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MORE CALIFORNIANS ARE WORKING LATER IN LIFE

c alifornians are working later in life than they once did. The employment rate for Californians approaching or at the

traditional retirement age increased considerably between 1995 and 2008, after a decade and a half of little change.
In fact, the share of Californians age 55 to 69 who were employed continued to rise during the current downturn, reversing
the pattern of declining employment rates for older Californians during the downturns of the 1980s and 1990s. Increased
employment levels for Galifornians in their late 50s and 60s reflect a number of factors, including improved health and longer

life expectancy, as well as diminished retirement security.

K E Y F A C T S

® (Californians approaching or at The employment rate of Californians age 55 to 64 increased by 8.2 percentage points
retirement age are increasingly likely between 1995 and 2008, from 54.8 percent to 63.0 percent." In contrast, the share of
to work. Californians in this age group who were employed rose by just 1.2 percentage points

between 1979 and 1995. Californians in their late 60s also are more likely to work now

than in prior decades. The employment rate of Californians age 65 to 69 increased by 9.4
percentage points between 1995 and 2008, from 20.3 percent to 29.7 percent. Most of

this increase — 7.4 percentage points — occurred between 2000 and 2008. In contrast, the
employment rate for Californians in their late 60s declined by 1.7 percentage points between
1979 and 1989, then increased by a modest 1.3 percentage points between 1989 and 1995.
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® The employment rate of women at
or near retirement age has steadily
increased since 1979, while that of
similarly aged men declined and then
rebounded.

The Share of Californians Age 65 to 69 Who Are Employed Has Increased
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Higher rates of employment for women in their late 50s and 60s helped to offset a drop in
the employment rate of similarly aged men between 1979 and 1995. The share of women
age 55 to 69 who were employed increased by 5.1 percentage points during this period,
while that of similarly aged men declined by 7.4 percentage points. Since the mid-1990s,
employment rates for both men and women at or near retirement age have increased.
Approximately half of women age 55 to 69 (49.5 percent) were employed in 2008, up by
12.1 percentage points from 1995, while the employment rate of similarly aged men rose
by 9.7 percentage points during this period. The rise in the number of employed women in
this age group during the 2000s is particularly notable. The employment rate for women age
55 to 69 increased by 8.1 percentage points between 2000 and 2008 — nearly twice the
increase in employment for similarly aged men (4.4 percentage points).

The Employment Rate of Women Age 55 to 69 Has Steadily Increased Since 1979
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® Employment rates for workers at or
near retirement age have increased
during the current downturn.

® The employment rate of women at
or near retirement age increased
considerably more than that of
similarly aged men during the
current downturn.

® Improved health, longer life

expectancy, and a declining share of

physically demanding jobs enable
workers to remain in the workforce
later in life.

The share of Californians age 55 to 64 who were employed increased by 0.9 of a percentage
point between 2007 and 2008, from 62.1 percent to 63.0 percent, while the employment
rate of Californians age 65 to 69 rose by 4.5 percentage points, from 25.2 percent to 29.7
percent.2 In contrast, the share of Californians age 25 to 54 who were employed declined

by 1.2 percentage points between 2007 and 2008. The recent rise in employment levels for
older Californians departs from the trend in prior decades; employment rates for Californians
in their late 50s and 60s declined during the economic downturns of the 1980s and 1990s.3
Increased employment for Californians at or near retirement age could reflect a number of
factors, including more Californians delaying retirement, a rising number of retirees re-
entering the workforce, and more workers close to retirement age who are laid off finding
employment elsewhere rather than retiring early.

Employment Rates for Workers Age 55 to 69 Increased, 2007 to 2008

Percent of Civilian Noninstitutional Percentage Point
Population Change
2007 2008 2007 to 2008
Age 2510 54
Employed 77.9% 76.7% -1.2
Not Employed 3.6% 4.9% 1.3
Not in Labor Force 18.5% 18.4% -0.1
Age 5510 64
Employed 62.1% 63.0% 0.9
Not Employed 2.5% 2.9% 0.4
Not in Labor Force 35.4% 34.1% -1.3
Age 65 to 69
Employed 25.2% 29.7% 4.5
Not Employed 1.2% 1.7% 0.5
Not in Labor Force 73.6% 68.6% =510

Source: CBP analysis of US Census Bureau data

The share of women age 55 to 69 who were employed rose by 3.1 percentage points
between 2007 and 2008 — more than four times the increase in the share of similarly
aged men who were employed (0.7 of a percentage point). This difference may reflect the
fact that men in this age group disproportionately work in sectors of the economy that
have experienced sharp declines during the recession, such as construction and financial
activities.*

Nationally, the share of people age 55 to 64 who reported fair or poor health declined from
25.1 percent in 1983 to 18.3 percent in 2006, and life expectancy increased from 73.9 years
in 1979 to 77.8 years in 2005.° In addition, the share of jobs that are physically demanding
has fallen in recent years.® Each of these trends means that workers are able to work later
in life. At the same time, living longer has made the prospect of retirement at age 65 less
financially feasible for many workers since increased longevity requires additional retirement
savings.”



® Changes in the Social Security
Program have increased the
incentive to work later in life.

® Both financial and non-financial
factors motivate people at or near
retirement age to work; however, the
need for money is most frequently
cited.

The Employment Rate of Women Age 55 to 69 Increased More Than Four
Times as Much as That of Similarly Aged Men During the Current Downturn

Percentage Point Change in the Share of
Californians Who Are Employed, 2007 to 2008
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Studies show that rising employment levels for people at or approaching the traditional
retirement age can be partially attributed to changes in the Social Security Program, which
created a financial incentive to continue working later in life. For example, in 2000, Congress
repealed a provision that had reduced the amount of Social Security benefits people age

65 to 69 received if they had earnings from work above a certain threshold. Some studies
suggest that this change increased the employment rate of people in their late 60s.8

Working later in life boosts retirement income. One study found that each additional year of
employment increases annual retirement income by an average of 9 percent.® Given this
finding, it is not surprising that financial factors ranked high among the reasons workers at
or near retirement age remained employed even before the current recession began. For
example, in a 2006 national survey, 72 percent of workers age 55 to 59, and 60 percent

of workers age 60 to 65, said that the need for income to live on was one of their primary
reasons for working; this was the most frequently cited reason for both age groups.°

Financial motivations to work later in life reflect Americans’ diminished confidence in their
ability to afford retirement. The 2008 Retirement Confidence Survey found that “Americans’
confidence in their ability to afford a comfortable retirement has dropped to its lowest level
in seven years.”!" Between 2007 and 2008 alone, the share of US retirees who reported that
they are “not too” or “not at all” confident that they have enough money to live comfortably
throughout their retirement years increased from 21 percent to 34 percent.2

While financial factors are the most commonly cited reasons for working later in life, surveys
find that non-financial factors are also important. In a 2006 survey, nearly half of US workers
age 55 to 59, and more than half of the nation’s workers age 60 to 65, said they were
employed because they wanted to stay active and engaged; more than two out of every five
workers in both of these age groups reported working because they wanted to do meaningful
work.'3



® Fewer workers may be able to afford

to retire at the traditional retirement
age because job-based pension

and retiree health coverage have
declined.

The shift from “defined benefit” to
“defined contribution” pension plans
has increased the incentive to work
later in life.

® The recent decline in the stock

market has taken a toll on many
individuals’ retirement savings,
increasing the incentive for those at
or near retirement age to continue
working.

® The recent drop in home prices

contributes to diminished retirement
security for homeowners.

Declining retirement security points
to the importance of ensuring the
vitality of Social Security.

The share of private-sector California workers with a job-based pension plan declined from
46.1 percent in 1980 to 37.7 percent in 2005, and national data show that workers without
job-based pension plans retire later than those with pensions.' Consequently, the decline

in job-based pension coverage may help to explain why workers in their late 50s and 60s
are working longer. The share of large US employers offering health coverage for retirees
also has fallen considerably in recent decades.® Given the substantial rise in health care
costs, this drop increases the cost of retirement for many workers, creating an incentive for
workers to remain employed at least until age 65, when they qualify for Medicare — a federal
program that provides health coverage for seniors and people with disabilities. 6

Nationally, the share of private-sector workers with a defined benefit pension plan declined
from 39 percent in 1980 to 20 percent in 2007, while the share with only a defined
contribution plan increased from 8 percent to 31 percent.'” Defined benefit plans guarantee
workers a fixed benefit based on salary and years of experience, regardless of the return

on the investments in their plan. In contrast, the retirement benefits of defined contribution
plans are not guaranteed and depend in large part on workers’ success in investing their
funds, as well as the performance of the stock market when workers want to retire. Thus,
the shift toward defined contribution pension plans has generally reduced retirement security
for an increasing share of workers. As a result, workers whose primary source of retirement
savings is a defined contribution plan may work later in life in order to build up their savings,
make up for past investment losses, or simply to increase their earnings.'8

Some defined benefit plans create a disincentive to work beyond the retirement age
established by such plans. Typically, for every year that workers remain employed beyond the
retirement age established by these plans, they lose one year of retirement benefits, and this
loss tends not to be offset by the additional benefits accrued from another year of work.
Workers with defined benefit plans tend to leave the workforce one or two years earlier

than workers with defined contribution plans because of this financial incentive to retire “on
time.”20 Consequently, the shift away from defined benefit plans means a smaller share of
workers face this disincentive to work later in life.

Nationally, total assets in defined contribution pension plans and Individual Retirement
Accounts (IRAs) lost $2.8 trillion (32.2 percent) of their value between September 30, 2007
and December 2, 2008, reducing retirement savings for many Americans.?! Some evidence
suggests that individuals close to retirement were disproportionately affected by this
decline.?2 Therefore, California’s older workers may have postponed retirement and more
retirees may have re-entered the workforce in response to decline in stock values.

Nationwide, more than eight out of 10 households with adults age 55 to 64 (81.1 percent)
have housing wealth; on average, home equity represents 22 percent of these adults’ total
wealth.2® Experts expect housing wealth to become an increasingly important source of
financial support for retirees, particularly as other sources of retirement savings prove
insufficient.24 However, the value of the median-priced California home declined by 53.7
percent between May 2007 and January 2009, reducing the amount of equity available for
older Californians to use during retirement.25

Social Security benefits are an important source of income for retirees and help reduce
poverty. Nationally, 64 percent of people age 65 and older depended on Social Security for
at least half of their income in 2006, and nearly one-third (32 percent) depended on Social
Security for 90 percent or more of their income.26 In California, Social Security benefits
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are responsible for lifting more than 1 million Californians age 65 and older out of poverty.
Without Social Security income, two out of five Californians age 65 and older (39.8 percent)
would have had incomes below the federal poverty line in the early 2000s. Once Social
Security benefits are taken into account, fewer than one out of 12 Californians age 65 and
older (7.9 percent) had incomes below the poverty line.2”

Alissa Anderson prepared this Policy Points. The California Budget Project (CBP) was founded in 1994 to provide Californians with a source of timely, objective,
and accessible expertise on state fiscal and economic policy issues. The CBP engages in independent fiscal and policy analysis and public education with the
goal of improving public policies affecting the economic and social well-being of low- and middle-income Californians. General operating support for the CBP is

provided by foundation grants, individual donations, and subscriptions. Please visit the CBP's website at www.cbp.org.
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The employment rate is the share of noninstitutional civilians who are employed. CBP analysis of US Census Bureau, Current Population Survey data.

This analysis is based on the number of people in the civilian noninstitutional population, which excludes individuals who are on active duty with the Armed Forces

or who live in institutions, such as prisons. Therefore, the “employed” and “not employed” rates displayed in the table do not match the Bureau of Labor Statistics’
employment and unemployment rates, which are based on the number of people in the labor force — which is a subset of the civilian noninstitutional population. In this
analysis, “not employed” reflects individuals who are jobless only if they have actively searched for work in the past four weeks.

For example, the employment rate of Californians age 65 to 69 declined by an average of 1.1 percentage points per year during the downturn of the early 1980s and by
an average of 0.7 of a percentage point each year during that of the early 1990s. In contrast, the employment rate for this age group increased by 1.2 percentage points
per year, on average, during the downturn of the early 2000s and by an average of 1.7 percentage points per year during the current downturn. This pattern is similar
for those age 55 to 64. CBP analysis of US Census Bureau, Current Population Survey data.

In 2008, 9.0 percent of California’s male workers age 55 to 69 were employed in the construction sector — 7.5 times the share of the state’s female workers in the same
age group (1.2 percent); 2.9 percent of male workers age 55 to 69 were employed in financial activities, compared to 1.7 percent of female workers. CBP analysis of

US Census Bureau, Current Population Survey data. Data from the Employment Development Department show that the number of construction jobs declined by 12.0
percent between 2007 and 2008, while the number of jobs in financial activities dropped by 6.0 percent.

Moreover, the share of people age 65 to 74 who reported fair or poor health fell from 32.5 percent in 1983 to 22.9 percent in 2006. National Center for Health Statistics,
National Health Interview Survey data downloaded from http://www.cdc.gov/nchs/hdl.htm on February 27, 2009. Data are for 1982 to 1984 and 2005 to 2007. Life
expectancy data are US Census Bureau data downloaded from http://www.census.gov/compendia/statab/cats/births_deaths_marriages_divorces/life_expectancy.html
on February 26, 2009.
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