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Figure 4: Employment rates for women aged 55-64
across Europe and the US
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The first discussant of the paper, Rob Euwals, started by recognizing the
importance of the issue taken up by the paper for the policy discussion in
the Netherlands. He presented a graph showing that since 2005 the par-
ticipation of 55-64 year olds increased much more than expected by the
prediction of the (PB. He stated three possible channels in which policy
can influence early retirement behaviour. Firstly, it can work through the
income effect. But the income effect is relatively small, a Euro taken from
the pension fund of a worker will make him want to earn 10-20 extra
cents. Secondly, Euwals mentioned the price effect, which is empirically
much stronger. He discussed the removal of the VUT early retirement
scheme, which used to impose a huge implicit tax on earning of those
who were eligible. Thirdly, social norms and interdependent preferences
(for example preference to stop working when one’s spouse or friends do)
play a role in early retirement decisions.

In the methodological part of his commentary, Euwals discussed how
to measure the impact of financial incentives on early retirement. He
argued for the use of natural experiments and microeconomic data for
serious research. Still, he recognized an advantage of macroeconomic
data, which implicitly include the fact that financial incentives influence
everyone in the society and not only a few individuals.

Euwal's final point concerned the health-retirement puzzle. We
observe decreasing participation rates, while state of health and life
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expectancy increase. A possible explanation is that improved health leads
to higher productivity, which leads to higher wage and (via income effect)
lower labor supply. The problem is that this line of reasoning assumes a
very strong income effect. Euwals suggests that not individual, but col-
lective actions and institutions are responsible for this observed income
effects.

The second discussant, Adrie Moons, emphasizes that the labor force
participation of 55-64 years olds increased distinctly in all European
countries but Portugal in the last decade. He wonders whether anything
but the recent reforms can have triggered this upward trend.

His first observation concerns the post-reform net replacement rates that
K&A used in their estimations. The decrease in these rates as a result of
the reforms does not necessarily explains the recent increase of employ-
ment. The post-reform net replacement rates are highly theoretical
because it is assumed that the reforms are already fully implemented,
ignoring the frequently long transition periods. He calls attention to

the need of profiles of net replacement rates, which would reflect the
implicit tax on working longer that individuals near retirement currently
experience.

In his second observation he criticizes that K&A used the theoretical
post-reform replacement rates as proxies for individual replacement
rates. He claims that this leads to an underestimation of the real financial
incentives. That in its turn means that reforms according to the model
must be drastic to reach small employment changes. He calls for detailed
profiles of net replacement rate levels and changes, to be added to the
rich SHARE data.

Further he suggests that more attention should be given to the
demand side of the labor market. Especially the wage-productivity gap
should be taken into account. This gap could be analysed with the wage-
data already in SHARE on the same way as Kapteyn and Van Soest revealed
the wage-productivity gap at the lower end of the labor market.

As a policy conclusion he is not convinced that actuarial neutrality of
pension systems is sufficient to raise the employment substantially. The
level of net replacement rates might also be very important.

Arie Kapteyn agreed that the labor force participation increase since
1995 means that the reforms have worked. He demonstrates this on the
example of the USA, where no reforms happened and the labor force
participation changed very little.
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To the comment of Rob Euwals on the value of natural experiments
Arie Kapteyn answered that international comparison is a kind of a
natural experiment.

He agreed with Adrie Moons that an incentive module in SHARE would
be very interesting, though rather difficult to implement.

To the health-participation puzzle of Rob Euwals he noted that health
is partly endogenous. People can decide to ‘sell' some of their health
by taking an unhealthy job. He recognizes this as a policy concern, also
because this can lead to disability.

As for demand side of the economy, Arie Kapteyn considers it very
hard to add employers' data to the SHARE panel. He also notes that the
productivity-age relationship is sector specific.

Arie Kapteyn also agreed that the income effect of better health is one
of the mechanisms that lead to the positive relationship between earlier
retirement and longer life.
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In this paper various aspects of retirement behavior and how that
behavior is influenced by incentives and personal circumstances are
discussed. More specifically, the researchers stress the interrelation
between retirement, financial incentives, saving, and health. There is
great variation in retirement patterns across countries, and the
researchers explore the role of health in retirement decisions. In | |
developed countries people tend to live longer than ever, yet retire at | ‘ J ;‘
increasingly younger ages. On the one hand it can be illustrated why ‘ |
people with more human capital are healthier and retire later. On the |
other hand the improvements in population health explain a trend “
towards earlier retirement. Based on an estimated model, some policy
changes involving improved health at later ages and changing

financial incentives and eligibility ages are simulated. All simulated
policy changes have noticeable effects in at least some countries. It

turns out that health is an important determinant of retirement.
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