. The proposed measures on training are still tentative since little is
known about the potential take up and impact among older workers.

Aging would bring changes in morbidity and mortality profiles given the increased life
expectancy. Countries would, then, experience increased incidence of NCD such as cardiovascular
diseases, including hypertension, arthritis, and diabetes, and health systems would need to respond

55



EMPLOYABILITY AND PRODUCTIVITY AMONG OLDER WORKERS: A POLICY FRAMEWORK AND EVIDENCE FROM LATIN AMERICA

accordingly: but deteriorated health status can have impacts also on labor market outcomes,
although little is known on this. Most studies provide evidence on the implications of aging on
health status of the population, their emerging health care needs, with little emphasis on the impact
on labor productivity. While World Bank (2006b) discusses the relationship between age and
wages, they do not examine the explicit linkage between aging, health status and productivity
(wages). Medici (2011) discusses the implication for the health care system and costs, and Cotlear
and Tornarolli (2011) do not examine the linkages of labor market outcomes and health. Only
Soares (2010) discusses how the health status deterioration during aging are translated to reduced
participation and wages among Brazilians, suggesting that interventions to manage NCD—to
allow workers to maintain a healthy and active lifestyle—could have a positive impact on
productivity, but falls short of estimating the productivity costs (foregone labor income).

In order to better address the question about economic participation among the aging, this
report examines first, selective evidence about labor market outcomes and key associated factors.
This paper builds on the existing analyses by World Bank (2006b), Cotlear (2011), World Bank
(2010), and others, to desctibe existing patterns of labor market outcomes such as participation,
type of employment, hours worked, and productivity. In this selective empirical description, other
individual factors are brought in to raise possible links to other sector interventions, like health,
household demographics, and honsehold time demands. In this analysis, as it is expected for LAC
countries, large informal labor market shares may persist during the working life of individuals.
Perry et al. (2007) already showed that while informality was more prevalent in early working
stages, and formal markets prevail during prime age, self employment was more prevalentin Mexico
after age 50 and in Argentina and Brazil after age 60. As informality and self-employment are
widespread employment choices, a tentative framework for understanding labor behavior after age
50 is proposed in Figure 1.

Figure 1
Labor Market Adjustments for Older Workers

\

Formal workers

Number of workers

Self- employment/Informal

Age 50 Retirement Age Age 70
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This figure shows the patteras of labor market engagement where the black line describes
the participation of individuals in self-employment (and informality). The graph shows a large
fraction of the population in self-employment or in the informal sector, as discussed in Perry (2007).
This line shows a slow decline between the ages 50 and 70, leaving most workers in this category
by age 70. This is also consistent with the evidence in Perry (2007) where transitions across
sectors show increasing trends to move to self-employment after age 50, While the graph shows
only the fraction of workers in each sector, this could also reflect the gradual adjustments workers
may experience on hours and possibly on productivity (if the lines would reflect the value of their
participation, or, for instance, the wage bill). The above line shows the fraction of individuals in
formal jobs, which is shown as a smaller fraction after age 50. This fraction shows as constant until
retirement age R, and dropping as retirement takes place. Assuming hours worked in the formal
sector are not adjusted before retirement age, the size (and possibly value) of workers in the formal
sector remains that same. Figure 1 provides a conceptual framework for enhancing employability
and productivity among older workers. First, employability can be increased with policies aimed at:
(1) increasing the level of participation in any sector, and (ii) delaying the drop in participation after
retirement age. Both would result in a shift of the participation, lines outwards increasing the
fraction of people working. Second, productivity (the value of the area under each of the lines) can
be increased by enhancing the skills of those in each sector.

This framework also provides the setting for some empirical questions: How does participation
change after age 507 What types of labor market engagement are more prevalent between age 50
and 70 and how they evolve? How are hours worked adjusted during the transition? I's productivity
affected by aging? Understanding these changes over the aging transition can help identify
policy relevant issues to enhance participation, sector choice and/or productivity. These empirical
questions are discussed first.

1.1 Labor market participation among the aging population

Economic activity among the elderly is higher in Latin American than in industrial countries and
similar to levels observed in other developing countries. Table 1 shows the male economically
active population (EAP) as share of the total population in different regions and selected countries
in Latin America.' Latin American activity rates of the male aging population are between those
observed in African and Asian countries, with roughly 90% of males aged 50-54 still active in the
labor force. After age 65, 45% of males are still active in Latin America, higher than in Asia (33%),
North America (21%) and Europe (9%}, and only lower to the rate observed in Africa (53%). This high
activity among the aging population in Latin America hides important differences across countries.

! EAP is defined here as the economically active population which comprises all persons of either sex who
furnish the supply of labor for the production of goods and services during a specified time-reference period.
The time period depends on the survey used which may vary across countries. This includes people involved in
the production of all goods that are retained by their producers for their own final use; the production of
housing services by owner-occupiers and of domestic and personal services produced by employing paid
domestic staff.
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Mexico, for example, has the highest activity rates for most age groups, but for those males aged 65
of more, rates are higher in South American countries (48%) like Peru (56%) or Colombia (49%)).

Regarding Labor Force Participation (LFP), Latin America and the Caribbean shows significant
variation rates among the elderly, suggesting different typologies for policy design. Table 2 shows
LFP rates for the population over 65 compared to that of prime age adults (aged 25-64). Three types
of countries can be clearly distinguished. First, those countries where the elderly have a much
lower participation compared to that of prime age adults. These countries include Costa Rica,
Argentina, Uruguay, Chile, Brazil, and Colombia, where participation rates among the elderly is
less than 0.30 that of adults. In these countries, less than 23% of the elderly are actively participating
in the labor market and are characterized by generous pension systems (Cotlear 2011). A second
group of countries show a higher participation among the elderly (between 23 and 39%) which
represenis between a third and a half the participation of adults. Countries in this group include
Mexico, Panama, and some Caribbean couniries like Barbados, Jamaica and the Dominican Republic.
Finally, in the third group the elderly have the highest participation rates (between 40 and 58%),
that represents more than half the participation rate of adults. This group includes Andean countries
like Peru, Bolivia, Ecuador, Paraguay,? and other Central American and Caribbean countries like
Honduras, and Nicaragua. This labor market typology is roughly consistent with other
classifications made on the basis of demographics, pension coverage or stage of demographic
transition. Those classifications show that the first group follows closely those with advanced

Table 1
Economic Activity and Aging Population
{% male population active in labor force)

50-54 55-59 60-64 65+
Africa 93.8 90.4 75.4 53.0
rac o Tpes 83 95 453

. Asia . “ .92.3 : o 82.1 67.1 328
North America 85.9 783 60.4 21.5
Europe 86.1 70.9 43.1 9.1
Central America 92.5 87.9 72.4 44.5
South America 88.9 81.7 71.1 48.2
Caribbean 89.3 84.3 48.7 25.9
Mexico 923 87.5 71.1 431
El Salvador 90.2 85.9 68.7 41.4
Peru 89.6 84.5 80.2 56.3
Colombia 87.9 79.5 722 49.4
Brazil 86.6 71.9 659 46.2

Source: TLO Laborstat. Economicaily active population (EAP) are those all persons of either sex whe furnish the supply of labour
for the production of goods and services. This definition, in contrast to labor force participation includes those in non market
activities like housing services.

2 Paraguay is included in the third group due to the high elderly participation (39%).
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demographic transition (Saad 2011), and with the highest contributory pension coverage among
the elderly (Cotlear and Tornarolli 2011). The third group includes Andean countries fike Ecuador,
Paraguay, and Peru, and other poorer countries like Honduras and Nicaragua that show a much
lower contributory pension coverage. Participation rates of the elderly in Latin America are in line
with other studies that found a significant role of labor markets in activities of the elderly in
developing countries. For the case of China see Giles et al. (2010), for Latin America, (Cotlear2011)
for Mexico Wong et al. (2002), and for the case of Indonesia Cameron and Cobb-Clark (2001).

Tabie 2
Labor Force Participation in Latin America: Adults and Elderly

Aduits Elderly Ratio

(25-64) (65+) Elderly/Adulis
Costa Rica 72.8 14.30 0.20
Argentina 77.4 15.50 0.20
Uruguay 82.2 17.30 0.21
Chile 72.3 18.50 0.26
Brazil 77.4 23.10 0.30
Colombia 73.6 22.10 0.30
Barbados 86.7 27.00 0.31
Guyana 70.4 23.00 0.33
Panama 74.7 25.40 0.34
Dominican Republic 68.4 23.60 0.35
Venezuela 78.1 27.60 0.35
Jamaica 82.5 3170 0.38
Mexico 72.0 30.10 0.42
El Salvador 73.3 31.00 0.42
Belize 68.7 32.80 0.48
Paraguay 79.2 39.20 0.49
Nicaragua 73.9 37.20 0.50
Ecuador 78.0 39.50 0.51
Haiti 76.2 41.70 0.55
Honduras 68.3 38.60 0.57
Peru 84.9 51.10 0.60
Bolivia 83.1 57.80 0.70

Source: CEDLAS 2011.
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Participation rates among the aging population in Latin America show increasing trends for
those aged between 50 and 64. Studies of economic activity among older cohorts found that LFP
rates in countries like Mexico and the Dominican Republic were higher than those rates observed
in the United States or Canada, and that while participation declined significantly in industrial
countries, the decline in developing countries was more modest (CLSS 2003). The reported decline
observed until 2000 is not seen in recent years where the trend actually reverses (Figure 2). In
Brazil, participation rates for age groups between 50 and 80 increased between 1998 and 2008. The
increase is clearly observed before age 65. Participation rates for age groups 50-54 and 55-59
increased by 7 percentage points, while the increase for other age groups was smaller (and marginally
negative for the 70-74 group). In Mexico, participation rates also increased for those aged 50 to 64,
but not for older groups.’

Figure 2
Labor Force Participation in Mexico and Brazil
(percent by age group)

Mexico

percent of population working

4 1 4
50-54 55-59 60-64 65-69 70-74 75 -80 50 -54 55-59 60-64 65-69 70-74 75 -80

Age groups Age groups
M 1998 2008 M 1996 2008

Source: PNAD and ENIGH. Author’s estimation.

The increase in LFP among those aged 50 to 701s being driven by the increased participation
of females in the economy. Figure 3 shows participation rates by gender and age groups in both
Brazil and Mexico. In Brazil, participation among those aged between 50 and 70 increased by only
2 percentage points among males compared to 10% among females. For ages older than 70, females
continue showing an increase in participation larger than that of males. In Mexico, male participation
increases until age 59 and declines afterwards, while female participation continues increasing
until age 69. The increased participation of fernales in the economy suggests that analytical and
policy questions regarding the impact of aging through labor markets would need to address
specific conditions of female behavior in labor markets.

*These statistics are based on several waves of nationally representative household surveys, Pesquisa Nacional
por Amostra de Domicilios (PNAD) in Brazil and Encuesta Nacional de Ingresos y Gastos de los Hogares
(ENIGH) in Mexico.
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Figure 3
Labor Force Participation between Age 50 and 70, by Gender

Brazil: Participation among the Aging
Males 1998, 2008
(percent by age proup)

50-54 55-59 60-64 65-65 70-74 75 -80
Age groups
1998 =2008

Brazil: Participation among the Aging
Females 1998, 2008
(percent by age group)

30-34 55-59 60-64 65-65 70-74 75-80
Age groups
® 1998 m2008

PNAD and ENIGH. Author’s estimation.

61

working

percent of population

percent of population working

Mexico: Participation among the Aging
Males 1996, 2008

(percent by age group)

50-54 55-59 60-64 65-6% T0-74 75-80

Age groups
®1996 w2008

Mexico: Participation among the Aging

Females 1996, 2008

(percent by age group)
NNr——— e e e e —
- e —
50

s
f=1

w
<

b
(=3

—_
(=4

50-54 55-59 60-64 65-69 T0-74 75-80

Age groups
w1996 m2008



EMPLOYABILITY AND PRODUGTIVITY AMONG OLDER WORKERS: A POLICY FRAMEWORK AND EVIDENCE FROM LATIN AMERICA

The increase in LFP among the 60-64 group s also observed in other Latin American countries
like Argentina. In Argentina, retirement rates for males dropped dramatically after the pension
reform in 1993, especially for those 60-64 where retirement rates dropped from 40 to 20% between
1993 and 2003 (see Figure 4). This decline is partly attributed to the reduction in expected pension
income due to the 1993 reform that kept some aging workers in the labor market to compensate the
lower retirement income (CAF 2008). A different perspective is found in countries like Veneznela
where retirement rates increased from 50% in 1989 to 60% by 1999, and stayed stable in the coming
years. This increasing preference for retirement is associated with increasing an already generous
pension benefit (Acosta 2007).

Coincident with the evidence from Argentina and Venezuela, the evidence from Mexico and
Brazil suggest an association between pension regimes and participation (and retirement) behavior
of older workers. Table 3 shows the labor force status of age groups between 50 and 80 years old
for Brazil and Mexico in 2008. Individuals can be categarized into non participants (not employed
and not actively looking for ajob), formal workers, informal workers, self-employed, unpaid warkers,
and the unemployed.** Noticeably, non participation rates in Brazil are lower than in Mexico before

Figure 4
Retirement Rates in Argentina (Buenos Aires) and Venezuela, RB
(males, by age group}

Argentina Venezuela
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Source: CAF 2008.

4 Formal workers are those working as dependents and have a formal contract or holding a labor registry
(having a carteira assinada, in the case of Brazil, and having a ‘contract’ in Mexico). Informal workers are
defined as those dependent works without the formal contract. Self-employed are those working on their won
and /or owning their own business. Unpaid workers are those reporting some activity without being paid.
Unemployed are those who are not working and reported actively seeking for a job in the last week or month.
5 Definitions of informality vary significantly across countries and even within countries. In Mexico, for
instance, informality could be defined based on: (i) non contributors to Social Security (using IMSS data); (ii)
without access t health insurance; and (iii) reporting self-employment and other similar jobs; among others.
In this report, we define as ‘informal’ as a worker without a written contract for comparability purposes with
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retirement age (50- 60), but higher after retirement age. It seems that pension eligibility (age 60-65)
triggers non participation in Brazil more than in Mexico. This faster retirement path in Brazil is driven
the retirement of dependent workers (formal and informatl) that move from 41% of the 50-54 age group
t04.2% by age 70-74 (and 2.3 after age 75). Mexico shows a slower decline from 449 to 12% in the
same age groups, and stays around 10% after age 75. Still these levels of LFP and employment
represent employment levels equivalent to European Union (EU) goals. The EU, in its effort to
increase employment of the aging, established a goal of 50% employment rate for the 55 to 64 age
group. The participation rates observed for Mexico and Brazil represent employment rates of 56.4%
for Mexico and 49.3% for Brazil.5 This different withdrawal from the labor force is closely associated
by the coverage of pension systems in Brazil and Mexico. In Brazil, more than 75% of the individuals
aged 60 or more receive income from pensions, compared to less than 25% in Mexico, and this
difference is even larger after age 80 (Cotlear et al. 2011). As shown in Table 3, the patterns of
participation are affected by pension incentives, and the impact of those incentives will hinge onthe
degree of formality and self-employment among older workers, which is discussed next.

Table 3
Labor Market Participation between 50 and 80 Years
(% of population)

50-54 55-59 60-64 65-69 70-74 75-80
Brazil
Non participant 25.0 34.0 48.0 63.1 753 804
Formal workers 29.0 20.9 11.4 5.0 14 0.6
Informal 12.2 11.0 8.0 5.0 2.8 1.7
Self-employed 25.4 24.9 225 17.1 12.3 9.8
Unpaid worker 6.0 7.5 8.7 93 7.9 7.3
Unemployed 2.5 1.8 1.3 0.6 0.3 0.2
Mexico
Non participant 314 36.1 47.9 58.0 67.1 74.0
Formal workers 20.2 16.9 24 4.2 1.8 2.0
Informal 23.9 21.0 17.4 13.6 9.9 7.6
Self-employed 22.4 24.1 251 224 20.1 154
Unpaid worker 0.3 0.2 0.3 04 02 0.2
Unemployed 1.7 1.8 0.9 1.4 1.1 0.8

Source: PNAD 2008, ENIGH 2008, Author’s estimation. For definitions see footnote 3.

the Brazilian definition. A separate category for ‘self-employment’ is also included. Average informality rates
using the ‘self-employed’ proxy are 29% in 2008, close the 32% (22.4 / 100-31.4) found among those aged 50-
34 in Table 3. Informality defined as ‘non IMSS contributors’ is close to 66% in 2008, close to the 67%
((23.9422.4)/(100-31.4)) including ‘informal’ and ‘self-employment’, estimated from Table 3.

¢ These employment rates are close to those observed in some Europe and Central Asia countries like Latvia has
53.3% in 2006 (Ingham et al. 2009).
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1.2 Type of employment and sector participation among older workers

In order to examine the patterns of economic activity among the elderly, we report data from
household surveys for Brazil and Mexico. In particular, we try to identify the specific activities
being carried out by the aging population, and to provide a first assessment of labor market
behavior as the population ages. Table 3 {and corresponding Figure 5) shows the labor force
status of age groups between 50 and 80 years old for Brazil and Mexico in 2008. The patterns of
type of employment observed in Table 3 and Figure 5 corroborate the earlier framework.

First, formal sector employment shrinks very rapidly after statutory retirement age, becoming
negligible after age 65. The fraction of individuals working as formal workers by age 50 (29% in
Brazil and 20% in Mexico) declines to 5% and 4% respectively between ages 65 and 69. The rapid
reduction of individuals working as formal workers in both Brazil and Mexico is both associated to
eligibility to pension benefits and the incentives to retire and work as informal worker or self-
employed (for the case of Brazil see World Bank 2006).

Figure 5
Labor Force Participation among Older Workers
(% of population in each labor market status)

Brazii Mexico

100
90
80
70
60

% 50
40
30
20
10
0
50-54 55-59 60-64 65-69 70-74 75-80 50-54 55-59 60-64 65-69 70-74 75-80
Age groups Age groups
Source: PNAD 2008, ENIGH 2008.

Second, self-employment is the most important and resilient labor market activity among older
workers. In both Brazil and Mexico, dependent work (formal and informal) is the most important labor
activity in earlier stages of the aging transition (50-59}, but by age 60 self-employment becomes the
most prevalent labor market activity, even compared to both formal and informal work, combined. In
Brazil, almost 23% of individuals aged 60 to 64 are self-employed compared to only 11.4% in the
formal sector and 8% in the informal one. A similar pattern is observed in Mexico among the 60-64 age
group, where 25% are self-employed compared to 17 and 8% in the informal and formal sector
respectively. Not only self-employment is more prevalent as age progresses, but is the most resilient
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economic activity, especially in Mexico. Between age 50-54 and 65-69 the fraction of Mexicans self-
employed remains unaffected (22%}), and only declines to 15% after age 75. In Brazil, the decline is
also slower up to age 60-64 (from 25 4 to 22.5%) and then reaches 10% after age 73. This evidence on
tbe role of self-employment and informality suggests that policies addressing labor market conditions
for the aging working independently could be an important are for policy action. Still, more analysis
of both labor conditions and firm’s characteristics are necessary to identify interventions that
could enhance the employability of the elderly and the productivity of the firm.

Third, the incidence of unemployment is very low and differences across countries may
reflect the coverage of pension and unemployment insurance (UI) systems. Table 4 shows
unemployment rates for different age groups between age 50 and 80 for Brazil and Mexico.” These
rates average around 2-3% and are close to the Latin American mean for those aged 60 or more
(3.2%).® The differences in pension and Ul coverage may explain the difference between the two
countries. In Brazil, unemployment rates for the elderly are lower than the national average (close
to 6%) and decline as age groups are covered by the pension system, from 3.3% around age 50-54
to 1.1% by age 75. The sharpest decline in unemployment rates coincides with the pension eligibility

Table 4
Unemployment Rates between 50 and 80 Years in Brazil and Mexico
(% of active labor force, by age groups)

50-54 55-59 60-64 65-69 70-74 75-80 National
Brazil 3.30 2.70 2.50 1.60 120 1.10 5.80
Males 2.90 2.30 2.40 1.50 1.50 1.20
Females 3.80 3.20 2.60 1.70 0.60 1.00
Urban 3.70 3.20 3.00 2.20 1.60 1.80
Rural 1.30 0.60 0.70 0.10 0.40 0.00
Mexico 2.50 2.80 1.80 330 3.20 3.00 1.90
Males 3.80 3.90 2.60 4,80 430 420
Females 030 0.80 0.20 040 0.40 0.00
Urban 2.70 3.10 1.80 430 4.50 2.50
Rural 2.00 1.90 1.8 1.0 0.90 3.80

Source: PNAD 2008, ENIGH 2008. Author’s estimation.

" Unemployment rates are defined as those not working and looking for a job during the last week (or last

month).
8 See Cotlear (2011).
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at age 65, where unemployment rate is half that observed for the younger group. In Brazil, this
decline is observed across genders and urban and rural areas with similar levels. Mexico shows a
different pattern. Unemployment rates for the aging are slightly lower than the national average
and these remain stable around 3% during the aging years. In Mexico, unemployment of the aging
(bottom region in Figure 5) is essentially a male and mostly urban phenomenon. Unemployment
among females over 50 is negligible and declines rapidly in rural areas. Given the relatively small
incidence of unemployment among the aging population this report does not examine specific
unemployment design issues for the elderly. Still, in cases like Brazil where Ul coverage is larger,
especially among those close to retirement, it may be important to address incentives these types
of programs have on retirement decisions.

The discussion on type of employment provides a link to the labor market regulatory
framewaork and the role of social security incentives, and how these may affect participation and
other labor outcomes. Another important dimension of labor markets among older workers is
related to the type of occupations and tasks individuals need to perform, as these individuals may
increasingly face health deterioration or other restrictions that can affect their ability to perform
certain tasks and their productivity. The paragraphs below describe sector allocation of employment
as a proxy for type of activity carried out.’

Figure 6 shows the sector allocation of workers in Mexico and Brazil between ages 50 and 70,
In both countries about 30% of workers between 50 and 54 years have a work in health, education,
and other personal services and these activities remain important until age 70, when 20% of

Figure 6
Sector of employment among older workers
{percent of workers in each sector, by age group)
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= Trade = Industry ® Construction = Agriculture B Industry # Construction = Agriculture

Source: ENIGH 2008, PNAD 2008.

? A regional study on skills will shed light on the evelution of skill demands and how the aging population may
fit in evolving labor markets.
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workers have still a job in these sectors. Agriculture and other extractive activities (fishing and
mining) occupy 15 and 21% of workers in Mexico and Brazil, respectively. These activities become
the most important ones by age 60: 47 and 31% of Brazilian and Mexican workers respectively carry
out these hard tasks. This important and increasing share of workers in agriculture and extractive
activities may pose a challenge for employability since it may demand physically demanding tasks
where (deteriorating) health can impose functionality constraints. Trade activities, especially retail
trade, represent a significant and resilient activity among older workers. In Mexico, the share of
workers in trade increases from 16% in their fifties to 20% by age 70. In Brazil, it remains stable
around 14% of workers. These gross patterns actually hide specific patterns in certain demographic
groups, as discussed next.

Most formal sector workers that remain employed do so in public administration, and social
and personal services. Figure 7 below shows the sector allocation of employment for workers in
different subgroups: formal, self-employed, males, females, urban and rural for both Mexico (Figure
7A) and Brazil (Figure 7B). Among formal workers, public administration and social service provision
represent more than half of workers in both Mexico and Brazil. Public sector workers represent
more than 10% in Brazil and about 17% in Mexico, and their retirement incentives must be examined
in the context of specific civil service regulations. In addition, a large fraction of health and
education workers may belong to public schools and public health care providers, underscoring
the need to address public sector regulations on work and retirement incentives. This public
sector agenda is more important among females, since alarge fraction of them are engaged in social
and personal services after age 50. Such assessment of civil service and associated public sector
pension schemes should aim at identifying opportunities for maintaining employability, such as
providing more flexible working arrangements,'®

The self-employed are largely empioyed in retail trade activities and in agriculture, with likely
low productivity. Between one quarter and one third of older workers participate in retail and
wholesale trade activities, slowly declining in importance after age 60. In Mexico, where trade
participation is higher, it declines from 30 to 25% between ages 50 and 70. Although retail and
wholesale trade may not necessarily involve heavy tasks, some of the responsibilities may impose
long hours in the market. Parallel to the gradual decline on trade, there is an increasing importance
of agriculture among the self employed, mostly driven by agricultural rural workers that includes
half of those aged 50-54 in Mexico and close to 80% of those in Brazil. By age 60, 40% of self-
employed in Mexico and 35% in Brazil are in agriculture (mostly in rural areas). As agriculture and
other extractive activities are likely to be physically demanding, the potential for continuing
employment and sustained productivity may be limited. The fact that trade and agriculture become
the most important employment sectors for older workers goes against the notion that heavier and
more physically demanding jobs should become less prevalent, unless labor can be adjusted by
the level of effort (type of task) and time spent (hours). If that is the case, productivity should
reflect those adjustments on required effort and hours resulting in lower productivity employment.
In rural areas in Mexico, this type of employment largely represents subsistence agriculture with
observed low productivity, and in urban areas trade activities mostly include retail trade with low
productivity and incomes.

'* Further insights into public sector labor markets are limited by data constraints. In Mexico’s ENIGH 2008,
there are only 130 workers in public institutions between 60 and 64 years.
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Figure 7A
Mexico: Sector Employment of Older Workers
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Figure 7B

Brazil: Sector Employment of Older Workers
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1.3 Income poverty and employment of older workers

Labor market outcomes for older workers are especially imporiant since they are closely associated
toincome poverty levels. Figure 8 shows labor market status of older cohorts for Brazil and Mexico
for different income groups. The top panel shows the labor transition for households living in the
poorest 40% in both countries, while the bottom panels show the transition for the richest 40% of
households. Noticeably, labor transitions among the better off (bottom panel} in both Mexico and
Brazil are similar: labor market participation at age 50 is around 74%, and formal workers represent
an important share that declines significantly after age 65. In Brazil, half of workers at age 50 are in
the formal sector, and this share drops to one fifth by age 65. In Mexico, the drop is from 43% to
18% for the same age groups. In both countries, even among the better off older workers, self-
employment and informality becomes more prevalent by age 65, representing more than 80% of
total employment.

Poorer older workers are mainly in self-employment and informal positions, but in Mexico
retirement among the worse off is negligible compared to Brazil. Mexican self-employed workers
stay working until their late 70s, showing a small decline from 28% of the population in their fifties
to 24% of those in their 70s. In contrast, in Brazil, the self-employed decline from 24% to 8%
between (he same age groups, The fact (hat all formal, informal and self-employed workers gradually
drop out faster of the Brazilian labor market, and even for the poarer population, suggests that it
may be associated with the presence of a larger and more generous pension system that provides
for both contributors and non contributors alike. In both countries, the income differences in labor
market status corroborate that addressing employability for the self-employed and the informal are
likely to enhance labor income potential for the poor.

Educational attainment in each type of employment provides additional guidance in identifying
employability challenges. Labor market status after age 50 is an outcome of early investments in
education and individuals’ wark history. Figure 9 shows the share of individuals aged 50 to 64 by
educational attainment in each of the labor market categories. Formal workers in Mexico, for
example, have the largest share of higher educated individuals (about 42%) compared to only 23%
with primary education. Interestingly, the self-employed also have a large share of higher educated
workers {about 38%) but it 18 similar to the educational attainment of the age group. The self-
employed, on the other hand, have a disproportionate share of primary educated workers, reflecting
those in agriculture in rural areas or in trade activities and other low productivity tasks in urban
areas. Informal workers follow a pattern similar to the self-~employed but reflect closely the
distribution of workers in this age group. The pattern is similar in Brazil.

The pattems of educational attainment across different types of employment suggest different
policy agendas across employment categories. Among formal workers, the larger fraction of higher
educated workers poses a challenge for increasing employability since they may also have higher
reservation wages and may prefer to withdraw from the labor force given the retirement incentives.
Itis likely that retirement incentives may be the key factor in extending their labor market participation.
Among the self-employed and the informal there are two groups that call for a two-pronged
agenda. The first group is composed by high educated self-employed, professionals working
independently, with high incomes and capacity to adjust effort and hours between ages 50 and 70.
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Figure 8
Labor Market Status between Ages 50 and 80, by Income Level

Brazil: Mexico:
Employment during Aging Transition, by Income Level Employment during Aging Transition, by Income Level
(percent of population by labor status) (percent of population by labor status)
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This group may also have high reservation wages and be willing to retire given enough accurmilated
wealth. This group may not be a priority from a distributional angle since they are likely to have
built enough wealth for a life in retirement. The second group is composed by workers with only
primary education or less, working long hours with low productivity that may benefit from skiils
updates. In rural areas, workers involved in agriculture may not offer a potential for increased
employability, unless it is at very low productivity levels (older worker taking care of a subsistence
farm) and subject to a large vulnerability (unless health insurance can be provided). In urban areas,
those older workers in retail trade activities may upgrade to more managerial activities depending
on the availability of others to carry out more physical activities. In both cases, the potential for
increased employability may depend on external factors like technology changes (that allow a
subsistence farmer to depend less on physical strength) or labor supply (to carry out the time
intensive activities in urban retail trade activities).

Figure 9
Mexico: Education Attainment and Labor Market Status, Ages 50-64
{percent in each sector, by age group)

Y

T Non part Formal Informal Self-
Age groups employment
m Primary = Secondary m Higher
Source: ENIGH 2008.

1.4 Intensity of work load: hours worked among older workers

Older workers that stay active show a large number of hours per week, but different adjustments
over time depending on the type of employment. Figure 10 shows the average number of hours
worked by different age groups and by type of employment in both Brazil and Mexico. In Brazil,
those that continue engaged in the formal sector keep working more than 40 hours per week and
only show a slight decrease to 37 hours by age 75, when only 0.6% of the individuals are still formal
workers. In contrast, informal and self-employed workers show a more gradual adjustment of
hours worked. The self-employed show the most gradual adjustment. Informal workers at age 55-
59 work an average of 38 hours and decline to 34 in the 70-74 age. Mexico shows a similar pattern.
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Persons in the formal sector work 40 or more hours till the end of their working life (hours worked
decline to 37 only in the 75-80 group when only 2 % of individuals are formal). The gradual decline
among the informal and the self-employed is similar to that of Brazil, although the decline in hours
among the informal is more pronounced in Mexico. The 4-hour drop in the Brazilian informal sector
is small compared to the 8-hour drop among informal in Mexico, from 42 hours to 34 hours across
the same age groups.

The evidence presented suggests that while formal workers remain full time employees,
those in the informal and self-employed adjust their hours more gradually over time. Whether
observed formal sector rigidities in hour-adjustments are driven by labor market regulations or by
firm and worker preferences is hard to distinguish empirically. Research in industrial countries
suggest that, in fact, iabor supply preferences during aging tend to decline over time, looking for
shorter hours and more flexible time arrangements (OECD 2007 and Karoly and Zissimopoulos
2004 for the case of the United States). If the adjustment of hours in the self-employment group
reflects preferences over labor supply which are common to other older individuals, these
preferences are better accommodated in employments where the workers has more decision power
like self-employment.

Older males and female workers differ in their work intensity, where females show a gradual
adjustment over time, especially in self-employment. Figure 11 shows the average weekly hours
worked by age groups by type of employment and gender in Brazil and Mexico. Brazilian males
during transition work full time (40 or more hours), and those in the formal sector work full time until
advanced aging (after 75). In the informal and self-employed sector, weekly hours are adjusted
gradually reaching 33 hours in the 75-80 age group. Brazilian females show a gradual decline in
labor supply by reducing hours in the informal and self-employment sectors, but not much in the
formal sector. By age 65, Brazilian females in the informal and self-employment are working around

Figure 10
Hours Worked among Clder Workers, Brazil and Mexico
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Figure 11
Hours Worked among Older Workers, by Gender and Type of Employment
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30 hours per week and by age 75 they work half time (23 hours). A similar pattern is observed in
Mexico, although the adjustment in labor supply takes place earlier around age 55. Females in the
informal and self-employment sector adjust their hours after age 60 dropping from 35 hours by age
50-54 to 30 hours per week by age 60. Afterwards, they remain working at that level or drop from the
labor force. Mexican males in the formal and informal sectors work full time (40 hours) till late in the
transition and only drop after age 70. Those self-employed males, on the other hand, seem to be
adjusting their hours throughout the transition reducing one hour per year after 50.

In addition to gender, sector participation, and intensity of labor supply, older workers may
be affected by other three important changing elements during the aging transition: health status,
household demographics, and reliance on remittances. Although the objective of this report is not
o examine these elements in detail, the analysis below shows key patterns to take into account in
future analytical work.

1.5 Labor supply and other conditions

1.5.1 Labor supply and health status

An important determinant of LFP and hours worked is health status of the individual, which
changes rapidly after age 50. A feature of aging is that health status may start to show signs of
vulnerability and illness. Linkages between labor markets and health during old age may reflect the
impact of health on lower productivity or the impact of strenuous labor conditions on health. Van
Gameren (2010) uses the Mexican Health and Aging Study information on individuals 50 or older
and finds that individuals aged 50 or more increase their LFP by 10 percentage points if they are
healthier, as measured by objective measures such as diagnosed illnesses or indicators of activities
of daily living. A recent study on the effects of aging in Brazil (World Bank 2010) corroborated that
self-reported health status was closely related to labor market performance, in particular to
participation and wages (Soares 2010). The study found that most of the health related impacts
took place on the extensive margin (participation) and found no evidence on impacts on the
intensive margin (hours worked).

Using both SRHS measures and reported diagnostics by professionals, this report finds that
poor health status (or illness) is associated to lower hours worked.! Figure 12 shows the relation
between self-reported health status and hours worked. Those persons reporting bad or very bad
health status (dotted line) have lower hours worked compared to those with good health status
(solid line) and this difference in hours worked increases as aging increases.!? Figure 12 shows
also the link between NCD (cardiovascular, kidney illnesses or arthritis) and hours worked. A
composite indicator for any kind of chronic illness is also included. These graphs show that

"' The PNAD includes questions like “Has a medical doctor or health professional diagnosed that you have
[illness)?” where illness could be spinal problems, cancer, hypertension, heart disease, kidney disease, and
others.

‘2 The difference with the analysis of Soares (2010) 1s that Soares grouped SRHS into two groups: very good and
good health, and those with regular, bad or very bad health. Figure 12 (first panel) omits those with regular
health status to emphasize the difference between the two tails of SRHS.
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‘Weekly hours worked

‘Weekly hours worked

Figure 12
Brazil: Health Status and Intensity of Labor
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individuals with reported chronic illnesses (dotted lines) reduce their hours worked compared to
those older workers without conditions. This evidence suggests that interventions that help
manage chronic illnesses may help sustain hours worked after age 50.

Health care provision and health insurance may also distort incentives for labor force
participation. If health insurance provision is attached to formal employment, then it provides an
incentive for older workers to remain employed in order o maintain their insurance coverage.
Despite strong theoretical support, empirical evidence on the topic for LAC countries is still
inconclusive (see Kurowski 2011 for a review of the existing literature).

1.5.2 Another (non market) side of labor supply: hours spent in household chores

Aging brings a number of changes in labor engagement that are reflected in the intensive margin
(hours, as seen in self-employment}, or on the extensive margin (work/retire, as seen in the formal
sector). These changes in the market use of labor may be linked to other uses of household labor
resources, mostly non market activities at home. These activities range from caring for infants,
other elderly, and the sick, to household maintenance activities (cleaning, repairs, gardening), For
example, a working 55 year old female may prefer to retire or work fewer hours in order to care for
some infants or a sick person at home. The implicit calculation by households compares the
foregone income of the 55 year old female compared and the savings in care giving costs for the
kids or the sick persomn, in addition to other non pecuniary benefits from either working or caring
for the relatives. The role individuals play at the household will affect the opportunity cost of their
labor and should be accounted for in policy design. Policies that narrowly focus on incentives to
increase employment without accounting for household conditions may be either ineffective (when
there is no take up) or too costly (when the incentive needed is too high). This section reviews
patterns of household chore engagement after age 50 to provide a first view on the intensity of non
market activities and their potential relevance for policy issues.

Females more than double the time spent by males in household chores, even controlling for
labor market status or age group. Table 5 shows the average number of weekly hours spent on
household chores in Brazil and Mexico across different age groups and labor market status.'® In
Brazil, individuals keep the Jevel of household chores constant after age 50. This does not vary
across types of employment since the employed in the formal (9.6 hours) and informal sector (10.3
hours) and self-employed (10.1) roughly spent the same amount of time performing household
chores. Those males not working and not seeking for a job (non participants) or those unemployed
spent about 14 hours and keep it throughout the transition. Brazilian females, on the other hand,
spent a larger number of hours in household chores even if they are full time formal workers: formal
workers in full time jobs spend 20 hours per week in household chores, and those in informal and
self-employed positions spent 24 hours. Unemployed females or those non participants spent 35
hours in the 50-54 age group, and it declines to 28 hours only by age 70.

13 Brazil’s PNAD includes information on time spent on household chores for most of their surveys. Mexico’s
ENIGH started collecting information on time spent on household chores in 2001.

77




EMPLOYARILITY AND PRODUCTRATY AMONG CLDER WORKERS: A POLICY FRAMEWORK AND EVIDENGE FROM LATIN AMERICA

Table 5
Time Spent on Household Chores between Ages 50 and 80

Brazil Mexico
50-54 55-59 60-64 65-69 70-74 75-80 50-54 55-59 60-64 65-69 70-74 75-80

Males

Non participant 147 162 143 147 140 137 131 202 184 185 160 103
Formal workers 9.6 98 108 111 121 124 102 103 97 100 70 55
Informal 103 114 11,1 112 107 112 116 11.3 129 124 63 122
Self-employed 101 99 105 102 110 105 137 141 109 93 105 117
Unpaid worker 127 129 1.8 123 115 108 222 24 323 114 73 00
Unemployed 147 148 141 155 129 124 204 241 139 148 175 36

Females

Nonparticipant 354 33.8 324 302 27.9 242 389 395 343 337 263 204
Formal workers 20,7 21.0 227 214 257 22.2 247 201 213 300 149 351
Informal 243 247 253 231 232 189 295 27.0 23.6 239 174 237
Self-employed 243 250 255 251 229 225 351 33.0 301 277 222 249
Unpaid worker 29.2 296 296 280 273 244 259 331 329 494 210 1490
Unemployed 313 337 280 364 125 - 151 336 288 611 540 -

Source: PNAD 2008, ENIGH 2008. Author’s estimation.

Mexico offers a very similar view but differs in one dimension: Mexican females spent even
more hours in household chores than Brazilians, while Mexican males spent roughly the same
amount as Brazilians. Self-employed Mexican females spent more than 30 hours during their 50s
and reduce the load to 23 hours after 70. Non participating females spent as much in household
chores as a full time job (4( hours) during their 50s and slightly decline below 34 hours after age 70.

LFP, hours worked and hours spent on household chores are closely related, especially for
females. LFP (both on the extensive and intensive margins) are determined by individual
characteristics (e.g. gender, age), labor market conditions, and household demographics, among
other factors.”* The evidence from Brazil shows that the patterns of time spent on household
chores not only varies across genders or labor market status, as discussed before, but varies
significantly depending on household demographics. Figure 13 shows the average number of
hours spent on household chores for urban females, for four different groups (formal workers, non
participants, with and without children in the household). This analysis considers children those
persons 12 years old or younger. Non participants (solid lines) show long hours around age 50,
and those females living in household without children (gray line) spent 3 hours less than those in
households with children (black line}. While non working females have their household work
increased marginally due to the presence of children, with age both converge to the same amount

" See Killingsworth and Heckman (1987) for a survey of the literature on female participation.
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of time on household chores (23-24 hours). A different pattern is found among urban females that
are in the formal sector (dashed lines). They continued working long hours in their jobs, dropping
only from 40 to 35 hours. In parallel they increase their work load at home, and spent even more
time in household chores if they have children under 12 (Figure 13). This evidence suggests that
the linkages between labor force participation, hours worked, and household chores are closely
related and that interventions aimed at releasing female labor supply from mothers (such as day
care for children), could also be affecting older females in the household.

Figure 13
Brazil: Hours Spent in Household Chores
(urban areas, females)

Weekly hours
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Source: PNAD 2008. Author’s elaboration.

1.5.3 Labor supply and remittances

The impact of remittances on labor supply has been subject of extensive analyses but little has
been explored on the impact of the labor supply among older workers. The economic analysis of
mjgration and remittances has addressed the question about the labor market disincentive effects
of remittances. Conceptually, additional non labor incomes (as remittances) increase the reservation
wage and reduce labor supply. On practical grounds, remittances are one dimension of a broader
household decision making where labor resources are allocated in the country and abroad and
remittances reflect part of that decision. Empirically, remittances are found to have more complex
effects on labor resources, both market and non market labor uses. In Mexico, Amuedo-Dorantes
and Pozo (2006) found that households receiving remittances would reduce their wage employment
but they would increase their self-employment labor as well. As LAC economies differ in their
coverage and generosity of pension systems, they also differ in the way remittances affect
households. The analysis on remittances and labor markets has not addressed the specific impacts
on labor market decisions among older individuals. This section provides a glimpse of key issues
that suggest remittances may be an important driver of labor outcomes in some LAC countries.

79



EMPLOYABILITY AND PRODUCTMTY AMONG DLDER WORKERS: A POLICY FRAMEWORK AND EVIDENCE FROM LATIN AMERICA

The increased incidence of remittances among older individuals suggests Potential large
effects on labor market pariicipation, especially for females. In Mexico (Figure 14, Panel a), more
than a third of females receive remittances during their 50s and 60s and quickly this share rises to
close to 60% after 70. While males have a lower incidence of remiftances, after 70 about a half of
them live in houscholds with remittances. Even before getting the increase in remittances at 70,
this additional income is related to labor market participation (Figure 14, Panelb). Participation
among males without remittances (Male-No in Panel b) is very high (95%) and starts to decline
significantly at age 60, compared to participation among males with remittances (Male-Yes) that
fluctuates around 50% and does pot change after age 50. These differences are also observed
among females. Participation in labor markets among females without remittances is very high and

Figure 14
Mexico: Remittances and Labor Supply

a.Incidence of remittances among older workers
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declines from 80% at age 45 to close to 30% at age 70. Females with remittances, on the other hand,
show a very low participation (around 10%) over time. The differences in participation, even not
controlling for other factors such as family demographics, suggest that remittances may play an
important role in labor decisions in the years before age 50, and hence can affect labor market
behavior during the transition.

Remittances are also associated to the number of hours worked among males (Figure 14,
Panel c¢). The evidence about the incidence of remittances in the Mexican case, their associations
to LFP, and hours worked, suggest that these linkages need to be better explored to guide the
formulation of labor policies in high remittances contexts. Parallel to policy recommendations in
the migration and remittances literature, the challenge is how to generate mechanisms that exploit
remittances flows to enhance productive potential of workers, especially older workers largely
involved in self-employment. If remittances can be used productively (loosening cash constraints
in self-employment, for example), recipient household members engaged in labor activities may
increase its productivity and continue working. Conversely, this higher productivity and household
income may also reduce the labor supply due to income effects.

1.6 Earnings among older workers

As aging progresses, certain abilities tend to decline and this may be reflected in declining
productivity and wages. A number of studies have documented the decline in cognitive and non
cognitive abilities during the aging process. Skirbekk (2003) reviewed a number of studies (mostly
in the U.S. and Europe) to document the declines in abilities as aging advances and how those
declines may affect productivity depending on the type of job being performed. This section
describes the wage patterns during the aging transition as a first proxy of productivity among
those who stay employed. This may, in turn, serve as a reference for the need of potential
interventions to enhance productivity (and wages) among older workers. Table 6 shows the average
hourly wages for older workers, across different types of paid employment and gender. Traditional
wage analysis is performed based on a standardized hourly wage to control for differences in
hours worked. In analyzing wages for older workers, this standardization is even more important
due to the significant differences across types of employment and genders discussed before. All
hourly wages are measured in local currency (Real in Brazil, Peso in Mexico) of 2008.

In Brazil, earnings for dependent older workers are maintained in contrast to the earnings of
the self-employed that decline as aging advances. Hourly wages for formal and informal workers
maintain a stable value across age groups, aside from an increasing variance as the number of
workers shrinks. Hourly wages in the formal sector was about R$1.31 for the 50-54 age group and
it declined to R$1.17 among the 70-74 group. Earnings among the self-employed for the same age
groups show a larger decline fromR$1.10 to R$0.70 between the same age groups. Among females
the pattern is the same, with an identical proportional decline from R$0.77 to R$0.48 among self-
employed. In Mexico, the patterns are less clear due to the shrinking number of workers, but still
can be observed that formal workers are better off in maintain the hourly wages compared to other
groups. Formal Mexican workers earn around $40 pesos per hour throughout their 50s and 60s,
compared to those in the informal sector that show a steady decline from 18 to 10 pesos, and those
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self-employed that see their wages decline from 11 to 8 pesos per hour. These changes across
employment types are found across genders as well. This descriptive perspective on hourly
wages corroborates previous findings where wage variation in the self-employment sector may
more accurately reflect changes in productivity as individuals can observe productivity directly
and there may be less compliance to labor regulations that increase wage rigidities. This analysis
shows that formal hourly wages are more likely to suffer from downward rigidities since those
staying as formal older workers keep their wages constant, as found in Castellanos, Garcia-Verdd
and Kaplan (2004). Individuals in self-employment not only adjust their intensity of work (hours)
but their compensation as well (wages).

Table 6
Median Hourly Earnings among Older Workers, Brazil, Mexico

50-54 55-59 60-64 65-69 70-74 75-80
Brazil (Real)
Formal workers 1.23 1.21 1.21 1.26 0.91 1.51
Informal 0.68 0.68 0,70 0.70 0.75 0.77
Self-employed 0.98 0.91 0.83 0.71 0.73 0.71
Males
Formal workers 1.31 1.29 1.15 1.22 1.17 1.41
Informal 0.71 0.71 0.73 0.63 0.69 0.71
Self-employed 1.10 0.99 091 0.79 0.70 0.77
Females
Formal workers 1.12 1.12 1.19 1.23 0.83 1.78
Informal 0.76 0.77 0.71 0.83 0.59 0.83
Self-employed 0.77 0.76 0.63 0.55 0.48 0.54
Mexico (Pesos)
Formal workers 3940 34.10 29.40 41.80 31.20 40.20
Informal 17.60 18.10 15.20 13.30 14.50 10.40
Self-employed 11.80 10.20 8.50 5.50 9.10 7.70
Males
Formal workers 38.80 34.30 29.70 38.50 32.60 43.20
Informal 18.60 18.00 15.20 13.80 14.40 13.40
Self-employed 12.40 12.00 7.90 7.10 1420 8.20
Females
Formal workers 38.40 33,40 2750 28.30 19.80 17.60
Informal 15.60 16.50 13.70 9.10 13.20 5.40
Self-employed 13.70 5.50 9.50 1.20 3.00 1.30

Source: PNAD 2008, ENIGH 2008. Author’s estimation.
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1.7 Brief summary of the findings

The analysis on the different patterns of labor market adjustments among older workers show at
least four key stylized facts. First, labor market participation in older cohorts is higher than in
industrial economies, and declines much slower than in those economies underscoring the
importance of labor markets (and labor incomes) after age 50. Poverty implications of labor outcomes
for the aging may play a critical role in policy issues. Second, formal workers that are expectedly
facing more rigid labor arrangements may retire from the formal sector into non participation (or
possibly the informal sector or self-<employment). Persons that stay working would continue working
full time with little changes in their wages. This reflects that formal labor market rigidities may be
imposing outcomes that may not be preferred by workers (who, may in turn, would prefer working
part time or even with lower wages)."”® Third, self-employment quickly becomes the most important
labor market choice among older workers. In contrast to formal workers, self-employed can adjust
their intensity (hours) during transition and even accommodate for changes in productivity (wages)
enabling them for longer productive participation during transition. By age 70, 92% of Brazilian
and 94% of Mexican paid workers are self-employed or informal, Fourth, gender differences in
labor market behavior suggest that uniform policies to enhance female participation and productivity
may not be efficient in maximizing the impact across genders. Different participation rates, sector
employment, hours worked, and household responsibilities will affect the opportunity cost across
genders and will need to be accounted for. The need to incorporate household variables in the
design of labor interventions is underscored. Similarly, other policies affecting household dynamics
and welfare (mainly health care, child and elderly care, and income transfers) may need to be
examined at the light of the potential effects on labor market behavior for older workers.

One important weakness in assessing labor market outcomes is the limited availability of
longitudinal data. Labor market outcomes are highly dependent on previous labor market history,
hence the need to observe individuals as they make decisions on their iabor market and retirement
choices, Individuals in certain sector (say, formal sector) may have different patterns of retirement
than others (say, in self-employment). For example, this report cannot state whether the reported
decline in formal work is due to retirement or to transitions into seif-employment or informal work
since surveys do not follow the individuals over time. Recently, several countries and institutions
are building sound longitudinal surveys to address questions on household behavior or specifically
on health and retirement patterns (for example the Mexican Family Life Survey). A program aimed
at better understanding the labor market and other dynamics taking place during the aging transition
would require an additional effort in investing in these and other well designed longitudinal
surveys targeting this demographic group.

The findings are critical for the design of programs aimed at enhancing participation and
productivity and allow addressing policy questions: Should policies for the elderly focus more on
productivity (wages) or employability (participation)? Should interventions addressing the self-
employed address the declining productivity (and wages) or other non monetary dimensions

* This is in contrast to other developing country experience like Sri Lanka where formal workers can adjust
their hours while those self-employed maintain their full time hours (Vodopivec and Arunatilake 2008).
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(working conditions)? What kind of labor regulations are needed to keep those in the formal sector
working longer rather than letting retire or move to informality? These issues are discussed in the
next section.

2. Policies to Enhance Employability among Older Workers

The description of labor market outcomes showed that as individuals transit from age 50 to age 70,
their adjustments to labor markets depends on their status at the beginning of transition (around
age 50). While this suggests that policy actions need to be addressed carlicr, there are a number of
policy actions that can be adopted in order to increase participation of those between 50 and 70
years, and the economic value of their labor. The challenges posed by the two case studies, Brazil
and Mexico, are similaz, but not limited to those faced in other aging countries. The European
Union, for example, with more advanced aging profiles and more formal labor markets, adopted a
comprehensive and sustainable approach known as ‘active ageing’ to address the need for increase
participation among the elderly. The ‘active ageing’ strategy includes actions on four fronts: (i)
removing disincentives for workers to work longer; (ii) discouraging early retirement; (iii) stimulating
lifelong learning to avoid skills obsolescence; and, (iv) improving working conditions and
maintaining health status of the mature population (OECD 2007).

The framework proposed earlier suggest that there are two broader ways of enhancing
employability among older workers: addressing incentives for extending working life, and targeting
interventions for increased productivity. As discussed earlier, the economic value of labor resources
among older workers can be increased by extending the working hife of those working around age
50, and/or enhancing their productivity. Clearly, policies that increase worker’s productivity may
also increase worker’s employability if wages are maintained above the reservation wage. First,
there are a set of policies addressing the incentives for extending working life that affect the
decision to retire later. The objective of policy changes on pension systems may be to increase the
retirement age, R, and this can be done by either imposing a new minimum retirement age (from R
to R’), or by adjusting other retirement parameters that result in workers postponing their exit of
tabor markets until age R’ by say, reducing the replacement rate or the generosity of pension
benefits (see Figure 15).

Alternatively, employability can be also increased by boosting workers productivity to
compensate for the likely changes in the match of skills offered and demanded for those in transition.
In Figure 16, enhanced employability through productivity could be depicted as outward shifts in
the lines of both the formal and the self-employed as they both could benefit from improved
chances of employment. The figure shows shifts after retirement age but these productivity
enhancements can take place earlier as well. Assuming formal labor market participation is mainly
led by retirement (and pension) decisions, the graph shows a limited impact on them. Under a
different policy scenario where these increased employability options are accompanied by reduced
retirement incentives, it is poessible to expect larger impacts on formal participation.
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Figure 15
Labor Markets for Older Workers: Increasing Formal Working Life
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Increasing Employability trough Skills

Formal workers

Self-employment/informal

These two types of outcomes—extending working life and increasing productivity—are
examined through a number of policy options discussed below. A third type of policy options,
addressing changes in labor regulations, is also discussed although its potential impacts may be

constrained to formal sector workers only.
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2.1 Addressing retirement incentives

The key variables for addressing retirement decisions are related to parameiric changes in pension
eligibility and level of social security benefits. The aging population chalienge faced by industrial
countries and the retirement of workers at earlier and earlier ages raised the attention of social
security incentives that could create disincentives for LFP. Gruber and Wise (1999) provide a
review of experiences in eleven industrial countries examining the linkages between the falling LFP
observed until the nineties and social security provisions. Their analysis included a number of
labor force and social security parameters and found that there are strong linkages between the
age at which benefits are available (not only the statutory normal retirement age but especially the
early retirement age) and departure from the labor force. Furthermore, they found that provisions
of these social security programs often imply large financial penalties on labor earnings beyond
the social security early retirement age, magnifying the disincentives for continued work. Finally,
other benefits like disability and unemployment programs also provide early retirement benefits
before the official social security early retirement age. A number of reforms in indusirial and
developing countries moved pension systems into more financially sustainable ones providing
more adequate benefits and if not, providing minimum pension benefits (Holzmann and Hinz 2005).
The key parameiric reforms to extend working life are: (i) increasing the eligible age for early
retirement; and (ii) changing key parameters to avoid overgenerous pension benefits (reducing
replacement rates). The emphasis on the first one is on reducing early retirement options that is
found to provide clear retirement incentives, especially among females.

The second parametric reform consists on changing the parameters that deterinine the pension
benefit in relation to the contribution level, i.e. the replacement rate. A lower replacement rate
reflects lower benefits compared to the previous earnings, reducing the incentive to retire.
Reductions in replacement rate can be achieved by changes in three key parameters of a contributory
pension system. First, adjustments to the accrual rate, that is, the rate at which benefits increase as
workers accumulate pensions over time. If accrual rates are too high, a worker may find motivated
to keep accumulating by contributing more (and working longer). A lower accrual rate is an indication
that an additional year of work (and contribution) would not add much to the pension benefit and
hence the worker may retire earlier. Second, actuarial adjustments of the pension benefit would
directly change pension payments if the individual decides to retire before the official retirement
age. Thirdly, some pension systems also include a provision of a minimum pension, in case the
worker has not accumulated enough for subsistence. In case the minimum pension is too high,
workers may perceive no additional gain in working additional years, as their pension benefit
would not change significantly with additional years of work (the result is equivalent to very low
accrual rates). Additionally non contributory pension are also established for those lacking a
contributory history like in El Salvador, Mexico, and other countries. In the same fashion as the
minimum pension effects, these non contributory pensions may affect retirement behavior. In
contrast, the introduction of private pension funds with defined contribution plans also created
incentives for delayed retirement age since the individual’s pension fund would increase with
additional contributions from longer working life. Evidence of pension reforms on labor market
participation is found for many countries.
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Maestas and Zissimopoulos (2010) found for the United States that the changes in pensions
systems from defined benefit plans (DBP) to defined contributions plans (DCP) changed incentives
and reduced early retirement incentives. Nevertheless, they found that changes in pension
incentives, compared to other major secular changes, played a smaller role in explaining the
increased participation of the eiderly. Major changes like the increased educational attainment,
technological change, and the increased incidence of working couples also explain to a large
extent the increased participation of the elderly in the United States. These three factors explain
more the increased participation of the elderly due to the growing availability of less physically
demanding jobs, which are more suitable for older workers. Latin American countries are also
experiencing some of the changes like increased educational attainment or increased female
participation, but the magnitude of these changes is still not observed among the elderly. For
instance, as a result of the increased educational attainment in United States both the elderly
(population over 60 years) and the prime aged males have similar education attainment (and the
education gap was reduced over time). In Latin America the education gap is not only large but still
increasing. In Mexico, for example, the educational attainment among those aged 30 to 40 years
was 6.7 years in 1989, compared to only 2.8 years for those aged 61 or more. This 3.7 year education
gap across cohorts was actually increased over time to 4.8 by 2008.16 This suggests that the impact
of pension reforms and social insurance systems in LAC may provide a larger opportunity for
increased participation of the elderly.”

In Brazil, the evidence suggests that parametric changes couid play an important role since
the current pension system creates significant incentives for early retirement or for working in the
informal sector after retirement. Analyses exploiting policy changes show that the set of incentives
in the Brazilian system encourages early retirement and increased informality after retirement (see
De Carvalho 2008 and Camargo and Reis 2007 and other studies detailed in World Bank 2010). In
Mexico, contributory pension coverage is smaller and benefits are lower compared to Brazil, creating
incentive for longer, but precarious working life. The low pension benefit explains the continuing
employment after they are eligible for pensions (CISS 2005). In addition to the contributory pension
system in Mexico, several non contributory pension schemes are also in place, being one of the
largest the social pension provided by the Mexico City government. Evidence though shows that
these social pensions seem also to reduce labor supply not only from elderly workers, but also
among prime-age adults (Juarez 2010). This impact on labor supply has also been found in other
experiences like in South Africa where the old age pension is associated to a decrease in prime
working age women (Edmonds et al. 2005).

These findings suggest that social old age pensions, even if they were not having a negative
labor supply impact on the direct beneficiary population, can still affect the behavior of other
household members, and especially that of workers aged 50 or more. These programs may act
primarily through income effects on household members.'® Income effects on retirement decisions
are part of major preoccupation in the European Union in their effort to increase participation

s Even the education gap with a closer cohort (those aged 40 to 50 years old) was almost doubled from 2.3 in
1989 to 4.2 in 2008.

17In addition, changes in the economic structure of Latin American economies may not resemble that of the
U.S. that shifted to a service oriented economy, easing the participation of older workers in the economy.
18 See for example, Friedberg (2000) and Gruber and Orszag (2003).
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among the elderly (OECD 2007), but in the Latin American context these concerns may also affect
other household members as the evidence is showing.

Still, one potential reverse outcome for the increasing retirement age is the response from
households adjusting their labor supply before retirement. As the working life is extended,
individuals may reduce their labor supply before the retirement age as the lifetime leisure decreases
as retirement age increases. Workers, then, may reduce their hours worked (intensive margin)
increasing leisure in the working years (Jensenand Jorgensen 2010). Retirement age policies may
need complementary policies to offset these potential reversals behavioral responses. This
behavioral response is also possible under a policy reform that increases flexibility for combining
pension and labor income sources. If pension eligibility can be combined with continuing work,
such as phased retirement options, it may lead some workers who would have been full-time to
choose partial retirement sooner. This option is actually available in Latin America as there is either
no restriction to work while receiving a pension or that the legal restriction cannot be monitored.
In either case, pre-retirement reduction in labor supply (reducing the number of hours) is an event
that needs to be weighed against the gains from increased retirement age (and working and
contributing life). Figure 17 shows the reversal of policy where workers adjust on the intensive
margin (hours) as early as age P (pre-retirement) while they extend their working life. This way,
workers adjust their hours before and after the original retirement age R. The net benefit in terms of
labor income and tax comntributions is the difference between the gains (region A) and the losses
due to backlash (region B).

Figure 17
Increasing Formal Working Life and Policy Backslash
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2.2 Enhancing productivity among older workers: (re)training interventions

Another option to enhance the market participation of older workers is to adjust their skills in order
to maintain the jobs they currently hold, or increase their productivity in current or new jobs.
Policy options to postpone retirement age are important but affect a small fraction of the working
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population in Latin American countries (between 10 and 40% depending on the country). Alternative
policies may need to be developed to enhance the employability of those in self-employment and
the informal sector as well by enhancing the benefits (productivity) from work. One immediate
strategy is the introduction and or strengthening of training interventions of workers of age 50 or
more so they could both increase their productivity and stay in the labor force with better incomes,
or acquire new skills and keep maintain employability, even at a lesser productivity.

Training is critical among older workers because several factors may negatively affect this
group differently compared to the youth. First, technological change may be shifting labor demand
away from those occupations where the aging are more prevalent. More service oriented jobs, and
intensive in the use of information technelogies may require older workers to acquire specific
(new) skills to be applied in their current occupations. The youth may not suffer from this skill
obsolescence given their more recent (and higher) educational training. Second, older workers
may need to shift sectors of occupations due to changing health status, family needs, and other
restrictions. The increased prevalence of chronic diseases and their impact on mobility and physical
capacity, the changing household demand for caregiving, and the resulting needs for flexible work
arrangements, and other factors, may affect labor market decisions of older workers. This implies
that older workers may need to shift sectors and occupations to accommodate these restrictions
(for those who can accommodate). Tramning, then, may play a role to facilitate shifts across
occupations and sectors. These factors not only define the need for training interventions for
older workers but could also shape the design of those interventions. This section revises some of
the literature on training interventions and draws tentative messages for this agenda in LAC.

First, there is need to understand the impact of aging on productivity in LAC economies as
it is critical for the design of training interventions. Studies from industrial countries show how
specific abilities may decline faster than others and that, together with the changing nature of
tasks, may have an impact on individual productivity. Skirbekk (2003), in a review of evidence from
industrial countries (Europe, Israel, and the U.S.), found a range of linkages between aging and
individual productivity in studies using different data sources, from general aptitude to other
psychometric tests. The study identifies different abilities that decline (faster or slower) with age,
concluding that cognitive abilities, reasoning speed and episodic memory decline starting at age
20, and faster after age 60. Verbal abilities and other abilities that require judgment, on other hand,
peak later in the early fifties. The discussion presented here has exploited education information
and this may certainly differ from actual skills used in the labor market. However, despite extensive
research done on education issues (including outcomes like test scores) very little has been done
in understanding the actual skills among workers, and in particular that of older workers.

Second, part of the impact of aging on productivity and employment may be led by increases
in the relative demand for skills in LAC economies. In industrial countries, the relative demand for
work tasks that involve certain cognitive abilities has shifted dramatically, increasing the demand
for interactive skills, compared to the demand for mathematical aptitude (not to mention the reduction
in physically demanding tasks). The shift of the economic structure in industrial countries, from
manufacturing to service oriented economies has led analysts to believe that the working force of
the elderly could be adapted to the new demands through training (Maestas et al. 2010; OECD
2007; World Bank 2011). In fact, in some Buropean countries, like Poland or Latvia, there is evidence
of increased employment of the aging and elderly due to their high educational attainment and the
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increased demands for skilled labor (World Bank 2011). There is a pending analytical agenda in
documenting the changing structure of LAC economies and the associated demands for skills to
better assess the gap between the unsatisfied demand for skills and the potential supply from
those in the aging transition. The preliminary evidence presented for Mexico in the sector
participation section, where the elderly are heavily involved in agriculture, suggests that this is
still not the case.

Those individuals early in their 50s in LAC may offer an opportunity for training investments
given their relatively higher educational attainment. Training older workers could result in
potential productivity gains if their educational attainment is similar to that of the prime aged
adults (that s, they have the same basic literacy and numerical skills). The current educational
attainment of the elderly (60 or more) lags significantly bebind that of prime age adults in
Mexico, suggesting that older workers may not be able to fully catch up with the average prime
age adults (see evidence in retirement section). A similar picture is observed in Brazil where the
average elderly (aged 65 or more) in 1981 had 2.1 years of education compared to 4.6 among
those aged 30 to 40 years; by 2009, the elderly had 4.1 years and the 30-40 people 8.2 years. Brazil
shows an increasing education gap between cohorts from 2.5 to 4.1 years (similar to that of
Mexico from 2.9 to 4.8 between 1989 and 2008). The educational attainment gap between those
in the early aging transition (ages 50 to 60) offers a slightly different picture where gaps are
starting to shrink. The education gap in Brazil between those 30-40 and those aged 50-60 is
reducing from 2.4 years in 1990 to 1.7 years in 2009, and in Mexico this is also dropping from 2.8
in 1989 t0 2.3 in 2008. Some countries, like Argentina, show a more stable pattern across cohorts,
where the inter-generational gap has been constant across groups: between 0.6 and 1.6 years for
those in their 50s compared to the 30 to 40 group. This suggests that if the educational attainment
criteria will to be used in targeting training programs in LAC, the population in their fifties may
be more suitable given their higher educational attainment.

A first option in enhancing employability is strengthening or updating workers skills during
their aging transition but targeting is critical for take up. Training programs targeted to the aging
population can reduce or even halt age-related declines in certain cognitive abilities, and other
interventions could enhance the role of experience and job knowledge that can outweigh the
decline in abilities. Still, labor market training is an area of intense policy debate due to the unclear
outcomes in terms of employment and productivity.'® As training programs significantly differ in
their design (target population, duration, content, and monetary incentives for both trainees and
trainers) evaluations show very different outcomes, An important feature found in the preliminary
review of the literature is that there are very few interventions explicitly targeted at workers in the
aging transition since most of the evidence on training programs—and much of the labor policy
debate, for that matter—has been focused on younger population.

19 In OECD countries, the concern about training of the aging population lies on the fact that wage profiles at
later age exceed the productivity of workers, especially after 50. This wage-productivity gap needs to be
financed, hence the need to close the gap by increasing productivity. In the country cases discussed here, the
evidence suggests that this is an issue only for formal workers, since those self-employed are, in fact, adjusting
their wages to (seemingly) underlying productivity levels.
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The limited evidence for training programs for the aging population suggest positive impacts
of training, but most interventions have not been evaluated. There is very little evidence of
training programs for older individuals (or the elderly) and most general training programs shows
that training has an impact on youth’s productiviry (wages), compared to impacts on the eldery
employability (employment). Some training programs appear to have a stronger impact on both
subjective and objective measures of employment security in the case of both older and low-
educated workers. One program partially targeted to older workers is a voucher for adult education
in Switzerland. Schwerdt etal. (201 1) used Iongitudinal data in evaluating the impact on wages and
employment and found that individuals with low levels of educational attainment might benefit
from participating in adult education, but these groups are the ones with lower take up rates
compared to adults with more education. In Spain, Arellano (2003) found that the Spaniard National
Plan of Training and Reemployment had a positive impact for clder and better-educated workers in
terms of shorter duration of unemployment, but with a low take-up. In South Korea, there are
programs for older worker who have difficulties in adapting to new technology, human resource
management methods, and show declining productivity, or weak physical function. These programs
are run by the Ministry of Labor or local governments and in both cases, government institutions
contract civil society organizations to deliver the training.” In Singapore, the Government has a
Skills Development Fund (SDF) that is part of a strategy to restructure the economy towards a
more capital intensive production system that has a differential treatment of older workers.
Interestingly, the system levies are imposed only on the lower-wage workers. The Skills
Development Levy is imposed on employers with workers earning $$2,000 or less, in order to
provide financial incentives for training those in the workforce, those preparing to join the workforce,
and those re-entering the workforce. SDF supports a training leave scheme for older workers and
on-the-job training consultancy services for accelerating skills development in the Knowledge
Economy. These interventions in South Korea and Singapore, however, have not been evaluated.

Other combined skills-and-wage subsidy interventions to enhance employment show some
positive effects for older workers but at very high costs. In Argentina, the Programa de Insercion
Laboral (labor market insertion program, PIL) provides a wage subsidy to encourage labor market
insertion with a differentiated schedule for those older than 45. The program is originally aimed at
those beneficiaries of the unemployment and traiming insurance (Seguro de Capacitacion y Empleo,
SCyE). The PIL provides a wage subsidy equivalent across age groups but for those aged 45 or
more it extends the benefits for an additional 3 months. Still, take up among those aged 50 or more
is small and no evaluation of the program is available. In Bul garia, the Temporary Employment
Program provides temperary work for a maximum of five months in public or private sector projects
and has found to be effective for disadvantaged workers, and the older unemployed but at a very
high cost (Walsh et al. 2001). These effects, however, are confined to the duration of the programs
and their sustainability has not been assessed.

L ocal governments finance training courses offered for the aged by the Training and Employment Centers for the Aged (Ra and
Shim 2009). The Ministry of Labor, through commissions with the Human Resources Development Service (HRDS) of Korea,
provide short term (less than one month) training courses for women and the old aged and then facilitate their employment, also
contracting civil society organizations.

91



EMPLOYABILITY AND PRODUCTIVITY AMONG OLDER WORKERS: A POLICY FRAMEWORK AND EVIDENCE FROM LATIN AMERIGA

Other interventions aimed at supporting the self-employed could involve credit lines for self-
employed to technical assistance but, again, little evidence is available. Existing evidence on
interventions aimed at supporting micro and medium enterprises show high deadweight losses,
and high business mortality (Betcherman et al. 2004). Some of the evidence has shown positive
impacts on the elderly like in the case of Poland or Hungary where women and older workers
generally had better outcomes than individuals in other sub-groups (Fretwell, Benus, and
O’Leary1999). In the couniry cases examined here, there is no program explicitly targeted to those
aged 50 or more. In Brazil, the Ministério do Trabalho e Emprego (Ministry of Labor, MTE) runs
the Programas de Geracdo de Emprego e Renda (Income and Employment Generation Programs,
PROGER) that provides credits to finance a range of activities from micro-entrepreneurship to
investment on infrastructure. Interestingly, the only program targeted for the elderly population is
aline of credit to finance internal tourism activities of the retired individuals (MTE 2008).2! Otherwise,
older workers face the same conditions as other population groups. In Mexico, existing interventions
by the Secretaria de Trabajo y Previsién Social (STPS) only distinguish young workers but those
in aging transition are treated equally.

Training interventions for older individuals are subject to debate due to the (competing)
alternative use of training among the youth, but evidence suggests there is no crowding out. A
question posed in the policy debate is whether the marginal public resources should be used in
training a youth or an older person, and how training one group (elderly) may displace the others
(the youth), Empirically, it is difficult to measure the relevance of crowding-out effects amongst
different groups of workers but preliminary results found no evidence that intra-group crowding
out effects are strong (OECD 2007). The limited evidence suggests that lifelong learning policies,
if well-targeted on specific groups that are less successful in the labor market, can be effective in
improving the relative labor market performance of these groups and therefore be part of a general
strategy to reduce non-employment traps as well as to increase participation rates among older
workers. Still, the cost of these policies for the public budget and the possible deadweight losses
associated to them need to be carefully evaluated and taken into account in their design. There is
emerging evidence about the potential impact of increasing employment among the aging population
and the impact on the youth that can be reviewed for an early assessment of the impact of training
(and increased employment) for older workers. The question of reduced retirement and the impact
on youth employment has been examined in a number of industrial country cases in Grober and
Wise (2009). The cases of Spain (Boldrin et al. 2009) and Italy (Brugiavini et al. 2009) are particularly
relevant for LAC economies since they have farger informal sectors (more independent work)
compared to France, Germany, and others.” These studies find that increased employment for the
elderly is not associated to lower employment for the youth. In fact, early retirement and youth
unemployment are correlated over the business cycle.

A short term measure of income changes due to training shows larger gains among older
male workers. Table 7 shows the immediate income gains from training assuming labor earning
gains of 16-18% among young females and 8-10% among young males (Attanasio et al. 2011;

21 This program called FAT Turismo Senior is aimed at retired and pensioners (aposentados and pensionistas)
who can borrow up to R$ 3,000 for internal tourism activities.

# The Italian case may not be the most suitable due to their very low fertility rate. Spain may be a better
comparison despite the large coverage and benefit level of its unemployment programs.
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World Bank 2007), and slightly lower earnings gains but increases in formal employment among
older workers. Older male workers have larger gains up to age 59 because they have higher wages
and their participation is still high. After age 60 the impact on earnings of the youth (even those
aged 20-24) is larger due to the decline in participation after 65 due to retirement. Among females
the gains among older workers are lower due to their low participation in the formal sector, and
lower wages. These results if aggregated over the duration working life would still result in larger
impacts among the youth,

Table 7
Brazil: Short Run Effects of Training on Labor Earnings
{additional R$ per month)

Age groups
20-24 25-29 30-34 50-54 55-59 60-64
Males 10.1 12.9 14.4 17.4 149 11.6
Females 152 17.8 18.6 16.7 13.6 93

Source: PNAD 2008, author’s estimates. This short run measures the immediate impact of training on labor earning. Does not
account for future gains in the income stream. Assumes training increases earning of females by 18% and that of males by 8%.
Impact among older workers combines an increase in wages (15 and 5% for females and males) and an increase in formal
employment from non participation by 2 percentage points.

World Bank projects addressing lifelong learning activities are motivated by the labor market
of the elderly but their activities do not have explicit programs for these in the transition. Recent
World Bank projects have addressed the need to strengthen adult education as part of the labor
and occupational training systems. In their motivation, these projects raise the importance of a
mechanism to continue updating skills of the population from the early school-to work transition
throughout working life, and in the case of Chile the project is explicit in stating the need to provide
“opportunities to acquire the general and sector-specific skills and knowledge necessary for them
to adapt to different stages in life, including [ ...] life as an older adult, during which time individuals
withdraw from the workforce and enter retirement” (World Bank 2002). Both the projects in Chile
and Argentina (World Bank 2007) describe the activities for adult education without further explicit
treatment of the “older adults”. This lack of explicit treatment may reflect the little policy interest
of Governments on this population compared to other groups (the youth), and may require detailed
analytical work to raise their attention.

The limited evidence on training interventions suggests that, for older workers, training may
allow maintaining the competences required to bring their productivity in line with formal market
wages, thereby sustaining employment prospects of these groups. Among the self-employed, the
role of training would be to increase productivity above their reservation wage (associated to
household chores). In this sense, training among older workers should be aimed at maintaining
employability and not necessarily to expect an increase in productivity or labor incomes. Still,
lifelong learning can be an effective way to improve employment prospects over the long-run, thus
easing trade-offs between efficiency and equity objectives given the negligible displacement
effects found on other groups (OECD 2004).
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Training for older workers, however, also shows a number of weaknesses that need to be
addressed at the design stage. Training efforts would require explicit and differentiated interventions
for older workers as their education deficits, types of labor market participation, and, presumably,
their opportunity costs may differ significantly from those prime aged adults. Training, then, may
be beneficial to workers who are especially valnerable to adverse shocks and often move from
work to unemployment or inactivity, and may also improve the ability and willingness of older
workers to extend their career.

2.3 Lahor market regulations and other services

The demographic changes due to aging of the population are expected to bave an impact on labor
supply (both participation and hours), labor productivity, and demand for alternative time use
(household or leisure). These changes are accommodated in labor markets depending on specific
labor market policies. Research on how labor market policies (regulations) will need to adjust to
demographic ageing is very limited, despite the message from industrial ageing countries on the
need to create more appropriate work environments and increase flexibility in jobs due to the more
limited mobility of the elderly. This section discusses key policy areas found in the literature that
may serve in the LAC context.

Policies to protect older workers are likely to have mixed effects due to the associated costs
for employer and employee, but may notbe a priority in LAC. Age discrimination is a critical factor
in labor policy in industrial countries due to the higher incidence of firing, and lower rates in hiring
and promotions in this demographic group. In the United States several legislations have been
passed protecting older workers. The most important is the 1968 Age Discrimination in Employment
Act (ADEA) that imposed constrainis on employers in hiring, firing, laying-off and compensating
older workers, among other regulations. The impact of this policy is under debate and some argue
that while it worsened employment outcomes for older workers due to the associated non wage
costs (Neumark 2001), other suggest that it may have played a role in increasing patticipation at
older ages due to the elimination of mandatory retirement in 1986 (Maestas et al. 2010). In a
regulated labor market environment, it is also found that the ADEA may have facilitated the
establishment of long-term incentive contracts where firms cannot fire workers when old serving
this way as pre-commitment devices (Neumark and Stock 1999). The use of antidiscrimination laws
in the EAC labor market context may be of cautious use given the small share of formal (regulated)
Iabor market participants at age 50 and the high job turnover in formal jobs. In countries with large
formal sectors (Argentina, Chile, Uruguay) and with a higher aging population some of these
measures could play a rolein reducing the burden on older workers during a crisis. Still, it has been
observed that during the recent international crisis, employment of older workers suffered much
less than other population groups, such as the youth (see OECD 2010).

Evidence from OECD countries on labor market regulation suggests that increasing
employment protection legislation (EPL) brings additional protection for older workers due to the
labor adjustment costs. Analyses on hiring and firing rates across demographic groups show that
for older workers the reduction in hiring rates might be compensated by a decrease in firings due
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to the EPL.. The cost of firing someone with a long tenure is very high and employers tend to retain
these workers. On the other hand, the estimated effects of EPL on hiring decisions may not have
much effect on older-workers, many of whom are close to retirement age (OECD 2004). In fact,
these high costs of employment adjustment are an additional factor explaining the resilience of
employment of older workers during the recent financial crisis.

Still, further analysis is needed to assess the role of labor regulations on employment
dynamics among older workers. Existing analyses of the impact of labor market regulations on non
wage costs and labor flexibility in Latin America did not provide a detailed analysis of those
patterns among older workers (Heckman and Pages 2004). Since older workers may face other
opportunity costs (preference for household time) and incorporate other work related factors
(such as health status), their labor supply elasticities (price and income) are likely to vary
significantly from other groups. The high responsiveness of labor supply to social pensions
documented here suggests that these elasticities could be large. An assessment of these elasticities
is critical for the design of both, labor market policies that entice participation, and for other related
policies in order not to reduce labor supply in this population group.

Finally, other labor market regulations easing flexible work arrangements and part time jobs
may offer an opportunity to break the rigidities observed in formal sector employment. The evidence
shown in section 2 indicated that formal workers had less flexibility in both hours and wages, thus
choosing between working as format workers full time, or leaving (as retired or self-employed). The
policy discussion in Europe, OECD countries, and the United States points to the direction of
increased flexibility in labor supply and allowing for mechanisms to introduce flexibility in wages
(World Bank 2006; OECD 2004, 2007; Maestas and et al. 2010). The introduction of these flexibilities
in formal jobs may reduce the rate of early retirement and smooth the transition from formal work to
retirement, increasing the gains in outputs, fiscal revenues, reduced pension payments.

3. Policy Issues for Further Work

This report addresses the challenge of increasing economic participation of the aging population
by, first, identifying stylized facts of labor market outcomes after age 50 and second, by reviewing
evidence on public policy options. This information is useful to identify critical and analytical
areas for future work. First, there is need to assess the relative importance of the determinants of
transition across labor market states during aging. This document provided a descriptive view of
those changes and the likely explanatory factors, but the lack of longitudinal data remains an
analytical constraint. In this agenda, some of the key issues to be addressed are: (i) the impact of
labor market regulations—and the magnitude of the formal work rigidities—on transitions across
states (and retirement); (ii) the interaction between health status, health care policies (insurance),
and labor market decisions to assess the consistency between labor and health care policies and
maximize the impact on increased participation and productivity; (iii) the impact of remittances on
labor market outcomes for older workers, especially for high remittance incidence countries like
Mexico, and other Central American countries; and, (iv) the joint decision making of household
labor demand (time use) and labor market outcomes to better assess the household constraints in
releasing labor from older aduits. Second, there is need to carry out a detailed review of interventions
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for clder workers, and /or review the age-specific impact of general interventions. This report
discussed a number of interventions but is not a comprehensive review of interventions. Detailed
outcomes for age groups can provide further insights into the impact of those interventions
(whether income transfers, training, employment services, or regulations). Third, there is need to
assess the evolving nature of occupation and skill demands in LAC economies to better assess
the potential employability of the aging cohorts. A better understanding of the potential demand
for different occupations (and their associated tasks) can provide a sense of the scope for engaging
older workers and their needs for skills update or accommodations. Finally, there is need to support
the expansion of data collections through longitudinal surveys for older cohorts, as initiated by
the Mexican surveys Mexican Health and Aging Study and Mexican Family Life Survey. A detailed
assessment of labor market transitions could distinguish the impacts of temporary shocks (crises,
for instance) from secular trends in labor participation, and link these transitions to individual and
household characteristics.

References

Acosta, P. “El Reto de Ia Cobertura de Pensiones Betcherman, G., K. Olivas, and A. Dar. “Impacts
en América Latina.” Corporacién Andina de of Active Labor Market Programs: New Evidence
Fomento (CAF), 2007. from Evaluations with Particular Attention to

: w Developing and Transition Countries.” Social
Aguilera, N. “The Short Term Causal Effects of Protection Unit. Human Development Network,

Segur.o Popular on Formal E-mployme‘nt.” Inter- World Bank Social Protection Discussion Paper
American Conference on Social Security (CISS), Series No. 0402. 2004.

mimeo, Mexico, 2011. ’

Boldrin, M., P. Garcia Gémez, and S. Jiménez
Martin. “Social Security Incentives, Exit from the
. . X Workforce and Entry of the Young.” in Gruber and
EmPloymenE Patterns.” The American Economic Wise (eds), Social Security Programs and Retirement
Review, vol. 96 mo. 2 (May 2006): 222-226. around the World: The Relationship to Youth
Arellano, A. “Do Training Programmes get the Employment. University of Chicago Press, 2009.
Unemployed back to Work? A Look at the Spanish
Experience.” Universidad Carlos II1 de Madrid,
Working Paper (2005): 05-25.

Amuedo-Dorantes, C., and S. Pozo.
“Migration, Remittances, and Male and Female

Brugiavini, A., and F. Peracchi. “Youth
Unemployment and Retirement of the Elderly: The
Case of Italy.” in Gruber and Wise (eds), Social

Attanasio, O., A. Kugler, and C. Meghir. Security Programs and Retirement around the
“Subsidizing Vocational Training for Disadvantaged World: The Relationship to Youth Employment.
Youth in Colombia: Evidence from a Randomized University of Chicago Press, 2009.

Trial.” in American Economic Journal: Applied

Camargo, J., and M. Reis. “Lei Orgénica d
Economics, vol.3 no.3 (July 2011): 33,188-220. gg, o e o orgatiea €8

Assisténcia Social: Incentivando a Informalidade.”

Betcherman, G., A. Dar, A. Luinstra, and M. in Tafner and Giambiagi (eds.), Previdéncia no
Ogawa. “Active Labor Market Programs: Policy Brasil: debates, dilemas e escolhas. Ipea Rio de
Issues for East Asia.” Social Protection Unit. Human Janeiro, 2007.

Development Network, Social Protection
Discussion Paper Series No. 0005, 2002.

96



Cameron, L., and D. A. Cobb Clark. “Old-Age
Support in Developing Countries: Labor Supply,
Intergenerational  Transfers and Living
Arrangements.” Institute for the Study of Labor
April 2001. IZA Discussion Paper No. 289, 2001.

Castellanos, S., R. Garcia Verduaa, and D.
Kaplan. “Nominal wage rigidities in Mexico:
evidence from social security records.” Journal of
Development Economics, vol. 75 no. 2 (December
2004): 507-533.

Centro de Estudios Distributivos Laborales
y Sociales. Universidad Nacional de La Plata
(CEDLAS). Home page, 2011. Available at http://
cedlas.econo.unlp.edu.ar/esp/.

Corporacién Andina de Fomento. Banco de
Desatrollo de America Latina (CAF).
“Oportunidades en América Latina. Hacia una mejor
politica social.” Reporte de Economia y Desarrollo
2007-2008. CAF, 2008.

Cotlear, D. Population Aging. Is Latin America
ready? World Bank, 2011.

Cotlear, D., and L Tornarolli. “Poverty, the
Aging, and the Life Cycle in Latin America.” in
Cotlear (ed.), Population Aging. Is Latin America
ready? World Bank, 2011.

De Carvalho, I. “Old-Age Benefits and Retirement
Decisions of Rural Elderly in Brazil.” Journal of
Developmenr Economics, vol. 86 no. 1 (April
2008): 46-129.

Edmonds, E., K. Mammen, and D. Miller.
“Rearranging the Family? Income Support and
Elderly Living Arrangements in a Low-Income
Country.” Journal of Human Resources, vol. 40
no.l (2005): 186-207.

Fretwell, D., J. Benus, and C. O’Leary.
“Bvaluating the Impact of Active Labor Programs:
Results of Cross Country Studies in Europe and
Central Asia.” World Bank Social Protection
Discussion Paper Series No. 9915, 1999.

Friedberg, L. “The Labor Supply Effects of the
Social Security Earnings Test.” The Review of
Economics and Statistics, vol. 82 no.1 (2000): 46-63.

Giles, J., D. Wang, and C. Zhao. “Can China’s
Rural Elderly Count on Support from Adult Children?
Implications of Rural-to-Urban Migration.” World
Bank Policy Research Paper, 2010.

97

WELL-BEING AND SOCIAL POLICY
VOL. 7, NUMBER 2, pp. 53-8¢

Giles, J., W. Cai, P. Schnitzer, and D. Wang.
“Understanding the Patterns of Labor Supply and
Retirement of China’s Older Population.”
Presentation made at the Conference Preparing
Sfor the Challenges of Population Aging in Asia:
Strengthening the Basis of Policy Development, 9
December 2010.

Gruber, J., and D. Wise. Social Security and
Retirement around the World. University of Chicago
Press, 1999.

Gruber, J., and D. Wise. Social Security Programs
and Retirement around the World: The Relationship
to Youth Employment. University of Chicago Press,
2009.

Gruber, J., and P. Orszag. “Does the Social
Security Earnings Test Affect Labor Supply and
Benefits Receipt?” National Tax Journal, vol. 56
no. 4 (2003): 755-773.

Heckman, J., and C. Pages. “Law and
Employment: Lessons from Latin America and the
Caribbean.” in National Bureau of Economic
Research Conference Report, 2004.

Holzmann, R., and R. Hinz. 0ld age income
support in the 2lst century: an international
perspective on pension systems and reform. World
Bank, 2005.

Ingham, B., A. Chirijevskis, and F.
Carmichael. “Implications of an Increasing Old-
Age Dependency Ratio: The UK and Latvian
Experiences.” Pensions: An International Journal,
vol. 14 no. 4 (November 2009): 30-221.

Instituto Nacional de Estadistica y Geografia
(INEGI). Encuesta Nacional de Ingresos y Gastos
de los Hogares, 2008. Available at http://
www.inegi.org.mx/est/contenidos/Proyectos/
Encuestas/Hogares/regulares/Enigh/.

Inter-American Conference on Social
Security (CISS). “Mercado Laboral y Seguridad
Social en una Sociedad que Envejece: un Resumen
para México.” CISS, Working Paper No. 0503,
2005.

International Labour Organization (ILO).
Database of Labour Statistics (LABORSTA).
Economically Active Population, Estimates and
Proyections, 1950-2000. Available at http://
laborsta.ilo.org/.



EMPLOYABILITY AND PRODUCTIVITY AMONG OLDER WORKERS: A POLICY FRAMEWDRK AND EVIDENCE FROM LATIN AMERIGA

Jensen, S., and Q. Jorgensen. “Reform and
Backlash to Reform: Economic Effects of Ageing
and Retirement Policy.” Policy Research Working
Papers No. 5470. World Bank, 2010.

Juarez, L. “The Effect of an Old-Age Demogrant
on the Labor Supply and Time Use of the Elderly
and Non-Elderly in Mexico.” The B.E. Journal of
Economic Analysis & Policy, vol. 10 Iss. 1 (Topics),
Article 48, 2018,

Karoly, L., and J. Zissimopoulos. “Self-
Employment Trends and Patterns Among Older U.S.
Workers.” Monthly Labor Review, vol. 27 no.7, July
2004.

Killingsworth, Mark R. y James J. Heckman.
“Female labor supply: A survey.” Chapter 2 in O.
Ashenfelter and R. Layard (ed.), Handbook of Labor
Economics, edition 1. Elsevier (1987): 103-204.

Kurowski, C. “Compatible or Clashing? -
Potential Interactions of Contributory and Non-
Contributory Health Financing Schemes in LAC
Countries. Evidence and Policy Implications.”
Presentation at the 1ZA Conference: Mexico City,
31 May 2011.

Maestas, N., and J. Zissimopoulos. “How
Longer Work Lives Ease the Crunch of Population
Aging.” Journal of Economic Perspectives, vol. 24
no.1 (2010): 60-139.

Medici, A. “How health Influences the Demand
for Health Care in Latin America.” Chapter 4 in
Cotlear (ed.), Population Aging. Is Latin America
Ready? World Bank, 2011.

Miller, T., C. Mason, and M. Holz. “The Fiscal
Impact of Demographic Change in Ten Latin
American Countries: Projecting Public Expenditures
in Education, Health and Pensions.” in Cotlear (ed.),
Population Aging. Is Latin America ready? World
Bank, 2010.

Ministério do Trabatho e Emprego.
Informacdes Gerenciais dos Programas de Geragio
de Emprego ¢ Renda. Informe No. 2, 2008.

Neumark, P. “Age Discrimination Legislation in
the United States.” National Bureau of Econoniic
Research (NBER), Working Paper No. 8152, 2001.

Organization for Economic Cooperation and
Development (OECD). Employment Outlook,
2004,

98

Organization for Economic Cooperation and
Development (OECD). Employment Outlook,
2007.

Organization for Economic Cooperation and
Development (OECD). Employment Outlook,
2010.

Perry, G., W. Maloney, O. Arias, P. Fajnzylber,
A. Mason, and J. Saavedra. “Informality: Exit
and Exclusion.” in World Bank Latin American and
Caribbean Studies. World Bank, 2007.

Pesquisa Nacional por Amostra de
Domicilios (PNAD). Insiituto Brasileiro de
Geografia e Estatistica, 2008. Available at: hitp://
www.ibge, gov.br/home/estatistica/populacac/.

Ra, Y., and K. Shim. “The Korean Case Study:
Past Experience and New Trends in Training
Policies.” Social Protection Discussion Paper No.
0931, December 2099.

Saad, P. “Demographic Trends in Latin America
and the Caribbean.” in Cotlear (ed.), Population
Aging. Is Latin America ready? World Bank, 2011,

Schwerdt, G., D. Messer, L. Woessmann,
and S. C. Wolter. “Effects of Adult Education
Vouchers on the Labor Market: Evidence from a
Randomized Field Experiment.” IZA Discussion
Paper No. 5431, 2011.

Skirbekk, V. “Age and Individual Preoductivity: A
Literature Survey.” Max Planck Institute for
Demographic Research, Working Paper No.028,
August 2003.

Soares, R. “Becoming Old in an Older Brazil:
Challenges and Opportunities for Economie Growth,
Public Finance and Service Delivery.” Aging,
Retirement, and Labor Market in Brazil, Background
Paper for the Study, Human Development
Department. World Bank, 2010.

Van Gameren, E. “La participaci6n laboral de los
adultos mayores.” Chapter 6 in A. Castaileda (ed.),
Los grandes problemas de México, vol. 10. El
Colegio de México (2010): 257-305.

Vodopivec, M., and N. Arunatilake. “Population
Aging and the Labor Market: The Case of Sri
Lanka.” Social Protection Unit. Human
Development Network, World Bank Social
Protection Discussion Paper Series No. 0821, 2008.



Wong, R., and M. Espinoza. “Economic Status
of Middle and Old Age Population in Mexico:
Preliminary Results from the Mexican Health and
Aging Study.” Paper prepared for presentation at

the Gerontological Society of America Meetings.

Boston, November 2002.

World Bank. “Becoming Old in an Older Brazil:
Challenges and Opportunities for Economic Growth,
Public Finance and Service Delivery.” Human
Development Department, Latin America and the
Caribbean Region, October 2010.

World Bank. Brazil: Towards a Sustainable and
Fair Pension System. World bank, March 2006.

99

WELL-BEING AND SOCIAL POLICY
VOL. 7, NUMBER 2, pp. 53-99

World Bank. “Europe 2020 Poland. Fueling
Growth and Competitiveness in Poland Through
Employment, Skills, and Innovation.” Human
Development Department, Europe and Central Asia
Region, 2011.

World Bank. “From Red to Grey” Human
Development Department, Europe and Central Asia
Region, 2006b.

World Bank. “Lifelong Learning and Training
Project. Project Appraisal Document.” Human
Development Department Report No. 23632, CH.
Latin America and Caribbean Region. Chile, 2002.

World Bank. “Lifelong Learning and Training
Project. Project Appraisal Document.” Human
Development Department Report No. 38924, AR.
Latin America and Caribbean Region. Argentina,
2007.





