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Labour flexibility and older worker
marginalisation: The
need for a new strategy

Guy STANDING *

“A man’s years should not be counted,
until he has nothing else to count.”
R. W. Emerson

l. Introduction

In Western Europe mass unemployment has hit some groups particu-
larly hard. Much attention has been devoted to teenagers whose efforts to
enter the employed labour force have been frustrated by the limited
availability of new jobs. Far less attention has been paid to workers in their
fifties and sixties who have been those most affected by the job-shedding that
has gone on since the mid-1970s. One difficulty is that their plight is
concealed by the statistics typically used as indicators of labour market
performance. This article considers the extent of labour underutilisation
among older workers, reviews the factors that have influenced their absolute
and relative vulnerability, and argues that changes in patterns of labour use
and the chronic labour surplus require new forms of income support if older
workers are not to be marginalised and, in many cases, pushed into
“premature poverty”’.

Il. The employment of older workers in Western Europe

The measured unemployment rate is not the best indicator of older
workers’ labour market position. Many older workers withdraw from the
labour market if unemployed, either in discouragement or into “early
retirement”’, and, as argued later, these tendencies have been accentuated
with the lowering of the normal retirement age and as a result of policy
shifts.

Those shifts have been dramatic. In the 1950s and 1960s the emphasis in
the tight labour markets of industrialised countries, including the United
States and Western Europe, was on keeping older workers in the labour
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force. Efforts were concentrated on raising their productivity and on
providing them with better opportunities and working conditions. Job
redesign, retraining, placement techniques, all were boosted.’ In the United
States the 1967 Age Discrimination in Employment Act was passed to
prevent age-related discrimination in the recruitment, treatment and dismis-
sal of workers, and it is surely no coincidence that from 1969 onwards men
aged 55 to 64 no longer had a higher unemployment rate than those aged 25
to 54, and from 1973 onwards had a distinctly lower one.

Since the rise of mass unemployment in Western Europe official policies
towards older workers have radically changed, and in many countries con-
certed efforts have been made to reduce the labour supply of those over the
age of about 55. Thus, in the Federal Republic of Germany men aged 60 to
65 have been encouraged to retire early, so that by 1980 only a third of that
age group were employed. In 1984, as unemployment continued to rise, the
Government passed early retirement legislation providing subsidies to com-
panies in which workers take early retirement at 58 and are replaced by
unemployed persons or young workers. Until 1983 the French Government
operated a scheme by which workers over 55 were paid a lump-sum if they
retired early, provided they were replaced by someone from particular
groups, notably unemployed youth and single parents. In Italy the steel
industry instituted a scheme in 1984 to encourage workers to retire at 50, and
in 1985 the Government introduced legislation to allow pensioned partial
retirement for workers in hard-hit industries two years before the legal
retirement age, provided they reduced their working time by 50 per cent and
the firm agreed to increase employment correspondingly. In Britain the Job
Release Scheme was introduced in 1977 with the objective of lowering regis-
tered unemployment by enabling workers to leave the labour force one year
before they reached the National Insurance retirement age ; if the worker was
employed, the employer had to replace him by someone from the unemploy-
ment register, partly to promote the employment of young workers.

This radical policy shift has meant older workers are being increasingly
marginalised, without that necessarily showing in a worsening of their
relative unemployment rate. According to the 1983 EEC Labour Force
Sample Survey, the active unemployment rate (defining the unemployed as
just those seeking and available for work in the reference week) was highest
for teenagers, declining to a low point for the 45-49 age group, then rising
slightly for those aged 50-54. In all ten EEC countries of the time, the age
groups 50-54, 55-59 and 60-64 had unemployment rates well below the
overall average. In most of them, older women’s unemployment rates were
higher than the male equivalents, except in the United Kingdom where the
reverse difference was so great among those aged 55-59 that the EEC
weighted average was higher for men in that age group. For those aged 60 to
64, except in France, the male rate was the higher, a reflection of the earlier
statutory retirement age of women and the fact that open unemployment was
a rare alternative to economic activity for women.
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Table 1. Long-term jobseeking in the EEC: Percentage of age group of jobseekers
having scught work for 12 or more months, 1983

Country Age group
14-19 20-24 25-54 55+

Belgium 32.5 57.1 74.3 76.0
Denmark 15.2 24.8 37.6 48.1
France ) ' 28.7 36.5 45.0 76.4
Germany, (Fed. Rep.) 26.7 31.8 43.1 48.6
Greece 27.9 36.3 37.3 (69.0)
Ireland 22.0 32.7 41.2 51.9
Italy 47.0 63.1 58.0 41.1
Netherlands 33.0 43.7 54.6 61.0
United Kingdom 343 47.3 49.4 56.8
EEC (10) 353 46.9 49.4 59.0

Note: Figure in brackets indicates fewer than 5,000 jobseekers. There were too few observations in Luxembourg to
justify computation.

Source: EEC: Labour force sample survey, 1983.

Although older workers appear to have relatively low open unemploy-
ment rates, this largely reflects statistical practices and the tendency for older
workers to withdraw in discouragement from the labour force into passive
unemployment. As table 1 shows, the incidence of long-term unemployment
in the majority of EEC countries was highest among older workers.? Most
notably, in Belgium and France, partly reflecting the social security system,
over three-quarters of all those aged over 55 had been seeking work for over
a year. In reality, most of the unemployed in their fifties have no prospect of
obtaining a job again in circumstances of chronically high overall unemploy-
ment. Moreover, because of the nature of their jobs, many older workers
experience recurrent job loss, which easily leads to long-term unemploy-
ment.’?

Another reason why the statistics on older worker unemployment are
misleading is that, often because of long-duration unemployment, many
older workers drop out of the labour force irreversibly. One British study,
using data from 1977, found that where the registered unemployment rate
was under 4 per cent, about 46 per cent of the over-45 age group were
retired ; where it was over 10 per cent, no less than 56 per cent were retired.*
Once “retired”, workers are unlikely to return to the labour force, for
reasons discussed later. Moreover, over prolonged periods of high overall
unemployment the potential labour supply from older workers may drop, so
that in any recovery of aggregate demand their share of total employment
may also drop, a ratchet effect that can be compounded by changes in what is
expected from and by older workers.
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Table 2. Activity rates { %) by age and sex: Weighted average for EEC, 1983

Age Both sexes Male Female
14-24 49.7 53.7 45.7
25-49 77.1 96.1 58.2
50-64 51.4 71.7 32.8
65+ 4.7 7.8 2.6

Source: EEC: Labour force sample survey, 1983.

Perhaps the clearest evidence of older worker marginalisation can be
found in the labour force participation rates by age group. The populations of
industrialised countries have been steadily ageing, while the labour force
participation rates of older groups have declined.’ For instance, in the United
Kingdom, by the early 1980s the over-65s accounted for almost 15 per cent
of the population, a proportion that had trebled over the past 100 years. But
whereas in 1881 three out of four men aged 65 and over were in some form
of employment, by 1981 the ratio was down to one in ten.® By then the
participation rates of slightly younger groups had gone into rapid decline as
well. Between 1975 and 1982 the activity rate of men aged 60 to 64 fell from
around 85 to under 70 per cent.” The trends were similar in other EEC
countries, so that by 1983 only about half of those aged 50 to 64 were in the
labour force (table 2).

There is no doubt that the activity rates of older groups have continued
to decline, actively encouraged by governments and employers. But does the
trend partially reflect, perhaps, voluntary moves towards earlier retirement
or does it simply reflect a process by which older workers are being
marginalised ? The bare data tell us little on that. Yet, why should voluntary
early retirement have increased so rapidly in a period of economic stagnation
and no correspondingly rapid increase in incomes? Is it not likely that the
decline primarily reflects discouragement, often due to long-term unemploy-
ment that results in workers exhausting their unemployment benefit entitle-
ment or abandoning hope of ever finding another job? We return to these
issues in section IV.

By 1983, in most European countries the majority of older workers in
employment had only part-time jobs. Among men, particularly high propor-
tions of the employed aged 60 and over were working part time in France,
the Netherlands and the United Kingdom, and evidently most male part-time
workers were older workers, a fact consistent with their relatively low
average incomes. Among women, in most EEC countries the great majority
of those aged 50 and over who had any job at all were in part-time jobs, the
highest proportions being in Denmark, the Netherlands and the United
Kingdom.

332



Labour flexibility and older worker marginalisation

Table 3. Short-time working by age and sex, EEC, 1983 (% working less than their usual

hours)

Country Age group
14-19 20-24 25-54 55+

Male
Belgium 6.7 7.8 7.6 10.8
Denmark 12.3 12.4 12.0 13.2
France : 9.9 9.5 11.1 11.7
Germany (Fed. Rep.) 6.5 6.2 6.7 8.6
Greece 14.5 14.5 14.8 13.4
Ireland 6.1 6.6 7.9 7.8
Italy 7.1 6.7 7.3 9.3
Luxembourg 7.4 6.4 8.2 72
Netherlands 12.4 14.2 14.9 13.7
United Kingdom 30.6 37.4 36.9 327
Female
Belgium 8.9 8.0 8.3 8.9
Denmark 20.6 19.5 18.4 14.4
France 10.2 - 12.8 11.9 9.8
Germany (Fed. Rep.) 5.9 6.8 6.8 7.2
Greece 14.4. 13.7 16.6 13.1
Ireland 5.6 7.3 10.2 7.2
Italy 7.0 7.4 9.8 10.9
Luxembourg 7.3 7.5 8.7 6.2
Netherlands 13.3 18.2 13.8 12.7
United Kingdom 26.1 33.2 30.7 25.2

Source: EEC: Labour force sample survey, 1983.

Probably because so many older workers have either been made
redundant and have withdrawn from the labour force or are in part-time
jobs, proportionately fewer older workers were in what has been called
“marginal employment” — defined as working part time but seeking full-time
jobs, doing a temporary job when needing or wanting a permanent one, or
looking for another job because of the fear or certainty of the current one
ending. Nevertheless, many older workers were also in one or more of those
situations. So, while there was no great age differential (table 3), this is
another means whereby older age groups are marginalised.

In sum, there is clear evidence that full-time, secure employment is the
lot of a dwindling minority of older workers — in the United Kingdom, for
instance, by the early 1980s less than half of all men aged 60 to 64 were in
full-time jobs, a sharp decline since the 1970s.? In the Netherlands the figure
was less than a third, while only about two-thirds of men aged 50 to 59 were
in full-time jobs. Older workers seem to have become a floating labour
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reserve, an auxiliary source of labour supply, a tendency illustrated by the
fact that there are relatively large cyclical movements in their level of
employment, around a long-term decline.’ The picture is one of a progressive
marginalisation of older workers. This has taken various forms, but the most
important has been induced withdrawal from the labour force, which has
contributed to the lack of attention to their plight.

lll. The causes of marginalisation:
Insecurity from flexibility ?

Untangling the relative significance of factors influencing the position of
older workers calls for thorough research. But there are strong grounds for
arguing that growing “flexibility” in patterns of labour use has greatly
contributed to the deteriorating situation. This section will concentrate on
that issue, the following one considering the links between flexible labour
costs and older worker employment, with section V reviewing the relation-
ship between the social security system, pensions and labour supply.

Older workers have been severely hit by the prolonged labour market
depression, which has led to a weakening of conventional rules and practices
that gave older workers some protection against displacement and income
erosion. In the course of industrial restructuring, or the ““ deindustrialisation”’
accelerated by the mass unemployment of recent years, skilled manual
workers have suffered acutely. Some studies have even found that, relative to
older workers in less skilled jobs, the unemployment of older skilled workers
has risen sharply.* Skilled jobs in manufacturing have been particularly hard-
hit by the labour market depression in Western Europe, and they have also
declined in North America. It may be that in mild recessions younger groups
are more prone to rising unemployment, since the initial impact is the virtual
cessation of new hiring. But once recessions take the form of widespread lay-
offs and redundancies, and once labour hoarding ceases to be attractive to
employers as expectations of reviving demand decline, then older workers
are first in the firing line.

Of course, the labour market depression in Western Europe has
coincided with an acceleration in the long-term relative and absolute decline
of manufacturing employment; there has also been a further decline in the
share of the labour force in agriculture. In both sectors the workforce has
been relatively old. In particular, the prevalence of self-employment and
family work in agriculture has allowed people to continue working until a
fairly old age. Throughout Western Europe older workers have formed a
relatively high proportion of the agricultural labour force and have predomi-
nated in self-employment in both agriculture and other sectors (table 4).

Extensive industrial restructuring has hit older workers particularly
hard, not just because many workers in declining industries have been old but
because once unemployed they have had extreme difficulty in getting jobs
elsewhere. A major question is whether restructuring has led to a longer-
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Table 4. Older workers (aged 50+) by sex, sector and work status, EEC, 1983 (as % of all
workers in category)

Country Male Female
Agricultural Non-agricultural Agricultural Non-agricultural
Employees Non- Employees Non- Employees Non- Employees Non-
employees employees employees employees
Belgium 22.6 41.8 19.3 320 0.0 353 8.9 28.1
Denmark 15.5 49.0 19.4 40.2 9.0 43.0 17.6 31.4
France 28.0 50.0 16.9 33.3 25.9 50.3 15.8 335
Germany
(Fed. Rep.) 20.1 49.8 20.6 35.8 23.0 45.5 16.5 34.1
Greece 326 49.5 20.5 30.5 222 43.3 12.1 22.3
ITreland 20.5 47.9 17.0 28.1 11.1 47.3 10.8 36.0
Italy 39.5 52.7 20.6 29.3 23.0 45.6 11.1 25.1
Luxembourg 0.0 42.5 15.5 33.8 0.0 43.5 8.6 28.9
Netherlands 17.3 39.8 17.5 28.8 6.8 32.5 10.0 22.3

United Kingdom 21.7 39.8 24.6 28.9 29.0 43.8 22.5 27.9

Note: “Employees” are salary- and wage-earners; ‘‘non-employees” include self-employed and unpaid family
workers (in the United Kingdom there were no family workers recorded).

Source: EEC: Labour force sample survey, 1983.

\

term worsening of the position of older workers, so that future cohorts will
suffer as well, or just a worse position for the current generation. Various
trends provide grounds for long-term pessimism.

A feature of restructuring is the growth of the service sector and of
service-function jobs. This reflects the evolving technical division of labour
associated with greater flexibility in labour use patterns. We have alluded
elsewhere to the growing fragmentation of the labour force.” Here we will
merely highlight the changes that bear most directly on the position of older
workers. There has been a decline in manual jobs involving craft skills
learned through apprenticeships, on-the-job training and experience, tradi-
tionally the preserve of older male workers. Such jobs, almost definitionally,
implied a slow evolution of the technical division of labour. Yet the collapse
of craft skills seems to be a feature of growing labour flexibility. That does
not necessarily mean there has been widespread ‘“deskilling”, but there
seems to have been a process by which a small core of professionally or
technically qualified workers have gained in income, status and security,
while many jobs have become both more “narrow” in the range of tasks
involved and more “static” in that work experience in them does not lead to
an upgrading of competence, status, productivity or security. Correspond-
ingly, there have been more “ports of entry” to employment.

In effect, large-scale horizontally integrated job structures have been
giving way to more loosely linked systems in which promotion based on
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seniority, experience and length of service is more limited and where a higher
premium is placed on flexibility and adaptability. With more ports of entry
into employment, and more narrow, static jobs, the potential for the
substitution of relatively low-cost or exploitable workers for others is greater
than in the traditional “craft” mode of production. The growing inter-
changeability of workers has facilitated technological innovation and
employers’ ability to adjust more flexibly to changes in the level or structure
of demand for their products. It has also led to less labour hoarding in times
of recession, since replacement labour is more readily obtained.

Another feature of the increasingly flexible labour process is the shift
from the exclusive use of regular full-time paid employment towards what
could be called the Japanese pattern, in which there is a core of secure, well-
paid workers coexisting with a growing periphery who are employed
intermittently, part time or only indirectly. Greater use of casual workers,
part-timers, contract labour and nominally self-employed workers might
have been expected to improve the job prospects of older workers since
many older workers have traditionally either worked part-time or worked on
an own-account or casual basis, combining work with partial retirement. The
reality is rather different, since the shift to such flexible forms of labour has
taken place in the context of a massive labour surplus. Consequently, older
workers have had to compete for even those jobs for which they are best
suited and which some other groups would not want if regular full-time paid
jobs were available.

So the movement away from lifetime, secure employment, the growth of
narrow, static jobs for which workers are interchangeable, and the growth of
casual indirect forms of employment have all encouraged the substitution of
other groups for older workers, or rather have increased the substitutability
of different groups and the impact of relative costs and the external labour
market. In particular, there seems every likelihood that, with the diminishing
segregation of jobs by age and sex, there has been a substitution of women
for men in their fifties and sixties and a substitution of youth for older
workers. In any case, the secular decline in older male participation rates in
industrialised countries has certainly coincided with a steady increase in the
labour force participation rates of middle-aged and older women.”
Moreover, in countries such as the United Kingdom more older women stay
in the labour force after pensionable age than do men. Much more work
needs to be done on the extent of substitution of women for older, predomin-
antly male workers.” But clearly women have been moving into part-time
and casual jobs, particularly in services, essentially those traditionally
occupied by older male workers. Nobody should draw the conclusion that a
way to help older workers would be to hinder women’s access to such jobs.
That would be absurd. What it does mean is that if older workers are being
displaced their disadvantaged position needs to be given more attention.

There also seems to have been a substitution of young for older workers,
a tendency boosted by the widespread efforts to lower youth unemployment.
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Huge numbers of teenagers have entered the labour market in recent years,
and a mixture of subsidies, training programmes, official exhortations and a
lowering of youth wages have combined to encourage the employment of
more young workers. Yet the elasticity of substitution between different age
groups is probably becoming stronger because of growing labour flexibility.
This means that the elderly will have been hit by cuts in youth wages and the
withdrawal of young people from protection by minimum wage machinery, as
in the case of wages councils in the United Kingdom.

Even if young workers are less qualified, in times of rising unemploy-
ment older jobseekers are unlikely to displace employed younger workers.
Indeed, it is a misrepresentation of the labour segmentation process to
argue that the effect of rising unemployment is a ““general downgrading of
labour” whereby it is the less qualified who become the unemployed. The
fallacy lies in the fact that while age (inversely) and schooling are both
screening devices in recruitment, schooling is less of a screening device than
age for firing.

It might have been expected that greater labour flexibility would benefit
older workers in that there has been an increase in part-time work, self-
employment, casual labour and small businesses. But although a large
proportion of older workers work part time they do not take a particularly
large share of part-time jobs. According to the 1983 EEC Labour Force
Sample Survey, workers aged 50-64 comprised 23.1 per cent of all part-time
and 20.3 per cent of full-time workers in the EEC; in Belgium and Greece
they actually made up less of the part-time workforce than the full-time.
Workers aged 65 and over made up 5.2 per cent of all part-time and only 1
per cent of full-time workers. And although 35.8 per cent of employed men
aged 65 and over were in part-time jobs, the corresponding figure for those
aged 50-64 was only 2.8 per cent (for country data see table 5). So older men
were scarcely taking a large share of part-time jobs; for the great majority
the alternatives still seemed to be full-time jobs or unemployment, if they
were in the active labour force at all. It was women and, to a lesser extent,
young people who took the lion’s share of part-time jobs.

As for participation in small businesses the evidence is scanty. Some
studies suggest the young predominate there. In the United States those aged
under 25 form a higher share of the workforce in small firms than in very
large firms."” However, in Japan the young worker share is slightly higher (19
per cent) in large firms than in small (15 per cent) whereas the proportion of
workers aged 55 and over is highest in small enterprises, decreasing steadily
as size of firm increases.™

With the shift to flexible labour systems, the relationship between
productivity, age and probability of employment may be strengthened. It is
usually accepted, as a generalisation, that labour productivity declines with
age. This tends to result in ““statistical discrimination” against older workers
in both recruitment and retention decisions. Within sectors, the productivity
decline may have been worsening. As an ILO report put it,
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as far as productivity is concerned, the age at which workers usually first encounter
difficulties varies according to the job — around the age of 40 to 50 in the iron and
steel and motor vehicle industries, 30 to 40 in construction, and 20 to 30 in the
assembly of electronic parts. This age limit is getting lower and lower.”

In a situation of labour surplus and more “open”, flexible labour
systems, such considerations encourage a strong age-related substitution
trend. Anecdotal evidence abounds. An extreme case was that of a Japanese
company which in early 1985 offered all its production workers at its
subsidiary factory in Wales compensation if they took early “retirement” at
the age of 35. Since alternative responses to statistical discrimination, such as
job redesign to allow older workers to maintain productivity, imply higher
costs for enterprises, they are likely to be ruled out in times of high
unemployment. That poses a major social dilemma.

" IV. Labour flexibility, costs and older
worker disemployment

Over many generations, in the course of industrial growth and particu-
larly in periods of near full employment, employment protection and worker
rights have been strengthened. These have created what many pejoratively
call labour rigidities. Inter alia, they strengthened the employment position
of older workers. But during the current labour market depression additional
costs associated with older workers have undermined those safeguards.

There are five specific types of cost that, in the context of labour surplus
and growing flexibility, are tending to split the older labour force into a
protected minority and a disadvantaged periphery. The first are productivity
costs, arising from the tendency, however weak, for older workers to be less
productive. Although one should avoid jumping to conclusions, there are
reasons for believing that these costs have become somewhat greater,
especially in the wake of more rapid technological change and advances in
the technical division of labour that are placing a premium on adaptable
partial skills, task flexibility and an ability to sustain high levels of efficiency
in narrow yet demanding jobs.

The second are overhead costs. Whether or not productivity declines
with age, labour payments tend to rise. Except in low-productivity (un-
skilled) jobs, wages often rise with length of service; older workers also
accumulate fringe benefits and rights that have actual or implicit costs.
Furthermore, although the evidence on their proneness to absenteeism and
sickness is unclear, there is a perception that these too impose greater actual
or potential costs than for younger workers.*

The third type are protection costs. These arise from work arrangements
designed to shield older workers from hazardous or arduous work or to
lighten the burden on them. There may be an understanding that older
workers should not have to do shift work ; sometimes their hours of work are
cut, with compensation. In some countries older workers are entitled to
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reduce their hours gradually, as in Sweden; under some collective
agreements older workers have shorter workweeks and are compensated by
the enterprise. In France collective agreements in industries such as textiles
have given shift workers aged 55 and over the right to transfer to day work;;
in the Netherlands agreements have enabled older workers to avoid shift
work. In some countries older workers are commonly entitled to longer paid
holidays; for example, there are paid holiday schemes that increase with
length of service in Canada and the Federal Republic of Germany. All these
involve costs. Another arises from regulations to control the working
environment and provide safeguards at work. In any decent society these are
essential ; they help older workers to retain employment, since bad conditions
“impose greater stress on persons whose faculties of recuperation have been
diminished by age”.” So, although such regulations involve costs to the
employer, if they were dropped or not applied — through explicit or implicit
deregulation — older workers’ productivity would decline, so encouraging
their displacement or undermining their ability to stay in the job. A final
protection cost is the provision of lay-off or redundancy payments. Those
favouring deregulated labour markets argue that redundancy payments, as
operated in the United Kingdom for example, discourage the hiring of
workers, and thus lead to capital-labour substitution or non-expansion of
output. The strength of this effect is unclear, but there is evidence that
redundancy payments have legitimised and encouraged age-based redun-
dancy practices. Not only have they made it more attractive for older workers
to take ““voluntary” redundancy in times of retrenchment,” they have also
made it easier for employers to lay off or dismiss older workers, and for
unions to accept such practices.

The fourth type are adaptability costs, which are not the same as
productivity costs. Older workers may be as productive as others in certain
tasks, but it is widely believed that they are less flexible in their ability to
adapt to change. If true, an enterprise’s responsiveness to demand shifts and
product and process innovations will be more costly if it has a relatively old
workforce. These costs will be increased by the apparently widespread shift
from manufacturing and service jobs based on craft skills towards those
putting a premium on the adaptability and interchangeability of the
workforce.

The fifth are motivational costs, which are crucial in times of labour
surplus and employment stagnation, when job-changing through the labour
market is not an easy route to upgrade skills, status or income. Motivational
costs arise if a high ratio of older workers limits promotion opportunities;
this can adversely affect morale and thereby general productivity. Many firms
try to maintain a balanced age structure, so that if employment is static, or
declining, they would want older workers to leave, for morale and efficiency
reasons. According to one ILO report, “This is probably one of the reasons
why in many countries works rules or management practice establish a
compulsory retirement age.”
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If the strains imposed by these five age-linked costs have been increasing
as a result of pressures to cut costs and shed labour, so too have the
opportunities to reduce them, because of the ample availability of alternative
workers, the weakening of unionism and the growth of flexible labour
systems. In such circumstances collective agreements, regulations or even
unwritten conventions designed to safeguard the incomes and job security of
any group, especially any relatively costly group, will hit that group’s
employment prospects. This is the nub of the crisis facing older workers.
Furthermore, with regard to some regulations, they are almost in the position
of being ‘‘ damned if they are applied, damned if they aren’t”. For instance, if
protective regulations make the working environment more tolerable or the
work pace less intense, older workers may be able to retain jobs; without
them they may not be able to do so. But if such regulations raise their
employment costs, older workers are likely to be replaced by younger
workers. More generally, with growing labour flexibility the specific costs of
older workers have surely contributed to their marginalisation.

V. Social security, pensions and economic activity

It is conventional wisdom that the secular decline in labour force
participation of older men, in particular, is primarily due to growing pension
coverage.” In many countries pensions have replaced an increasing propor-
tion of pre-retirement earnings ; the normal pensionable age has been falling,
and earnings tests have been relaxed. As one United States review of
research concluded, ““a large proportion of the dramatic decrease in labour
force participation of older workers between 1969 and 1979 can be
explained by the large increase in social security benefits over that period”.?
A statistical analysis of data from nine industrialised countries found that
retirement rates among those aged 65 and older were, not surprisingly,
positively related to post-retirement income (savings and pensions) ex-
pressed as a ratio to previous net earnings in real terms.”

The difficulty is that association does not prove causation. It may well be
that pensions and social security transfers have risen in response to the need
to assist older workers pushed out of the labour force.” Similarly, a rising
ratio of post-retirement income to pre-retirement earnings could merely
reflect a decline in the earnings of older workers, which is consistent with
employment marginalisation among those in their fifties.

There has been an international trend towards lower pensionable ages
for retirement. But this at least partly reflects efforts to reduce labour supply.
Indeed there are reasons to doubt whether the extension of private and
public pensions and the lowering of the retirement age have greatly
facilitated voluntary early retirement. First, the lower retirement age has
encouraged some employers to get rid of older workers ; in the United States,
this led to a strengthening in 1978 of the ADEA, the Act prohibiting the use
of age as a criterion for employment decisions of any kind for those aged
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between 40 and 60, by extending protection against involuntary retirement .
up to age 70. Second, several multivariate analyses suggest that the extension
of private pension and social security coverage has reduced private savings; *
that implies that the extension of such schemes may not make earlier
retirement more likely, since early retirement is also a function of personal
savings. Third, only long-term median- and perhaps higher-income employ-
ees can usually achieve relatively high replacement rates from pensions.”
Fourth, the fall in the pensionable age has coincided with lower pensions for
those retiring earlier and extra benefits for those postponing retirement. In
sum, lower pensionable ages may not create a strong desire for voluntary
early retirement though they may induce early retirement among marginal-
ised older workers who lack any realistic alternatives. Indeed, early
retirement is commonly a euphemism for discouragement from labour force
participation. For most workers it still represents premature poverty, relative
to their lifetime earnings.

VI. Older workers: Options in a crisis

If older workers are faced with extensive marginalisation, what are the
options ? ‘

It might be argued that general reflation would boost overall employ-
ment, with older workers benefiting along with other groups. There are
various macro-economic drawbacks to that course in most industrialised
countries. Besides the fear of re-igniting inflation, the elasticity of employ-
ment with respect to economic growth may be much less than it used to be;
reflation may be largely negated by an increase in import penetration,
leading to balance-of-payments constraints to further growth; and the
prospect of economic growth may lead to more labour-displacing technologi-
cal investment than is appropriate for rapid employment growth. Apart from
such considerations, older workers would probably be among the last to
benefit from general employment growth; their relative position could
actually worsen. If economic growth did speed up technological innovation, it
is also conceivable that older workers would be displaced more rapidly. In
sum, reflation does not offer great hope for older workers in present
circumstances.

Alternatively, governments could boost the employment of specific
groups, among whom older workers could be given priority. The drawbacks
are that it would be very costly and could be seen as a stop-gap measure that
would almost certainly involve a high ratio of ““unreal” to productive jobs. An
example of that is the Community Programme in the United Kingdom, which
is designed to provide jobs for the long-term unemployed. Retraining schemes
with temporary subsidised employment for older workers are unlikely to
be attractive either for participants or for governments that are concerned
to make manpower policies cost-efficient and productive, in that there would
be much higher social rates of return from concentrating on younger workers.
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Job-sharing schemes are also likely to have little effect, if only because the
main beneficiaries have been and will be younger, women workers. Nor
would subsidies to encourage the establishment of small businesses do much
for older workers, most of whom would regard the activity as a bridge
between formal employment and retirement or would be less innovative and
“flexible ” than younger workers. In short, if manpower schemes were to be
directed at older workers, the social objectives would have to be much more
prominent than the economic objectives, and for that reason alone they
would have less appeal to governments.

A third strategy would be to alter the age-sex dlstrlbunon of jobs
through anti-discrimination legislation, subsidies, or regulations to encourage
job redesign so as to make it more economical to employ older workers. Such
measures would be expensive to administer and would be adopted only
reluctantly in times of labour surplus and competitive pressure to cut labour
costs. In any case, the scope for them is probably quite limited. Legislation
and collective agreements protecting the income and jobs of older workers
could only be really effective in periods of full employment. In present
circumstances, their costliness would deter the hiring of older workers and
lead to their displacement by others. It is that unpalatable concomitant of
labour flexibility which necessitates a wholesale rethinking of policies
towards older workers.

A fourth strategy is the one that has been most assiduously pursued by
governments of Western industrialised nations since the mid-1970s, namely
reducing the labour supply of older workers, whether by early retirement
schemes or partial retirement. This policy is approaching its limit, and has
been criticised as having helped marginalise older workers by encouraging a
social climate that pressures them into withdrawing from the labour force
involuntarily. Early retirement is associated with premature poverty, has
strengthened discrimination against older workers, and runs counter to the
principle that workers should be able to make voluntary decisions on when to
work and for how long.” There is also a suggestion that premature retirement
has adverse health consequences.

However, the most widespread objection to measures to reduce the
labour supply of those in their fifties and sixties is the social security cost of
doing so. It is trebly costly, in terms of forgone social security contributions
by older workers and employers, of the state subsidy to social security and of
state participation in pension schemes.” The problem is that, with ageing
populations, the dependency burden is growing ; in Western Europe the ratio
of the working-age to the total population is expected to continue declining
until about the year 2015. What this means is that, even without any change
in retirement ages, a fiscal crisis is looming. If there is a growing old-age
population, longer life expectations and earlier retirement, the social security
contributions will decline rapidly while the need for transfers will continue
to rise. In such circumstances, the financial burden of state pensions could
" be reduced by: (i) encouraging more savings; (ii) reducing pensions;
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(iil) encouraging more private, portable pensions; (iv) encouraging more
older people to work ; or (v) finding cheaper and less discriminatory ways of
reducing labour supply. None of these appears particularly promising, and
some are clearly undesirable. It thus seems worth while pursuing a quite
different approach.

A fifth possible strategy would effectively dispense with the notion of a
retirement age and actually enhance labour flexibility while also enhancing
worker security. Pensions are remarkably inflexible social instruments, and
are arbitrarily applied to a generalised age when people’s abilities, needs and
preferences vary enormously. Also, as an ILO report pointed out, ““ A fixed
retirement age, paradoxically, can in itself be a cause of more rapid ageing by
the suddenness of the change it involves in a person’s way of life.””
Moreover, there is no justification in equity or efficiency for having different
ages of retirement for men and women, such as 65 for men and 60 for
women, to qualify for a state pension. Fixed retirement ages also do not
easily permit flexible work patterns. Thus, in the United Kingdom, the
National Insurance pension is reduced if a “pensioner” earns beyond a cer-
tain amount — the “earnings rule”’; or if a man is over 60 and unemployed,
he loses unemployment benefit if he has an occupational pension of over £35
a week. For many older people wanting or needing to work, these regulations
imply a “poverty trap”” and a deterrent to the acquisition of an occupational
pension. Their rigidity is an impediment to ““freely chosen employment”. As
one study concluded, “The minimum pensionable age has become the norm
for retirement while a preference for flexibility of working arrangements is
expressed by older workers, to whom part-time working is very attractive.”*
The nub of the problem is that the notion of retirement artificially dichot-
omises people into “active” or ‘“retired”. Partial retirement schemes,
through job-sharing or compensated part-time working, may not get round
this problem, because they still involve differential treatment of workers on
the basis of an arbitrary age figure, and encourage attitudes that amount to,
or sanction, discrimination against older workers.

1t is for these reasons that a social income ‘scheme (SIS) — or a social
dividend or basic income scheme — has appeal. Without going into details,
which has been done elsewhere, the essence of this would be the provision of
a guaranteed basic income, paid to each individual, regardless of work status,
age, marital status or sex, with a lower amount for children. It would replace
all existing transfer schemes, such as unemployment benefits and state
pensions.? It would have the cardinal virtue of dispensing with the
increasingly nebulous concept of retirement age. Arguably, it would be the
single most effective way of achieving one of the main objectives of the ILO’s
Older Workers Recommendation, 1980 (No. 162), that the State should
“take measures for the prevention of discrimination in employment and
occupation with regard to older workers”.

If a social dividend were paid, any income earned over that amount
would be taxable. This would encourage older workers to remain in the
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labour force by avoiding “poverty trap” and “unemployment trap” situa-
tions whereby many would earn less by working, or very little more, than by
remaining unemployed or “retired”. In the Europe of the 1980s, the main
source of income-earning activity for most older workers is part-time work,
jobs in low-paid service occupations and as self-employed workers earning
low and irregular incomes. Such jobs could provide older workers with a
decent life-style, but at present they offer only precarious or inadequate
livelihoods. A social income guarantee would provide all workers with a basic
income security that would encourage and enable them to take or keep such
jobs. Moreover, older workers could more readily accept a cut in wages if
their productivity did decline, because that would not cause their total
income to drop below a decency level or expose them to a poverty trap
situation. This is especially relevant if the nature of technological and job-
structure change implies that workers must become more wage-responsive
lest they be displaced by lower cost labour.

A social income scheme that facilitated flexibility, in terms of working
time, wages or type of job, would be preferable to legislation or collective
agreements designed to allow older workers gradually to reduce their hours
of work. As argued earlier, such measures introduce labour rigidities and
raise labour costs, whereas a social income scheme would reduce rigidities on
the labour supply side by giving workers greater income security.

At present, many enterprises ‘‘ use income security provisions as a means
to minimise resistance to technical change”.® In other words, to obtain the
co-operation of workers fearful of income and job insecurity, employers pay
them an extra amount, which implies that it is more costly to introduce
innovations. This tends to impede desirable change and induces employers to
dispense with older workers as a means of avoiding a large part of such costs.
A social income scheme would provide workers with income security, and so
reduce the need for employers to make such extra payments.

Another advantage of a social income scheme over means-tested and
status-related transfers is that it would allow the labour market to function
without placing older workers in the vulnerable bargaining position of having
to take low-paid jobs or withdrawing from the labour market to rely either on
unemployment benefits or an early and therefore inadequate pension. Most
older workers are in, or only have access to, low-paid jobs. Minimum wage
machinery offers them some protection against exploitation, but not much,
being both costly to administer and liable to lead to their displacement by other
groups. Minimum wages encourage ““sweating”, which is less tolerable by
older workers. Conversely, an SIS would strengthen the bargaining position
of older workers, by enabling them to hold out against really low wages while
allowing them to accept low-paying but perhaps otherwise rewarding jobs.

We saw earlier that many older workers are in own-account employ-
ment, and a general policy of boosting self-employment could lead to a
reabsorption of older workers provided they were not discouraged by the
relatively low incomes in most of that work and by the resulting poverty/
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unemployment/retirement traps — i.e. if they did not find themselves in the
position of earning no more if they were working than if they were relying on
state transfers. An SIS would enable more older workers to do such own-
account work, and encourage others already doing it in the ““black economy”
to do so openly, and thus probably in a less exploited way.

As a response to long-term unemployment, a guaranteed basic income
paid regardless of age and work status is also preferable to a lowering of the
retirement age because all such measures to reduce labour supply are
implicitly discriminatory. As an ILO report, in considering early retirement
schemes, warned in 1962, “ While such practices may have certain advan-
tages in many individual cases, great care must be taken to ensure that they
are not used to force older workers out of the employment market or made
an excuse for not actively seeking appropriate employment for them.” * Such
arrangements affect the behaviour and expectations of employers, unions
and workers themselves, so encouraging discrimination. Indeed, all early
retirement schemes that involve selective criteria are essentially arbitrary and
thus unfair.®® A social income scheme would allow much greater flexibility
according to individual circumstances and put much less emphasis on age per
se, so making age-related discrimination less likely. For that reason, among
others, it deserves more active consideration.
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