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Trends in Labor Force Participation
of Older Workers in Spain

Pilar Garcia-Gémez, Sergi Jiménez-Martin,
and Judit Vall Castello

9.1 Introduction

The large increase in life expectancy and old-age dependency ratios urged
achange in the trends of early retirement and lower work participation rates
that were observed during the 1980s and early 1990s. Employment rates in
many Organisation for Economic Co-operation and Development (OECD)
countries reversed this trend and started to increase (following a U-shaped
pattern) since the mid-1990s. In a majority of countries, this increase has
been largest for men aged 60—64, but men aged 55-59 and 65-69 in most
(though not all) countries have also experienced an increase in their par-
ticipation rates. Labor force participation (LFP) and employment rates of
women have also been increasing since the mid-1990s, although the previ-
ous trend was not negative, and in some countries, it was even positive. In
Spain, mothers with low participation and education have been replaced in
the labor market by more-educated high-participating daughters (Boldrin,
Jiménez-Martin, and Peracchi 2001). In fact, the labor market participa-
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tion of women has practically doubled in the last 35 years in Spain, from
28 percent in 1977 to 53 percent in 2014, converging but still not reaching
LFP rates of men.

Many factors may have contributed to the recent increases in LFP and
employment, including changes in the incentives from social security, other
early retirement routes like disability insurance (DI) or unemployment insur-
ance, improving health and longevity, increasing levels of education, a shift
toward less physically demanding jobs, and the growth of female LFP (com-
bined with the desire for joint retirement among couples).

There is a line of work (see Garcia-Pérez, Jiménez-Martin, and Sanchez-
Martin [2013] and the references therein) that emphasizes the importance
of social security and employment regulations in determining the labor
force behavior of older workers. Using administrative data, research finds
that economic incentives have a strong impact on labor market decisions
in Spain. Unemployment regulations are shown to be particularly influen-
tial for retirement behavior, along with the more traditional determinants
linked to the pension system. In particular, the early retirement route (see
also Gruber and Wise 1999 or Hairault, Langot, and Sopraseuth 2010) of
unemployment insurance is particularly important in Spain. However, there
were no substantial modifications to the system around 1995 to explain a
change in the previous labor force trends of older workers.

One of the key factors behind the increase in employment trends could be
the strong growth of the Spanish economy observed after the 1993-95 reces-
sion. Felgueroso and Jiménez-Martin (2009) show that the Spanish economy
experienced a very strong job creation period between the mid-1990s and
2007, allowing the overall employment rate to increase by about 20 percent-
age points. This affected all population groups regardless of education and
gender. The implications of such a period of prosperity were very important.
Spain moved from the last position in the employment rate of the EU15 to
the average level, overtaking Italy (7 percentage points), catching up with
France (1 percentage point), and cutting the distance to countries like the
UK, Germany, and Finland (4-6 percentage points).

Finally, another potential factor is human capital accumulation (Fel-
gueroso and Jiménez-Martin 2009). Between 1996 and 2008, the reduction
of the share of low-educated individuals in Spain at ages 4059 has been
about 20 percentage points (thereby reducing the overall differences with
other EU1S5 countries). This may have strong implications for LFP and
employment of older workers and also for the type of jobs they can do.

In this chapter, we explore, from a descriptive point of view and using a
variety of data sources, the potential influence of these factors in explain-
ing the employment trends over the last decades in Spain. Neither changes
in the underlying social security rules nor changes in health conditions can
explain the change in trends observed around 1995. However, we document
three factors that are potential drivers of these observed changes: the overall
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Fig. 9.1 LFP rates for older men in Spain, 1980-2014 (age groups 55-59, 60—64,
and 65-69)
Source: Authors’ calculation based on OECD data.

growth of the employment rate observed in the 1995-2007 period, differ-
ences across cohorts in the skill composition, and increases in the labor force
attachment of wives.

The rest of the chapter is organized as follows. Section 9.2 reviews the
main trends in LFP observed in the last 30 years, section 9.3 explores the
potential factors behind these trends, and section 9.4 concludes.

9.2 Trends in LFP and Employment for Older Men in Spain

In this section, we present evidence on the evolution of LFP rates and
employment rates for Spanish men aged 55-69. We divide older men into
three age groups: those aged 55-59, those in the 60—64 age bracket, and those
aged 65-69 (above the normal retirement age of 65 years old).

We first use data from the OECD statistics database to plot trends in the
LFP from 1980 to 2014 for men in these three age groups. Figure 9.1 shows
that, as expected, the LFP rates are highest for the youngest group and stay
above 70 percent for the entire period. Their LFP rate was over 80 percent
in the early 1980s, but this rate decreased smoothly until 1995, when it hit
the lowest value over the period (70 percent), and then started increasing.
The LFP trends for men aged 55-59 continuously increased until 2008, when
the Great Recession hit Spain. The LFP of this age group has remained
stable at around 80 percent thereafter.

The LFP rates of men aged 60—64 present a similar U shape between 1980
and 2008 with four particularities. First, the overall LFP levels are lower.
Second, the drop between the start of the period, when LFP rates were above
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60 percent, and the mid-1990s was larger. Third, trends did not immediately
reverse after 1995, but the LFP rates of men aged 6064 were stable at the
lowest level of the period (40 percent) until 1999. Fourth, while LFP rates
increased between 2000 and 2008, they stayed at 50 percent, 10 points below
the rates at the start of the period. In addition, the LFP rates of men aged
60—-64 slightly decreased during the Great Recession.

Last, for the oldest group of individuals aged 65-69, the OECD only
has data from 1995 to 2014. We can see that the LFP rates of this group of
individuals are very low and have remained below the 10 percent level. This
is reasonable taking into account that the normal retirement age in Spain is
set at 65. Although the levels are low, we can see a similar evolution of LFP
rates for this older group of workers—increasing from 1995 to 2008, when
the rate reached the highest level of the period (10 percent), and decreasing
during the recent economic crisis.

In order to shed light on the evolution of the LFP rates of men aged 65-69
over the whole period, we use quarterly data from the Spanish Labour Force
Survey (LFS; Encuesta de Poblacion Activa, or EPA) for the 1977-2015
period.! The left panel of figure 9.2 shows that there was a sharp decrease
in the LFP rates for this age group between the late 1970s, when more than
30 percent of men aged 65-69 were in the labor force, and the mid-1990s,
when participation rates were slightly above 5 percent.

Figure 9.3 shows employment rates for the same age groups of men and
the same time period using data from the OECD. First, we see that both the
trends and the levels of employment of men above the normal retirement
age (65-69) are the same as the LFP rates (see figure 9.3 and the right panel
of figure 9.2). Therefore, men aged 65-69 in Spain only stay active in the
labor force if they remain employed. Similarly, the evolution of employ-
ment rates is almost the same as the LFP rates for the group aged 60-64.
We can see that their employment rates started particularly high in 1980 (60
percent) and decreased steadily until the mid-1990s when they were below
40 percent. From the late 1990s, the employment rates of men aged 60—64
increased mildly until the onset of the economic crisis in 2008, which reduced
employment rates for men in this age group. Last, although employment
rates of the youngest group (55-59) follow a similar trend as their LFP rates,
they seem more affected by the business cycle. For example, while there is
an overall decreasing trend between the early 1980s and mid-1990s, there

1. The EPA is a rotating quarterly survey carried out by the Spanish National Statistical
Institute (Instituto Nacional de Estadistica). The planned sample size consists of about 64,000
households with approximately 150,000 adult individuals. Although the survey has been con-
ducted since 1964, publicly released cross-sectional files are available only from 1977. The 1977
questionnaire was modified in 1987 (when a set of retrospective questions were introduced), in
the first quarter of 1992, in 1999, and in 2004. The EPA provides fairly detailed information
on labor force status, education, and family background variables, but like most of the other
European-style LFSs, no information on health is provided. The reference period for most
questions is the week before the interview.
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Fig.9.2 LFP and employment rates for men aged 65-69 (1978-2015)
Source: Authors’ calculation based on data from the Spanish LFS.

is amild increase in employment rates around the late 1980s. Similarly, while
the LFP rates of men aged 55-59 have remained stable after the onset of the
Great Recession, we see that their employment rates have decreased from
over 70 percent in 2007 to 60 percent in 2014.

Figure 9.4 plots the changes in the employment rates of older workers
(aged 55-64) in OECD countries between 2004 and 2014 in order to place
the Spanish case in an international perspective. The first thing to be noted
is that employment rates have grown in almost all OECD countries (except
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Fig. 9.4 Percentage point changes in employment rate of older workers in OECD
countries, 2004-2014
Source: Authors’ calculation based on OECD (2015) data.

Greece and Portugal) for individuals aged 55—64. We can also see that Spain
is one of the countries where employment rates for this age group have
increased the least (below 5 percent). In other European countries, like Ger-
many, the Netherlands, or Italy, employment rates have increased by more
than 15 percentage points. Furthermore, figure 9.5 also shows that in 2014,
employment rates of workers aged 55-59, 60—64, and 65-69 in Spain were
one of the lowest across the OECD.
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Fig. 9.5 Employment rates of workers aged 55-59, 60—64, and 65—69 in 2014 in
OECD countries
Source: Authors’ calculation based on OECD (2015) data.
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Fig. 9.6 LFP trends for different cohorts of men in Spain
Source: Authors’ calculation based on data from the Spanish LFS.

Previous figures suggest that the increase in LFP and employment rates
of the age group 60—64 occurred about five years after the increase in the
younger age group (55-59). This suggests that changes in these trends may
be driven by cohort effects. Therefore, we obtained LFP and employment
rates over the working life for different cohorts using data from the Spanish
LFS. In particular, figure 9.6 and figure 9.7 plot the LFP and employment
profiles for ages 20—68 for the cohorts of Spanish men born in 1920, 1930,
1940, 1950, 1960, and 1970. We see that there are no main differences in LFP
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Fig. 9.7 Employment trends for different cohorts of men in Spain
Source: Authors’ calculation based on data from the Spanish LFS.

and employment rates across cohorts for men aged 20—50 beyond possible
business-cycle effects on employment. However, a few differences appear
among older workers. The LFP and employment rates were higher at ages
57-68 for the oldest cohort of men (1920), while the differences between
the other cohorts were smaller. However, it seems that the LFP rates of the
cohort born in 1950 between ages 55 and 62 were slightly higher than the
LFP rates of the cohorts born in 1940 and 1930. This was only partially
translated into employment, as employment rates of this cohort suddenly
decreased at the late 50s when they were affected by the economic crises in
2008, so employment rates of men in their early 60s in this cohort are even
lower than the rates of the preceding two cohorts.

9.3 Why Have LFP Rates for Men in Spain Been Increasing since the
Mid-1990s?

In this section, we provide some descriptive evidence to shed light on the
possible drivers behind the trend reversal in the LFP rates for men in Spain
observed in the mid-1990s. In particular, we explore the potential contri-
butions of changes in financial incentives, health status, skill levels, labor
market conditions, and women’s LFP.

9.3.1 Changes in Social Security Benefits

The Spanish old-age pension system is a defined benefit pay-as-you-go
system. There have been many reforms to the Spanish old-age pension sys-
tem in the last 30 years (see table 9.1 for a summary and Boldrin, Garcia-
Gomez, and Jiménez-Martin [2010] and Garcia-Gomez, Jiménez-Martin,
and J. Vall Castell6 [2012] for detailed expositions of the changes in the
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old-age pension system in Spain). Since the 1985 reform, there have been
substantial parametric reforms in 1997, 2002, 2007, and 2011 and a non-
parametric reform in 2013.?

9.3.1.1 The Old-Age Pension System after the 1985 Reform

The key ingredients of the Spanish pension system were set in the 1985
reform. Eligibility for the old-age pension benefits in Spain requires having
contributed to the system for at least 15 years. The pension amount is cal-
culated by multiplying a regulatory base by a percentage that depends on
the age of the individual and the number of years he or she has contributed
to the system. The pension amount is capped from below by the minimum
pension, which is currently about the same level as the minimum wage (see
Jiménez-Martin [2014] for details), and from above by the maximum benefit
(between four and five times the minimum wage).

Under the 1985 regime, a worker could enter into the pension system at the
normal retirement age of 65 (if he or she did not have any job with an affilia-
tion with the social security system), and those who had first contributed to
the system benefit in 1967 could early retire at 60. In order to compute the
pension, the regulatory base was obtained by dividing by 112 the wages of
the last 96 months before retiring, and the percentage applied to this regula-
tory base was the following:

0 if n <15
0.5+0.03(n—-15) if15<n<25

0.8 +0.02(n—25) if25<n<35
1 if35<n,

where 7 is the number of years of contributions to the system.

9.3.1.2 The 1997, 2002, and 2007 Reforms

In 1997, the number of contributory years used to compute the benefit
base was progressively increased from 8 to 15 years,? and the formula to
calculate the replacement rate was also made less generous. On the other
hand, the 8 percent penalty applied to early retirees between the ages of
60 and 65 was reduced to 7 percent for individuals with at least 40 years of
contributions at the time of early retirement.

In 2002, further changes in the old-age system were introduced. Before
2002, only individuals who had contributed to the system earlier than 1967

2. The 2013 reform cannot be classified as parametric because, by linking benefits to life
expectancy, it changes—at least partially—the spirit of the system.

3. In 1997, the last 108 months were included, the last 120 months in 1998, the last 132
months in 1999, the last 144 months in 2000, the last 156 months in 2001, and the last 180
months from 2002 onward.
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could benefit from early retirement at 60, while the rest had to wait until
the normal retirement age of 65. In 2002, early retirement at age 61 was
made available for the rest of the population. At the same time, there was
an impulse in the partial and flexible retirement schemes to provide the
possibility of combining income from work with old-age benefits and the
introduction of incentives for individuals to retire after the legal retirement
age of 65.* At the same time, the possibility to access early retirement at 61
was extended to some involuntary unemployed individuals—in particular,
those registered in the employment office during the last six months with at
least 30 years of contributions into the old-age system.

In 2007, the incentives to retire later than age 65 were further increased,
providing an additional 3 percent, instead of the 2 percent introduced in
2002. In addition, two restrictions were added: first, the individual must have
contributed for at least 2 out of the last 15 years to have access to the old-
age pension system, and second, the proportional part related to the extra
monthly salaries was now excluded from the computation of the number of
contributed years. On the other hand, the 8 percent penalty applied to early
retirees between the ages of 60 and 65 was reduced to 6-7.5 percent “for
those individuals with at least 30 years of contributions, depending on the
number of years contributed. In addition, the contributions for unemployed
workers older than 52 were increased so they would receive a higher old-age
pension when retiring.

Although these reforms have tried to increase the labor supply of older
male workers, the existing evidence (see, for example, Garcia-Pérez, Jiménez-
Martin, and Sanchez-Martin [2013] and the references therein) does not
show any clear link between these reforms and the increased labor supply
of older male workers.

9.3.1.3 The 2011 Reform

The demographic and labor market developments during the first years of
the Great Recession led the Spanish government (forced by the EU pressure
to reduce the underlining future deficits) to introduce a reform to the pension
system in 201 1. In this reform, two crucial elements were changed: the exten-
sion of the number of years of contributions taken into account to compute
the benefits and the increase in the normal retirement age (from 65 to 67,
gradually).’ This second change was extremely relevant for Spain because
the normal retirement age had not been amended since the year it was first
established in 1919. These two changes caused a cut in the generosity of the
pension system. The first one reduced the replacement rate by about 10 to 20

4. An additional 2 percent per additional year of contribution beyond the age of 65 for
workers with at least 35 years of contributions was on top of the 100 percent applied to the
regulatory base.

5. The age was increased one month each year from 2013 to 2018 and by two months each
year thereafter.
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Table 9.1 Main reforms of the pension system in Spain since 1985

1985  « The minimum mandatory years of contribution increases from 8§ to 15.
» The number of contributive years used to compute the pension increases from 2 to
8.
« Several early retirement schemes are introduced; partial retirement and special
retirement are at age 64.

1997

The number of contributive years used to compute the pension increases from 8 to
15 (progressively by 2001).

The formula to compute the benefits is made less generous.

The 8 percent penalty applied to early retirees between the ages of 60 and 65 is
reduced to 7 percent for individuals with 40 or more contributory years.

.

2002

.

Early retirement is available only from age 61.

Impulse partial retirement makes it possible to combine retirement with work.
Unemployed people aged 61 can retire if they have contributed for 30 years and
are registered in employment offices for the previous 6 months.

Incentives to retire appear after age 65.

2007

.

Fifteen “effective” contributory years are used to calculate the pension.
Reduction from 8 percent to 7.5 percent of the per-year penalty is applied to early
retirees between 60 and 65 for individuals with 30 contributory years.

Incentives to stay employed after age 65 are broadened.

Increased contributions to the old-age pension system are made by the Social
Security Administration for individuals receiving the special scheme of
unemployment assistance for those aged 52 and older.

.

2011 The number of contributive years used to compute the pension increases from 15
to 20.
The normal retirement age increases from 65 to 67.

Eligibility conditions for early retirement are modified.

.

2013

.

A sustainability factor is introduced.
« New scheme appears to make pension and work income compatible.

percent depending on the worker’s characteristics and earnings history, and
the second reduced the social security debt with those individuals planning
to retire at the normal retirement age. The reform also changed (restricted)
the eligibility conditions for early retirement, but the effects of these changes
are less clear.® Finally, note that since the reform barely changed the eligibil-
ity conditions to access to the minimum pension, those workers expecting to
receive the minimum pension (basically individuals with a low income and
short contributive careers) are expected to be less affected by this reform
(Jiménez-Martin 2014).

The case of Spain is not an isolated one, as most European countries
have initiated or are about to initiate a process of pension reform (European
Commission 2012). In the majority of cases, the reform involves the follow-

6. See Benitez-Silva, Garcia-Pérez, and Jiménez-Martin (2013) for a description of other
changes introduced by the 2011 reform.
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ing three elements: (1) delaying the normal retirement age (but relaxing the
requirement to make compatible work and pension income), (2) reducing the
system’s generosity, and (3) introducing a sustainability factor, which adds
some uncertainty to the final benefit, thereby moving the respective system
from a defined benefit to a defined contribution model.

The 2011 Spanish reform (law 27/2011), which included elements (1) and
(3) above, should, in normal circumstances, have been sufficient to alleviate
the medium-term financial pressure on the Spanish pension system. How-
ever, some studies consider the reform to be insufficient (Diaz-Giménez and
Diaz-Saavedra 2017; Sanchez-Martin 2014, 2017) from a financial point of
View.

9.3.1.4 The 2013 Reform and the Sustainability Factor

The importance of the 2013 reform lies in the introduction of an auto-
matic link between the initial pension and the evolution of life expectancy:
the sustainability factor (Conde-Ruiz and Gonzalez 2016). Therefore, it
was an attempt by the government to ensure that its short- and long-term
social security finances were under control. The pension system in Spain is
a defined-benefit, pay-as-you-go scheme, so the pension does not fulfill any
criteria of financial balance. Thus when the demographic variables (e.g.,
life expectancy) or economic variables (primarily, the relationship between
the contributors and pensioners and their productivity) that impinge on
the system deteriorate, the system becomes unbalanced. The sustainability
factor, among other things, automatically adjusts the system when exposed
to these demographic changes and thus can be seen as a mechanism that
transforms a defined benefit scheme, such as that operated by Spain, to a
defined contribution scheme.”

The sustainability factor has two key components: the intergenerational
equity factor (IEF) and the pension revaluation index (PRI). The IEF aims
to provide equal treatment to those who retire at the same age and with the
same employment history but who have different life expectancies. This fac-
tor has not given rise to much controversy, since it seems reasonable that if
pensioners are to receive the same total pension throughout their retirement,
an individual with a greater life expectancy should receive a little less each
year. The second factor fixes a budgetary constraint on the economic cycle,
and as such, it is relatively flexible in the short term. However, the discre-
tionary rule chosen by the government guarantees that even though social
security revenues are insufficient to cover pension costs, pensions should
increase each year by at least 0.25 percent and by no more than the annual
change in the consumer price index + 0.25 percent.®

7. See, in this regard, http://www.fedeablogs.net/economia/?p=32680.
8. See Sanchez-Martin (2014, 2017) for a description of the functioning of the IEF and the
PRI made by two members of the reform commission.
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Fig. 9.8 New contributory disability benefits granted each year and unemployment
rate (1977-2014)

Source: Authors’ calculation using data from Spanish Social Security Administration for the
inflow to disability insurance (DI) and data from the Spanish National Institute of Statistics
for the unemployment rate (UR).

In summary, the 2011/2013 pension reforms, by reducing benefit expecta-
tions and also by including some incentive to work longer (partial benefit
compatibility after the normal retirement age), are expected to incentivize
the labor supply of older workers in Spain (see Sanchez-Martin 2014, 2017);
however, it is still too early to fully detect their implications in the data.

9.3.1.5 Other Routes into Early Retirement

Another factor that may affect the labor market behavior of older workers
is disability and unemployment insurance policies. Both the main charac-
teristics of the disability system as well as its main reforms are extensively
documented in Garcia-Gémez, Jiménez-Martin, and J. Vall Castell6 (2012).

Figure 9.8 shows the evolution of the number of new disability benefits
granted each year (or inflow to DI) and the unemployment rate during the
years 1976-2014 in Spain. In contrast to other industrialized countries, DI
inflow in Spain does not show a continuous increase during the last decades
(see OECD [2010] for OECD countries). As stated before, this low histori-
cal increase in the inflow could be a result of the stringency of the Span-
ish system (Jiménez-Martin, Juanmarti Mestres, and Vall Castell6 2018).
More specifically, the government implemented a reform of the system in
1985 that increased the requirements to be granted a disability benefit. As
clearly shown in figure 9.8, this reform seems to have immediately reduced
the inflow to DI and kept it at a low level since then. However, around 1995,
we do not detect any reduction in the inflow that can justify the strong
increase in the employment rate of older workers thereafter.
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Finally, between 1995 and 2011, there was a special unemployment
scheme for those workers aged at least 52 (UB52+) who (a) are eligible for
a retirement pension, except for their age and (b) have an income below
75 percent of the monthly minimum wage. In 2011, the program was
restricted to workers aged at least 55 (UB55+).

The benefit can be collected until the person reaches retirement age—
either early or normal. During this time, the individual collects UB52+ or
UBS55+, and until 2011, the system was assigning a fictitious contribution
equal to 125 percent of the minimum wage. After the 2011 reform, the con-
tribution varies with the length of the contributive career. The existing evi-
dence (e.g., Garcia-Pérez and Sanchez-Martin 2015) illustrates that UB52+
or UB55+ limits the job search of low-income workers, thereby reducing
participation in the labor market.

9.3.2 Trends in Self-Assessed Health and Mortality

Another potential explanation of the increase in the LFP of Spanish men
since the mid-1990s would be an improvement in health status that could
allow older workers to remain longer in the labor market. We investigate
the plausibility of this hypothesis by looking at trends in mortality using
data from the Human Mortality Database and trends in self-reported health
using data from a series of Spanish Health Surveys (Encuesta Nacional de
Salud, ENS).°

Figure 9.9 plots mortality rates at age 60 for Spanish men and women
from 1980 to 2012. We can see a steady decline in these mortality rates for
both men and women. In addition, the decrease is slightly stronger for men,
suggesting that the gender gap in mortality has narrowed over time. How-
ever, these trends do not necessarily translate to an improvement of health,
as the international evidence is inconclusive regarding whether changes in
mortality are translated to a compression or expansion of morbidity (Klijs,
Mackenbach, and Nusselder 2009). For the Spanish case, it seems that
these improvements in mortality rates at older ages have, at most, partially
translated into improvements in self-assessed health. Figure 9.10 presents
the percentage of men and women who declare themselves to be in fair or
poor health at ages 55-64 in Spain. We see that even if mortality rates at
age 60 have constantly decreased for both men and women in Spain since
the early 1980s, only a minor improvement is found in self-assessed health
status from 2006. In addition, Garcia-Gomez, Jiménez-Martin, and J. Vall
Castello (2012) show that the percentage that reports having reduced their
principal activity because of a health problem has increased over the same
period together with the prevalence of hypertension, cholesterol, obesity,

9. ENS is a set of nationwide cross-sectional surveys that collect information on health,
health care use, lifestyles, and socioeconomic characteristics of the Spanish population. We
use data from the cross-section ENS in 1987, 1993, 1995, 1997, 2001, 2003, 2006, 2009, 2011,
and 2014. Self-assessed health is defined as the percentage of individuals who rate their general
health as fair or poor.
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Source: Authors’ calculation based on data from the Spanish Health Survey.

and the number of hospitalizations due to mental problems in Spain for
the same age groups over the same time period. Therefore, it seems unlikely
that changes in the health of the population can explain changes in the LFP
trends of older workers in Spain.

9.3.3 Trends in Human Capital

Another potential explanation of the increase in the LFP observed
after the mid-1990s would be an increase in the skill level of Spanish men
approaching the retirement age, which could lead to a stronger labor force
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Source: Authors’ calculation based on data from the Spanish LFS.

attachment. Figure 9.11 plots the trend in educational attainment for men
aged 55-64 in Spain from 1980 to 2014 using data from the Spanish LFS. We
see a strong increase over time in both high school and college attainment
for older Spanish men. While in 1980 only 8 percent of men aged 55-64 had
completed a high school degree (and only 3 percent had a college educa-
tion), in 2014, 41 percent of men aged 55-64 had a high school diploma,
and 25 percent of them had a college degree. Moreover, their educational
attainment increased slowly from 1980 until the mid-1990s but grew quite
sharply from the mid-1990s until 2014. Therefore, we see that the shift in
the trends in the LFP and employment rates coincides with the arrival of
more educated cohorts.

A similar evolution can be observed for the percentage of Spanish men
with a blue-collar job from 1980 to 2014 (see figure 9.12). We see that the
percentage of men working in blue-collar occupations remained pretty sta-
ble—around 70 percent from 1980 to 1994. However, from 1995 on (and
coinciding with the growth in educational attainment observed in figure
9.11), the percentage of Spanish men in blue-collar jobs started steadily to
decrease from 70 percent to a level below 60 percent. Again, this confirms
that changes in the skill level of older workers may be (at least partly) behind
the trends in labor market participation and employment rates in Spain.

9.3.4 Business-Cycle Conditions

As previously discussed, business-cycle conditions may also be behind
some of the trends in the LFP and employment rates. Figure 9.13 compares
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trends in unemployment rates between 1980 and 2014 for men and women
aged 55-64 and the overall working-age population using data from the
OECD. First, we notice that unemployment rates for men move in parallel
for both men of working age and men aged 55-64, although the levels for the
older workers are always lower.!® A similar picture, although at even higher

10. See Dolado et al. (2013) for an analysis of unemployment for young individuals in Spain.
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Source: Authors’ calculation based on data from OECD.

levels until the onset of the economic crises, is found for the unemployment
rate of all women of working age. However, trends in unemployment rates
of women aged 55-64 present a different pattern during the first half of the
period. Their unemployment rate was below 5 percent in the early 1980s but
continuously increased until reaching almost 15 percent in 1997. Since then,
the trends move in parallel to the other age groups.

Thus by looking at figure 9.13, we can see that business-cycle conditions
may have played an important role in explaining the increase in the LFP
and employment rates of older men, since in the mid-1990s, unemployment
rates strongly decreased for all age groups from this point onward (until the
onset of the economic crisis in 2008) as a result of the strong improvement
in the economic cycle in Spain.

Another potential explanation for the higher labor market attachment
after the mid-1990s could be higher wages. However, there have been almost
no changes in real wages in Spain over the last two decades (see figure 9.14).
We see that real average wages only increased after the onset of the economic
crises in 2008. However, this is due to a composition effect, as low-paid
workers in temporary contracts were laid off first (Puente and Galan 2014).

9.3.5 Employment and the LFP of Spouses

Schirle (2008) estimates that between one-fourth and one half of the
increase in older men’s LFP in the United States, Canada, and the United
Kingdom can be explained by the effect of their wife’s participation deci-
sions. Figures 9.15 and 9.16 plot LFP rates and employment rates for women
aged 55-59, 60—64, and 65-69 over the 1980-2014 period using data from
the OECD. We see that trends in employment (figure 9.16) follow the trends
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in LFP rates very closely (figure 9.15). Moreover, until the mid-1990s, the
levels are similar, suggesting that almost all older women still active in the
labor market were also employed. In addition, we see that participation rates
remained flat at around 23 percent for women aged 55-59 and 16 percent for
women aged 60—64 until the mid-1990s. Similar to the trends observed for
men, we find that participation rates of women aged 55-59 started increasing
first around 1995, followed by the rates of the older age group (60—64) about
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Fig. 9.18 Employment rates of Spanish women by cohort
Source: Authors’ elaboration using data from the Spanish LFS.

five years later. At the end of the period, and despite the economic crises,
almost 60 percent of women aged 55-59 were in the labor market, although
only about 45 percent of them were employed. Last, we find that both the
LFP and the employment rates of women aged 65-69 have remained low
(between 2.5 percent and 4 percent) throughout the observation period. This
is similar to the trends observed for men in this age group.

The five-year difference in the turning point in the trends suggests that
cohort differences in labor market behavior may be relevant. Figures 9.17
and 9.18 plot the LFP and employment profiles for ages 20—68 for the
cohorts of Spanish women born in 1920, 1930, 1940, 1950, 1960, and 1970
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using data from the Spanish LFS. We see that there were no differences in
the participation rates of women from the cohorts born in 1920, 1930, and
1940. However, we observe that the LFP rates of the subsequent cohort
(born in 1950) were almost 20 percentage points higher, and a similar
increase is observed between the cohort born in 1950 and the cohort born
in 1960. Subsequent gains are smaller, and as a result, the LFP rate at
younger ages of the last cohort (born in 1970) was still far below the rates
observed among men.

The stronger attachment to the labor market of more recent cohorts of
women can also be seen in figure 9.19. It plots the 20-years-lagged LFP rate
of Spanish women at ages 35-44—that is, the LFP of women aged 55-64
when they were 20 years younger. We see that the LFP for the younger ages
of the cohorts of women aged 55-64 has been steadily increasing since the
early 1990s, and this increase has become steeper over the last decade.

Similar to the evidence shown for men, educational attainment of women
aged 55-64 has been improving over the last few decades. In fact, in figures
9.10and 9.20, we can see that these trends move almost in parallel, although
the percentage with both high school and college have been always lower for
women aged 55-64 compared to men aged 55-64.

Allin all, these figures provide suggestive evidence that a stronger attach-
ment of women to the labor market may be one of the drivers of the observed
increase in labor market participation and the employment of older male
workers. To the extent that the labor force attachment of future older women
is expected to be higher based on the current participation at younger ages,
one could expect further increases in the LFP of older men in the coming
two decades.
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9.4 Conclusions

Similar to other OECD countries, the LFP rates of older Spanish workers
were falling until the mid-1990s, when there was a reversal in the trend. The
LFP rates of older Spanish men have been increasing since then, although
at a slower pace than other OECD countries.

We explore to what extent several factors can be behind these trends. First,
we conclude that the (old-age) social security system (except perhaps for the
disability component) has played a marginal (at most) role on this reversal,
given the lack of major changes in social security benefits until the last set
of reforms in 2011 and 2013. Future work should evaluate whether these
last reforms have a substantial effect on the labor supply of older workers
like one would expect given the fundamental changes in some of the main
parameters of the old-age pension system. In addition, we cannot rule out
that the set of reforms have introduced a higher uncertainty about future
benefits over time. This increased uncertainty could have played a role.

Second, we also rule out that changes in the health status of the popula-
tion are responsible for the reversal of this trend. Mortality rates at age
60 have been decreasing at a steady pace since the 1980s for both men and
women in Spain. However, there is no change in this trend from the mid-
1990s that could help explain the change in the LFP trends at that time.
Similarly, data on self-assessed health shows a mild improvement in subjec-
tive health only from 2006.

We find that the overall increase in employment (due to the strong eco-
nomic growth since 1995) is one of the factors that can explain the increase
in LFP and employment rates of older Spanish men. Furthermore, differ-
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ences across cohorts in both the skill composition and the labor attachment
of wives are also potential drivers of these changes in the labor market
outcomes of older men. We find that the share of males with high school or
college degrees starts increasing at the same point in time as the employment
and LFP trends reverse. Similarly, at this point in time, the percentage of
older workers in blue-collar jobs starts decreasing.

Finally, we find strong cohort effects in female LFP and employment
rates. In particular, the increase in the LFP, employment, and educational
attainment of women in the same age group coincides with the reversal of
the men’s trend.

In this chapter, we have documented changes in LFP rates for older men
in Spain since the 1980s. Although all the evidence presented is descriptive
and we cannot estimate any causal relationship, we have pinpointed some
potential factors that can explain (at least part) of the increase in the LFP
rates of older men in Spain since the mid-1990s.

Further research needs to establish the causality of these relationships and
the extent to which each of the factors discussed in this chapter is responsible
for explaining the increase in older men’s participation rates in Spain.



siyoudq
Juopuadop pue
uorsuad [eAIAING

's1eak (Juoprooe
JO 9SEO UT 0M) 10)
14319 158 JO 9Fem

Pa10A0d dFeI0AR

) Jo dFeIoAr

ue 1 s)youag
“KIIQESIP JO S[aAD]
o Kyiqesip ut
asearour Juadiad
€€ 01 Surpea]
SUIuaaIs [BIIPOJAL

QUON

‘Kmqnedwos

uorsuad/y1om 10§ SwaYos
MAU + 10)0v) K)[IqeUIRISNG—
€10T

‘PAYIPOU AT JUSAITII
AJ1e9 10] suonIpuod AqISg—
‘L9 03 G WO VIN—

*07 01 G| WOl B[NULIO)
JJousq Ul UorNqLIIUOd JO SIBIX—
1102

‘69 o3e 101Je pakojduro
A®1S 0] SOATIUIUT UIPBOIF—

's1e2A £101NqLIIUOD

0€ Y3m S[enpIAIPUL 10} ¢9 pUe ()9

U29M)9q $9211)a1 A1189 03 parjdde

Kyeuad 1eak-10d o) jo jusored
G/ 011ud013d § WOI) UoNONPIY—

‘uorsuad ot} 91e[No[ed 03 pasn are
s1eak £10InqIIUOd A0, §[—
L00T

“JI0M M I1 9UIqUIOD 0) 9[qissod
“uawaimnal [ented aspndw—

‘19 93e wolj AJuo JudwaInal A[1eg—

00T

'S192185 123UO][ 0] SIATIUOUT

‘o1e1 JuowadR[dal SNOISUAT SSIf

{G] 0} § WIOIJ PISLAIOUI B[NULIOJ
ur uonnqrIuod sIedk Jo requinN—
L661

sjuawWeISul ]
501N 9°9€T°G “S10T

Ul JUNowe paxIj

VN VN

(asnods pue

98® )M saLIeA)

SOINd €88°8

srasnods ou ym
G9 oSe 10 911 dIseyg
:suorsuad winwiurjA

'So8eM PAIGA0D
SB[ G JO oSeIoAy

VYN Ioyje 18k

1od Juoorad ¢—¢

Aq pasearout
sygoueg—

VAN 210joq

1eak 1od yusorad

8—9 £q paonpar
sigouag—

(122180
SANNQLIIUOD [[N))
Suikjipenb asoy
103 uorsuad
Joudaiad (g

Qugar
£10)nqQLIIUOD Y}
10J suUONNQIIIUOd
jusIOLynSuI

+69 a3y ‘pa1sa) SUBIIA

L9

0} G9 WoOIJ Ay} uo

ApuaLImg ‘syjuow
€ PUL GO VIN—
€910 19 :'VId—

juowkojdurd
PaI2A0D
Josieak g

suorsuad a3e-pjo
£10)NqLIIUOS JON

€10¢ 01200
woij suotsuad

K101nqLnuo)

swerdoxd
A 1Y10

dueInsur
Liqesiq

0661 2oUls pajuWR[d I SWIOFOY

juounsnipe
[eLIENIOY

189) sSuruIey BINULIO JJoudg

sode JudawraIn X
[ewIou pue Ajeqg

Amaisng

WAISAS AI1INDAG [BI00S

u)SAS AJLMIIG [0S ystuedg

1'V'6319eL

xipuaddy



Trends in Labor Force Participation of Older Workers in Spain 229

References

Benitez-Silva, H., J. I. Garcia-Pérez, and S. Jiménez-Martin. 2013. “Evaluacion de
las consecuencias laborales de la reforma de 2011 y de reformas alternativas.”
Revista Economia Espariola y Proteccion Social 5:35-62.

Boldrin, M., P. Garcia-Gdémez, and S. Jiménez-Martin. 2010. “Social Security Incen-
tives, Exit from the Workforce and Entry of the Young.” In Social Security Pro-
grams and Retirement around the World: The Relationship to Youth Employment,
edited by J. Gruber and D. A. Wise, 261-94. Chicago: University of Chicago Press.

Boldrin, M., S. Jiménez-Martin, and F. Peracchi. 2001. “Sistema de pensiones y
mercado de trabajo en Espafa.” Madrid, Spain: Fundacion BBVA.

Conde-Ruiz, J. I., and C. I. Gonzalez. 2016. “From Bismarck to Beveridge: The
Other Pension Reform in Spain.” SERIEs 7 (4): 461-90.

Diaz-Giménez, J., and J. Diaz-Saavedra. 2017. “The Future of Spanish Pensions.”
Journal of Pension Economics and Finance 16 (2): 233-65.

Dolado, J. J., M. Jansen, F. Felgueroso, A. Fuentes, and A. Wolfl. 2013. “Youth
Labour Market Performance in Spain and Its Determinants: A Micro-level Per-
spective.” OECD Economics Department Working Paper 1039, OECD, Paris,
France.

European Commission. 2012. “The 2012 Ageing Report: Economic and Budget-
ary Projections for the 27 EU Member States (2010-2060).” http://ec.europa.eu
/economy_finance/publications/european_economy/2012/pdf/ee-2012-2_en.pdf.

Felgueroso, F., and S. Jiménez-Martin. 2009. “The ‘New Growth Model’: How and
with Whom?” Working Paper 2009-39, Fedea, Madrid, Spain.

Garcia-Gomez, P, S. Jiménez-Martin, and J. Vall Castell6. 2012. “Health, Disability,
and Pathways into Retirement in Spain.” In Social Security Programs and Retire-
ment around the World: Historical Trends in Mortality and Health, Employment,
and Disability Insurance Participation and Reforms, edited by D. A. Wise, 127-74.
Chicago: University of Chicago Press.

Garcia-Pérez, J. 1., S. Jiménez-Martin, and A. R. Sanchez-Martin. 2013. “Retire-
ment Incentives, Individual Heterogeneity and Labor Transitions of Employed
and Unemployed Workers.” Labour Economics 20 (C): 106-20.

Garcia-Pérez, J. 1., and A. R. Sanchez-Martin. 2015. “Fostering Job Search among
Older Workers: The Case for Pension Reform.” IZA Journal of Labor Policy 4:21.
https://doi.org/10.1186/s40173-015-0045-6.

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

Hairault, J. O., F. Langot, and T. Sopraseuth. 2010. “Distance to Retirement and
Older Workers’ Employment: The Case for Delaying the Retirement Age.” Journal
of the European Economic Association 8 (5): 1034-76.

Jiménez-Martin, S. 2014. “The Incentive Effects of Minimum Pensions.” IZA World
of Labor 84:1-10.

Jiménez-Martin, S., A. Juanmarti Mestres, and J. Vall Castello. 2018. “Great Reces-
sion and Disability in Spain.” Empirical Economics 56 (5): 1623-45. https://doi
.org/10.1007/s00181-017-1396-1.

Klijs, B., J. Mackenbach, and W. Nusselder. 2009. “Compression of Morbidity:
A Promising Approach to Alleviate the Societal Consequences of Population
Aging.” Netspar Discussion Paper No. 12/2009-058, Network for Studies on
Pensions, Aging and Retirement, Le Tilburg, Netherlands.

OECD. 2010. Sickness, Disability and Work: Breaking the Barriers: A Synthesis of
Findings across OECD Countries. Paris: OECD.

. 2015. Pensions at a Glance 2015. Paris: OECD.




230 Pilar Garcia-Gémez, Sergi Jiménez-Martin, and Judit Vall Castello

Puente, S., and S. Galan. 2014. “Analysis of Composition Effects on Wage Behav-
iour.” Banco de Espaiia Economic Bulletin, February, 25-28.

Sanchez-Martin, A. R. 2014. “The Automatic Adjustment of Pension Expenditures
in Spain: An Evaluation of the 2013 Pension Reform.” Working Paper No. 1420,
Banco de Espana, Madrid, Spain.

. 2017. “Proyecciones financieras y de bienestar del sistema espaiiol de pen-
siones: Modelizacion en equilibrio general.” Technical report EEE2017-03, Fedea,
Madrid, Spain.

Schirle, T. 2008. “Why Have the Labor Force Participation Rates of Older Men
Increased since the Mid-1990s?” Journal of Labor Economics 26 (4): 549-94.






