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Top research findings

The following summary highlights key findings from the research
about aging and the workforce. A detailed discussion of the following
8 items is included in the complete report attached to this summary.

1.

In Hennepin County, the Baby Boom generation has provided a
major portion of workers over the past 30 years and successive
generations have been smaller. Over the next 20 years, retire-
ment rates will increase and labor force growth will slow

. Workers have increasingly delayed retirement. There are many

reasons for this trend, including the increasing Social Security

full retirement age, replacement of defined benefit pension plans
with defined contribution plans such as 401(k)s, less-physically
demanding jobs and the emergence trends such as phased retire-
ment options and encore careers.

. During the most recent recession, there was an increase in early

retirement. Unexpected late-career unemployment has forced
more workers into early application for Social Security benefits,
counteracting the long-term trend in the short-term.

.Age 62 has long been an important retirement age, and has

remained important through the most recent recession. At the
same time, age 65 has decreased in importance for retirement
over the years.

. The retirement of the Baby Boom generation will slow labor force

growth, though a general labor shortage is unlikely in Hennepin
County. In the face of a slowing supply of workers, the economy
will adjust through increases in technological growth and capital
investment, or a decrease in output. The real danger of slower
labor force growth is not too few workers, but rather, a sluggish
economy.

. Most studies indicate that individual worker productivity peaks

sometime between age 30 and 50, with late-career workers
proving both more productive and less cost-effective than the
youngest workers. There is, however, some disagreement about
whether an older workforce does in fact make a firm less produc-
tive. Some studies have found that workplaces with a larger
share of older workers are, in fact, more productive than younger
workplaces.

. There is evidence that age discrimination takes place in today’s

workforce. At the same time, some research suggests that age
discrimination legislation has inhibited the hiring of older workers.

. Workers who lose their job late in their careers have few good

options. Re-employment typically leads to lower wages. Early
retirement means decreased Social Security benefits. Late-
career workers may not have enough working years left to make
re-training pay off. Rather than look for work, re-train or retire,
some choose to start a business.



H The aging of the Baby Boom generation, those born between 1946
Introductlon and 1964, will have a significant effect on the workforce in Hennepin
County and nation-wide. In 2008, the first members of this cohort
turned 62, the minimum age to qualify for Social Security benefits.
As a growing number of Baby Boomers face retirement, employers
will have to come up with innovative ways to adapt to the realities of
an older workforce in an increasingly dynamic and competitive global
economy.
Profile of the aging The workforce in Hennepin County is aging. In 1990, the youngest
Baby Boomers had graduated from college and entered the work-
workforce force. Their entrance resulted in a huge surge of workers - Boomers
made up over 60 percent of all workers in Hennepin County in 1990.!
This surge in workers has persisted through to the present day.
Despite aging and retirement, in 2010 there were still nearly as many
45 to 59 year olds in the labor force as 30 to 44 year olds.?
Figure 1. Hennepin County residents in the labor force - 1990, 2000 and 2010 by age
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Retirement Retirement trends have important implications for the development

of the workforce over the next 20 years. Understanding retirement is
important because it shapes the workforce participation of late career
workers, organizational succession patterns, aggregate demand,
labor force growth and, by extension, the way the economy works.

Age 62 is the most common retirement age and has been for at least
20 years. > % This pattern has held for the leading edge of the Baby
Boom Generation through 2010, despite an overall trend toward
working later. Longitudinal panel data from the Health and Retire-
ment Survey (HRS) shows that male leading edge Baby Boomers

(b. 1943-1947) were only slightly less likely to retire at age 62 than
workers born ten years earlier. At the same time, male leading edge
Boomers were far less likely to retire at ages 63 to 65, suggesting
that those that work past age 62 are increasingly working past age
65.°
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Figure 2. Hazard rate of describing oneself as retired, men, 1933-37 and 1943-47 birth cohorts

35%

3%
193337

(Sl.lent Gener ati tm)

25%

/:\\ 7\

20%

15%

10%

N\

5% L

Vi
4
|

TN 1943-47
(Baby Boom)

%o T T T
55 56 57 58 59 o0 6l 62 63 64
Age
Figure source: Johnson, Butricaand Mommaerts (Oct 2010)
Data source: Health and Retirement Study (HRS)

65 66

67

68 69 70

This trend does not hold as rigidly for leading edge Baby Boomer women.
The same study shows that Baby Boomer women were less likely to retire
after age 60 than women in the preceding generation. However, while
women were less likely than men to retire at age 61 and 62, they were

more likely to retire at ages 63 to 65.°

Figure 3. Hazard rate of describing oneself as retired, women, 1933-37 and 1943-47 birth cohorts
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Despite the importance of age 62 for retirement, surveys of workers in
their pre-retirement years show that most workers anticipate working
until they are 66.7 The dissonance between the actual and expected
retirement age may be a consequence of countervailing retirement
trends: a long-term trend to retire later and a short-term trend to retire

early due to the recession.
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Retiring later

The long-term trend is toward
working longer. Between 2000
and 2010, the percentage of
65-74 year olds participating in
the county workforce grew from
26 percent to 34 percent, a 30
percent increase.® By 2033, it
is projected that the number
of workers age 65 and older
will nearly double in Hennepin
County.® Nationwide, they are
projected to make up nearly
20 percent of the workforce by
2030, compared with just 12.4
percent of the workforce in
2000.°

The reasons for this long-

term trend are complex. It

is important to note that this
trend is concentrated among
skilled, educated workers in the
knowledge economy because
these workers are more likely to
have the incentive, ability and
opportunity to delay retirement.
Unlike manufacturing jobs where
declining physical ability may
limit productivity, the accumu-
lated knowledge and experience
of late-career workers in the
knowledge economy may make
some older workers more
productive than their younger
counterparts and make firms
more likely to retain them. !
Furthermore, jobs in the knowl-
edge economy are typically less
physically demanding, allowing
workers to work well past their
physical prime. At the same
time, this type of employment is
increasing among all age cohorts
at the expense of jobs demand-
ing physical labor, such as those
in manufacturing.*?

Another reason for delayed re-
tirement is the changing nature
of employee retirement benefits.
As the Baby Boom generation
has aged, their employers have
moved away from defined ben-
efit (DB) pension plans in favor

of defined contribution (DC)
pensions such as 401(k)s. The
figure below shows that between
1983 and 2007, DC plans re-
placed DB plans as the dominant
employer-provided retirement
plan for most workers.!3 DB plans
pay a fixed monthly amount

in perpetuity, often penalizing
participants who either work too
long or leave the company before
they can maximize their pension
payments. DC plans, on the
other hand, require employee
control of contribution allocations
and are portable from company
to company. Employees with

DC retirement plans have more
incentive to work longer since
additional contributions will
increase the value of their retire-
ment plan.!*

DC plans also encourage later
retirement through risk transfer
from employers to employees.
Under a DB plan, the employer is
obligated to pay an agreed upon
sum regardless of market condi-
tions. If pension value declines,
the employer must cover the
losses and payments remain un-
changed. Under DC plans, if the
plan loses value the employee
bears the loss. Thus, retirement
account losses as a result of the
stock market crash of 2008-2009
resulted in decreased likelihood

to retire among workers with
significant stock exposure.?®

The implications of DC plans for
retirement are important for all
workers, though less so for the
oldest boomers. In 2006, for
instance, DB plans still made up
about two-thirds of all pension
holdings for older members of
the Baby Boom Generation,
those born between 1948 and
1953, who were still working.¢ 17

The gradual increase of Social
Security’s full retirement age
(FRA) to 67 and incentives to
work to age 70 further encour-
age workers to delay retirement.
Workers earn extra Social Se-
curity benefits for every month
they delay retirement past 62.
Extra benefits are differentiated
by age cohort, with those born
1943-1954 eligible to receive
132 percent of FRA benefits if
they delay retirement until age
70. The delayed retirement
credit is now eight times higher
than it was in the mid-1970s.
These credits are actuarially
fair, however, meaning that a
retiree with an average lifespan
will receive the same amount of
Social Security payments during
retirement whether they retire
early or late. As a result, Social
Security changes may only help

Figure 4. Percent of workers with pension coverage by type of

plan, 1983 and 2007
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delay retirement for workers
who need the extra benefits to
afford to retire or who place
relatively little value on their
leisure time.®

Changing trends in employer-
provided healthcare may also
encourage later retirement.
Employer-sponsored retiree
health benefits, which generally
provide health insurance to
retirees before Medicare begins
at age 65, are disappearing,
making it more expensive for
many workers to retire early.'®
Employees without employer-
provided healthcare face a gap
in health coverage before the
worker and, when applicable,
their spouse becomes eligible
for Medicare at age 65.

Overall, as the number of highly
skilled workers increases and an
increasingly knowledge-based
economy continues to favor the
employment of retirement age
workers, it is likely that many
workers will increasingly delay
retirement.?°

Retiring earlier

Even during the recent
recession, older workers suf-
fered relatively low rates of
unemployment. 2 However, they
also have taken significantly
longer to find a new job once
unemployed. Studies of previ-
ous recessions predict that the
unemployment rate of displaced
older workers (between 50

and 64 years) two years after

a job loss is 25 percentage
points higher than that of
similar non-displaced workers.
Furthermore, recent data shows
that workers age 55 and older
stay unemployed an average of
five weeks longer than younger
workers.?? This longer job
search typically results in less
income - about 20 percent less
than workers who keep their
jobs.?3

For unemployed workers who
have turned 62, applying for
Social Security benefits is often
preferable to a prolonged search
for work. Studies estimate
that, generally speaking, a

one percent increase in the
unemployment rate increases
the annual retirement rate by
1.8 percentage points, even
after accounting for financial
incentives to delay retirement.
24 Accordingly, during the reces-
sion of 2007-2009, claims for
Social Security benefits rose 9
percent, exceeding projections
by 5 percent.?>2¢ The decision to
retire early is highly dependent
upon income and education.
Studies show that high school
graduates are more likely to
retire during weak labor market
conditions than more highly
educated workers.?”

Assuming that employment
rates trend toward full employ-
ment over the next five years,
it is estimated that 378,000
Americans will have opted for
early retirement because of
unemployment between 2009
and 2014. 28 The combina-

tion of systemic late-career
re-employment difficulties and
high unemployment rates have
increased early retirement rates
for members of the Baby Boom
generation in the short-term.

Partial and un-retirement

As systemic forces encourage
workers to both retire either
earlier or later, work during
retirement years has changed,
becoming increasingly intermit-
tent and part-time. Workers
are more likely to “unretired”
today than in the past. About 26
percent of men and 29 percent
of women born between 1933
and 1937 returned to full-time
or nearly full-time employment
after fully or partially retiring.?°
This same cohort also worked
part-time far more than their

forebears. About 45 percent of
men born 1933-1937 partially
retired after age 50, up from
33 percent of those born 1913-
1917.3°

Recent Federal Legislation
makes partial retirement more
attractive. The Senior Citizens’
Freedom to Work act of 2000
allows retirees receiving Social
Security benefits to earn income
without a reduction in Social
Security benefits if they are
above their FRA. Working
retirees who have not reached
their FRA receive a $1 deduction
in benefits for every $2 they
earn above the exempt amount
-- $14,160 in 2010. Working
retirees who have reached their
FRA receive a $1 reduction

in benefits for every $3 they
earn above a higher exemption
threshold -- $37,680.3' Those
who work and are older than
their FRA bear no reduction in
benefits. Multiple studies have
confirmed that workers have
responded to these policies both
by retiring earlier and working
more in retirement.3?

Overall retirement trend

Without any changes to laws
permitting early application

for Social Security at age 62,

it is reasonable to expect that
62 will remain an important
retirement age going forward
even as workers work later on
average. If true, then the first
major wave of retiring Boomers
already passed in 2008 when
the first Boomers turned 62 and
will begin to crest around 2017
as the largest cohort of the
Baby Boom generation, those
born in 1955, turns 62. The
last members of the Baby Boom
generation will turn 67 in 2031,
at which point the vast majority
of this generation will have
retired from the workforce.33



Opportunities and
challenges of an
aging workforce

The projected labor short-
age and economic growth

The aging of the Baby Boom
generation is likely to result in
the largest retirement wave in
the history of the workforce,
both in Hennepin County and
across the nation. Indeed, as
mentioned above, the retire-
ment wave has already arrived
and will only accelerate over the
next ten years.

As a result, labor force growth
is expected to slow. Itis impor-
tant to emphasize that, unlike
some other developed nations,
the U.S. labor force will continue
to grow despite the retirement
of the Baby Boom generation -
it will just grow at a slower rate.
Forecasts from the Minnesota
State Demographer predict that
by 2020, labor force growth will
barely register above zero.3*
Furthermore, remaining labor
force growth in Minnesota will
come not from births exceeding
deaths, but rather from net
migration from other states and
abroad. Migration, therefore,

will be the essential to main-
taining labor force growth in
Minnesota over the long-term.%

Slowing labor force growth has
led some to predict a national
labor shortage by as early as
2015 as the supply of workers
from the Generation X (b. 1965-
1980) and Millennial (b. 1981-
2000) generations fail to keep
up with demand. For example,
a 2003 National Association of
Manufacturing study forecast a
shortage of 5.3 million workers
by 2010 and 21 million workers
by 2020.3¢

However, many economists
doubt a national labor shortage
will occur. Some point out
that predicted labor shortages
in Japan and Germany in the
1990’'s and early 2000’s failed
to materialize.?” Furthermore,
predictions of shortages in the
U.S. by 2010 have thus far
proved inaccurate.3®

Many labor shortage predictions
assume that the long-term
gross domestic product (GDP)
growth rate will continue un-
changed in the future. If so, the
economy would have to produce
as many workers in the future
as it has in past years in order
to support GDP growth. Since
labor force growth is projected
to slow as the Baby Boomers
retire, there will not be enough

Figura 6. The Minnesota labor force growth is about to slow sharply
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new workers to reach the long-
term GDP growth rate, leading
to a projected shortage in
labor.3® However, the economy
is far more adaptable than these
projections imply.

For one, GDP and labor force
growth are not always directly
tied. For example, between
the 4th Quarter of 2007 and
2011, U.S. non-farm payroll
employment decreased by 5.9
million workers,? yet GDP still
increased by $104 billion.b 40 4t
Productivity improvements have
made such GDP growth possible
without corresponding labor
force growth. Even if higher
productivity does not make up
for slower labor force growth,
the labor shortage problem
could solve itself through
economic adjustments such as
slower GDP growth. Slower
GDP growth is not inevitable,
however, as there are many
factors that could compensate
for slower domestic labor force
growth.

Global sourcing of labor may
act as a release valve for
employers having difficulty
finding the labor they need. As
communication and information
technology have improved,
employers have increasingly
taken advantage of labor mar-
kets outside the United States
where the workforce is younger.
Therefore, employers may
choose to supplement future la-
bor needs with workers in other
countries.*? This is especially
important given the business
climate in Hennepin County and
Minnesota. The local economy
hosts an exceptionally large
number of multi-national cor-
porations per capita, meaning
that the Hennepin County labor
market may be well-positioned
to fill its labor needs through
global labor supplies.



Technological change could also
compensate for slower labor
force growth. If slower labor
force growth causes tighter
labor markets, wages will be
forced higher, resulting in higher
labor costs for employers. In
their search for solutions to
higher labor costs, firms may
invest more in technology. The
resulting increase in techno-
logical change could make each
worker more productive, thus
requiring fewer workers to
produce the same amount of
output. Under such conditions,
GDP growth could remain at or
above the long-term rate even
with slower labor force growth.

If future labor force growth is to
come from migration, Hennepin
County may face fewer labor
force pressures than other
regions. Hennepin County’s
large population of Millennials
could result from advantages in
regional migration, notably the
location of the University of Min-
nesota, other higher education
institutions and below average
unemployment rates. These
factors may make Hennepin
County an attractive place for
young workers in the region to
start a career. Furthermore,
Minnesota attracts immigrants
at a relatively high rate - be-
tween 1990 and 2008, Min-
nesota’s foreign-born population
increased 201 percent — 14th
most in the nation, and highest
among neighboring states.*?

If workforce participation
among older workers increases
more than projected, a real
possibility, older workers could
be part of the solution as well.
Increased retention of older,
experienced workers in the
workforce could help maintain
higher labor force growth

2 Non-seasonally adjusted
® Inflation-adjusted to 2005 dollars

and soften the impact of the
retirement of the Baby Boom
generation.

Age and productivity

Studies on age and productivity
estimate that productivity peaks
somewhere between age 30 and
50.% Productivity begins then
to decline sometime between
age 40 and 55 as knowledge
and experience cease to fully
compensate for the natural
aging process.*> Estimates
vary widely about when this
decline begins, how steep it

is, and whether there is actu-
ally a decline at all.#¢, 47, 4 1In
general, workers over age 55
appear to be far more produc-
tive than those under age 30,
though less productive than
workers in their prime working
years. However, studies also
find that, on average, even less
productive younger workers are
more cost effective for firms
than older workers.*

In an economy where workers
stay with one employer over
their entire career, this type of
cost curve may make sense -
underpayment in the early years
is balanced by overpayment
near retirement.*® In today’s
economy, however, workers

are less likely to stay with their
employer for their entire career,
making it more likely that late
career workers earn wages that
match their relative productiv-
ity. Because older workers
may be less productive than
similar mid-career workers,

this change puts them at risk
for lower wages in the latter
stages of their careers and may
help to explain long bouts of
unemployment and large wage
losses among older unemployed
workers.

Some of this productivity differ-
ence may be related to training.
Older cohorts, on average,

are less educated than their
younger counterparts. Further-
more, because older workers
have fewer years left in their
career, incentives for both older
workers and their employers to
spend time in training diminish
over time. Survey data from
2001 indicated that 37 percent
of 25-34 year olds received

an average of 14.5 hours of
training per year compared to
just 5.3 hours for only 9 percent
of those 55 years of age and
older.5* Because productivity
depends, in part, on a worker’s
skill-set, the combination of less
education and diminishing rates
of training among older workers
may affect their productivity.

These findings on aging and
productivity, however, are not
necessarily a predictor of future
labor market difficulties for
workers over age 55. Most pro-
ductivity studies look at blue-
collar firms, sometimes at the
factory level. This type of firm
now makes up a relatively small
part of an economy increasingly
dominated by white-collar desk
jobs where productivity declines
due to age may be more difficult
to measure. It is possible that
observed overpayment of older
workers in the literature does
not hold uniformly across dif-
ferent sectors of the economy.
Also, older workers may be
more cost-effective in some
sectors than the literature
suggests.

Managing an aging work-
force

As an increasing number of
workers work past traditional



retirement ages, new ap-
proaches to workforce manage-
ment will be necessary to meet
the changing needs of an older
workforce.

Phased retirement allows an
impending retiree to work a
reduced schedule while collect-
ing all or part of pension ben-
efits. A 2008 study of national
employers found that only 25
percent of employers permit all
or most of their workers to en-
roll in a phased retirement plan.
PERA’s coordinated plan offers
a phased retirement option that
is scheduled to sunset in 2014,
though it has been extended in
the past.>? Phased retirement
options have been shown to
increase workforce participa-
tion among older workers and
therefore may be a good tool for
helping to extend the working
lives of older workers.53

Another emerging trend among
older workers is the “encore ca-
reer,” a second career at or near
retirement. A recent study from
Boston College’s Sloan Center
on Aging and Work estimates
that 75 percent of workers age
50 and older expect to work
during retirement. Research in-
dicates a deep search for mean-
ing in work is less important
than other factors in pursuing
an encore career. About half of
workers 50 and older who were
working in retirement in 2008
wanted to earn money to retire
more comfortably, 31 percent
wanted to avoid boredom, and
most other responses centered
around wanting to remain
socially or physically active.>*
Whatever the reason, this
desire to work during retire-
ment represents a potential
opportunity for many employers
to take advantage of the skills
and accumulated experience of
retiring Baby Boomers.

Succession planning may be a
major issue for many organiza-
tions with an aging workforce,
but it is unlikely that the retire-
ment of the Baby Boom genera-
tion will cause major chaos in
this regard. Most organizations
have a hierarchical structure
shaped like a pyramid, meaning
there are multiple workers
within the organization set to
replace any retiring manag-
ers. One study found that a

6 percentage point increase

in retirement eligibility among
upper management due to the
Baby Boom would speed up
succession by just 3 months.>%®

As the Baby Boom generation
reaches their end-of-life years in
the 2020s and 2030s, an in-
creasing the number of workers
may need to care for an older
relative at home. Workforce
management strategies may
have to adapt to this reality. ©

Age discrimination

Despite federal protections, age
discrimination remains a major
issue in the workplace. A 2002
study of workers age 47-74
found that about two-thirds of
respondents reported having
witnessed age discrimination

in their workplace.*® The

Civil Service Reform Act of 1978
makes it illegal to discriminate
against employees for a number
of reasons, including age. Yet
legal precedent demands a
much higher burden of proof for
age discrimination plaintiffs than
for race or gender discrimina-
tion, making age discrimination
cases more difficult to prove.>’

Research into the effectiveness
of age discrimination legislation
in promoting the employment
of older workers has produced
mixed results. Studies appear

b See the “Health” page of the Aging Initiative for more information on elder care.

to support the notion that the
Age Discrimination and Employ-
ment Act of 1967 (ADEA) has
benefitted workers age 60 and
older, yet has had no significant
benefit for the entire protected
cohort - workers 40 and older.>®
Furthermore, two prominent
studies found that age
discrimination legislation has
had a negative effect on hiring
older workers, theorizing that
employers fear legislation will
make it more difficult to sever
its relationship with an older
worker than a younger worker.>

Displacement and
retraining

Older workers are the least
likely age group to lose their
job, especially during reces-
sions. In fact, in both the 2001
and 2007-2009 recessions,
older workers increased their
workforce participation even
as younger workers fell out of
the workforce. This trend is a
reversal of a historical pattern
where recessions would lure
older workers out of the work-
place and into retirement.®°

When an older worker does lose
their job, they typically pursue
one of four options: look for
work, re-train, start a business,
or retire.

As mentioned earlier, older
workers have much more
trouble than other workers
finding new work once they
are unemployed and those that
find a job often take such a
large wage cut that they never
reach their former earnings
before retirement.®' %2 For this
reason, many older workers
look for alternatives to simple
re-employment.



Figure 7. Change in labor force participation rate, men aged 25-54 and 55+,
recent recessions and today
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Re-training is one alternative.
Further education and training
can compensate for lost wages
- one year of education is
associated with an 12.2 percent
increase in annual wages in
Hennepin County, meaning that
it would take about two years of
education to make up for losses
due to displacement.®* % Yet
for older workers, the value of
re-training is diminished by the
fact that they have fewer work-
ing years left in which to ben-
efit. One study estimates that a
50-year old worker would need
double the returns to education
that a 30 year old would need to
justify further education.®®

For late career workers, start-
ing a business may be a more
attractive alternative than
working for others or education.
A 2005 study of entrepreneurial
trends found that in the United
States, 55 to 64 year olds start
businesses at a rate 28 percent
higher than the average adult

- the highest rate of any age
cohort.%

Displaced older workers who
cannot find work and choose

not to retrain or start a business
have one remaining option -
early retirement. Late career
workers can access IRA and
401(k) funds at age 59 2 and
often can access pension funds
even earlier. Older workers may
also apply for social security
benefits at age 62, though early
enrollment decreases benefits
by 7 to 8 percent for each year
of benefit receipt before the

full retirement age. For this
reason, early retirees may face
as much as a 25 to 30 percent
reduction in their Social Security
benefits.®”

Rising rates of late-career dis-
placement during the recession
of 2007-2009 has consequences
for public budgets and the U.S.
economy. Lost wages and

early retirements increase the
likelihood of early application
for Social Security benefits and
negatively affect retirement
security. When older workers

leave the labor force earlier
than expected, their income and
expenditures drop, creating less
demand for products and less
economic activity. As the Baby
Boom generation approaches
retirement, the vitality of the
County as a socioeconomic

unit rests on the ability of the
private, public, and non-profit
sectors to adapt successfully

to the emerging challenges

and opportunities of an aging
workforce.

Conclusion

There is much uncertainty
about how the aging workforce
will affect Hennepin County.
Clearly many of the predictions
are dire — slower GDP growth,
a changing labor market and
accelerated worker turnover.
However, it is also clear that the
aging workforce presents many
opportunities for those who can
attract and retain skilled older
workers.
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