Commentary

Why the “average age of retirement”
IS a misleading measure of labor supply

Richard Johnson

oth Murray Gendell, in a recent Monthly Labor Review

article, and Sveinbjoérn Blondal and Stefano Scarpetta, in
aworking paper for the Organization for Economic Coopera-
tion and Devel opment (oecp), construct “average ages of re-
tirement” asfunctions of age-specific labor force participation
rates and the age structure of the population.! The formula
Bldndal and Scarpetta use to construct their “average retire-
ment age’ has the unfortunate property that, under smple
assumptions, if the curve of participation rate versus age
slopes down linearly between ages 45 and 70 (that is, labor
forceparticipation rate= (mx age) + ¢), then the average age of
retirement isalwaysthe midpoint 57.5, for any mor ¢, unlessm
=0, inwhich case the average age of retirement is undefined.
Thus, quoting the average age of retirement produced by this
formulamay not convey any information about mor ¢, param-
eters affecting the size of the labor supply. If, by contrast, the
curve of labor force participation rate versus age schedule is
everywhere nonlinear, we can construct examples in which
labor force participation ratesrise at all ages, but the average
age of retirement falls. This property of the “average-retire-
ment-age”’ function has been noticed by CordeliaReimersand
Gendell, who each conclude that the surprising behavior of
the average age of retirement makesit a statistic of independ-
ent interest.? The analysis that follows leads to the conclu-
sion that if the average age of retirement is constructed with
either Blondal and Scarpetta’ sformulaor any essentially simi-
lar formula, then quoting it asasummary statistic of thelabor
supply may be misleading, because it might be thought to
convey information that it does not in fact convey. The labor
force participation rate of thetotal populationisthen aprefer-
able statistic for summarizing labor supply behavior.

The next section of this article defines the average age of
retirement and examinesits behavior. In the case of two-piece
linear age-versus-participation-rate curves, it is shown that
the average age of retirement is always the age halfway along
the downward-sloping segment of the curve. If participation
rates are examined not cross-sectionally at one point in time,
but within cohorts over time, again cases can be constructed
inwhich the average age of retirement isfixed regardless of the
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rate of decline of participation rates within cohorts. In the
case of nonlinear age-versus-participation-rate curves, ex-
amples are constructed wherein the average age of retirement
falls while labor force participation rates rise at all ages o,
aternatively, fall at al ages. The examplesareempirically rel-
evant, showing that the average age of retirement for men as
well asfor women in the United Statesfell between 1960 and
2000, while labor force participation rates for men fell at all
ages and those for women rose at all ages. Therefore, it is
often not clear what the statement “the average age of retire-
ment has fallen” implies about changesin the labor supply.

Accordingly, one must be careful in quoting the average
age of retirement to summarize labor supply behavior. In cases
where the average age is by definition 57.5, the associated
function transforms labor force participation rates in such a
way asto discard al theinformation they contain. Thus, quot-
ing instead the labor force participation rate of thetotal popu-
lation would transmit that information.

The “average age of retirement”

Reimers quotesthe formula®
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where )YR isthe average age of retirement, X isage in years,
PR isthelabor force participation rate at agex, and P, isthe
number of people aged x + 1.* Blondal and Scarpetta use a
similar formuladevised by Denis L atulippe:®
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Here, the subscript x,x+4 refers to the population or the labor
force participation rate of people aged between x and x + 5.
Both Gendell aloneand Gendell and Siegel quote average ages
of retirement that are constructed by using a different for-
mula.® However, because none of Gendell’sworks cited herein
offersafull explanation of thisformula,” only the properties of



L atulippe'sformulacan be examined.

Some simplifying assumptions will revea the essential
properties of this formula First, assume that PRy, ,, = PR,; -
Then theleftmost termsin the numerator and denominator are
zero, and theformulais nearly identical to Reimers formula.
Also, assume that the number of people in each age group,
P« 1Sk thesame acrossall age groups. Then the numerator
and denominator of Latulippe'sformulahavethe common fac-
tor k, which cancels out. Finally, assume that participation
ratesin the age groups 45-49 through 65-69 decline linearly
withage, sothat PR, =mx + ¢, wherem< 0. Now L atulippe's
formulareads
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Here, ¢ drops out because the formula examines changes in
participation rates, and m drops out because it is a factor in
both the numerator and denominator. This “average-age-of-
retirement” function has thrown away the information con-
tained in mand c. Bléndal and Scarpetta use the participation
rate for people aged 65 and older where Latulippe's formula
callsfor the participation rate of people aged 65 to 69. Under
Blondal and Scarpetta's approach, if we assume that the par-
ticipation rate at age 65 or older follows the downward trend
from age 45-49 on, again we would have the result that the
average age of retirement is57.5 regardless of mand c.

Thus far, the analysis has been cross sectional and has
employed only participation rates observed in the same year.
Gendéll, instead, uses a cohort-based approach, comparing,
for example, PR, (1990) withpPR,, ,, (1005 [0 find theaverageage
of retirement between 1985 and 1990. If thisapproach isused
in Latulippe's formula with the same assumptions as before,
but with the stipulation that PR .. ..o 1000) = PR, s401085 — C then
the average age of retirement is 57.5 whenever cis different
from zero, regardless of the participation ratesin 1985, and is

IELICM  Examples of the average age of retirement
Labor participation rate (percent)
Age
Population A B C
100 10 90 5
100 10 90 5
100 10 50 5
100 10 30 0
100 0 10 0
100 0 0 0
Average age of retirement,

from Latulippe's formula ..... 60 55 55

I CPE Labor participation rates and average ages
of retirement

Labor participation rate (percent)

Age Men Women

1960 2000 1960 | 2000

4044 ... 95.4 92.1 45.3 78.7
45-49 ..... 94.5 90.1 47.4 79.1
50-54..... 92.0 86.8 45.9 74.1
55-59..... 87.7 77.1 49.7 61.2
60-64 ..... 77.8 54.8 29.4 40.1
65 and older 30.6 17.5 10.4 9.4

Average age of retirement,
from Latulippe's formula ............. 66.0 63.6 64.7 62.4
Labor participation
rate of population
16 years and older ............ccc...... 80.4 74.7 35.7 60.2

Sources: U.S. Census of 1960; Current Population Survey for 2000.

undefined when ¢ equals zero. Thus, the average age of retire-
ment could also befixed, regardless of any declinein thelabor
force participation rate within cohorts over time.

Now consider the behavior of the average age of retire-
ment when participation rates decline nonlinearly with age.
Table 1 shows three fictional populations, each with 100
peoplein each age bracket defined in the first column. Popu-
lation A has a higher average age of retirement than popula-
tion B, according to Latulippe's formula, while B has higher
participation ratesat all ages. Reimersshowsthat her formula
can give the same result.2 Population C has the same average
age of retirement as B, but lower participation ratesthan either
A or B. Hence, in this example, knowing that the average age
of retirement had fallen from 60 to 55 would tell us nothing
about movementsin labor force participation rates.

Next, table 2 applies Latulippe's formula for the average
age of retirement to actual U.S. datafor 1960 and 2000. Calcu-
lating the average age of retirement requires both the partici-
pation rates shown and age breakdowns of the population.
Theaverageretirement agefor menfel by 2.4 yearsfrom 1960
to 2000. During the same period, thelabor force participation
rate of men aged 16 and older dropped by 7 percent. The
averageretirement agefor womenfell by an amount similar to
that of men, 2.3 years. However, the labor force participation
rate of U.S. women aged 16 and older rose by almost 70 per-
cent between 1960 and 2000. Women' s participation rateswere
higher in 2000 than in 1960 at ages 6064, 65-69, and 7074,
although they were lower at ages 75 and older. Thus, there are
empirical cases, particularly involving women, inwhich partici-
pation rates rise at al ages, but the average age of retirement
fals. In their table 11.1, Blondal and Scarpetta show that the
averageretirement agefor womenfell inall oeco countriesbe-
tween 1950 and 1995.° Table 2 showsthat it is not possible to
infer from thisfact anything about the movement of women’s
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labor force participation rates or the overall change in the
labor supply of women.

BECAUSE THE FUNCTION USED BY BLONDAL AND ScARPETTA tO
transform labor force participation ratesinto the average age
of retirement has unfortunate properties, the average age of
retirement may not be auseful statistic asasummary of labor
supply data. In those cases where the average age of retire-
ment is fixed regardless of movements in the curve of age

Notes

versus labor force participation rate, the statistic indeed con-
veys no information. Further, the statement “the average age
of retirement hasfallen” may be interpreted asimplying that
the overall rate of labor supply has fallen, which might, but
need not be, the case. Other formulas, of course, behave dif-
ferently, but if they are based on Bléndal and Scarpetta’sfor-
mula, they, too, may have undesirable properties. The partici-
pation rate of the total population gives a better sense of the
size of the labor force and is thus preferable to the average
age of retirement asasummary statistic. m
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