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Chapter 1 

Introduction 
 
 
 

1.1. Early retirement behaviour from an institutional, culture of 

ageing and life-course approach    
 

Why do certain people decide to retire at an earlier age? Is it because they are offered 

the possibility to take up a generous early retirement package and enjoy more (active) 

leisure time? Or is it because everyone else around them retired early too, so it is the 

expected thing to do? To find a comprehensive answer to these questions is a complex 

goal, since early retirement behaviour can be influenced by a multitude of factors. In 

this dissertation we present studies on early retirement behaviour from an institutional, 

cultural and life-course perspective. We consider these three approaches as 

complementary and interrelated with each other.  

 After all, early retirement decisions are influenced – even often constrained – by 

the social policy of countries at a particular point in time. Policy regulations when a 

person joined the labour market and regulations regarding pension funds are likely to be 

of importance as well. Furthermore, it has been argued that the pattern of cultural values 

of people might be a dominant factor in shaping and structuring these institutional 

aspects of early retirement (Zanders and Harding: 1995). This is highlighted in the 

culture of ageing perspective. Attitudes towards work and cultural values develop 

throughout the life span which is often linked to employment history as well as personal 

family history. Given this multitude of possible factors influencing early retirement 

patterns it seems obvious to make use of the different perspectives just mentioned. A 

comprehensive study, however, is hardly feasible, be it that we are restricted by 

limitations of data at hand. However, we will make use of different perspectives 

throughout the different chapters in this dissertation. Before presenting an overview of 

the separate studies, we would like to elaborate on the early retirement patterns in 

Europe in order to understand better the macro level background of our study.  
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 It has been argued that the traditional work ethic has been replaced by the 

leisure ethic in the third age in most European countries (Herbertsson: 2001).  This is 

reflected in an increase in social support of early retirement and, consequently, many 

countries have developed a deeply rooted early retirement culture.  Furthermore, the 

development of early retirement culture seems to be fostered by labour market policies 

implemented in the mid 1980s. These policies aimed at decreasing the high 

unemployment rates by encouraging retirement at early ages through generous financial 

incentives. A long term consequence was a constant increase in the early exits from the 

labour market. Combined with demographic ageing, this represents a real challenge for 

European societies, raising concerns about the long-term sustainability of the pension 

systems. Currently, the policy makers aim to reverse the existing trend of early exits 

generated by the early retirement culture through active ageing policies.  

 Active ageing policies started to be implemented in the European Union in the 

early 2000s, with the aim of increasing the participation rate of senior workers on the 

labour market. At the Lisbon Council from 2001 a 50% employment rate of senior 

workers in EU by 2010 was establish as a goal. Only Sweden and Denmark were 

meeting the Lisbon target at that time. Over the last decade an increase of the 

participation rate of senior workers is observed in each EU country; however substantial 

differences between countries still remain. Some countries like Finland, Germany, 

Ireland, Netherlands and UK achieved the goal of meeting the Lisbon target, while 

countries like Belgium, France, Italy and Luxembourg were the laggards of Europe with 

employment rate of senior workers under 40 percent1. The Lisbon Strategy was replaced 

in 2010 by Europe 2020 Strategy, which aims at a 75% employment rate, including for 

senior workers. The question now is: why do countries perform so differently in this 

field?  What role have institutional, cultural and life-course factors played in creating 

these differences? These are the type of research questions asked in the different 

chapters of this thesis. 

 

                                                   
1 source: EUROSTAT data on employment rate of older workers for 2010 available at: 
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/search_database. 
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1.2. Thesis overview 

 

The remainder of the thesis is organised around the topics we have introduced. First, we 

focus on the institutional approach (in the second chapter) regarding early retirement 

decisions. The culture of values perspective is highlighted in the third chapter, whereas 

the fourth chapter deals with changes over time in early retirement patterns. Finally, the 

life course perspective is adopted with the use of Luxembourg as a case study. 

Combined, the different chapters are linked by the fact that they define complementary 

and intertwined approaches in search of determinants of early retirement behaviour. 

To sum up, in this thesis we look at early retirement behaviour from the three 

perspectives presented above which we consider complementary and interrelated with 

each other. Each of the three perspectives brings in their particular determinants as 

pictured in Figure 1.1 and elaborated below. A certain amount of overlap between the 

chapters is inevitable in this case, which has also to do with the fact that the different 

chapters were written as standalone articles. However, together they form a unity which 

enables us to present a general discussion together with some policy recommendations 

at the end of this thesis. In the remainder of this introduction the outline of the 

constituting chapters of the thesis is described.  
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Figure 1.1: Complementary approaches and main determinants of the early retirement behaviour 
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The second chapter focuses on evaluating the effects of welfare state 

institutions on the retirement behaviour of senior workers in 13 European countries 

using the European Community Household Panel (ECHP) and macrodata. A novelty of 

our study is that we created an index of the flexibility of the social security systems by 

country, by gender and by pillar taking into account their different aspects. Using 

discrete choice modelling enabled us to include alternative exit routes such as 

unemployment, disability or other inactivity states. The results show the influence of the 

social policy indicators on individual early retirement behaviour: a more flexible and 

more generous system is encouraging the senior workers to exit earlier from the labour 

market. 

 The early retirement behaviour cannot be explained only by the rational 

economic behaviour of the older workers or even by the contended role played by 

institutional indicators. For that reason, in the third chapter we explore the role played 

by work oriented cultural values and attitudes on the individual early retirement 

behaviour. Aiming at bridging the institutional and cultural approach, we argue that 

both of them are likely to act as important determinants of the early retirement 

behaviour making them complementary rather than competing perspectives on early 

retirement decisions. To be able to examine the effect of both institutional and cultural 

determinants on the retirement decision we matched individual level data from the 

European Community Household Panel (ECHP), with group level data from the 

European Values Survey (EVS) from 2000. The latter was necessary since the ECHP 

does not include the necessary measures regarding work ethos. Using the matched 

ECHP-EVS dataset, we look at the impact of group cultural values, as well as the one of 

welfare state institutions, on the individual early transitions out of the labour market 

through alternative pathways. Our findings show that the group level work orientated 

values have a positive effect on the individual early retirement decision, meaning that a 

high level of work ethos can go together with an early retirement culture.  

 How did the early retirement behaviour evolve in the past years in Europe and 

how was it influenced by the active ageing policies that started to be implemented in 

this period? The forth chapter aims to answer to these questions focusing on 

evaluating the impact of the welfare state institutions on the individual early retirement 

behaviour in Europe at two points in time using the ECHP (1996-1997 waves) and the 

European Union Statistics on Income and Living Conditions (EU-SILC), the 2005-2006 

waves. In particular, we tested the way countries cluster according to the flexibility and 

the generosity of social protection systems in 1996-1997 compared with 2006-2007 for 
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the 13 countries for which we had comparative data in both datasets. Furthermore, we 

examined the way the New Member States cluster according to these characteristics 

using data for the 26 European countries available in EU-SILC 2005-2006. Given that 

countries differed in successfully implementing active ageing policies, we investigated 

further, at the individual level, the effect of the institutional determinants on the early 

retirement behaviour over time. This research found that compared to the mid 1990s, 

the borders between regime types became blurred, supporting the notion of increasing 

diversity between the various European welfare states with respect to early retirement, 

though a certain convergence to an European flexibility-generosity average was 

observed as well. 

 Finally, any comprehensive framework should recognize that early retirement 

behaviour is influenced by all the decisions that someone took during the entire career 

and which are embedded in his/her work history, the marital/cohabitation histories and 

the investments in human capital (education attended). Therefore, in the fifth chapter 

we adopt a life-course perspective on the early retirement behaviour. Comparable 

European data that would allow us to research this in a comparative perspective are – to 

the best of our knowledge – sadly missing. For this research we make use of 

Luxembourgish data, the Panel Socio-Economique Liewen zu Lëtzebuerg (PSELL) III 

(2003-on going) which provides detailed work histories covering the entire working 

career of the senior workers in our sample. Our results show a strong impact of the life 

course determinants on the early retirement decision: a longer working life will increase 

the probability to retire earlier, while long periods of unemployment or inactivity will 

decrease it. Some of the life course determinants have a differentiated impact by gender: 

women are more likely to be influenced by the marital and fertility history, while men 

are more likely to be influenced by the work history. We also found evidence that 

couples tend to synchronize their early retirement.  

 In the last chapter we discuss the policy relevance of the main findings on the 

micro-macro determinants of the early retirement behaviour in a comprehensive 

framework and propose paths for future research.  
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Chapter 2Chapter 2Chapter 2Chapter 2    

Welfare State Institutions and  

Early Retirement Behaviour in Europe* 
 

 

 

AbstractAbstractAbstractAbstract    
This paper focuses on evaluating the effects of welfare state institutions on the early 

retirement behaviour of senior workers in 13 European countries. Since our 

representative sample consists of senior workers from the age of 45 to one year prior to 

eligibility for old age benefits, we cover most of the transitions out of the labour market 

including those under the threshold used in previous studies. Another contribution of 

our paper is the construction of an index of flexibility of the pension system taking into 

account the characteristics of the different pillars. Using discrete choice models enabled 

us to include alternative exit routes such as unemployment, disability or other inactivity 

states. The outcomes confirm the impact of the welfare-state institutions on the 

individual early retirement behaviour in Europe: more generous benefits will increase 

the probability to exit through the respective alternative path, while a more flexible 

system will increase the probability to retire early, while decreasing the exits through 

the other alternative routes.  

 

 

 

 
* Article to be submitted for publication. A previous version of the paper was presented at the 
Sociology Day Conference, Leuven, Belgium, May 29th 2008. 
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 2.1. Introduction  

 

Active ageing and the prolongation of the working life is in the focus of policy makers 

in most of the European countries. This is not an easy target, since the early retirement 

behaviour can be influenced by a multitude of factors, from the  socio-demographic 

characteristics of the person to the cultural values or the labour market policies 

implemented in that country. In this paper we focus on the institutional perspective and 

its added explanatory value in analysing the individual early retirement behaviour in 

Europe.   

 Walker (1981 and 2005) highlights the double opposite role of institutions: on 

the one hand, in offering opportunities to retire (puling factor), on the other hand, in 

providing motivations to prolong the working life (active ageing policies). Furthermore, 

Walker (2005) considers that the social policies have a crucial role in “enabling or 

disabling agency” arguing that we are moving towards an “international political 

economy of ageing” facilitated by the globalisation of policy making at the level of the 

international organisations and structured by factors as class, gender or race (Walker: 

2005). This perspective is shared by Baars et al. (2006) who also advocate the political 

economy of ageing and the globalisation of it. In this context the common policy of the 

European Union is a good example of a joint effort in coping with the challenges of 

population ageing.  Nevertheless, a unified policy in this field is not (yet) established 

which makes a comparative study of institutional incentives to early retirement highly 

valuable. In what follows we look at the impact of the macro-level indicators on 

individual early retirement behaviour in Europe by adopting an institutional perspective. 

Individual characteristics that could be linked to institutional factors and function as 

control variables in our research are briefly discussed as well. 

 There are several comparative studies from an institutional perspective on 

(early) retirement behaviour. Fischer and Sousa-Posa (2006) showed that institutions 

and macro-economic determinants have a significant impact on the timing of retirement, 

more specifically, a generous pension system is encouraging people to retire earlier. 

Furthermore, Börsch-Supan and Schnabel (1998) investigated the effects of the 

generosity of the German social security system and concluded that higher benefits will 

decrease the average retirement age from the labour market. They also point out that 

disability is one of the major pathways to early retirement in Germany. Gruber and 

Wise (1997) found a strong correlation between the age at which people are eligible for 

early retirement benefits and the early exits. They also found a positive effect of the 
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generosity of the benefits on early retirement, as well as the fact that disability and 

unemployment are actually early retirement paths often used, therefore we take them 

into consideration as alternative exit routes in our models as well. Whiteford (1995) 

considered the replacement rates of minimum benefits as a good indicator of generosity 

of the social security system in a specific country; therefore we also included them in 

our analysis. Börsch-Supan and Schnabel (1998) highlighted the disincentives for 

continue working created by the high implicit taxation, thus pushing people towards 

early retirement. Furthermore, The OECD Employment Outlook (1998) points out that a 

high taxation on continuing working is typically for countries where the average age of 

retirement age is low, and vice versa. In a study on the impact of the occupational 

pensions incorporated in the second pillar on the retirement decision in UK, Arkani and 

Gough (2007) found out that an increase in the proportion of people eligible for 

occupational pension determined an increased in the early exits from the labour market, 

therefore we considered as well the second pillar in our study, since in some countries 

like UK and Ireland it is an important part of the pension system. 

  People are more likely to take up early retirement benefits as soon as they 

qualify for them, however, if they decide to prolong their working life, they are more 

likely to postpone retirement until they qualify for old age benefits, therefore age can 

have a nonlinear effect on the early exits. Regarding the gender differences, labour 

market participation of women is still low in many European countries, especially in 

late careers.  Bardarsi et al. (2002) found that almost 30 percent of the women in their 

study were out of the labour market prior to the statutory retirement age as family carer. 

Moreover,  Soidre (2005) claimed that the push and pull factors are gender specific, eq. 

women with more children would be more likely to retire earlier (even through 

alternative paths) in order to take care of their (grand)children, while men will be more 

likely to work longer in order to provide for an extended family. Likewise, Bütler et al. 

(2004) found that the effect of the marital status on the retirement decision was 

differentiated by gender: while single men are retiring earlier than non-single ones who 

have to support their families (especially if they have an inactive partner), single women 

work longer than married ones because of the financial burden of being the only family 

provider. On the other hand, (married) couples tend to synchronise their retirement (see 

also Szinovacz and Deviney: 2000; Coile: 2003; Gustman and Steinmeier: 2005), 

therefore we consider the partner’s labour market status in our model, distinguishing 

between having an retired or inactive partner, since it can have different impact on the 

other partner’s decision to retire early or to continue working. Regarding the human 
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capital characteristics, Blanchet and Debrand (2008) found out that having a higher 

level of education has a negative influence on the desire to leave early the labour market 

which can also be explained by the fact that people who spend more years in schooling 

also enter later the labour market and, consequently, they will be more likely to work 

until a later age.  

 Analysing how the early retirement behaviour is influenced by job 

characteristics, Filer and Petri (1988) discovered that self-employed and part-time 

employees are more likely to postpone retirement due to more flexibility in their jobs, 

while employees of the public sector are more likely to retire earlier, attracted by the 

generous benefits. Moreover, Feldman (1994) considers that individuals who work in 

large firms in declining manufacturing industries are more likely to retire early, 

especially due to downsizing in these sectors. Tenure, on the other hand, can bring 

higher age-related earnings, which are used by the employers in order to provide 

incentives to prolong the working life of tenured workers who reached already their 

maximum productivity-earning potential (see Hutchens: 1989). 

 Income can have a complex effect: a higher labour income can encourage some 

people to retire, since they can afford it, while other people will continue working in 

order to support the same standard of living they are accustom with. In fact, Bütler et al. 

(2004) found that the key determinant of the early retirement in Switzerland is its 

affordability, which determines wealthier men to retire earlier than less wealthier ones. 

For women they found a less strong effect, although positive. Likewise, Bardasi et al. 

(2002) found that the labour income has a different impact on the retirement decision of 

men and women and that the professional status of the individual before retirement is 

influencing this decision as well. The same positive effect of the high income on early 

retirement decision was underlined by Bloom et al. (2004). Furthermore, Montalto et al. 

(2000) argued that retirement age increases with the higher noninvestment income. 

Hence, income is an important predictor of early retirement and we distinguish between 

the different types of income: individual or household; from labour activities or not, 

since they could have different effects on the early exits from the labour market.  

 In the same abovementioned study, Bloom et al. (2004) showed that longevity 

and healthier lives tend to increase the working life, albeit sometimes the health status 

has ambiguous effects, due to the fact that retirement is seen as the third phase of life, in 

which people enjoy the accumulated wealth in leisure activities, volunteering or even 

building new careers. Nevertheless, we judge valuable to include in our analysis the 

self-perceived health status, which is a key determinant for early exits, especially in the 
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case of disability ones. Moreover, Bound et al. (1999) found that not only poor health, 

but most of it the decline in health explains early retirement behaviour and with our 

longitudinal data we can account for the changes in the self-perceived health status.  

 In many European countries there are social policies which facilitate the long-

term unemployed old workers to enter directly into (early) retirement, therefore we 

included being unemployed in the last five years among our control variables. For 

example, in The Netherlands before 2004, although there were no specific early 

retirements schemes, people in long-term unemployment over 57.5 years of age were 

not required anymore to actively search for a job while continuing to receive the 

benefits, thus in practice it was running as an alternative early retirement exit route. 

However, this changed with the 2004 reform in an effort to implement the active ageing 

policies (see also Bloemen et al.: 2010).  

 Applying an institutional perspective, we will examine to what extent welfare 

state institutions contribute to explain the differences in early retirement behaviour 

across Europe. Retirement is a dynamic decision, people search for the best retirement 

offer that they can get at that time and decide to accept it or not, therefore we will use 

longitudinal, dynamic data in order to test the effects of policy indicators on the early 

retirement decision. A longer time horizon allows us to gain improved insight into the 

dynamics of the labour market behaviour of senior workers. We are also capturing the 

alternative exit routes into early retirement such as unemployment, disability and other 

inactivity states, whereas most of the other studies restrict themselves to (early) 

retirement only. 

 Our main research questions are: 
  

� To what extent are the labour market policies influencing the likelihood of early 
retirement decision of senior workers in Europe?  
 

� To what extent can the generosity of the different benefits ‘encourage’ the early 
exits towards the respective inactivity status? 
 

� What impact has the flexibility of the social security system on the early 
retirement decision?  
 

� Do these trends vary across countries?  
 
Across countries differences may be expected, since, as Hemerijk (2002) indicated, 

there is still a long way to go in building a common European social model. Although 

some of our hypotheses are partly derived from human capital theory (see Becker: 

1962), job search theory and life-course approach, our main hypotheses deal with the 
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contended role played by the institutional factors. Table 2.1 shows the theoretically 

predicted effects of the independent variables on the transition probabilities into early 

retirement.  

 

Table 2.1:  Expected effects of the different predictors on the early retirement exits 

categories  
(derived from theory) 

predictors expected effect on 
early retirement exits 

personal characteristics  
 
 
 
life course 
theory 
 
 
 
 
 
human capital  
theory 
 

age                       + 
age squared                      - 
cohort over 55 + 
gender (ref. female)                    - 
couple + 
partner retired           + 
partner inactive          - 
number of children                    - 
other household labour income ? 
household non labour income ? 
self-defined health status (poor ref.)            + 
primary education level  (ref.)  
secondary education level                 - 
high education level                 - 

job search theory 
 

self-employment           - 
permanent contract        - 
personal labour income   ? 
manual worker (ref.)  
professional              + 
upper manual                 + 
low white collar              + 
industrial sector (ref.)  
public sector             - 
trade & industry                   - 
primary sector                     - 

 small size (<20employees) ref.  
 medium (20-499 employees) + 
 large (+500 employees) + 
 unemployed in the last 5years             + 
 job tenure                    - 
Institutional approach 
 
 
 

flexibility + 
implicit taxes  + 
active labour market policies                 - 
replacement rate pensions + 
replacement rate disability* - 
replacement rate unemployment* - 
taxes on labour income                  + 

Note:  
A question mark indicates that the available literature provides no clear or contradictory information on the 
direction and/or the size of the effect. We did not list the expected effects on the alternative exits since we are 
mainly concerned with early retirement and the other exits when they act as substitutes for early retirement.  
* We expect a positive effect of the replacement rates on the respective exit path. Consequently, we expect  
the disability and unemployment replacement rates to have a positive effects on disability and unemployment 
exits, respectively, and these alternative paths to be used by people who are less likely to qualify for early 
retirement benefits (hence the negative expected effect on early retirement exits). 
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The reader should keep in mind that the institutional approach is our primary 

concern and draws our ample interest whereas other characteristics may add to 

explaining early retirement behaviour, however they function as control variables to the 

estimates of the key institutional factors.  

 

2.2. Data sources and operationalizations  

2.2.1. Data and sample selection  

 

We used the European Community Household Panel (ECHP) to analyse the early 

retirement process of older workers in Europe. We selected those countries for which 

we had comparable panel data on 8 waves2 (Belgium, Denmark, France, Germany, 

Greece, Ireland, Italy, Luxembourg, Portugal, Spain, The Netherlands and UK) with the 

exception of Finland, who was not included in the first 2 waves. The data covers the 

period between 1994 and 2001 which follows after some major changes in early 

retirement policies across several countries in the early nineties. Evidently, the most 

recent changes in retirement policies cannot be captured with this data, but information 

on the precursor of the latter policy changes is highly meaningful to the current 

situation. 

 We focus only on early exits from the labour market, therefore we selected 

employed people of 45 years and older who do not qualify yet for the old age benefits. 

Most of the earlier studies opted for 50 or 55 years as their lower threshold and 64 years 

as the upper one, therefore our paper includes a larger time horizon. The lower age of 45 

is chosen since in some countries and sectors workers are eligible for early retirement 

even before the age of 50. Regarding the upper age limit of our sample, although 65 

years is the targeted retirement age in the EU, at the reference time of our analysis 

(1994-2001) there were still differences in the statutory retirement age across countries 

and between men and women and in certain countries these differences still persist. In 

France, for instance, the legal age of retirement is 60 years – as is the case for women 

working in the UK, Italy or Greece – whereas in Ireland retirement is at the age of 66. 

                                                   
2 In the case of Sweden the data is cross-sectional; therefore Sweden was discarded from our 
analysis. For comparative reasons, Austria was dropped as well from our sample. For 
Luxembourg, Germany and UK we used the national panels: PSELL, GSOEP, respectively BHPS 
as they are implemented in the user database of the ECHP. 
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Consequently, the upper age threshold in our sample, which is one year prior to the 

statutory retirement age, ranges from 59 years to 65 years3. 

 We selected only people who were in paid employment and worked for at least 

15 hours/week in the last observation year and who were present for at least 2 

consecutive waves in our data. The individuals enter our sample when they turn 45 

years (regardless in which wave of ECHP this happens) and they are observed until they 

are one year younger than the statutory retirement age or until the data is right censored, 

meaning that the person had not yet reached the retirement age at the end of the 

observation period4. We also have some left censored periods for respondents who are 

older than 45 years in the first year they are observed. Nevertheless, since they are still 

employed in the first observation year (otherwise they are not selected in our sample) 

this does not constitute a major problem. The sample size (N) is equal to 55241 senior 

workers from 13 countries. An advantage of using this extended sample is that we can 

observe all the possible transitions out of employment into early retirement, disability, 

unemployment and other inactivity states.  

 We weighted our sample by a weight factor created from the original personal 

weight of ECHP, multiplied by the population factor (which was calculated as a 

percentage of the active population of senior workers that our sample represents by 

country, by gender and by year). In this way we controlled for the underrepresentation 

of certain groups or countries in our sample across all waves.  

 

2.2.2. Operationalization of the main variables  

 

In this section we define how we selected and constructed the variables used in our 

models from different sources: based on the original ECHP variables as well as from 

macro data resources and we describe how we created the flexibility of the social 

security system indicator. We start with the description of our dependent variable, the 

transitions out of employment through different routes. 

 

 

 

                                                   
3 For details on statutory retirement age by country and by gender see Table 2.2 in the next 
section. 
4We have to mention that there is also a rather high attrition rate in the ECHP database, which is a 
common problem of the long running panel data. 
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Dependent variable: leaving the labour market through alternative paths 

 

Our dependent variable is exit from the labour market through different pathways. We 

constructed our dependent variable based on the self-defined labour market status and 

the type of benefits received. In a first step we created our dependent variable based 

only on the self-defined labour market status, however, given that some of the 

respondents declared themselves as retired whereas they were actually still receiving 

labour income or other types of benefits, some data cleaning was necessary. This was 

done in a second step by cross-checking the self-defined employment status against the 

type of benefits received and excluding those individuals who declared themselves 

active although they were not receiving any labour income, while including those who 

received different type of benefits (unemployment, disability) in the respective category. 

As such a more accurate measurement of employment status was achieved. The 

reference category is no exits, standing for people who continued their working life 

between 2 consecutive waves. The alternative exit routes from the labour market which 

we included in our models are: early retirement, disability exits, unemployment and 

other inactivity exits for reasons not included in the previous categories.  

 One could argue that inactive or unemployed people can start working again and 

as such should not be treated as leaving definitively the labour market. However, less 

than 2% of our sample who made a transition out of the labour market actually re-

entered during the observed period, justifying our decision to consider the alternative 

exits (including unemployment) as a first step in phased (early) retirement and therefore 

as definitive exits from the labour market as well. 

 

Institutional predictors of the early exits 

 

Our main institutional indicators are: the flexibility of the social security system 

(especially in what it concerns the eligibility for early retirement benefits) and the 

generosity of the different types of benefits. 
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Creating a new flexibility index  

 

In previous research a rather straightforward way of defining an index of flexibility of 

the social security system was constructed (see Schils: 2005). This was done by 

attributing scores and ranking countries in three categories: very generous, moderately 

generous and ungenerous schemes. We deviate from that approach since we 

operationalize an index that shows a more diverse picture of flexibility across Europe 

which takes into account the particularities of the early retirement schemes embedded in 

the first and second pillar pensions and calculates an individual flexibility index for 

each country. For example, if Schils (2005) looked only if the conditions of minimum 

age and/or minimum number of years of contributions required existed in a national 

pension scheme, we go a step further and quantify in our index the exact minimum 

years of contributions and/or minimum age required for early retirement by gender in 

the countries in which these conditions apply. 

 

 The formula used to create our flexibility index reads as follows: 

 

, , , , , ,
1 2 3

1

[ ( ) (65 ) ]
n

m f m f m f m f m f m f
p p p p

p

FPI SRA ERA SRA SYI COVω ω ω
=

= − + − +∑  

 

where:  

,m f
pFPI = flexibility index for first and second pillar by gender; 

,m fSRA =statutory retirement age by gender (ranging from 60 to 66 years); 

,m f
pERA =early retirement age by pillar and by gender (ranging from 55 to 65 years); 

 
,m f

pSYI =score of minimum numbers of insured years by pillar5 and by gender         

 (calculated based on minimum number of years insured condition, ranging from 15 to 42 years); 

,m f
pCOV =coverage pension benefits by pillar and by gender (% of active population); 

3
1ω =weights. 

 

                                                   
5 In the case of the second pillar the score of minimum years insured (SYI) is equal with 0. 
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  We assigned a double weight, ω1= ω3= 2, to the first, “ ,m fSRA -
,m f

pERA ”,  

and third, “
,m f

pSYI ”, terms giving more weight to the within country flexibility than to 

the second condition, “65 - ,m fSRA ” with ω2= 1, that we introduced to measure 

across-countries flexibility, since the former defines more the early retirement eligibility 

within the country while the later refers to the gap between the statutory retirement in a 

respective country and the EU goal of statutory retirement of 65 years for both men and 

women in all the Member States in which this is not yet the case6. 

 We calculated the score of the minimum years insured condition by deducing 

the number of years insured from 100 in order to inverse the scale and to assign a lower 

value on the flexibility scale to a higher number of years of contributions required in 

order to be eligible for pension benefits. The minimum value, 0, is given to countries 

without an early retirement package like The Netherlands and UK. The maximum score 

of 100 is attributed to the countries which do not require minimum years of insurance in 

order to qualify for the benefits (maximum flexibility) as Finland. In the last step we 

rescaled the obtained score by dividing it by 10.  The attributed score by years insured 

condition by country and by gender is detailed in Table 4 in Appendix I. A summary of 

the main characteristics of the first pillar pensions by gender for the selected countries 

can be found in Table 2.2 below.  

                                                   
6 Ireland, with a statutory retirement age of 66 years, was already ahead the EU target at the 
reference period.  
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Table 2.2: Characteristics of the first pillar pension system by country& by gender  

 
statutory 

pension age 
partial 
pension  coverage 

minimum  early 
retirement age  minimum insured years 

Country  Men women    men women men women 
Belgium 65 62 1 active population 60 60 32 32 

Denmark 65 65 1 universal 60 60 
25 unemployment 

insurance 25 unemployment insurance 

Finland 65 65 1 universal 60 60 
no min insured 

condition no min insured condition 

France 60 60 1 active population 56 56 42 42 

Germany 65 65 1 active population 63 63 35 
35/15 from which  

0 after 40y.o. 

Greece 65 60 0 active population. 62 /  58 57 38 /  40 38 

Ireland 66 66 0 active population 65 65 - - 

Italy 65 60 0 active population 57 57 
 35/37& no age 

condition  35/ 37& no age condition 

Luxembourg 65 65 0 active population    57/60 
       

57/60 
 40/40incl.including 
assimilated periods   

 40/ 40incl.including 
assimilated periods   

Netherlands 65 65 0 universal - - - - 

Portugal 65 65 0 active population 55 55 30 30 

Spain 65 65 1 active population 60 60 insured before 1967 insured before 1967 

UK 65 60 0 active population - - - - 

Sweden  65 65 1 universal - - - - 
source: MISSOC Report (2002), Natali (2004), ISG Report (2004). 
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We can see from Table 2.2 that only Denmark, Finland and The Netherlands 

have a universal coverage for the first pillar pensions. The characteristics of the second 

pillar (for countries for which there data is available for the reference period) are 

presented in Table 2 in Appendix I from which we can see that only UK has universal 

coverage for the second pillar. For that reason we weighted the flexibility index by the 

coverage of the population for each pillar, calculating it from macrodata referring to the 

active population for the first pillar and the employed population for the second one7. 

Details on the calculation of the flexibility index by country and gender can be found in 

Table 4  in Appendix I. 

 

Generosity of the social security system 

 

The generosity factor is implemented through the inclusion of the replacement rates of 

pensions and social security benefits (disability and unemployment) for older workers in 

each country but also through variables indicating the level of public expenditures on 

active labour market policies and labour income taxes, as well as the implicit taxation 

rate (ITR). In order to assess the generosity of the social security system we used the 

replacement rates of the different benefits (pensions, unemployment and disability) as 

calculated by Blöndal and Scarpetta (1997) and Natali (2004). Pension’s replacement 

rates are defined as the theoretical gross pension replacement rate that a 55 years old 

worker could receive if he will continue working until the standard retirement age, 

assuming that he started to work without interruption since the age of 20 years old and 

that the real earnings are constant across time. Gross replacement rates for five years of  

unemployment are defined as percentage of average earnings of workers over 55 years 

old and calculated as an  average of two  earnings levels (economy average and two-

thirds average) and three types of household (single person, single-earner family and 

dual-earner family). The gross replacement rates for disability are calculated as an 

annual average for old workers for each year between 55-64 and as averages  for two 

income levels (economy average and two-thirds average)  and three household types 

(single person, dependent spouse and dual earning family). For more details about the 

calculation procedure see Blöndal and Scarpetta (1997). In our models we included the 

replacement rates separately for each benefit, since we want to observe the effect of 

each type of benefits on the respective exit path from the labour market. In addition, we 

                                                   
7 source: EUROSTAT database available at: http://epp.eurostat.ec.europa.eu. 
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included among our institutional predictors the implicit tax rate  (ITR) for old workers 

aged between 55 and 64 years, defined as the taxes on employed labour divided by the 

compensation of the employees8 and the taxes on labour income.  

 We wanted to test the impact of active ageing policies on the early retirement 

behaviour; therefore we included in our model the Governmental expenditures with 

active labour market policies. We expected that higher investments in active labour 

market policies will decrease the early exits from the labour market. The data was 

retrieved from the EUROSTAT database for the EU countries for the period under 

survey; therefore it is a time varying covariate. The summary statistics for the main 

institutional indicators used in our models by country are listed in Table 1 in AppendixI. 

 

Other predictors used as control variables 

 

We controlled for personal characteristics such as gender, the number of children and 

age. Since, if people did not retire early until a certain age, they are more likely to work 

until they qualify for old age benefits, a non-linear effect of age on early exits was taken 

into account as well by including a quadratic term. We also included an ‘over 55 years’ 

dummy to control for the heterogeneity of the senior workers sample. At the same time, 

we controlled for the period effects (including the years of the survey as dummies in the 

model), therefore implicitly controlling for the cohort effects as well9. 

 On the other hand, we have to mention that it is difficult to distinguish between 

the effects of age, cohort and period. According to Erdman (1978) in order to separate 

cohort, age and period effects, 3 conditions must be fulfilled by the data, which would 

allow us to observe: first, longitudinal differences within cohorts, secondly, cross-

sectional differences between the youngest and the oldest cohort at a certain point in 

time and, thirdly, “time lag” differences meaning that a long-running panel is required 

in order to observe the youngest cohort (at the moment of the first measurement) until it 

becomes of the same age that the oldest cohort was in their first measurement. However, 

ECHP, with only 8 waves, has not enough yearly observations10 in order to assess all 

                                                   
8 source: CODED-The EUROSTAT Concept and Definition Database available at: 
http://ec.europa.eu/eurostat/ramon/nomenclatures/index.cfm?TargetUrl=LST_NOM_DTL_GLOSSARY&StrN
om=CODED2&StrLanguageCode=EN. 
9   Since the cohort year is equal with the period year minus the age of the individual at that point 
in time. 
10 The youngest cohort in the first observation year of ECHP (1994) was born in 1949 while the 
oldest cohort was the one born in 1929 and the individuals are observed for a maximum period of 
8 years; however, a minimum of 19 years of data would be required in order to observe people 
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these three differences, therefore the effects of age, cohort and period are intertwined in 

our analysis. Consequently, the effect of age (including its quadratic term) in our pull 

data set with the observation years as the time-frame is not a pure effect of biological 

ageing as much as it is a combined age and cohort specific effect within the observed 

period of time (1994-2001). 

 The original self-defined health status11 variable has been recoded in a 

dichotomous variable with poor and very poor health together and else as the reference 

category. We regrouped as well the educational level in 3 main categories: low (no 

education, pre-primary and primary- used as reference category), secondary level (lower 

secondary education, secondary or post-secondary education) and high education (first 

and second stage of tertiary education). 

 Furthermore, we linked the partner information to the individual one and we 

controlled for the presence of the partner (in marriage or cohabitation) in the household 

as well as for the labour market status of the partner, distinguishing between partner 

retired and partner in other type of inactivity (reference being partner employed). 

 Regarding the income, we differentiate between personal labour income, other 

household labour income (calculated by deducing the individual labour income from 

total household income from labour) and household non-labour income (calculated by 

deducing the total labour income of the household from total household income), since 

they can have different impact on early retirement decision.  

 Concerning the employment status and job characteristics, we controlled for 

self-employment status, the existence of a permanent contract, the number of working 

hours, job tenure (in years) and if they were unemployed in the last 5 years. Regarding 

the size of the firm we regrouped the original ECHP variable in 3 categories, small 

(under 20 employees- used as reference), medium size (between 20 and 499 employees) 

and large firms (with over 500 employees). We also regrouped the professional types in 

4 categories: lower manual workers (used as reference), upper manual workers, low 

white collar employees and highly trained professionals. We distinguish between public 

and private sector and within the private sector between the industrial sector (used as 

reference category), the primary sector and the trade and services sector.  

                                                                                                                             
belonging to the 1949 cohort at the same age (64 years) that people belonging to the 1929 cohort 
were in 1994 (which is the first observation year in the ECHP). 
11 We confronted ourselves with the problem that health information was missing for 
Luxembourg. Being such a crucial predictor of the early exits, especially the disability ones,  we 
could not exclude it from our models, therefore we estimated the health status for Luxembourg 
based on the values of the other countries and the main determinants of the health status. 
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 Finally, we control also for the economic cycle effects, by including in our 

models the GDP per capita (measured in thousands of €/year), the overall 

unemployment rate and the year dummies.  

 

2.3. Methodology and empirical models   

 

In order to assess the impact of the institutional determinants on early transitions out of 

the labour market we used multinomial logit regression models on the person-period 

data. As such we adopt a competing risks discrete time event history approach (for more 

details on this type of models see Yamaguchi: 1990; 1991). We employed robust 

estimation of the standard errors since our data are clustered by country12. Our sample 

selected from the ECHP is organised as a pooled person-year file, with one record for 

each individual by year. The data allowed us to construct a maximum of seven yearly 

transition observations per individual corresponding to the year-by-year transitions data 

from ECHP.  

 Our research includes individual level as well as country level factors 

influencing early labour market exit. Given that we have comparative data only on 13 

countries which were included in our analysis, a multilevel approach is not really 

feasible. Hence, we opted for another approach. We start with a Basic Model that 

includes all the individual level indicators that serve as control variables within this 

reference model. Next, we added country level information and estimated two separate 

models: an Institutional Model in which we included the institutional indicators 

presented in the previous section and a Country Model in which the Basic Model is 

extended with the 13 country dummies. The latter model identifies individual country 

differences, whereas the Institutional Model ‘regroups’ countries on substantive 

indicators. Comparing the model fit of these three models sheds light on the relevance 

of the substantive country level predictors as you can see in the results section. 

 

 

 

 

 

 

                                                   
12 with the exception of the Country Model. 
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2.3.1. Where do the countries stand on their generosity-flexibility indicators? 

 

In order to have a more comprehensive picture of the early retirement patterns in 

Europe, we run the analysis in two steps: firstly, at macro-level, we explored the 

countries differences in flexibility-generosity patterns and secondly, at macro-micro 

level, we analyse the institutional impact on individual early retirement behaviour. 

Figure 2.1 illustrates how the countries present themselves in terms of flexibility and 

generosity of their social security system differentiated by gender (see also the 

dendogram of the cluster analysis in Figure 1 in Appendix I). 

 

Figure 2.1: Flexibility and  generosity of the social security system by country& gender 

 
  

 The X axes represent the flexibility indicator which we constructed based on the 

characteristics of the social security system in each country, while the Y axis indicates 

the generosity indicator based on the gross replacement rates for pension benefits in 

each country as they were calculated by Blondal and Scarpeta (1997), therefore the 

values of the later indicator do not differ by gender. Regarding the flexibility indicator, 

we can see from the Figure 2.1 above that, on average, it is higher for men, with the 
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exception of UK where it is higher for women and in The Netherlands and Finland 

where gender equality in the eligibility criteria is observed.  

 Figure 2.1 also illustrates that there are countries with a low flexible and rather 

ungenerous system (Ireland, UK and The Netherlands), countries with a medium 

flexible and medium generous system (Belgium and France), countries with low flexible 

for women and rather highly flexible for men yet highly generous system (the Southern 

countries and Luxembourg) and countries with a highly flexible and medium generous 

system (Denmark and Finland). As we can see also from Figure2.1 (and more in details 

from the dendogram of the cluster analysis by gender presented in Figure1 in 

AppendixI), Germany is the only country which clusters differently by gender due to the 

differences in the eligibility criteria for early retirement benefits, as imbedded in the 

first pillar pension which are more advantageous for women. Consequently, German 

women belong to the group of countries with a medium flexible and medium generous 

system, while German men to the cluster with a low flexible and rather ungenerous 

system. 

 In the next section we will go further with our analysis from the macro-level to 

the combined micro-macro level, looking at the institutional impact on the individual 

early retirement behaviour. 

 

2.3.2. Modeling early retirement behaviour  

 

In the results section we primarily focus on the models including country level 

indicators since they elaborate on the key questions of our research. At the end of this 

section, we summarize the main results of the Basic Model. 

 Regarding the model fit, the Basic Model has a PseudoR2 of 0.1542, which 

means that our control variables explain about 15.42 percent of the variation in the early 

exits from the labour market through different routes, as it can be seen from Table 2.3.   

 

Table 2.3: Summary models fit 

models Pseudo R2 Log pseudolikelihood 

Basic Model                                       0.1542 -17291.991 

Institutional Model           0.1706 -16844.135 

Country Model (ref. Germany)   0.1763 -16779.807 
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 For these types of transition models, the level of explanatory power is 

considered rather good. Compared with the Basic Model, the explanatory power of the 

Institutional Model increases with about 1.5 percent, which is almost as good as the 

Country Model, that added an additional 2 percent of explained variance in early 

retirement behaviour to the one explained by the Basic Model. It implies that policy 

variables capture most of the differences between countries in the early retirement 

patterns.  

 

The Institutional Model  

 

The Institutional Model differs from the Basic Model since it additionally includes 

indicators of the flexibility and generosity of the social security system, as it can be seen 

from Table 2.4.  

 

Table 2.4: Summary Institutional Model* 

institutional 
predictors 

early 
retirement (B) 

disability 
 (B) 

unemployment 
 (B) 

other inactivity  
(B) 

flexibility                      0.042*           0.088           -0.034**         -0.078*** 
RR pensions                       0.044***       -0.088*            0.004             0.009    
RR unemployment               -0.005          -0.030***          0.010**           0.005    
RR  disability                   -0.038***        0.040***          0.000             0.010    
taxes  labour income                          -0.042*         -0.011             0.138***         -0.017    
ITR       -0.229           5.050*           -0.325             0.233    
ALMP        0.018           0.102             0.225           -0.328    
Note: N =55241;     Pseudo R2 =0.1706;      significance levels: * p<0.10, **, p<0.05, *** p<0.01.                    

    * We included as well the control variables from the Basic Model. 
        RR= replacement rates; ITR= implicit taxation rate ; ALMP= active labour market policies.                                

 
 The flexibility of the social security system, measured by the eligibility index, 

has, as expected, a positive effect on early retirement exits and a negative effect on 

unemployment and other inactivity ones. It shows that, if people are entitled to early 

retirement, the take-up rate is rather high and they are less likely to take alternative 

exits. The policy relevance is clear: it shows that the early retirement schemes that were 

put in place in Europe a few decades ago had a high impact on the retirement behaviour 

with long run negative effects on the sustainability of the social security systems.  

 As a proxy for the generosity indicators we used the replacement rates, the 

implicit taxes on labour and the level of taxation on labour income. As expected, 
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generous benefits are increasing the probability for people to be pulled into the 

respective exit pathway. The higher replacement rates of the early retirement schemes 

are the stronger are the financial incentives to retire earlier and less likely to choose 

alternative exits, such as disability. More generous replacement rates of the disability 

schemes, as expected, strongly increase the probability of disability exits while decrease 

the probability of taking early retirement benefits. The same mechanism can be 

observed in the case of unemployment replacement rates: more generous benefits will 

increase the unemployment exits or will trap people in long term unemployment, while, 

consequently, it decreases the probability to exit through other routes like disability one. 

This result is policy relevant and it corroborates the results of other research in the field 

(Whiteboard: 1995; Gruber and Wise: 1997; Börsch-Supan and Schnabel: 1998; 

Schils:2008). 

 Taxation on labour income, contrary to what we expected, has a negative effect 

on the early exits (and positive one the probability of becoming unemployed), 

suggesting that labour income, even subject to a high taxation, is not such an important 

push factor out of the labour market. An higher implicit tax on continuing working is 

strongly increasing only the exists through the disability schemes, probably due to the 

fact that the benefit of continuing working compared with that of retiring is lower for 

people with poor health or a disability condition.   

 Contrary to their purpose, active labour market policies seem not to exert a 

significant effect on early retirement exits; this predictor has only a positive significant 

effect on the unemployment exits. Most likely this reflects the fact that these policies 

had low activation standards with respect to older workers, since policies aimed at the 

prolongation of the working life were just starting to be implemented at the end of the 

period under survey. These findings have clear policy implications and show, once 

more, that the financial incentives are key factors in explaining the early retirement 

behaviour.   

 

The Country Model  

 

Whereas in the previous model country level information was included by adding 

substantive institutional predictors, in the Country Model we added to the Basic Model 

a set of country dummies (with Germany as reference) in order to estimate country 

differences in early retirement behaviour across Europe, as you can see from Table 2.5. 
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  Table 2.5: Summary Country Model* 
predictors 
(countries) 

early retirement 
(B) 

disability 
 (B) 

unemployment 
(B) 

other inactivity  
(B) 

Denmark                         -0.526***         1.243***        -0.337**         -0.777**  
Netherlands                     -1.123***         1.443***        -1.121***         0.665*** 
Portugal                        -1.306*          -1.486           -1.560***         0.616    
     
Luxembourg                       0.820            4.447**           0.602            1.147    
Finland                          0.261            2.447***        -0.585***        -0.629**  
Greece                           0.933           -0.798           -1.401***         1.330**  
Spain                            0.111            1.591***        -1.295***         1.322*** 
UK                              -0.175            0.418           -1.223***         0.445**  
Ireland                         -0.045            1.372***        -1.310***         0.705*** 
     
Italy                            1.329***         0.030           -1.450***         0.423**  
Belgium                          0.774***         2.058***        -0.835***         0.011    
France                           0.383*           0.788**         -0.683***         0.206    
Note: N =55241;   Pseudo R2 =0.1763;   significance levels: * p<0.10, **, p<0.05, *** p<0.01.                     

          *We included as well the control variables from the Basic Model. 
Germany is used as reference.  

 

 The results confirm that there are significant differences in the early retirement 

behaviour across different countries in Europe. There seems to be three groups of 

countries: 

� countries exerting a strong negative effect on early retirement exit, which means 

that people from Denmark, The Netherlands, and Portugal are more likely to 

prolong their working life than people living in Germany; 

� countries with a strong positive effect on the early retirement decision, which 

means that people from Belgium, France and Italy are more likely to retire earlier 

than Germans; 

� and countries which do not show significantly different early retirement patterns 

than Germany: Finland, Luxembourg, Greece, Spain, Ireland and UK, rather a 

heterogeneous group of liberal, conservative and Southern countries.   

 However, there are significant differences in the alternative routes: people from 

the other countries (with the exception of Luxembourg where there are too few 

unemployment cases in the reference period to produce significant results) are less 

likely to become unemployed than Germans. Furthermore, in most of the countries 

people are more likely to take other alternative exits such as disability (positive effects 

for Denmark, Benelux countries, France, Ireland, Spain and Finland) or other inactivity 

path (The Netherlands, UK, Ireland, Italy, Greece, Spain) with the exception of 

Denmark and Finland where people are less likely to use other inactivity exits than 

Germans. Overall, we noticed that the countries in our sample do not seem to follow the 
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Esping-Andersen (1990) welfare state regime typology as amended by Ferrera (1996) in 

their early retirement patterns and this needs further investigation which will be the 

focus of the 4th Chapter of this thesis.  

 

The Basic Model  

 

The Basic Model includes all the control variables and acts as a reference model in 

order to assess the added value of the institutional approach.  A summary of the results 

from the Basic Model can be found in Table 2.6.  In discussing these findings, we take 

primarily interest in the early retirement transitions.  

 

Table 2.6: Summary Basic Model 
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Regarding the personal and human capital characteristics, age has, as expected, a 

positive effect on the exits into disability and unemployment (while age square has the 

opposite sign, suggesting a non-linear effect). Furthermore, being over 55 years of age 

increases the probability of becoming unemployed, probably due to a combination of 

lack of human capital and employers preferring younger workers (even age 

discrimination, see Petrovici: 2005) resulting in lack of opportunities for senior workers. 

Regarding the period effects (and implicitly cohort effects) we do not observe 

significant effects on early retirement exits, only positive effects on the alternative 

pathways. However, as we stated in the previous section, we have to interpret the effects 

of age, cohort and period interrelated and we see that, as far as early retirement exits are 

concerned, these predictors do not seem to have a significant impact. 

 Gender as well does not seem to have a significant effect on the early retirement 

decision, which it is at odds with what we expected. However, being a man has a strong 

negative effect on the transition into other inactivity states, since women are less likely 

to fulfil the requirements for early retirement schemes, therefore more likely to choose 

the other inactivity path as an exit strategy. Nevertheless, the gender effect might also 

by captured by other predictors like marital status and the number of children. People 

who are married or cohabitating are more likely to exit through other inactivity path. 

Furthermore, those with a retired partner are much more likely to retire early, 

confirming the hypothesis of synchronised (early) retirement within the couple. When 

the partner is inactive without being retired it increases the probability for the other 

partner to exit through disability schemes. The latter result might again indicate the need 

of synchronizing withdrew from activity when disability is seen as a viable alternative 

exit route if the requirements for early retirement schemes (if available) are not fulfilled.   

 The self evaluated health status is an important predictor of early exits from the 

labour market, especially for the disability cases, since a condition sine qua non of the 

disability schemes is to have a documented health problem. As expected, a precarious 

health increases the probabilities to retire earlier through all the alternative routes. This 

confirms the previous research, e.g. Bloom et al. (2004) argued that healthier lives lead 

to an increase in the working life, although not in a proportional way, due to the 

preferences for leisure time.  

 Education level has no statistically significant effect on early retirement exits, 

since probably its effect is captured by other socio-economic characteristics such as 

labour income, sector and professional status.  Nevertheless, people with secondary 



  

 30 

education are more likely to become unemployed than those with primary or no 

education.  

 Regarding job related characteristics, as expected, self employed people are less 

likely to retire early since they are in control of their working arrangements which they 

can adapt to their own needs and preferences. At the same time, they are more likely to 

withdraw from the labour market thought alternative paths such as disability or other 

inactivity exits. As expected, employees with a permanent contract are less likely to 

retire early, become unemployed or to withdraw from the labour market thought other 

types of inactivity. This shows that senior workers in temporary jobs have a more 

vulnerable labour market position. Consequently, employees with longer job tenure are 

less likely to retire earlier or to become unemployed or inactive. At the same time, 

people who work more hours per week are less likely to retire early or to take the 

inactivity route. This might reflect their better employment position compared to people 

working less hours or it might reflect their preferences for maintaining a high labour 

income.    

 Firm size has as well an impact on the alternative exits: people working in 

medium sized firms (20 to 499 employees) are less likely to become inactive compared 

with those working in firms with less than 20 employees. At the same time, people 

working in large firms with more than 500 employees are less likely to become 

unemployed and more likely to exit through disability than their companion workers 

from small firms.  

 The occupational class seems also to influence the early exits: people in 

professional occupations and low white-collar workers are more likely to retire early 

than manual workers, which might be associated with more attractive or generous 

retirement schemes; while the upper manual workers are less likely to become 

unemployed than their colleagues less skilled. 

 The well-known income effect in neo-classical theory suggesting that with 

higher income and increasing standards of living also the demand for leisure increases 

and people therefore tend to retire earlier (see Bütler et al.: 2004) is not confirmed by 

our results. The personal and household income variables exert no significant effects on 

the decision to retire early. However, a higher personal labour income lowers the 

probability to exit through alternative routes: people with a high non-labour income are 

more likely to choose alternative routes such as disability and unemployment, even if 

they are financially unattractive, when they want to withdraw from the labour market 

and they do not qualify for (early) retirement benefits.  
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 Being unemployed in the last 5 years has a negative impact on early retirement 

exits and a positive one on alternative routes such as disability and unemployment, 

suggesting that those people are less likely to qualify for early retirement benefits, 

therefore they will be more likely to exit through alternative paths. This might also be 

due to a stigma effect because of which they have impaired labour market opportunities. 

At the same time, in many countries, long term unemployed above a certain age benefit 

from advantageous conditions to retire early, thus unemployment is used as an exit route 

in phased (early) retirement. 

 The sector of activity seems to exert an impact on early retirement as well: 

people working in the trade sector are less likely to retire early or to become 

unemployed compared to those working in the industrial one, while civil servants are 

less likely to exit through alternative routes like disability (same effect being observed 

also for people working in primary sector), unemployment and other inactivity states 

than those working in the industrial one. This is likely to be associated with the shielded 

character of the public sector resulting in more secure employment.  

 To sum up, it seems that synchronising retirement, health status, job 

characteristics as well as profession and sector have an impact on the early retirement 

decision, while, the financial incentives of prolonging the working life seem to have no 

significant impact on the early retirement behaviour. However, as we saw from the 

Institutional Model, financial incentives imbedded in the (early) retirement benefits act 

as a strong pull factor. This has clear policy implications which will be discuss in the 

next section. 

 

2.4. Conclusions and policy recommendations 

 

Comparing the findings of the empirical models presented in the last section, we can 

conclude that our institutional approach indeed creates added value for explaining the 

differences in the early retirement behaviour of senior workers in Europe.  

 Regarding the policy indicators used in the Institutional Model, our hypotheses 

were confirmed. We found clear effects of the flexibility and the generosity of the social 

security system on early retirement behaviour. The flexibility regulations, as they have 

been developed over the years allowing senior workers to retire at early ages seem to 

have exerted a strong impact on advancing the timing of the retirement decision. The 

more generous the different benefits are the more likely senior workers will be to exit 

through the respective pathway.  
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 The effect of active labour market policies on early retirement exits turns not to 

be statistically significant. We conclude that these findings show that active labour 

policies were not yet particularly oriented towards older workers in the period under 

survey, for which reason their impact on the individual early retirement behaviour is 

low. This clearly asks for more active policy measures aimed at prolonging the working 

life of senior workers. One way forward would be creating flexible retirement schemes 

rendering more options to people to defer retirement but also to create a better linkage 

of the level of benefits in actuarial sense to the age at which people in reality exit the 

labour market. 

 The power of the model can be increased by including more countries, and it 

could be a way to precede in future research using the EU-SILC data covering more 

countries including the Eastern and the Baltic states, which will be the focus of the 4th 

Chapter of this thesis. Another way would be to include the regional level, however, 

institutions are likely to differ only at that level in the administratively decentralised 

countries and there is hard to find comparative regional data for all the EU countries.  

 To sum up, our models showed that the labour market institutions exert a 

significant impact on the early retirement behaviour of senior workers in Europe, with 

large differences between countries. The results also show that common structural 

variables remain important predictors for explaining the early exit behaviour of older 

workers in the European countries under scrutiny. However, there are significant 

differences in the way countries seem to be successful in implementing active ageing 

policies and these differences appear to point to the importance of institutions and 

policies in influencing the individual early retirement decision. The results found here 

show the importance of social policies in creating incentive or disincentive effects on 

labour market participation of senior workers and hence on early retirement patterns 

through the flexibility and generosity of their benefits systems.  
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Appendix I 
 

 

Table 1: Summary statistics institutional predictors by country  
 

country ALMP# rrp* rrd* rru* taxes GDP# unempl_rate# 

Denmark 1.15 56.2 38.8 72.36 19.42 21.52 5.83 

Netherlands 1.02 45.8     70 74.30 16.46 21.22 4.75 

Belgium 1.07 67.5 58.3 62.15 20.07 20.50          9 

France 1.01 64.8     50 76.05 20.05 18.97 10.96 

Ireland 1.29 39.7 32.2 59 13.06 18.49 9.82 

Italy 1.07   80     60 62.12 16.80 19.51 10.96 

Greece .31 120     59 44.62 12.46 12.30 10.08 

Spain .52 100 71.5 68.83 14.19 15.29 16.06 

Portugal .64 82.6 71.7 91 13.82 12.55 5.96 

Finland 1.13    60     60 69.73 21.61 19.12 11.95 

Germany 1.05    55 44.1 74.91 19.37 20.35 8.29 

Luxembourg .21    93.2 52.9 86.36 14.64 37.67 2.65 

UK .42   49.8     24 46.82 13.55 18.95 7.06 

Note: *absolute values by country 
 # active labour market policies (ALMP) are measured in governmental expenses( % of GDP)  
 GDP is measured in 1000€/capita; 
sources: ISG report (2006),Natali (2004) Blöndal and Scarpetta (1997), OECD database:  
 http://www.oecd.org/dataoecd/17/21/39720238.xls, OECD report (1996) , EUROSTAT database. 

 

 

Table 2: Characteristics of the second pillar 

 
early retirement 

age 

coverage 
( %of employed 

population) 

partial 
pension 

country  men women   
Belgium 60 60 35 1 
Denmark 65 65 80 1 
Germany 60 60 50 1 
Ireland 65 65 50 1 
Netherlands 62 62 91 1 
UK 62,5 60 universal 0 
source: Natali (2004), ISG Report (2002).    



34 
 

Table 3: Score of minimum years insured 
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Table 4: Construction of the flexibility index by country, gender and pillar  

country  flexibility by gender and pillar  
average flexibility by 

pillar 

average flexibility by 
gender 

(pillar 1 + pillar2) 

flexibility score (FPI) 
(average by gender, 
summed by pillar) 

pillar 1 pillar 2 

men women men women pillar 1 pillar 2 men women 

Belgium 
Denmark 

13,61 
21,5 

7,11 
21,5 

2,7 
5,11 

2,02 
2,56 

10,4 
21,5 

2,36 
3,84 

16,31 
26,61 

9,13 
24,06 

12,72 
25,34 

Finland 26 26 0 0 26 0 26 26 26 

France 15,6 12,65 0 0 14,1 0 15,6 12,65 14,12 

Germany 9,95 8,02 4,29 4,29 9 4,29 14,24 12,31 13,27 

Greece 15,5 7,67 0 0 11,6 0 15,50 7,67 11,59 

Ireland 0,76 0,47 0,34 0,34 0,6 0,34 1,11 0,82 0,96 

Italy 16,54 7,32 0 0 11,9 0 16,54 7,32 11,93 

Luxembourg 16,79 11,48 0 0 14,1 0 16,79 11,48 14,14 

Netherlands 0 0 8,28 8,28 0 8,28 8,28 8,28 8,28 

Portugal 20,98 16,31 0 0 18,6 0 20,98 16,31 18,64 

Spain 14,48 8,36 0 0 11,4 0 14,48 8,36 11,42 

UK 0 3,33 3,76 3,76 1,7 3,76 3,76 7,09 5,42 

 

       source:  own calculations based on the data presented in Table 2.2, section 2.2; Table 2 and Table 3 in the present Appendix.  
       The final scores are weighted by the coverage of the first, respective the second pillar 



36 
 

    Figure 1: Dendogram- countries clusters on generosity and flexibility indicators by gender  
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Chapter 3 

Work Ethos, Welfare State Institutions and  

Early Retirement Patterns in Europe*  

 
 

 

Abstract Abstract Abstract Abstract  

 

This paper focuses on evaluating the effects of work related cultural values and welfare 

state institutions on early retirement behaviour of senior workers in 13 European 

countries. Two datasets are used that are matched at the group level, the European 

Community Household Panel (ECHP) and the European Values Study (EVS) in order to 

estimate models that focus on the cultural values perspective and the institutional one.  

The outcomes confirm the added value of the cultural approach to the institutional one 

in analysing early retirement behaviour. The work related cultural values have a positive 

effect on the early retirement behaviour, meaning that people who belong to a group 

with a higher work ethos are more likely to retire earlier. Regarding the institutional 

approach, we found out that a more flexible and more generous system is encouraging 

the senior workers to exit earlier from the labour market. We conclude that the two 

approaches in studding early retirement patterns, cultural and institutional one, are not 

only complementary but also intertwined. 

 

 

 

 

 
 
* Article to be submitted for publication. A previous version of the paper was presented at the 
“Cross-border influences in social policy” ESPANET 2008 Conference, Helsinki, Finland, 
September 18–20, 2008.  
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3.1.   Introduction  

 

The demographic ageing represents a challenge for European societies, raising concerns 

about the long-term sustainability of the pension system. Consequently, active ageing 

and the prolongation of the working life became an important focus for the policy 

makers. Encouraging workers to delay retirement is a complex goal, since the retirement 

decision can be influenced by a multitude of factors: socio-demographical and job 

related, cultural and historical or associated with labour market policies as implemented 

in each country.  

 There is an on-going debate in social gerontology between the advocates of the 

institutional perspective (e.g. Walker: 2005) and those who support the “cultures of 

ageing” approach (e.g. Higgs et al.: 2003). But are these perspectives mutually 

exclusive? We will argue that the two approaches are non-exclusive, and that both, 

cultural values and welfare state institutions, play a role in the retirement behaviour of 

senior workers.  

 One strand in the sociological literature deals with the so-called “cultures of 

ageing” perspective (e.g. Fry: 1995; Higgs et al.: 2003) which considers work related 

attitudes and cultural values as primary determinants of the early exits from the labour 

market. Consequently, people who have a strong traditional work ethos tend to work 

longer than people who have a less strong work ethos or who retire to enjoy leisure time 

- the so called “third age exits” (Higgs et al.: 2003; Soidre: 2005). On the other hand, 

people who considered work a central value during their entire working life might 

regard retirement as a reward for their strong work ethos. Therefore, they would not be 

so willing to support any policy that can postpone this well deserved compensation for a 

long working life (Parry and Taylor: 2007). Nevertheless, an individual can be 

motivated by more than one of these mechanisms at the end of his/her career, since 

retirement became more and more an individualised experience (see Vickerstaff and 

Cox: 2005). Increasingly, people base their (early) retirement decision on idiosyncratic 

preferences and they want to have control over the timing of their retirement. However, 

in many cases their decision is limited by the employer’s human resources policy or by 

the social policies in place at the time, especially the ones which restrict the access to 

early retirement schemes.   

 Work related cultural values are not independent of the institutional settings and 

they vary across countries and welfare state regimes (e.g. Farrell and Knight: 2003; van 

Oorschot et al.: 2005; Kumlin and Rothestein: 2005). Moreover, the early retirement 
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culture that is in place in many European countries now days is in a large degree the 

result of the labour market policies implemented in the mid 1980s, which aimed at 

decreasing the high unemployment by encouraging retirement at early ages through 

generous financial incentives. Furthermore, over the last decades, living healthier and 

longer lives, people tend to value leisure time more in their later life (Blanchard: 2004). 

It seems that the traditional work ethic has been replaced by the leisure ethic (Vecchio: 

1980; Herbertsson: 2001) reflected in an increase in the social support of early 

retirement and, consequently, many countries have developed a “deeply rooted early 

retirement culture” (OECD: 2004).   

 It has been argued by De Vroom (2004) that there seems to be two types of age 

cultures. On the one hand, in some countries senior workers have not only the right but 

even the duty to participate in the labour market. This is typical to most Nordic 

countries. By contrast, in other countries like France, Luxembourg or the Southern 

countries the right to early retirement is stressed combined with a moral duty to do so in 

order to leave place for others. 

 Culture is one thing, but social policy can act as a pull factor attracting senior 

workers into early retirement through generous early retirement schemes as well. The 

macro-effect of the social policies on the retirement decision has been emphasized in 

several empirical papers such as Blöndal and Scarpetta (1997; 1998), Martin (1996), 

Gruber and Wise (1997), Börsch-Supan  and Schnabel (1998; 2006), Taylor (2002), 

Cremer et al. (2005), Walker (2005), Baars et al. (2006) and Lacomba and Lagos 

(2006). Walker (2005) claims that we are moving towards an “international political 

economy of ageing” facilitated by the globalisation of the policy making and he 

considers that the institutions have an essential role in offering opportunities to retire 

(pulling factor) or, on the contrary, motivations to prolong the working life (active 

ageing policies).  

 The level of generosity and flexibility of the social security system have been 

the main indicators used to evaluate the impact of welfare state institutions on (early) 

retirement behaviour. A more generous pension system encourages people to retire 

earlier (Whiteford:1995; Blöndal and Scarpetta: 1997; Börsch-Supan and Schnabel: 

1998; Fischer and Sousa-Posa: 2006). At the same time, people tend to accept early 

retirement arrangements as soon as there are eligible for them; consequently, a more 

flexible social security system offers more opportunities to retire earlier. In this regard, 

Gruber and Wise (1997) found a strong correlation between the age at which people are 

eligible for the benefits and early retirement exit. They argue that the generosity of the 
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benefits has a positive effect on early retirement and that disability and unemployment 

are often used as early retirement routes (therefore we also consider them as alternative 

exits). Schils (2005) found out that both, the generosity of the early retirement benefits 

and the flexibility of the early retirement schemes, play an important role in the 

retirement decision of senior workers. We included both flexibility and generosity 

indicators in our analysis as a proxy for the macro-effect of institutions on individual 

early retirement decision. 

 By now it is obvious that early retirement behaviour cannot be explained only 

by the rational economic behaviour of the older workers. Lumsdaine et al. (1995) 

reached this same conclusion by successively sorting out all the economic determinants 

which were not successful in explaining the high exit rates before the statutory 

retirement age, considering that only the “influence of custom or accepted practice” can 

explain the early retirement behaviour. However, the aforementioned study did not 

formally test the impact of this custom effect due to the lack of data on the subject. Our 

study builds forth on their previous analysis by assessing formally the effect of cultural 

values on individual early retirement behaviour. Our work is also linked to studies such 

as Kapteyn and Andreyeva (2008), who used the SHARE database to confirm the 

contribution of cultural factors and preferences for leisure in explaining the retirement 

behaviour across Europe and the US, in addition to well-known determinants related to 

health conditions, institutional features and financial constraints.  

 There are very few comparative studies on this subject of linking cultural factors 

to early retirement behaviour mainly due to the lack of longitudinal data on both work 

related cultural values and socio-demographic characteristics, including rich 

information on the labour market participation of the respondents.  One example is the 

paper of van Oorschot and Jensen (2009) in which they considered both institutions and 

work ethos, alongside meso-level push predictors as explanatory factors of the 

difference in the average exit ages from the labour market between Denmark and The 

Netherlands. They conclude that ungenerous benefits, combined with a higher work 

ethos could explain the higher effective retirement age in Denmark. While their analysis 

was done only at the macrolevel, we test our hypothesis using a combined dataset at 

micro-macro level, in order to see the impact of cultural values and institutional 

predictors on the individual decision to retire early across Europe. Other studies (see 

Goodin: 2001; Parboteeah and Cullen: 2003) also showed that work related cultural 

values vary to a large extent across countries. 
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 This research  aims to bridge the gap between the cultural approach and the 

institutional one by simultaneously examining the role played by work related values 

and institutions in the retirement decision and we argue that both of them are likely to 

act as important determinants of the early retirement behaviour. It involves also a longer 

time horizon compared to other studies, which allows us to capture long-term dynamics 

of the labour market. We also consider the alternative exit routes into early retirement 

such as unemployment and disability whereas most of the other current studies restrict 

themselves to (early) retirement only. We find it important to include these alternative 

exits since in many occasions they also define a definite exit out of the labour market. 

 The chapter is structured as follows: in the next section the research questions 

and hypotheses derived from the literature are presented, in the third section the 

database and the sampling method are described, in the fourth section the empirical 

model and the operationalization of the variables are explained and in the fifth section 

we present descriptive statistics on the institutional and cultural differences between 

countries. The results of our empirical analysis, with the effect of cultural values and 

institutions are discussed in the sixth section. The paper ends with conclusions and 

discussions.  

 

3.2. A cultural perspective on early retirement versus an institutional one 

 

From the cultural perspective we address the following research question: do work-

related cultural values add to the explanation of early retirement decisions alongside the 

role played by institutional factors?  

 We argue that both, labour market policies and cultural values such as work 

ethos are important determinants of the early retirement decision. On the one hand, the 

more generous the benefits are the more likely people are to accept the early retirement 

schemes as soon as they are eligible for them. On the other hand, a more flexible system 

offers more opportunities for exit from the labour market and increases the probability 

to retire earlier. We use as a proxy for labour market policies the flexibility and 

generosity of the social security system. The flexibility aspect is taken into account by 

creating an eligibility indicator that measures the access conditions to early retirement 

benefits and their availability. The generosity factor is implemented through the 

inclusion of the replacement rates for pensions and social security benefits (disability 

and unemployment) for older workers in each country. 
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 Work ethos can trigger a complex mechanism in the (early) retirement decision 

process: it can be a strong incentive to prolong working life for some individuals, while 

for others, who see retirement as a reward for a long hard working life (especially if 

they started to work at an early age), it can have the opposite effect. How a cultural 

climate defined by work ethos relates to early retirement is the principal research topic 

of this chapter.  

 

3.3. Data and operationalization of the main predictors 

3.3.1. Data construction from different sources 

 

Given that retirement is a dynamic process, we use longitudinal data to test the effects 

of work related cultural values and institutions on the early retirement decision. One of 

the main restrictions in jointly analysing institutional and cultural determinants of the 

retirement behaviour is the availability of comparative longitudinal data containing both 

types of predictors as well as sufficient information on personal and job related 

characteristics at European level. In order to solve this issue, we matched the socio-

economic dataset of the European Community Household Panel (ECHP) containing 

information on older workers and the cultural values dataset from the European Values 

Survey (EVS) at the group level (see also Kalmijn and Uunk: 2006) . 

 The European Community Household Panel (ECHP) contains data for EU-15 

countries between 1994 and 2001 (8 waves13). For Luxembourg, Germany and UK we 

used the national already longer running panel studies: PSELL, GSOEP, respectively 

BHPS as they are implemented in the user database of the ECHP.  

 We used the European Values Survey (EVS) as our source for assessing the 

work related cultural values in each country. The EVS is a large scale, cross-national 

survey research on cultural values in 26 European countries. Our study makes use of the 

EVS conducted in 2000 since this dataset falls within the period covered by the ECHP.  

 We matched the 2000 wave of EVS14 with the ECHP data. Obviously, matching 

at the individual level was impossible since both datasets make use of separate samples. 

However, both databases use large country-representative samples and, since there is 

                                                   
13 With the exception of Austria for the first wave, Finland for the first two waves and Sweden for 
the first three waves.  
14 Since we do not have time varying values, it means that we implicitly assume that the 
differences in cultural values remain invariant during the time period covered by the ECHP, 
which is a limitation of our study.  
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considerable overlap in the countries they cover15, we merged them at the country level, 

controlling at the same time for compositional differences between the two samples. 

Halman (1996) considers that age and education are important predictors of values and 

values changes; therefore we choose them, besides gender (since most of the European 

countries have a gendered labour market), to define our groups. We constructed a 

composite scale for the work related attitudes and values (which is explained in details 

in the next section). Next, we calculated the means of the individual work ethos by 

country and by compositional factors (age class, gender and education level) in the EVS 

database. In the second step, the mean cultural values calculated at the group level in 

EVS were assigned to each individual with the same characteristics (gender, education 

level, age group, country of residence) in the ECHP by matching the group cultural 

values from EVS data with the ECHP at the group level. 

 In the last step we added macro-level institutional variables derived from the 

EUROSTAT and the OECD macrodata in order to asses for differences in early 

retirement benefits, social security and tax systems as well as for differences in the 

business cycle (implicit taxes, GDP, unemployment rate). We also added a so-called 

flexibility indicator that we construct based on the macro-data indicating the dissimilar 

eligibility rules for early retirement benefits in each country. This allows us to capture 

both the institutional and the cultural determinants of the early retirement behaviour and 

to test their effects on the early retirement decisions of senior workers using a 

comparative longitudinal dataset which contains rich information on the labour market 

status and socio-demographic characteristics of the selected individuals. Figure 3.1 

summarizes the way we constructed our dataset from the aforementioned sources.  

 

Figure 3.1: Data construction from different sources 

 
                                                   
15 The EVS contains data on all the countries present in the ECHP survey.  
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3.3.2. Sample selection 

 

Regarding the countries selection, the 2000 wave of EVS covers all the 15 countries 

included in the ECHP dataset. However, the ECHP Swedish survey does not have the 

panel structure necessary for our analysis and the EVS Austrian dataset has different 

scales for the EVS original items measuring the values that we use in our analyses. Thus 

the two countries will be discarded from our analysis and we will present comparable 

results using the ECHP-EVS matched dataset for the following countries: Belgium, 

Denmark, France, Finland, Germany, Greece, Ireland, Italy, Luxembourg, Portugal, 

Spain, The Netherlands and UK. 

 We focused only on early exit from the labour market; therefore we selected 

people older than 45 years and who do not qualify yet for the old age benefits (are a 

year prior to the statutory retirement age). Most of the earlier studies opted for 50 or 55 

years as their lower threshold and 64 years as the upper one. However, in some 

countries the effective average early retirement age is lower than 55, especially in the 

case of women or in some sectors of industry. 

 Regarding the upper limit of our sample, although 65 years is the targeted 

retirement age in EU, in the reference period of our analysis (1994-2001) there were 

differences in the statutory retirement age across countries and between men and 

women, and in certain countries these differences still persist. Therefore the upper 

threshold of our the sample varies by country and gender from 59 years for French 

people and for women living in UK, Italy and Greece to 66 years in the case of 

Denmark (see summary characteristics of the pension systems by country, by gender 

and by pillar in Table 2 and Table 3 in Appendix II). As a result we have a more 

accurate selection on the early exits in each country according to their national pension 

system, differentiated by gender. Another advantage of using this extended sample is 

that we can observe more alternative transitions out of employment through disability, 

unemployment or other type of inactivity which can occur at earlier ages as alternative 

exit paths out of the labour market.  

 In order to observe the labour market transitions, we selected in the matched 

ECHP-EVS dataset only people who were in paid employment and worked for at least 

15 hours/week in the previous observation year and who were present in the data for at 

least 2 consecutive yearly observations. In the EVS, the 2000 wave, we selected people 

of the same age group as in our ECHP sample. The sample size (N) is equal to 55241 



  

 45 

senior workers from ECHP data and 8842 selected observations in the EVS (from which 

we constructed our group level cultural values data).  

 Our sample from the merged ECHP-EVS data was weighted by a weight factor 

created from the calculated original personal weight as provided in the user database of 

the ECHP multiplied by a population factor to correct for differences in the sample and 

population sizes by country. The scaling factor was calculated as the percentage of the 

active population of senior workers aged between 45-64 represented by our sample by 

country, by gender and by year. In this way we controlled for the underrepresentation of 

certain groups or countries in our samples across all waves.  

 

3.3.3. Operationalization of the main variables 

 

In this section we will present the operationalization of our dependent variable, early 

transitions out of the labour market as well as the way we constructed our main cultural 

and institutional predictors. The other socio-demographic and job related predictors 

(which were presented in Chapter 2) were used just as control variables; therefore they 

will not be discussed in detail in this chapter.  

 

Early retirement through alternative pathways 

 

Our dependent variable is early transitions out of the labour market through different 

pathways. In a first step we constructed our dependent variable based on the self-

defined labour market status, but given that some of those who declared themselves 

retired were actually still receiving labour income, in a second step, after cross-checking 

the self-defined employment status against the type of benefits received, we excluded 

those individuals who declared themselves active although they did not received any 

labour income, while including those who declared themselves inactive while receiving 

labour income or different benefits (pension, unemployment, disability) in the 

respective category. As such a more accurate measurement of employment status was 

achieved. The reference category is no exits, standing for people who continued their 

working life. The alternative exits from the labour market which we included in our 

models are: early retirement, disability, unemployment and other inactivity exits (for 

reasons not included in the previous categories). We are particularly interested in the 

early retirement exits, the other categories are considered just as the alternative paths for 
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senior workers who do not qualify yet for early retirement benefits and choose for 

phased (early) retirement.  

 

Work related cultural values  

 

We define work ethos as the centrality of work in everyone’s life. We 

created a scale of work ethos from the original items of EVS in which 

people are asked if they agree or disagree with the following statements:  

 

� it is humiliating to receive money without having to work for it;  

� work is a duty towards society; 

� people should not have to work if they don’t want to  

( we inversed the scale for this item);  

� work should always come first, even if it means less spare time. 

  

 The original scale was from 1- standing for agree strongly- to 5 -for strongly 

disagree. In a first step, we recoded the original variables into dichotomous ones, with 1 

standing for agree and agree strongly and 0 for else. We constructed our work ethos 

scale by calculating the mean of individual scores on all four items. In a second step, the 

work ethos scale was rescaled to range from 0- for the minimum value of the work ethos 

scale - to 1 for the maximum value. 

 

Institutional predictors 

 

We use the generosity and the flexibility of the pension systems in Europe in order to 

assess the macro-impact of the welfare state institutions on the individual early 

retirement behaviour. In this research, we make use of an index that is capable of 

revealing a more diverse picture of flexibility across Europe than previous studies did 

(ex. Brandt et al.: 2005, Schils: 2005). Our index takes into account the particularities of 

the early retirement schemes embedded in the first and second pillar pensions and 

calculates an individual flexibility index  for each country. Details on the calculation of 
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the flexibility index by country and gender can be found in Appendix II, Table 4 and 

Table 5. 

 In order to  assess the generosity of the social security system, we used the 

replacement rates of the different benefits (pensions, unemployment and disability), 

since we want to observe the effect of each of the different types of benefits on the 

respective exit route out of the labour market. Old age benefits replacement rates are 

defined as the theoretical gross pension replacement rate that a 55 years senior worker 

would receive if he/she continues working until the standard retirement age, assuming 

that he/she started to work without interruption since the age of 20 years old and that the 

real earnings are constant across time and across different ages. The gross replacement 

rates for five years of unemployment are defined as the percentage of average earnings 

of workers over 55 years of age and averaged over two earnings levels (at the economy 

average and at the two-thirds level) and three household types (single person, single 

earner married couple and dual-earner married couple). The gross replacement rates for 

older worker’s disability benefits are calculated as the annual average for older workers 

at each age between 55-64 years and averaged over two earnings levels (at the economy 

average and at the two-thirds level)  and three household types  (single, family with 

dependent spouse and dual earner family). For more details about the calculation 

procedure see Natali (1994) and Blöndal and Scarpetta (1997).  

 We also included as a generosity predictor the implicit tax rate (ITR)  for older 

workers aged between 55 and 64 years, defined as the level of implicit taxes on 

employed labour divided by the compensation (the gross wage)  of the employees16. The 

OECD Employment Outlook (1998) points out that a high taxation on continuing 

working is typically for countries where the average age of retirement age is low and 

vice versa. In order to test the impact of active ageing policies on the retirement 

behaviour we included in our model the public expenditures on active labour market 

policies as percentage of GDP. The data was retrieved from the EUROSTAT database 

for the EU countries for the period under survey; therefore it is a time varying covariate 

(see summary statistics of the institutional predictors in Table 1 in Appendix II). We 

expected that higher investments in active labour market policies will decrease the 

probability of exit from the labour market. 

 

                                                   
16 source: CODED-The EUROSTAT Concept and Definition Database at 
http://ec.europa.eu/eurostat/ramon/nomenclatures/index.cfm?TargetUrl=LST_NOM&StrGroupC
ode=CONCEPTS&StrLanguageCode=EN. 
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3.4. Work related cultural values & welfare state institutions 

 

In a first step of the analysis, at the macro-level, we looked into the way countries score 

on the two main determinants: work related cultural values and institutional predictors 

(flexibility and generosity of the social security system) included in our analysis.  

 

3.4.1. Work ethos in Europe 

 

From Figure 3.2 it is clear that average work values scores are weakly correlated with 

effective retirement age in the selected EU countries. The general pattern suggests that 

effective retirement age and work values are positively correlates but there are clear 

outliers to this pattern. Italy, for instance is high on work ethos whereas being low on 

effective retirement age. Ireland is on top as far as effective retirement age is concerned 

but significantly lags behind the Southern countries that score highest on work ethos 

values. However we have to mention that this average effective retirement age by 

country calculated by OECD includes also those who retired at the statutory retirement 

age and even those who deferred retirement.   

 

Figure 3.2: Cultural values and effective retirement age by country  
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 In the next step we look in our selected sample of senior workers at how they 

scored on group work ethos in each country by gender and educational level as shown 

in Figure 3.3.  

 

Figure 3.3: Mean work ethos by gender & education level in the selected countries  

 
 We can see that in all the countries, in average, men have higher work ethos 

than women, however in some countries like Spain or Portugal the gender difference is 

very small. Regarding the level of education we observe that in most of the countries it 

is inversely related with work ethos, except in Greece, Ireland and Germany. However, 

we have to mention that in the case of the last two countries, as well as in Spain, there 

are little differences in the work ethos scores based on the education level. Also as far as 

age groups are concerned (see Figure 1 in Appendix II)  little differences are observed 

between the 45-54 age group of senior workers and the 55+ one . 

 

3.4.2. Institutional differences across countries 

 

Regarding our policy macro-indicators, Figure 3.4 illustrates best the way European 

countries cluster in terms of the flexibility and the generosity of their social security 

systems, differentiated by gender. 
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Figure3.4: Flexibility and generosity of the social security system by country & gender 

 
 

 The X axis represents the eligibility indicator which we constructed based on 

the characteristics of the pension system in each country, while the Y axis indicates the 

generosity indicator based on the gross replacement rates of the pension benefits in each 

country (for more details see Table 1 in Appendix II). As we can see from Figure 3.4, 

the eligibility index scores higher for men, with the exception of the UK where the 

index is higher for women and The Netherlands and Finland where men and women 

have equal opportunity to qualify for early retirement benefits. Germany was the only 

country which clustered differently by gender in the flexibility-generosity cluster 

analysis, as you can see also from Figure 2 in Appendix II. 

 

3.5. Cultural values, institutions and early retirement behaviour in Europe 

 

We used discrete choice models for our research, as we distinguish between different 

types of exits from the labour market into early retirement, disability, unemployment 

and other inactivity states. In the multinomial logit model it is assumed that the different 

transition states are independent from each other and mutually exclusive and at the same 

time exhaustive (reason for which we included the ‘other inactivity’ category). We 

employed robust estimation of the standard errors since our data are clustered by 
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country. The analyses we discuss make use of the merged data file in which the group-

level work ethos values from the EVS are combined with information from the ECHP. 

The data allowed us to construct a maximum of 7 yearly labour market transitions per 

individual corresponding to the year-by-year possible labour market transitions between 

2 consecutive waves of the ECHP. We controlled as well for the economic cycle effects, 

by including GDP per capita, the unemployment rate and the year dummies.  

 We have estimated several models using the matched ECHP-EVS database: a 

Values Model with the group work related cultural values as the main predictor, an 

Institutional Model adding to the control variables the policy indicators of flexibility 

and generosity that were presented in the previous section and a Basic Model including 

all the control variables (personal characteristics, human capital, job characteristics, 

unemployment history, socio-economic variables and period) which acts as the 

reference model. The summary of the Basic Model can be found in Table 6 in 

AppendixII.  

 Regarding the model fit, the Basic Model, which includes our control predictors, 

has a Log-pseudolikelihood of -17291.991 and a PseudoR2 of 0.1542, which means that 

our model explains 15.42% of the variance in the dependent variable (early exits from 

the labour market), as it can be seen in Table 3.1 below. For these types of transition 

models, the level of explanatory power is rather good.  

 

Table 3.1: Summary models fit (ECHP-EVS):  

models Pseudo R2 Log pseudolikelihood 

Basic Model                                      0.1542 -17291.991 

Values Model           0.1590 -17393.163 

Institutional Model           0.1684 -16888.421 

 

 Since we used the socio-demographic and job related characteristics just as 

control variables and since they are not directly connected with our hypotheses, we will 

not discuss their effects in this chapter (they were discussed in detail in Chapter 2).  

 When we added the work related cultural values to the Basic Model, the 

explanatory value of the Values Model increased slightly compared with the baseline 

one, with a Log-pseudo likelihood of -17393.163 and a Pseudo R2 of 0.159. In the 

Institutional Model we added the flexibility and the generosity of the social security 
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system indicators to the reference model. Compared with the Basic Model, the 

explanatory power of this model increases with 1.42 percentage points, with a Log-

pseudo likelihood of -16893.347 and a Pseudo R2 of 0.1684. It implies that policy 

variables exert a small but significant effect on the early retirement behaviour of senior 

workers though most of the explanation is still offered by the structural variables. If we 

compare the results with the Values Model, the Institutional Model explains slightly 

better the variations in the exit behaviour of the senior workers. In the next paragraphs 

we will present in details the impact of cultural values and welfare state institutions on 

individual early retirement behaviour as observed in separate models. 

 

The Cultural Values Model 

 

In the Cultural Values Model we added to our control variables the group work ethos 

derived from EVS data, as you can see from Table 3.2 below. 

 

Table 3.2: Summary Values Model 

 
  

 From the Cultural Values Model we observe that the group work ethos has a 

strong positive effect on the early retirement exits and a negative one on the alternative 

pathways such as disability and other types of inactivity. Given that we control for age, 

education and gender effects, this means that the higher the work ethos score in a 

country the more likely people are to retire early and the less likely they are to take 

alternative routes out of the labour market. 

 The most striking observation we can make is that apparently there is a 

discrepancy between the average self-declared work ethos at the group level and the 

actual behaviour on the labour market since early retirement exits increased with 

increasing levels of work ethos. Although the result seems contra-intuitive, Kelman’s 

compliance behaviour concept (1958) may provide a bridge in understanding these 

findings. More specifically, we refer to the compliance behaviour with social norms in 

place with respect to early retirement, which were created with the introduction of early 
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retirement schemes aimed at tackling unemployment in the end of 70's. In time, the 

process of retiring early becomes not only accepted, but also expected in many countries 

(see also De Vroom: 2004).  

 Overall, the cultural values model shows that a high level of work ethos can go 

together with a deeply rooted early retirement culture having the effect that people tend 

to retire early even when they belong to a group with a high work ethos. 

 

The Institutional Model  

 

In the Institutional Model we included the macroindicators of the flexibility and 

generosity of the social security system, additionally to the control variables from the 

reference model (see Table 6 in Appendix II). As a proxy for the generosity indicators 

we used the replacement rates, the implicit tax rate on labour and the level of taxation 

on labour income.  

 As it can be seen from Table 3.3 below, as expected, replacement rates have 

positive effects on the respective exits (early retirement, disability and unemployment). 

The higher replacement rates of the early retirement schemes are the stronger are the 

financial incentives to retire earlier, and less likely to choose alternative exits, such as 

disability. This result is policy relevant and it corroborates the results of other research 

in the field (Whiteford: 1995; Gruber and Wise: 1997; Börsch-Supan and Schnabel: 

1998; Schils: 2008). Taxation on labour income, contrary to what we expected, has a 

negative effect on the early exits, suggesting that income labour, even subject to a high 

taxation, is not such an important push factor out of the labour market. 

 

Table 3.3: Summary Institutional Model * 

institutional 
predictors 

early 
retirement (B) 

disability 
 (B) 

unemployment 
 (B) 

other inactivity  
(B) 

flexibility                      0.042*           0.088           -0.034**         -0.078*** 
RR pensions                       0.044***       -0.088*            0.004             0.009    
RR unemployment               -0.005          -0.030***          0.010**           0.005    
RR  disability                   -0.038***        0.040***          0.000             0.010    
taxes  labour income                          -0.042*         -0.011             0.138***         -0.017    
ITR       -0.229           5.050*           -0.325             0.233    
ALMP        0.018           0.102             0.225           -0.328    
Note: N =55241;     Pseudo R2 =0.1706;      significance levels: * p<0.10, **, p<0.05, *** p<0.01.                    

    * We included as well the control variables from the Basic Model. 
        RR= replacement rates; ITR= implicit taxation rate ; ALMP= active labour market policies.                                
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The flexibility of the social security system, measured by the eligibility index, has, as 

expected, a positive effect on early retirement exits and a negative effect on 

unemployment and other inactivity exits. It shows that, if people are entitled to early 

retirement, the take-up rate is rather high and they are less likely to take alternative 

exits. The policy relevance is clear: it shows that the early retirement schemes that were 

put in place in Europe two decades ago had a high impact on the retirement behaviour 

with long run negative effects on the sustainability of the social security system.  

 

3.6. Conclusions and discussions  

 

Comparing the findings of the empirical models presented in the last section, we can 

concluded that our culture of ageing approach combined with the institutional one 

indeed creates added value for explaining the differences in the early retirement 

behaviour of senior workers across Europe.  

 We observed a positive effect of the work related cultural values on the early 

retirement decision using the matched ECHP-EVS data: people belonging to a group 

with a stronger work ethos are more likely to retire earlier than those belonging to 

groups which scored lower on the work ethos scale.  These findings showed that a high 

level of work ethos can go together with a deep-rooted early retirement culture. We 

suggest that the results can be explained by the fact that people tend to show compliance 

behaviour with the social norms in society with respect to early retirement.  

 Regarding the policy indicators used in the Institutional Model, we found out 

that a more flexible and generous system is encouraging the senior workers to exit 

earlier from the labour market, which has clear policy implications. Furthermore, the 

effect of active ageing policies seems not to be statistically significant, pointing out that 

active labour market policies were not yet, at that time, particularly oriented towards 

older workers for which reason their impact on the early retirement decision appears to 

be low. This clearly asks for more active ageing policies aimed at prolonging the 

working life. One way forward would be to create flexible retirement schemes which 

render more options and more incentives for people to retire at later ages.  

 Our models showed that both institutional factors and values exert a significant 

impact on the early retirement behaviour of senior workers. There is however a priori no 

reason to argue in favour of either of the theoretical explanations discussed in the 

beginning. Both the political economy of ageing and the culture of ageing theory seem 

to contribute to a better understanding of the early retirement behaviour in Europe.  
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Appendix II 

 

 

Figure 1: Work ethos by age groups  in the selected countries 

 
 

Table 1: Summary statistics institutional predictors by country  
country ALMP# rrp* rrd* rru* taxes GDP# unempl_R# 
Denmark 1.15 56.2 38.8 72.36 19.42 21.52 5.83 
Netherlands 1.02 45.8     70 74.30 16.46 21.22 4.75 
Belgium 1.07 67.5 58.3 62.15 20.07 20.50          9 
France 1.01 64.8     50 76.05 20.05 18.97 10.96 
Ireland 1.29 39.7 32.2 59 13.06 18.49 9.82 
Italy 1.07   80     60 62.12 16.80 19.51 10.96 
Greece .31 120     59 44.62 12.46 12.30 10.08 
Spain .52 100 71.5 68.83 14.19 15.29 16.06 
Portugal .64 82.6 71.7 91 13.82 12.55 5.96 
Finland 1.13    60     60 69.73 21.61 19.12 11.95 
Germany 1.05    55 44.1 74.91 19.37 20.35 8.29 
Luxembourg .21    93.2 52.9 86.36 14.64 37.67 2.65 
UK .42   49.8     24 46.82 13.55 18.95 7.06 

Note: *absolute values by country 
 # active labour market policies (ALMP) are measured in governmental expenses ( % of GDP);  
 GDP is measured in 1000€/capita; 
sources: ISG report (2006),Natali (2004) Blöndal and Scarpetta (1997), OECD database:  
 http://www.oecd.org/dataoecd/17/21/39720238.xls , OECD report (1996) , EUROSTAT database. 
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Table 2: Statutory, minimum and effective retirement age by country and by gender 

country statutory pension age*   early retirement age*    effective retirement age# 
 men women men women men women 
Belgium 65 62 60 60 58.5 57.1 
Denmark 65 65 60 60 63.4 59.8 
Finland 65 65 60 60 60.2 59.9 
France 60 60 56 56 58.8 58.9 
Germany 65 65 63 63 61 60.2 
Greece 65 60 58 57 63.2 62.7 
Ireland 66 66 65 65 65.2 66 
Italy 65 60 57 57 60.2 58.8 
Luxembourg 65 65 57 57 59.7 60.3 
Netherlands 65 65 - - 60.6 58.7 
Portugal 65 65 55 55 65.1 62.4 
Spain 65 65 60 60 61.7 61.9 
UK 65 60 - - 62.4 60.9 

Note: * as imbedded in the first pillar pension, source: MISSOC (2002), Natali (2004), ISG Report (2004). 
 #OECD estimations for 2000, available at 
 http://www.oecd.org/statisticsdata/0,3381,en_2649_34747_1_119656_1_1_1,00.html 
 
Table 3:  Conditions for the second pillar pension: 
 early retirement age coverage partial 

country  men women 
( %of employed 

population) pension 
Belgium 60 60 35 1 
Denmark 65 65 80 1 
Germany 60 60 50 1 
Ireland 65 65 50 1 
Netherlands 62 62 91 1 
UK 62,5 60 universal 0 
source: Natali (2004), ISG Report (2002). 
 

Table 4: Score minimum years insured 
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Operationalization of the flexibility index 

 
We created a new flexibility index that takes into account the particularities of the early retirement schemes embedded in the first and second pillar pensions 

based on the formula:
, , , , , ,

1 2 3
1

[ ( ) (65 ) ]
n

m f m f m f m f m f m f
p p p p

p

FPI SRA ERA SRA SYI COVω ω ω
=

= − + − +∑  

where:  
,m f

pFPI = flexibility index for first and second pillar by gender; 

,m fSRA =statutory retirement age by gender (ranging from 60 to 66 years); 
,m f

pERA =early retirement age by pillar and by gender (ranging from 55 to 65 years); 

,m f
pSYI =score of minimum numbers of insured years by pillar and by gender (ranging from 15 to 42 years); 

,m f
pCOV =coverage pension benefits by pillar and by gender (% of active population); 

3
1ω =weights.3 

 We assigned a double weight ω1= ω3= 2 to the first, “
,m fSRA -

,m f
pERA ” , and third,  “

,m f
pSYI ”,  terms to assign more weight to within country 

flexibility than to the second condition, “65 - 
,m fSRA ” with ω2= 1,  that we introduced to measure across-countries flexibility, since the former define 

more the early retirement eligibility within the country while the later refers more to the gap between the statutory retirement in a respective country and the 
EU goal of minimum statutory retirement of 65 years for both men and women (in the case of Ireland is 66 years, already ahead the EU target). We 
calculated the score of the minimum years insured condition, as shown in Table 4 above, by deducing the number of years insured from 100 in order to 
inverse the scale by assigning a lower value on the flexibility scale to a higher number of years insured. The minimum value, 0, is given to countries without 
an early retirement package. The maximum score of 100 is attributed to the countries which do not require minimum years of insurance in order to qualify 
for the benefits (maximum flexibility). In the last step we rescaled it dividing the score obtained by 10. The final index by country, gender and pillar can be 
found in Table 5. 
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Table 5: Construction of the flexibility index by country, gender and pillar  

country  flexibility by gender and pillar  
average flexibility 

 by pillar 

average flexibility 
by gender 

(pillar 1 + pillar2) 

flexibility score (FPI) 
(average by gender, 
summed by pillar) 

pillar 1 pillar 2 

men women men women pillar 1 pillar 2 men women 

Belgium 

Denmark 

13,61 

21,5 

7,11 

21,5 

2,7 

5,11 

2,02 

2,56 

10,4 

21,5 

2,36 

3,84 

16,31 

26,61 

9,13 

24,06 

12,72 

25,34 

Finland 26 26 0 0 26 0 26 26 26 

France 15,6 12,65 0 0 14,1 0 15,6 12,65 14,12 

Germany 9,95 8,02 4,29 4,29 9 4,29 14,24 12,31 13,27 

Greece 15,5 7,67 0 0 11,6 0 15,50 7,67 11,59 

Ireland 0,76 0,47 0,34 0,34 0,6 0,34 1,11 0,82 0,96 

Italy 16,54 7,32 0 0 11,9 0 16,54 7,32 11,93 

Luxembourg 16,79 11,48 0 0 14,1 0 16,79 11,48 14,14 

Netherlands 0 0 8,28 8,28 0 8,28 8,28 8,28 8,28 

Portugal 20,98 16,31 0 0 18,6 0 20,98 16,31 18,64 

Spain 14,48 8,36 0 0 11,4 0 14,48 8,36 11,42 

UK 0 3,33 3,76 3,76 1,7 3,76 3,76 7,09 5,42 

source:  own calculations based on the data presented in Table 2, Table 3 and Table 4 in the present Appendix.  
 The final scores are weighted by the coverage of the first, respective the second pillar. 
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Figure 2: Dendogram- countries clusters on generosity and flexibility indicators by gender 1997 
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Table 6:  Summary Basic Model using ECHP-EVS merged database 
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Chapter 4 

Early Retirement Behaviour in Europe:   

between Diversity and Convergence  

A Comparative Study using the ECHP and the EU-SILC* 

 

 

Abstract  

This paper focuses on evaluating the impact of welfare state institutions on early 

retirement behaviour in Europe and its evolution between mid ‘90s and mid 2000s. We 

develop a flexibility index which we use together with the generosity of the pension 

benefits to explore the European countries differences as well as the changes they 

experienced over time. Macro data from EUROSTAT and OECD are used in this first 

step. In the second step we test the evolution of the impact of the welfare state 

institutions on the individual decision to retire early from the labour market comparing 

the situation in 1996-1997 (using the ECHP) with the one in 2005-2006 (using EU-

SILC) for 13 countries of which we have comparable data. In the third step we extend 

the later analysis to all the European countries for which data are available in EU-SILC 

2005-2006. As we distinguish early retirement from alternative exit routes such as 

unemployment and disability, we use discrete choice modeling in testing several 

models. The results show that, in time, countries moved towards more diversity in their 

early retirement patterns, however a certain convergence to an European average of 

flexibility-generosity was observed as well.  

 

 

 

 
* Article to be submitted for publication. Previous versions of the paper were presented at:  The 
1st EU-SILC Users Conference, Mannheim, Germany, March 5-6, 2009; at 'The European Social 
Model in a Global Perspective', joint IMPALLA-ESPAnet Conference, Luxembourg, March 6-7, 
2009 and at the ‘European Society or European Societies?’ 9th Conference of the European 
Sociological Association (ESA), Lisbon, Portugal, 2 -5th September 2009 and included in the 
Conference’s full-papers CD. 
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4.1. Welfare state institutions and early retirement patterns in Europe  

 

The demographic ageing represents a challenge for European societies, people live 

longer and healthier lives but at the same time they retire earlier raising concerns about 

the long-term sustainability of the pension system. The elderly dependency rate17 

increased dramatically in Europe over the years18. When social security systems become 

less sustainable it implies that we cannot be sure that the younger generations will be 

able to enjoy the same standard of living when they retire as the current generations do.  

 A solution to this problem that concerns all of us is to encourage the 

prolongation of the working life, which is the aim of the active ageing policies that 

started to be implemented in the European Union in the early 2000s. At the Lisbon 

Council in 2001 the target was set at raising the employment rate of senior workers in 

EU to 50% by 201019, target meet only by Sweden and Denmark at that time. However, 

there are substantial differences in the way countries have managed to motivate people 

to stay in employment in the last decade. While some countries like Finland (with a 

remarkable increase of 20 percentage points20), UK, Ireland and Portugal reached the 

Lisbon target in our reference period21, other countries like Belgium, Italy and 

Luxembourg were the laggards of Europe in this field with employment rates of senior 

workers below 35 percent22.  

 Why countries perform so differently in this field? Is it because of the very 

generous early retirement benefits like the ones in the Southern countries which are 

attractive for senior workers who take them up as soon as they qualify for them? Or is it 

                                                   
17 The old-age dependency ratio is the ratio of the population aged 65 years or over to the 
population aged 15-64 and it is calculated as the  number of dependants (65+) per 100 persons of 
working age (15-64) (source: UNPD, World Population Prospects: The 2008 Revision, Glossary), 
available at: http://esa.un.org/wpp/Other-Information/publications_2.htm. 
18 If in the ‘50s, about 10 working people were paying for one retired person, in our days only 4 
employees have to pay for one retiree. The predictions are even more concerning: if the current 
trends are maintained, by 2050 every 2 active people would have to pay for one retired person, 
which puts a high pressure on the social security systems (source: UNDP: 2008). 
19 Lisbon target was the EU goal of 50% employment rate of senior workers by 2010. However, 
with an overall employment rate of senior workers of 46.3% in 2010, Lisbon target was not 
reached in all the Member States. Lisbon Strategy was replaced in 2010 by Europe2020 Strategy 
(source: http://europa.eu/pol/socio/index_en.htm). 
20 source: EUROSTAT macrodata available at: 
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=
tsdde100. 
21 We refer to the data from 2006, corresponding to the period covered by the SILC database. By 
2010, only Cyprus, Denmark, Estonia, Germany, Ireland and Netherlands met the Lisbon target, 
source:http://europa.eu/pol/socio/index_en.htm.  
22 source: EUROSTAT macrodata for 2006 available at: http://epp.eurostat.ec.europa.eu. 
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because more flexible social security systems in terms of early retirement age or years 

of contributions offer more opportunities to retire earlier or, at contrary, to defer 

retirement?  

 Increasingly, the retirement decision is analysed as a complex process that is 

influenced not only by individual predictors, but also by macro-determinants such as 

active ageing policies. In this paper we adopt an institutional approach focusing on the 

way social policy influenced the individual (early) retirement decision over time. This 

macro-effect of the social policies on the retirement behaviour has been emphasized in 

several empirical papers especially in economics such as Blöndal and Scarpetta (1997; 

1998), Martin (1996), Gruber and Wise (1997), Börsch-Supan  and Schnabel (1998), 

Taylor (2002), Cremer et al. (2005), but also in sociology such as in Walker (2005), 

Baars et al. (2006), Lacomba and Lagos (2006). 

 The level of the generosity and the flexibility of the social security system have 

been the main indicators used to evaluate the impact of institutions on (early) retirement 

behaviour. A more generous pension system encourages people to retire earlier 

(Whiteford: 1995; Blöndal and Scarpetta: 1997 and 1998; Gruber and Wise: 1997; 

Schils: 2005; Fischer and Sousa-Posa: 2006). At the same time, people tend to accept 

early retirement benefits as soon as they are eligible. Moreover, a more flexible social 

security system offers more opportunities to retire earlier (Gruber and Wise: 1997; 

Börsch-Supan and Schnabel: 1998).  

 Ebbinghaus (2006) analysed early retirement predictors in terms of pull and 

push factors. In our research we consider the generosity of the social security system as 

a pull factor, while the flexibility of the social security system can act as both, a pull 

and/or a push factor.  

 In this paper the following research questions are addressed: 

 

� Do countries share common trends in early retirement patterns or is diversity in 

experience the general ruling?  

 

� What is the impact of welfare state institutions, in particular the level of 

flexibility and generosity of the social security system, on the individual early 

retirement behaviour in Europe?  

 

� Did the impact of welfare institutions on early retirement behaviour change 

from the mid-1990s to the mid-2000s? 



  

 64 

 Using an institutional approach, we aim at testing if countries share common 

experiences regarding early retirement patterns or whether diversity is prevailing. The 

context in which we research these questions is provided by the welfare state regime 

typology as it was developed by Esping-Andersen (1990) and amended by Ferrera 

(1996).  In the early ‘90s, Esping-Andersen (1990) identified three welfare state 

regimes: liberal, conservative and social-democrat. Ferrera (1996) indicated that the 

Southern countries belong to a separate regime, with distinct characteristics. 

Furthermore, Deacon (2000) argued that within the Eastern European states we can 

identify post socialist conservative states and post socialist liberal regimes. Including 

the New Member States such as the Baltic and Eastern European countries is part of this 

research as well.  This context sketched by the welfare state regime typology is one that 

depicts diversity between groups of countries that unify in their social policy. But 

opinions differ on whether diversity or congruence is prevailing within Europe.  

 On the one hand, Hemerijk (2002) supports the idea of diversity of European 

states in their social policies and argues that we still have a long way to go in order to 

build a European social model. Furthermore, Börsch-Supan (2006) questions the  mere 

existence of the European welfare state itself, by saying that “there is no such thing as 

‘the European welfare state model’ and even the three or four archetypical welfare 

state models, à la Esping-Andersen (1990, 1999, 2003), mask some highly relevant 

differences within this typology.”  

 On the other hand, Walker (2005) claims that we are moving towards an 

“international political economy of ageing” facilitated by the globalisation of policy 

making in the field of active ageing, thus supporting the idea of convergence of the 

policy design in this domain. Furthermore, he considers institutions to have an essential 

impact on the individual retirement decision by offering opportunities to retire early or, 

on the contrary, motivations to prolong the working life through active ageing policies. 

 There is little reason to doubt that changes in early retirement behaviour have 

occurred, especially since the EU and the OECD have been pushing for phasing out of 

the  early retirement and towards the implementation of the active ageing measures 

(Ebbinghaus: 2006). What we want to do then is to empirically test if early retirement 

behaviour in European countries supports the idea of diversity in trends or whether 

European countries share common patterns in their early retirement trends over time. In 

this research we take a closer look at the role of institutional factors such as the 

flexibility and generosity of the social security system in the individual early retirement 

decision and aim to frame this in a longitudinal perspective.  
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 Whereas most studies restrict themselves to (early) retirement only, we also 

include disability, unemployment and other inactivity states as alternative exit pathways 

for older workers. The unemployment route is often used in phased retirement by people 

who are not entitled to early retirement benefits given that long-term unemployed above 

a certain age have in many countries more advantageous eligibility conditions for early 

retirement.  

 The paper is structured as follows: in the next paragraph we present the data 

sources used that taken together allow us to investigate trends in early retirement over 

time and across countries. The measurement of our central concepts is explained as 

well. After introducing the empirical models, we analyse the results and in the last 

section we discuss our findings and conclusions. 

 

4.2. Data and operationalization of the main variables 

4.2.1. On the use and comparability of different data sources 

 

Given that retirement is a dynamic process, we need mid- or long-term longitudinal data 

covering EU countries. Such comparative data are – to the best of our knowledge – not 

available. However, without establishing full comparison, we were able to synchronize 

data from two longitudinal studies in such a way that comparison of results between 

these two studies is feasible. These two datasets are: (a) the European Community 

Household Panel (ECHP) which ran from 1994 to 2001 and (b) The European Union 

Statistics on Income and Living Conditions (EU-SILC) which started in 200523 for all 

EU Member States and is still ongoing.  

 In order to synchronize the data, we started with the first EU-SILC longitudinal 

data release, which covered the years 2005-2006 and allowed us to observe the 

transitions out of the labour market. For comparative reasons we then choose two 

consecutive years covered by the ECHP data: 1996-1997. This period is selected since 

1996 was the first wave that included Finland, which is one of the pioneer countries in 

implementing active ageing policies.  Furthermore, this allows us to compare results 

from the earlier stages to recent developments in early retirement patterns.  

 The European Community Household Panel (ECHP) contains data for EU-15 

countries, whereas The European Union Statistics on Income and Living Conditions 

                                                   
23 There was a pilot for the SILC data in 2003 in 7 countries: Austria, Belgium, Denmark, Greece, 
Ireland, Luxembourg and Norway. 
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(EU-SILC) started in 2004 (with a pilot in 2003 in 7 countries) in the old Member States 

with the exception of Germany, Netherlands and the UK which joined in 2005 together 

with the new Member States, resulting in a total of 26 countries for the longitudinal data 

for 2005-2006. Furthermore, the Austrian and Swedish data from the ECHP could not 

be used in this research due to the fact that not all necessary data were available. As a 

result we will present comparable results using the ECHP and the EU-SILC for the 

following countries: Belgium, Denmark, France, Finland, Germany, Greece, Ireland, 

Italy, Luxembourg, Portugal, Spain, The Netherlands and UK. Afterwards we make use 

of the extended set of countries within the EU-SILC. The latter is useful to address the 

questions regarding similarity and diversity in early retirement patterns in the enlarged 

EU. 

 Both databases are produced by EUROSTAT and most of the variables were 

defined in the EU-SILC in the same way like the corresponding variables from the 

ECHP for comparative reasons (for more details see EUROSTAT: 2005). Nevertheless, 

there are differences between the two databases, in terms of survey design, variables 

provided and their definitions; therefore we need to draw attention to the particularities 

of each dataset and to certain limitations in comparing results. 

 Regarding the differences in survey design that are relevant to our comparison, 

the EU-SILC provides separate cross-sectional and longitudinal data. The longitudinal 

file contains only a subset of all the variables from the EU-SILC questionnaire. As a 

consequence, for instance, we could not use the NACE classification of sectors in the 

EU-SILC data since that information was only provided at the cross-sectional level, and 

it is not possible to link the different cross-sectional and longitudinal files (as it was 

possible with the ECHP waves).  Furthermore, the code for the occupational status 

(ISCO88) is available only at 2 digits level in the EU-SILC which means that, for 

example, we cannot identify separately the civil servants, since they are in the same 

category with high professionals. Some of the latter are managers in private companies 

and are more likely to continue their successful careers beyond the statutory retirement 

age, which could counterbalance the effect of high exits in the public sector in our 

analysis.  

 A particularity of the Nordic countries is that they retrieve 2/3 of the income 

information from administrative sources; they are the so-called register countries. As a 

result, a high rate of missing data is observed on some variables in the case of not 

selected respondents in the register countries. For example, regarding partner’s labour 

market status we could not make the distinction between retired and inactive partners in 
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the EU-SILC database due to missing data, hence the two categories are considered 

together, although the effect of supporting a long-term inactive partner is different from 

the one of synchronising retirement within the couple. Missing data were also present 

for the same reason as far as health status is concerned. Since health is a crucial 

predictor of the early exits, in this case we imputed missing values using the Coarsened 

Exact Matching (CEM) technique (for more details see Iacus et al.: 2008).  

 Regarding the differences in the definition of variables, the content of some 

income variables is different in the EU-SILC data compared to the ECHP, since the 

former were defined to comply with the UN Canberra Manual (see EUROSTAT: 

2005). The most relevant difference for our analysis is the fact that early-retirement 

benefits paid for labour market reasons are included under unemployment benefits and 

the ones paid in case of reduced working capacity under disability benefits and not in 

old age benefits as it was in the ECHP. Therefore it is even more necessary to consider 

unemployment and disability as alternative exits routes from the labour market in our 

research design.   

 Another important difference is that the social benefits do not contain the 

income from individual pension plans anymore in the SILC as it was the case in the 

ECHP. Furthermore, there is a difference in the way countries provide information on 

income in the SILC: some provide both gross and net income components, some only 

net and others only gross income. Therefore we had to transform the income variables 

for the subsample of those countries which provided only gross income into net 

components by using the tax rates as calculated by OECD2425, differentiated by 3 wage 

levels (67%, 100% and 150% of average wage of a production worker)  and 2 types of 

family (single earner and dual earner). 

 To sum up, although there are some differences between the two datasets, in 

general, there is a continuity of most of the ECHP indicators in the EU-SILC survey 

(see also EUROSTAT: 2005) and both datasets use representative samples for each 

country, therefore a comparison of results using the two data sources is feasible.  

 

 

 

                                                   
24 for more details on the age-cohort-period effects see  Chapter 2. 
25 source: OECD, Tax-Benefit Models at www.oecd.org/els/social/workincentives. For Cyprus 
(which was not included in this  OECD models)  the source is the website of the Cypriot Ministry 
of Finance: http://www.mof.gov.cy 
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4.2.2. Sampling and operationalization of the main variables 

 

In this section we elaborate on the sample selection and on the operationalization of the 

main variables used in our models from different sources: based on the original ECHP 

or EU-SILC items or from macrodata resources. We describe as well our main 

institutional indicators: the flexibility index and the generosity of the social security 

system. As indicated before, we present two sets of analyses. First, we selected 13 

countries for comparing the ECHP and EU-SILC results. Then, we estimated two 

additional models including all 26 countries available in the EU-SILC 2005-2006 

longitudinal data.  

 

Sample selection 

 

We focus on early exits from the labour market; therefore we selected employed people 

older than 45 years and who do not qualify yet for old age benefits according to the 

statutory retirement age by country and by gender. Most of the earlier studies opted for 

50 or 55 years as their lower threshold and 64 years as the upper one. Although 65 years 

is the targeted retirement age in EU, in the reference periods of our analyses there were 

differences in the statutory retirement age across countries and between men and 

women and in most of the countries these differences still persist. Therefore, the upper 

limit of our sample varies by country and gender from 59 years in France and for 

women living in UK, Italy and Greece to 66 years in the case of Denmark. The major 

advantage of using our extended sample over previous research is that we can observe 

most of the early transitions out of the labour market, including through alternative 

paths such as disability, unemployment and other inactivity status.  

 However, we have to mention that, in comparing 2 datasets with 10 years’ time 

lag in between we observe a cohort effect as well (with two different representative 

samples of the same cohort), since we control in our model for the older cohort versus 

the younger one (with the over 55 dummy). Nevertheless, in the analysis using the 

ECHP, 1996-1997 waves, the older cohort is the one born between 1932-1942 and the 

younger one, used as reference, is the one born between 1943-1951, while in the 

analysis using the SILC 2005-2006 the older cohort is the one born between 1940-1951 

and the reference is the cohort 1952-1960. The fact that the lower threshold of the 1943-

1951 cohort in ECHP and the one observed 10 years later using SILC does not overlap 

is due to the changes in the statutory retirement age that occurred in several countries 
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during this period. Nevertheless, due to the fact that we only have few observation years 

in our data, we cannot separate between the effects of age, cohort and period, therefore 

they are considered intertwined in our analysis. We selected only people who were in 

paid employment and worked for at least 15 hours/week in the previous observation 

year. In our ECHP sample we selected 25417 senior workers, while in the EU-SILC 

sample we observe 30263 senior workers in 13 countries and 53935 in 26 countries.  

 

Operationalization of the main variables 

 

Our dependent variable is exit from the labour market through different alternative 

pathways. In a first step we constructed our dependent variable based on the self-

defined labour market status, but given that some of those who declared themselves 

retired while they were actually still receiving labour income, in a second step, after 

cross-checking the self-defined employment status against the type of benefits received, 

we excluded those individuals who declared themselves active although did not 

received any labour income, while including those who declared themselves inactive 

while receiving labour income or different type of benefits (pension, unemployment, 

disability) in the respective category. As such, a more accurate measurement of 

employment status was achieved.  

 The reference category is no exits, standing for people who continued their 

working life between two consecutive waves. The alternative exits from the labour 

market which we included in our models are: early retirement, disability, unemployment 

and other inactivity exits (for reasons not included in the previous categories). We are 

particularly interested in the exits towards the early retirement, the other categories are 

considered just as the alternative paths for senior workers who do not qualify (yet) for 

early retirement benefits and choose for phased retirement since, for example, there are 

less restrictive accessibility conditions to (early) retirement for long-term unemployed 

senior workers.  

 A central part of this study focuses on the generosity and the flexibility of the 

pension systems in Europe. In this research, we make use of an index that is capable of 

revealing a more diverse picture of flexibility across Europe than previous studies did 

(Brandt et al.: 2005; Schils: 2005). Our index takes into account the particularities of the 

early retirement schemes embedded in the first and second pillar pensions and calculates 

an individual flexibility index  for each country as follows:  
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where:  

,m f
pFPI = flexibility index for first and second pillar by gender; 

,m fSRA =statutory retirement age by gender (ranging from 60 to 66 years); 

,m f
pERA =early retirement age by pillar and by gender (ranging from 55 to 65 years); 

,m f
pSYI =score of minimum numbers of insured years by pillar26 and by gender     

(calculated based on minimum number of years insured condition ranging from 15 to 42 years); 

,m f
pCOV =coverage pension benefits by pillar and by gender (% of active population); 

3
1ω =weights. 

 

 We assigned a double weight, ω1= ω3=2, to the first, “ ,m fSRA -
,m f

pERA ”,  and 

third, “
,m f

pSYI ”, terms giving more weight to the within country flexibility than to the 

second condition, “65 - ,m fSRA ” with ω2=1, that we introduced to measure across-

countries flexibility, since the former defines more the early retirement eligibility within 

the country while the later refers to the gap between the statutory retirement in a 

respective country and the EU goal of statutory retirement of 65 years for both men and 

women in all the Member States in which this is not yet the case.  

 We calculated the score of the minimum years insured condition by deducing 

the number of years insured from 100 in order to inverse the scale by assigning a lower 

value on the flexibility scale to a higher number of required years. The minimum value, 

0, is given to countries without an early retirement package, while the maximum score 

of 100 is attributed to the countries which do not require a number of years of 

contributions (maximum flexibility). In the last step we rescaled it dividing the score 

obtained by 10 (for more details see Table 3 in Appendix III).  In the final step we 

weighted the index with the coverage rate of the pensions. From Table 1 in Appendix III 

which shows the main characteristics of the first pillar of the pension systems we see 

that only Denmark, Finland, The Netherlands and Sweden have universal coverage of 

their first pillar pension system. The characteristics of the second pillar in the countries 

                                                   
26 In the case of the second pillar the score of minimum years insured (SYI) is equal with 0. 
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for which there are data available are given in Table 2 in Appendix III.  Details on the 

calculation of the flexibility index for 1996 and 2006 by country and gender can be 

found in Table 3 and Table 4 in Appendix III.  

 In order to assess the generosity of the social security system we used the 

replacement rates of the different benefits. Pension replacement rates are defined as the 

theoretical gross pension replacement rate that a 55 years old worker could receive if he 

will continue working until the standard retirement age, assuming that he started to 

work without interruption since the age of 20 years old and that the real earnings are 

constant across time (OECD: 1997). Replacement rates for long term unemployment are 

calculated as averages of two earnings levels (at the economy average and at the two-

thirds level) and three household types (single person, single earner married couple and 

dual-earner married couple),including social security benefits, after 60 months of 

unemployment and we used the OECD indicators27. We used the replacement rates as 

calculated by Blöndal and Scarpetta (1997) for the ECHP models and the OECD 

indicators for 2005 for the EU-SILC models. 

 We added macro-level institutional variables derived from the EUROSTAT 

database and the OECD to control for other country differences in social policies such 

as the expenses with active labour market policies (ALMP) as percentage of GDP as 

well as for differences in the business cycle (GDP per capita, overall unemployment 

rates). 

 In the next section we will present the results of our analysis first at the country 

level exploring early retirement patterns over time and in the second step our models 

which capture the institutional impact on the individual decision to retire early using the 

two datasets. 

 

4.3. Results 

4.3.1. Early retirement patterns from mid’90 to mid 2000s:  

 where do European countries stand? 

 

Although our main research questions refer to the institutional impact on the individual 

early retirement behaviour, we cannot examine it without first having a look at the way 

the countries position themselves on the generosity-flexibility map and the 

changes that occurred over time. We examine to what extend countries 
                                                   
27 source: OECD macrodata available at:  www.oecd.org/els/social/workincentives. 
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share common trajectories in that period or whether diversity in experience prevails. In 

this regard Figure 4.1 illustrates best how our research questions intertwine showing 

both the way European countries cluster in terms of the flexibility and the generosity of 

their social security systems and the main patterns between 1996 (plotted in red) and 

2006 (in blue). The graphs are presented separately for men and women.  

 

Figure 4.1: Flexibility and generosity by country and by gender in 1996 and 2006 

 
 

 The X axis represents the flexibility indicator constructed based on the 

characteristics of the pension system in each country which was described in the 

previous section while the Y axis indicates the generosity indicator based on the gross 

replacement rates of the pension benefits (for more details see Blöndal and Scarpetta: 

1997; OECD: 2005). We applied hierarchical cluster analysis using Ward’s method for 

linkage of the clusters (see Figure 1 in Appendix III). 

 The arrows indicate the shifts in time in the flexibility and the generosity of the 

social security system. Looking at the changes from 1996 to 2006 we can observe three 

main trends: 

� most of the countries moved towards more generous and more flexible systems: 

Luxembourg, Italy, Portugal had a more substantial increase in the flexibility 

indicator, France had a slight increase in both indicators, while Ireland, UK and 

The Netherlands had a substantial increase in the generosity28. The increase in 

                                                   
28 However, we have to mention that, in the calculation of the replacement rates for pensions by 
Blöndal and Scarpetta (1997), the second pillar was not included and it represents an important 
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flexibility was, in general, higher for women than for men in all countries and 

especially in Italy and UK, which aimed to reduce the gender pension gap by 

policy reforms; 

� countries with a generous system in 1996 like Greece and Spain moved towards a 

less generous, but more flexible system. In the case of Belgium, there is a slight 

decrease in the generosity; however, there is a substantial increase in the 

flexibility, especially for women, following the general trend; 

� countries with a highly flexible system in 1996 like Denmark and Finland moved 

towards the European average, with less flexibility and more generosity. These 

changes could be explained by the recent reforms of the pension system in these 

countries. The Finish pension reform from 2003 restricted the access to early 

retirement (see Hietaniemi and Ritola, eds.: 2007). In Denmark the reduction of 

the statutory retirement from 67 to 65 for social pension (although the age for the 

supplementary pension remained 67 years) during the 2004 pension reform had as 

an aim the reduction of the public expenditures, since the early retirement and 

disability packages are more expensive than statutory pension, still many 

incentives are given for deferred retirement (Jensen, 2004). Nevertheless, in 2006 

another pension reform was adopted in Denmark which aims to reverse this trend, 

increasing gradually the statutory retirement age back to the age of 67 and 

increased the eligibility age for the early retirement benefits and the years of 

minimum contributions required29. Germany belongs to this group as well, but the 

changes were rather small, with a higher decrease in the flexibility for men than 

for women, in order to reduce the gender gap in the eligibility criteria.  

 If Figure 4.1 showed us the trends over time in the flexibility-generosity patterns 

across Europe, it is important to know as well how the different countries clusters at the 

2 points in time, which is showed in Figure 1 in Appendix III containing the dendogram 

of the cluster analysis based on our institutional indicators in 1996 and 2006. We want 

to stress the fact that, although our clusters from 1996 and the ones from 2006 have 

similar names, they contain different sets of countries, since some countries shifted from 

one cluster to another according to the changes that occurred in their social security 

system in the reference period. The countries in our sample clusters in 3 main clusters, 

with distinctive characteristics, as follows: 

                                                                                                                             
share of the pension system in these countries, therefore the substantial increase in generosity 
could also be partially explained by the lack of data on second pillar. 
29 source: MISSOC database , available at: http://ec.europa.eu/employment_social/missoc .  
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� a first cluster with medium generosity and medium to high flexibility  level of 

the social security system (MG-MHF)  which in 1996 is composed by Belgium, 

France, Denmark and Finland, while in 2006 Germany joins the MG-MHF  

cluster and France leaves it; 

� a second cluster with a low level of both generosity and flexibility  of the social 

security system (LG-LF)  which includes in 1996: Germany, The Netherlands, 

UK and Ireland, while in 2006 France joins the LG-LF  cluster whereas Germany 

and The Netherlands migrate to another cluster; 

� and a third cluster with a high level of generosity and a medium level of 

flexibility  (HG-MF)  which in 1996 consists of Luxembourg, Greece Italy, 

Portugal and Spain and in 2006 is joined by The Netherlands. 

    We also notice that our flexibility-generosity clusters at the 2 points in time 

contain countries from different welfare state regime types, as we can see from 

Table4.1.  

 

Table 4.1: Welfare state regimes & flexibility-generosity clusters in 1996 and 2006  
       (13 countries) 

 
 

 Nevertheless, we also see from Table 4.1 that the Liberal countries cluster 

together and the Southern ones as well, both in 1996 and in 2006, although in clusters 

containing also countries from other regime types. 

 If we would limit our search for country clusters to the aforementioned set of 

countries 13 countries for which we have data at individual level for both periods (1996-

1997 and 2005-2006), little evidence of the Esping-Andersen typology (1990) would be 

observed. Since the latter typology does not include the New Member States anyway, 



  

 75 

we prefer to investigate how all the countries available in the EU-SILC 2005-2006 data 

cluster according to the generosity and flexibility index, including the East European 

countries and the Baltic States as well. In Figure 4.2 findings from the country clusters 

on flexibility and generosity of their social security system in 2006 are presented. 

Ward’s method for linkage of clusters is used to identify 5 clusters (see also Figure 2 in 

Appendix III). 

 

Figure4.2: Countries clusters on generosity & flexibility of the social security system in 2006 

 
 

 The generosity- flexibility clusters containing 26 countries can be defined as 

follows:  

� a first cluster with very low generosity and low to medium flexibility  level 

(LG-LMF)  is composed by Cyprus, Lithuania and Estonia. One would expect 

that Cyprus would join the cluster of the Southern countries. However, that this 

is not the case can be explained by the fact that Cypriot security system was 

undergoing reforms at that time and the low replacement rates of the first pillar 

are aimed at encouraging the supplementary pensions. However, the majority of 

employees have no supplementary pension, which created substantial 
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inequalities in the pension system in terms of financing, the replacement rates 

and the pensionable age30; 

� a second cluster with a medium level of generosity and a low to medium level 

of flexibility  (MG-LMF)  includes: Norway, Denmark, Sweden, Germany, 

Belgium, France and Slovakia; 

� a third cluster with a medium to high level of generosity and a low level of 

flexibility  (MHG-LF)  includes Ireland, The Netherlands, UK and Iceland; 

� a fourth cluster, close to the European average, with a medium flexibility  and 

medium generous benefit system (MG-MF)  includes: Finland, Austria, Poland, 

Czech Republic, Latvia and Slovenia; 

� and a fifth cluster with very generous and medium to high level of flexibility         

(HG-MHF) including:  Luxembourg, Italy, Portugal, Spain, Greece and 

Hungary.  

 Reading this clustering of 26 European countries we can observe that it also 

deviates from the welfare state regime typology, as we can see from Table 4.2.  

 

Table 4.2: Welfare state regimes & flexibility-generosity clusters in 2006  

       (26 countries) 

 

                                                   
30 source: Economic Policy Committee (EPC): 2006, available at: 
http://ec.europa.eu/economy_finance/epc/documents/2006/ageing_cyprus_fiche_en.pdf. 
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 Nevertheless, some resemblances as well as particularities can be observed from 

Table4.2: Liberal countries cluster together (and they are joined by Netherlands and 

Iceland) and Southern countries are to be found in the same cluster (but together with 

other countries like Hungary and Luxembourg), while the Continental and Nordic 

countries are spread across the different clusters.  

 

4.3.2. The impact of institutional settings on individual early retirement 

behaviour  

 

After having shown in the previous section the diversity of the flexibility and the 

generosity of the social security systems at the macro level, we move a step forward by 

examining the intertwined impact of macro and micro level on the individual early 

retirement behaviour. The question is whether early retirement patterns differ or 

converge over time across countries.  

 We present two complementary analyses regarding trends in the institutional 

effects. First, we estimate several models using the ECHP and the EU-SILC 

synchronised data for 13 countries in order to see the evolution of early retirement 

behaviour across Europe between 1996-1997 and 2005-2006. Secondly, we test the 

Welfare State Regime Model using the full information available from 26 countries in 

the EU-SILC 2005-2006 longitudinal dataset. We use discrete choice models (for more 

details see Yamaguchi: 1990; 1991), as we distinguish between different exit states into 

early retirement, disability, unemployment and other type of inactivity. Early retirement 

exits draw our primary interest whereas the alternative pathways out of employment are 

treated as competing risks since for the large majority in the sample these alternative 

pathways were a step-up toward final retirement given that very few re-enter the labour 

market (under 3% in our sample).  

 We have estimated three complementary models that relate to the concept of 

welfare state regimes. The first model compares the trends in early retirement decision 

between the two periods for which we have data, i.e. 1996-1997 using ECHP and 2005-

2006 data from EU-SILC. Welfare state regime in this analysis is defined by the 

flexibility-generosity cluster model with 13 countries. The second model which uses the 

same comparable datasets, evaluates the welfare state regime model in accordance with 

the regime typology introduced by Esping-Andersen (1990) and amended by Ferrera 

(1996). The final model incorporates the cluster and welfare regimes model by 

analysing all 26 countries available in the SILC 2005-2006 dataset. We employed 
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robust estimation of the standard errors as our data are clustered by country. In the 

following paragraphs we present our models by flexibility-generosity clusters and by 

welfare state regimes at 2 points in time. The summary of our baseline models which 

contain our control variables using the different datasets are presented in Table 5 in 

Appendix III.  

 

Model 1: Flexibility-Generosity Clusters Model 

 

In Table 4.3 we present the effects of the flexibility-generosity clusters on individual 

early retirement behaviour and the changes that occurred between 1996-1997 (using 

ECHP) and 2005-2006 (using EU-SILC) in 13 European countries. The clusters 

integrated in our model are the ones presented in details in the previous section. 

However, we want to draw attention, once again,  to the fact that the clusters used in 

Model 1.a and Model 1.b, although they have similar labels, are not identical in 

composition, since some countries shifted in this period between clusters due to the 

reforms in their social security system (for more details see Figure 1 in Appendix III).  

 

Table 4.3: Summary Model 1- Cluster Model in 1996-1997 (ECHP) & 2005-2006 (SILC) 

 

 

 Obviously, with only 13 countries included, one can hardly expect country level 

indicators to explain a lot of individual level variance. The flexibility-generosity clusters 

explain merely 1.2 percent of the variance in the exits from work in 1996-1997, while in 

2005-2006 the clusters add only 0.35 percent of the variance in the early retirement 

behaviour explained by the baseline model. To interpret these apparently small 
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explained variances, however, one needs to take into account that a model which 

included country dummies, rather than clusters of countries (presented in Chapter 2), 

hardly explained more variance (i.e. also less than 2%).  

 We can observe from Model 1.a, using the ECHP, that in 1996-1997 people 

living in countries with a highly generous and medium flexible system (HG-MF cluster) 

are the most likely to retire earlier, while people living in countries with an ungenerous 

and low flexible system (LG-LF) are the least likely to do so, with the reference 

category HG-MF cluster in between. This confirms our hypothesis regarding the pull 

effect of the generosity on the individual decision to retire and that a system with very 

restrictive conditions in accessing the early retirement benefits has a negative impact on 

the individual early retirement exits. 

 A decade later, from Model 1.b we can see that the impact of our clusters on 

individual early retirement behaviour does not deviate significantly across clusters. This 

finding is consistent with the results of our macro-level analysis in which we saw that 

the main trend of the flexibility-generosity indicators observed over time was the 

convergence towards the European average. 

 Regarding the alternative pathways out of the labour market, we can see from 

Model 1.a that in 1996-1997 people living in LG-LF cluster are the most likely to take 

the disability path, while people living in HG-MF cluster are the least likely to exit 

through disability, with the MG-MHF cluster again in between. This picture changes in 

Model 1.b, since in 2005-2006 people from the MG-MHF cluster (our reference 

category) are the most likely to enter the disability track, whereas those living in the 

other two clusters are less likely to enter disability. This change could be explained by 

the fact that, in this period, in many countries the social security system experienced 

reforms aimed at restricting the use of disability as an early retirement path. In the case 

of unemployment exits, we see from Model 1.a that in 1996-1997 people living in HG-

MF cluster are less likely to exit through unemployment than people living in MG-MHF 

cluster, while senior workers from LG-LF cluster are the least likely to become 

unemployed. Cluster differences regarding other inactivity exits are rather weak. In 

2005-2006 no significant differences between clusters as far as unemployment or other 

inactivity exits are observed. This finding shows, once again, that the convergence 

towards an European flexibility-generosity average of the countries (included in the 

composition of the different clusters) observed at the macro-level is reflected in the 

individual level analysis. 
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 Looking cumulative at the early exits from the labour market through 

alternative paths, from Model 1.a we can see that people living in the cluster with the 

highest early retirement probabilities (HG-MF Cluster) are at the same time the least 

likely to exit through alternative paths such as disability and unemployment. 

Consequently, people living in the cluster with the lowest early retirement probabilities 

(LG-LF Cluster) are the most likely to exit through alternative paths such as disability 

and other inactivity (in this case with the exception of the unemployment exits, which 

they are least likely to prefer). This is consistent with our previous findings showing, 

once again, that in systems that show more flexibility in terms of eligibility conditions 

for early retirement packages people are less likely to use alternative routes, while in 

more restrictive systems this is more often the case. 

 

Model 2: Welfare State Regimes Model  

 

In the previous model an empirical (cluster) typology based on the flexibility-generosity 

characteristics of the social security systems was used to research early exits from the 

labour market. In this second model we test the welfare state regime typology as defined 

by Esping-Andersen (1990) and amended by Ferrera (1996) at two different points in 

time (1996-1997 and 2005-2006) as we can see from Table 4.4. The latter typology is 

less a formal empirically tested typology, but rather founded on theoretical and 

historical classification. 

 

Table 4.4: Summary Model 2-Welfare State Regimes Model in 1996-1997 & 2005-2006 
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The welfare state typology from Model 2.a explains 1 percent of the variation in early 

retirement exits in 1996-1997, while the welfare state dummies from Model 2.b, using 

the SILC13 a 0.72 percent of the variation in early retirement exits in 2005-2006 

compared with their respective baseline models (which can be found in Table 5 in 

Appendix III).  

 We can see from Model 2.a that in 1996-1997 people living in Southern 

countries are the most likely to retire earlier31, while people living in Nordic countries 

are the least likely to do so,  as we would expected. That no statistically difference is 

observed between the Liberal and Corporate regime was unexpected. This picture 

changes in Model 2.b, especially in the case of the Southern countries which move from 

being on top in early retirement in the mid nineties to the bottom of the field in 2005-

2006. A likely explanation is that, in this period, the Southern countries (with the 

exception of Italy) made important progresses in increasing the participation rate of old 

workers: in 2006 Portugal reached the Lisbon target32 and Spain, with 44% employment 

rate for senior workers33,  was approaching it as well.  

 Regarding the alternative routes, we can see from Model 2.a that in 1996-1997 

people living in the Southern regime were the least likely to use them, while people 

living in the Nordic countries were most likely to use disability as an alternative exit 

from the labour market. At the same time, people living in the Liberal countries were 

less likely to become unemployed than those living in the Corporatist or the Nordic 

regime. A decade later, from Model 2.b we see that the impact of our clusters on the 

choice of alternative routes does not deviate significantly across regimes, with the 

exception of people from the Southern regime being the most likely to take the other 

inactivity exits, while people living in Nordic countries are (still) most likely to exit 

through  disability. 

 Similar to the findings of Model 1, we observe that the categories which rank 

high on early retirement exits tend to be low on disability and vice versa. This suggests 

                                                   
31 However, we have to consider that the average statutory retirement age in Southern countries 
was in the reference period 64.16 years compared with 63.5 years in the countries belonging to 
the corporatist regime (see Table1 in the Annex). Therefore, even if people from Southern 
countries tend to have highest exit rates into early retirement, they could actually retire at a later 
age than in corporatist regime due to the difference in statutory retirement age across countries 
and regime types. 
32 Although in 2006 Portugal, with a 50.1% employment rate for  senior workers,  was above the 
Lisbon target, by 2010, with an employment rate of senior workers of 49.2%  Portugal was just 
below the line set by the Lisbon Strategy (source: http://europa.eu/pol/socio/index_en.htm). 
33 source: Eurostat data for 2006 available at: 
http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tsdde100 . 
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that when the macro-impact of the regime type is negative on early retirement exits as in 

the case of the reverse ranking of the Southern regime over time, (see Model 2.b), 

people are more likely to use alternative routes such as inactivity.  The same pattern was 

observed in the case of the Nordic regime, were the prevalence of disability exits was 

maintained at the highest level of all categories over time. Model 2, however, includes 

only a limited number of countries. These were countries for which we had data on the 

two periods we distinguish. Restricting our research to the final period allows us to 

enlarge the number of countries under analysis. This comparison is presented in the 

following section. 

 

Model 3: Early retirement patterns in an enlarged Europe –Extended Model 

 

In Model 3 we include all 26 countries available in the 2005-2006 SILC longitudinal 

database (additional to the 13 countries included in the previous analysis we added data 

from: Austria, Cyprus, Czech Republic, Estonia, Hungary, Iceland, Latvia, Lithuania, 

Norway, Poland, Slovakia, Slovenia and Sweden).  

 We replicate the structure of the two models presented previously. Model 3.a 

includes the flexibility-generosity clusters (which are presented in the descriptive 

section) and is equivalent to Model 1 presented earlier. The cluster model in this 

analysis evidently deviates from the 3 clusters model presented in Model 1 since it 

includes twice the number of countries. In this case 5 clusters are defined (see also 

Figure 2 in Appendix III) and the MG-MF cluster, close to the European average, is 

used as reference.   

 In Model 3.b we pick up the welfare state regime typology from the previous 

Model 2 and extend it by including the Baltic and Eastern countries, as we can see from 

Table 4.5. 
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     Table 4.5: Summary Model 3- Extended Models using SILC 2005-2006 for 26 countries  

 
  

Regarding the model fit, the flexibility-generosity clusters from Model 3.a 

explain 0.72 percent of the variance in the early exits from work, while the extended 

welfare state typology from Model 3.b, explains 1.2 percent of the variation in early 

retirement behaviour in 2005-2006, compared with their respective baseline models 

(which are presented in Table 5 in Appendix III). 

We can see from Model 3.a that people living in countries with ungenerous and low to 

medium flexible system (LG-LMF cluster) are the least likely to retire earlier. Other 

clusters do not significantly differ on their impact on early retirement behaviour. This 

result indicates that even with the extended set of countries convergence of the 

flexibility-generosity indicators is likely to have occurred. 

 We observe differences in the alternative pathways as well: people living in 

countries belonging to the MHG-LF cluster (liberal countries, Netherlands and Iceland) 

are the least likely to exit through alternative pathways such as disability and 

unemployment. In the case of unemployment exits people living in countries with 

medium generous and low to medium flexible system (MG-LMF cluster) are less likely 

to use them as alternative routes out of the labour market compared to the reference 

category. Moreover, people living in the HG-MHF cluster (the Southern countries plus 

Luxembourg and Hungary) are the most likely to leave the labour market through other 

inactivity routes.  

 In Model 3.b, comparative with Model 2, we introduced 2 more regime 

dummies: the Baltic one (including the Baltic countries) and the Eastern one (including 
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the other New Member States with the exception of Cyprus which was incorporated in 

the Southern regime). Furthermore, we added Iceland, Norway and Sweden to the 

Nordic regime cluster and Austria is included in the continental one. A striking finding 

from Model 3.b is that the two new welfare state dummies that we included in the 

regime typology are situating themselves at the opposite poles: while people from 

Eastern regime are the most likely to retire earlier, people living in the Baltic countries 

are the least likely to do so. If the latest finding is rather surprising, the high rate of early 

exits in the Eastern countries is not, since in this period (2005-2006) they just started to 

implement active ageing policies in deep-rooted early retirement cultures. Regarding the 

other regime types, we observe from Model 3.b that people living in the Liberal regime 

are less likely to take up early retirement benefits than those living in the Southern, 

Continental and Eastern regime, while people living in the Nordic countries are even 

less likely to retire than those living in the abovementioned regime types. However, it is 

rather surprising that the Southern regime and the Corporatist one do not seem to differ 

significantly in their impact on individual early retirement behaviour. 

 Regarding the alternative routes, people living in Baltic countries are more 

likely to exit through unemployment than people living in the other regime types, while 

people living in the Liberal regime are the least likely to do so.  The other regime types 

do not seem to differ significantly in their impact on unemployment exits. As we would 

have expected, people living in the Southern regime have higher likelihood to take the 

inactivity path compared to people living in the Eastern, Nordic, Baltic and 

Conservative regimes. People living in the Liberal regime, however, are the most likely 

to exit through inactivity. The later result is rather surprising; however, if we look 

cumulatively at the early exits through different paths, this confirms our previous 

findings that in regimes/clusters where people are less likely to take up early retirement 

benefits, they are much more likely to use alternative paths such as inactivity. At the 

opposite side, the least likely to take the inactivity path are the people from the Nordic 

regime, while for those from Continental, Eastern and Baltic one we did not observed 

significantly different patterns in this regards. We can see as well in the case of the 

disability exits that the impact of the welfare state regime on the individual early 

retirement behaviour does not deviate significantly across regime types. 

 In the models presented in the previous section we saw that, over time, the 

differences in the institutional impact on the individual early retirement behaviour 

across regime types and especially across flexibility-generosity clusters seem to fade 



  

 85 

away. Part of the later could be due to the countries differences in successfully 

implementing active ageing policies during this period.  

 

4.4. Conclusions and discussions  

 

This paper showed a complex interaction between the macro-level institutional 

indicators, micro-level predictors and individual early retirement behaviour. Regarding 

the macro-level analysis on the flexibility-generosity patterns across European countries 

between mid-‘90s and mid-2000s, the main trend observed was towards more generous 

and more flexible systems. At the same time there was a general tendency to reduce the 

gender gap as far as the flexibility indicator is concerned, a trend which was observed in 

most of the countries analysed. 

 In 2005-2006 the European welfare states presented a mixed picture: some of 

the flexibility-generosity clusters were maintained over time, while other clusters 

changed their composition, including countries which shifted in this period between 

clusters as a consequence of the reforms that took place in their social security system. 

In the enlarged Europe, the Baltic and Eastern states tend to cluster together with some 

exceptions (e.g.: Hungary, Slovakia). However, in general, the flexibility-generosity 

clusters do not follow the line of the Esping-Andersen’s welfare state typology. 

Fererra’s Southern regime seems to incorporate more of the generosity-flexibility 

dimension; since in all our macro-level analysis the Southern countries clustered 

together (still other countries like Luxembourg were included in the same cluster). 

 Regarding the role played by the welfare state regimes and the institutional 

indicators on the individual early retirement behaviour, from our discrete choice models 

we observed different trends over time: on the one hand, the welfare state regime 

typology (still) seems to explain some of the variance in the early retirement patterns; 

on the other hand, in 2005-2006 the convergence of the flexibility-generosity indicators 

towards the European average observed in our macro-analysis seems to be reflected in 

their impact on individual early retirement behaviour.  

 Regarding the welfare state regime impact on individual behaviour over time, 

the most notable result observed was the reversed trend of the Southern regime from the 

one in which people were most likely to retire early in 1996-1997 to the regime in 

which people are least likely to do so in 2005-2006. However, this result was not 

preserved in the Enlarged Model, when we included Cyprus along the other Southern 

countries, and an explanation could be that the later undergoes reforms in this period, 
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therefore it needs time until the effect of active ageing policies on individual early 

retirement behaviour could be observed. 

 Concerning where the new Member States are positioning themselves in this 

regard, we observed that Eastern Europeans are the most likely to retire earlier, while 

people from the Baltic countries are the least likely to do so. This finding has policy 

consequences: it shows that there is still a long way to go in implementing successfully 

active ageing policies in the Eastern countries, while the Baltic ones, with small 

economies, are performing very well in this field and they are even  ahead of some of 

the Western countries.   

 To sum up, compared with 1996-1997, in mid-2000s the borders between 

regime types/ flexibility-generosity clusters became blurred, supporting rather Börsch-

Supan (2006) and Hemerijk (2002) conclusions about the diversity among European 

welfare states. On the other hand, a certain convergence towards the European average 

in terms of flexibility-generosity indicators was observed at the macro-level. Can we 

talk about convergence towards an European active ageing model? We think it is too 

early to evaluate the full impact of active ageing policies, especially in countries with 

deep-rooted early retirement cultures, therefore, for the time being, there is not enough 

evidence to establish this, but certainly it can be a path to explore for future research. 
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Appendix III 

 

Table 1: First pillar pension characteristics 

 
statutory 

pension age coverage 
minimum  early 
retirement age  minimum insured years 

country  men women  men women men women 
Belgium 65 62 active pop. 60 60 32 32 

Denmark 65 65 universal 60 60 
25 unemployment 

insurance 
25 unemployment 

insurance 

Finland 65 65 universal 60 60 
no min insured 

condition 
no min insured 

condition 

France 60 60 active pop. 56 56 42 42 

Germany 65 65 active pop. 63 63 35 
35/15 from which  

10 after 40y.o. 

Greece 65 60 active pop. 62 /58 57 38 /  40 38 

Ireland 66 66 active pop. 65 65 - - 

Italy 65 60 active pop. 57 57 
 35/37& no age 

condition 
 35/ 37& no age 

condition 

Luxembourg 65 65 active pop.    57/60 
       

57/60 
 40/40incl. 

assimilated periods   
 40/ 40incl. 

assimilated periods   

Netherlands 65 65 universal - - - - 

Portugal 65 65 active pop. 55 55 30 30 

Spain 65 65 active pop. 60 60 insured before 1967 
insured before 

1967 

UK 65 60 active pop. - - - - 
source: MISSOC Report (2002), Natali (2004).ISG Report (2004). 

 

Table 2:  Conditions for the second pillar pension: 

 early retirement age 
coverage 

( %of employed population) 
partial 
pension 

country  men women   

Belgium 60 60 35 1 

Denmark 65 65 80 1 

Germany 60 60 50 1 

Ireland 65 65 50 1 

Netherlands 62 62 91 1 

Sweden  61 61 universal 0 

UK 62,5 60 universal 0 
source: Natali (2004), ISG Report (2002).    
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Table 3: Score minimum years insured:  
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Table 4: Construction of flexibility index 1996 & 2006
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Figure 1: Clusters countries on generosity and flexibility indicators in 1996 and 2006:  
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Figure 2: Clusters countries on generosity and flexibility of the social security system in 2006 (26 countries) 
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Table 5: Summary Baseline Model   
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Table 5 (cont.):  
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Table 5 (cont.):  

models predictors early retirement(B) disability(B) unemployment(B) other inactivity  (B) 
3. Basic   age                               1.117***        -0.427            0.030           -0.222*   

 Model age2                             -0.008**          0.005           -0.000            0.002**  
SILC  over55                     0.392*           0.015            0.114            0.148    
2005-2006 male                             -0.222           -0.052            0.090           -0.963*** 
26 countries married -cohabitating                         0.225*          -0.230           -0.371***         0.115    

 no children         -0.477*           0.146            0.035            0.149    
 secondary education               0.250            0.112           -0.187**         -0.252*   
 high-education                   -0.034           -0.047           -0.617***        -0.667*** 
 bad health                       0.144            1.362***         0.314***         0.471*** 
 partner-inactive                 -0.128           -0.168           -0.131            0.041    
 hours worked                     -0.012***        -0.022***        -0.014***        -0.027*** 
 permanent contract                0.049           -0.615***        -0.565***        -0.998*** 
 public& professionals         0.057           -0.632***        -1.119***        -0.714*** 
 service trade                     0.032           -0.374***        -0.475***        -0.485*** 
 industry                         -0.101            0.112           -0.537***        -0.282**  
 personal labour income        -0.052***        -0.074***        -0.131***         0.002    
 other hh labour income         0.010***         0.013***         0.005***        -0.003    
 non labour hh income           0.008            0.016**          0.014**         -0.002    
 R_unemployment50-64             -0.031           -0.061            0.040**         -0.009    
 GDP(000)                           -0.029*           0.000           -0.011            0.006    
 Constant                        -41.257***         5.498           -3.163            3.500    
Note:  Pseudo R2= 0.112; N= 53935 ; * p<0.10, ** p<0.05, *** p<0.01;   (Std. Err. adjusted for 26 clusters in country. 
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Chapter 5 Chapter 5 Chapter 5 Chapter 5     

Early Retirement Decision and the Life-Course  

in Luxembourg*    
 

 

 

Abstract Abstract Abstract Abstract  

 

The aim of this research is to analyse the impact of employment histories and linked 

life-course determinants on early retirement behaviour in Luxembourg using the Panel 

Socio-Economique Liewen zu Lëtzebuerg (PSELL) III (2003- on going) from a life 

course perspective. We argue that early retirement decision is influenced not only by the 

individual situation of the senior workers at the time of early exit from the labour 

market, but also by the decisions they took during their entire life and which are 

embedded in their work histories, their marital/cohabitating histories and the 

investments in human capital (education/training attended). Work history data 

reconstructed from retrospective information imbedded in PSELLIII panel data are 

used.  Applying multinominal discrete choice models we observed a differentiated 

impact by gender of the life course determinants on exits from the labour market in 

Luxembourg: the work histories seem to impact more on men’s decision to retire early, 

while the marital histories affect mostly the women’s early exit behaviour. 

 

 

 

 

 

 

* paper presented at the Society for Longitudinal and Life Course Studies (SLLS) Conference, 
Bielefeld, Germany, 26- 28 September 2011. The research was done in the framework of IRISS 
grant at CEPS/INSTEAD, Luxembourg, which provided access on-site to the PSELL III database.
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5.1. Introduction 

 

Although Luxembourg has one of the lowest participation rates of senior workers in 

Europe, it feels less the pressure of demographic ageing on the social security system 

due to the permanent influx of young immigrants and cross border workers (Hartmann-

Hirsch: 2010). However, there are concerns for the future as the immigrants and cross-

border workers will age and claim their pension rights, therefore prolonging the 

working life is an important issue for the policy makers nowadays even in the 

Luxembourg context. 

 Developing a policy to postpone retirement is a complex goal, since retirement 

behaviour is influenced by a multitude of factors, ranging from the socio-demographic, 

job related factors and cultural values to the multitude of decisions that someone took 

during his/her entire life course. Elder’s (1992) conceptualization of “the life course” as 

“age-graded life patterns embedded in social institutions and subject to historical 

change” highlights the interdependency between these factors and institutions across the 

entire life course.  

 The aim of this paper is to analyse the impact of life-course determinants on the 

early retirement behaviour in Luxembourg using retrospective life-course data which 

are embedded in the longitudinal panel data from  Panel Socio-Economique Liewen zu 

Lëtzebuerg (PSELL) III (2003-ongoing).  The life course approach takes into account 

the events that take place in the life of the individuals and which might influence their 

(early) retirement decision, including the marriage history,  the parenthood timing or the 

partner’s labour market status (Bovenberg: 2005). 

  Different scholars have focused on this idea of identifying the life cycle features 

that influence early retirement decisions. According to the economic life cycle model, 

for instance, the retirement decision takes place when the utility of the leisure time 

prevails over the utility of the labour income (Gustman and Steinmeier: 1984, Marshall: 

1995, Blundell et al: 2002; Moen: 2004, Bloom: 2004, Laitner and Silverman: 2005). 

Closer to the perspective of this research is the sociological life course approach in 

which the “costs”  and the “benefits” of the retirement decision are defined in a broader 

way than the economists tend to do, including also the social costs and benefits which 

occur from balancing the work and family life or the investments in human capital 

(Bovenberg: 2007). From this perspective, the balancing of “costs”  and “benefits” of 

the retirement decision is affected by the events an individual is confronted with during 

the entire life course (Antolin and Scarpetta: 1998; Esping-Andersen: 2005; Contini and 
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Leonbruni: 2006). As indicated by Heinz and Krüger (2001), socio-demographical 

characteristics such as gender, class, ethnicity and citizenship generate differentiations 

in such experiences among different individuals.  

 The so-called ‘midcourse’ stage of life (Moen: 2004), the period between the 

career-building years and old age, is perhaps the most crucial. Bovenberg’s (2005) 

metaphor of defining the modern life course as a succession of 'seasons' depending on 

milestone events nicely fits this idea. In 'spring' (18 to 30 years of age) young adults 

make the transition from education to the labour market and have their first jobs. 

Although most of the people start families during this period, many of them postpone 

the parenthood to the 'summer' of their life (between 30 and 50/55 years of age). In the 

'fall season' (50/55 - 70/75 years of age) people enjoy more leisure time and it is the 

period in which they plan their retirement. In the 'winter' of the life course after the 

transition out of the labour market occurs people enjoy leisure time in retirement. 

 A gender perspective on the life-course is developed by Heinz and Krüger 

(2001) who claim that the European tradition was until recently dominated by the male 

life-course model.  Nowadays it is stressed that women have their own individual life 

course patterns and that there is an economical interdependency between couples. 

Furthermore, Han and Moen (1999) have argued that “social heterogeneity” in life-

course experiences is most prominent when comparing men and women, suggesting a 

gendered opportunity structure across the life course, including the timing preferences 

in the exit decision from the labour market. Additionally, Henretta et al. (1993) pointed 

out that women’s early retirement decision is influenced by their family histories and 

that women with less or no children have a stronger career orientation and, consequently 

will work longer than women with (more) children (see also: Szinovacz et al.: 2001) 

Furthermore, Henretta et al. (1993) argue that women tend to synchronize retirement 

with their partners. On the other hand, other studies (Pienta: 1999; Hank: 2004) have 

found that women who had more children and interrupted working career for children 

rearing were more likely to work longer in their late life. Marital history impacts on the 

labour market exits as well, especially on women's behaviour, since divorced and re-

married women would be less likely to financially afford early retirement (Pienta: 1999; 

Szinovacz and Deviney: 2000; Wilmoth and Koso: 2002). 

 As argued by Heinz and Krüger (2001) three aspects of time should be 

considered in the life course perspective, i.e. a historical, an individual, and an 

institutional time.  In this study historical time will be defined by focusing on a 

determined period and by selecting a particular cohort. The individual time will be 
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represented by life histories and we will look into marriage history, number of children 

and socio-demographical background). Finally, the institutional time will be identified 

by the sequences and labour market transitions.  

 So far we have highlighted the theoretical relevance of focusing on the life 

course perspective when studying early retirement decisions, but practical reasons are 

present as well. Even policymakers have taken into account this perspective as is 

illustrated in the Dutch case where government has introduced since 2006 a life-course 

saving scheme (Maier et al.: 2007). 

 The context of this research is – by choice of dataset –  Luxembourg, where 

there is a “deeply rooted early retirement culture” (OECD: 2004), the research on 

active ageing policies developed after 2003 when the Luxembourg Government 

financed an extensive study on the age management in the private sector (Zanardelli et 

al.: 2004a; 2004b). Other researchers such as Reinstadler (2004) analysed the effects of 

the micro-determinants of the retirement decision from a cross-sectional perspective or 

focused on the training opportunities and employers policies towards old workers 

(Zanardelli and Leduc: 2006a and 2006b; Leduc: 2006; Genevois: 2006).   

  

  The following research questions will be addressed in this paper: 

 

� To what extent does the life course approach contribute to explaining the early 

retirement behaviour? 

 

� To what extent do the life course determinants, in terms of work and family 

histories, have a different impact on the early retirement decision of men and 

women? 

 

 We argue that retirement decisions are influenced not only by the individual 

situation of the senior workers at the time of the (early) retirement, but also by the 

decisions that they took during the entire career and which are embedded in their work 

history, their marital/cohabitating histories, the children timing and the investments in 

human capital (education and training attended).  Consequently, a longer working life, 

with a stable work path which implies fewer jobs and less unemployment/inactivity 

spells, will increase the probability to retire earlier (see Han and Moen: 1999; Pienta: 

1999; Marshall et al.: 2001), while long periods of unemployment or inactivity, in 

which pension benefits are not built, will decrease it (see also Szinovacz and Deviney: 
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2000). This, however, may be counteracted by the fact that in many countries (including 

Luxembourg) there are special access conditions for (long-term) unemployed above a 

certain age, which could also increase the probability to enter early retirement 

schemes34. People who started their career earlier would be more likely to retire earlier, 

since they are more likely to fulfil the eligibility criteria for the early retirement 

schemes. As we presented above, there is a deep rooted early retirement culture in 

Luxembourg, therefore people who started their working career in Luxembourg would 

be more likely to retire earlier than those whose first job was outside of Luxembourg 

(about 25% of the Luxembourgish in our sample). 

 As far as the second research question is concerned, we consider that the life 

course determinants, especially the marital and parental history, will have a stronger 

effect on early retirement decisions among women than men due to the traditional roles 

of labour division in the older cohorts. Regarding the marital history and current 

marital/cohabitating status, being in a couple and having an inactive partner will 

increase the likelihood of early exits due to the fact that couples tend to synchronise 

their (early) retirement (see: Pienta: 1999; Szinovacz and Deviney: 2000; Moen et al.: 

2001; Coile: 2003; Gustman and Steinmeier: 2005). People who passed through 

divorce/s and re-married are less likely to afford to retire early (see also Szinovacz and 

Deviney: 2000). Women who had more children and interrupted working career for 

children rearing will be less likely to qualify for early retirement benefits,  while having 

a higher household non-labour income will be more likely to impact as a pull factor 

only on women's  early exits (see also Szinovacz and Deviney: 2000).  

 Most other empirical studies we came across have only focused on early 

retirement. A particular feature of our research is that we define alternative exits from 

the labour market such as unemployment and other types of inactivity, alongside the 

early retirement exits we are focusing on.  After all, these alternative exits can be 

regarded as a first step in a phased (early) retirement process by people who are not 

entitled (yet) to early retirement benefits.  

 We recognize that a life course approach needs to take into account other 

aspects that influence the decision making process and as such our empirical models 

also include some elements from job search theory (McCall: 1970) and human capital 

(Becker: 1962) in order to select appropriate control variables. 

 

                                                   
34 For more details by country see MISSOC database from EUROSTAT available at: 
http://ec.europa.eu/employment_social/missoc/db/public/compareTables.do?lang=en. 
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5.2. Early retirement in Luxembourg – sketching the context.  

 

Luxembourg has a small and very successful35 economy while paradoxical it has one of 

the lowest participation rates of senior workers in EU15 as you can see illustrated in 

Figure 5.1.  

 

Figure 5.1: Labour market participation of senior workers (55-64) in 1997&2007 in EU 

 
 

 Although we see in Figure 5.1 an increase of about 8 percentage points between 

1997 and 2007, with an employment rate of senior workers of 32%36, Luxembourg is far 

from reaching Lisbon target37. Perhaps the most significant progress was made in the 

case of the female employment in the age group of 55-64 years. Whereas in 1997 the 

senior female employment rate was very low, at only 12.5% by 2007 it has doubled in 

                                                   
35 According to OECD data for 2007, Luxembourg has the highest GDP per capita among the 
OECD countries, source: http://stats.oecd.org/Index.aspx. 
36 source: EUROSTAT data available at: 
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/search_database. 
37 Lisbon target was the EU goal of 50% employment rate of senior workers by 2010. However, 
with an overall employment rate of senior workers of 46.3%   in 2010, Lisbon target was not 
reached in all the Member States, and Luxembourg was far from it with an employment rate of 
senior workers of 39.6% for 2010. Lisbon Strategy was replaced in 2010 by Europe2020 Strategy 
which aims at 75% employment rate (source: http://europa.eu/pol/socio/index_en.htm). 
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Luxembourg, reaching 26.8%. The EU15 averages for the same years were 26.1% and 

38.1% respectively38.  

 The question then is whether this low participation rate among elderly causes 

problems to the Luxembourgish social security system. Apparently it does not, since it 

has been argued that the effects of the ageing of the work force are less present than in 

other European labour markets (see Hartmann-Hirsch: 2006). This is due to the fact that 

the Luxembourgish labour market is characterized by a small and competitive economy 

with a large share of the work force based on immigrant and cross-border workers. 

Nevertheless, others (see also Fontagné: 2004) have drawn attention to the fact that, in 

time, things will change in terms of sustainability of the social security system (and the 

recent economic crisis was already an alarm signal) and active ageing policies should be 

promoted in order to increase the participation rate of the senior workers.  

 Luxembourg has one of the most generous pension benefits in the EU, with one 

of the highest replacement rates of 90% of the reference income and with a generous 

minimum pension establish by law39. Early retirement schemes (la préretraite) were 

introduced in Luxembourg at the end of the ‘70s in order to tackle the effects of the 

industrial crisis in the metallurgic sector, which had a large share of the national 

economy at that time40. Early retirement is possible from 57 years of age, if 480 months 

of insurance were paid or from 60 years of age if 480 months of effective insurance or 

assimilated periods’ condition is fulfilled41. The average exit rate from the labour 

market was 57 years among women and 58.1 years among men in 200342, below the EU 

average of 60.6 years for women and 61.5 years for men respectively for the same year. 

Deferred pension, as well as partial retirement, is not allowed by the system; if a person 

is deferring retirement after the age of 65 (statutory retirement) his old age contributions 

need to be reimbursed, therefore prolonging the working life beyond the statutory 

retirement age is not financially attractive.  

                                                   
38 source: EUROSTAT data for 1997& 2007 by gender  at: 
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/search_database. 
39 In 2007 the minimum pension was 1400.71€/ month if the person was insured for 40 years, if 
not, the minimum pension is reduced by 1/40 for each missing year. There is also an upper 
threshold for the pension benefits (6484.76€ /month in 2007); source: MISSOC data for 2007 
available at: http://ec.europa.eu/employment_social/missoc/db/public/compareTables.do?lang=en. 
40 According to Fontagné (2004), before the industrial crisis, the metallurgic sector was producing 
around 30% of the PIB; after the restructuration of the economy (during which the employment in 
the metallurgic sector was reduced by half in 10 years) priority was given to the financial sector 
which developed extensively in Luxembourg.  
41 source: http://ec.europa.eu/employment_social/missoc/db/public/compareTables.do?lang=en. 
42source:http://epp.eurostat.ec.europa.eu/tgm/refreshTableAction.do?tab=table&plugin=1&pcode
=tsiem030&language=en. 
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 Regarding the alternative exit paths, disability was used extensively in the past 

by senior workers in (phased) early retirement. However, in 2002 the law changed43, 

implementing more restrictive qualifying conditions for disability exits, including the 

obligation to find first an appropriate position compatible with the medical condition 

either in the current work place (internal placement) or, if that was not possible, in 

another one (external placement). The law affected most the senior workers and the 

disability exits decreased substantially after 2002 due to the fact that almost half of the 

disability exit demands (which did not decreased in number since 1996) were denied 

compare with only 10% refusal rate in 1996 (see Hartmann-Hirsch: 2006).  

 Unemployment rate was rather low in Luxembourg in the reference period, 

under 5%, with a slight increase from 3.2% in 2003 to 4.2% in 2007.  Unemployment 

rate was 2 percentage points higher among women than among men at that time44.  

Furthermore, senior workers who are unemployed can enter directly into early 

retirement schemes from the age of 57 if they will fulfil the eligibility conditions in the 

3 subsequent years45, therefore unemployment is an alternative exit path from the labour 

market through a phased early retirement in Luxembourg as well.  

 As we will show, inactivity is extensively used as an alternative exit route for 

women. Inactivity, however, does not imply that there is no income, since in 1999 a 

minimum non contributory income (revenue minimum garanti) was introduced by law46 

in order to insure sufficient resources for a decent means of living for everyone. 

 

5.3. Data and operationalization of the main variables 

5.3.1. Data and sampling  

 

In this research we make use of the first 5 waves of the PSELL III study, which started 

in 2003. This study also contains retrospective information on the whole career of the 

senior workers which we selected in our sample as well as information regarding socio-

demographic characteristic and family history. 

                                                   
43 source: http://www.secu.lu/ 
44 source: EUROSTAT data for 2003-2007, available at: http://appsso.eurostat.ec.europa.eu. 
45source:http://ec.europa.eu/employment_social/missoc/db/public/compareTables.do?year=20070
101&lang=en. 
46 Law of 29 April 1999; according to MISSOC data for 2007, the amount starts from 1184. 
54E/month for a single person household and increases with 50% for a two persons’ household 
and with about 20% for every child in the household, source: 
http://ec.europa.eu/employment_social/missoc/db/public/compareTables.do. 
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 We selected only people who were in paid employment and worked for at least 

15 hours/week in the last observation year and who were present for at least 2 

consecutive waves in our data. The individuals enter our sample when they turn 45 

years (regardless in which wave of PSELL III this happens) and they are observed until 

they are one year younger than the statutory retirement age or until the data is right 

censored, meaning that the person had not yet reached the retirement age at the end of 

the observation period. We also have some left censored periods for respondents who 

are older than 45 years in the first year they are observed, however since they are still 

employed in the first observation year (otherwise they are not selected in our sample) 

this does not constitute a major problem. Left censoring of respondents who were 

already retired before statutory retirement age prior to 2003 (mainly elderly cohorts) 

was unavoidable. The lower age of 45 is chosen since in some sectors workers are 

eligible for early retirement even before the age of 50 while the upper age threshold is 

64, one year prior to the statutory retirement age. We observed 3448 senior workers 

present in at least in 2 consecutive years in our sample, from which 37.71% are women. 

 We choose PSELLIII to analyse life-course predictors because it contains a 

special questionnaire on work histories (les trajectories professionnelles) that was asked 

in 2003 to people active on the labour market in that year and in 2004 to the inactive 

ones (some of whom re-enter the labour market and, consequently, if they were in our 

age range and active for at least 2 years- they enter our sample as well). The work 

histories from PSELL III allow us to identify up to 16 employment, unemployment and 

inactivity periods providing information on the entire careers of our respondents since in 

our sample the maximum number of jobs is equal to 15 for men and 11 for women. We 

also have information on the marriage/cohabitation history and number of children.  

 Our sample selected from the PSELL III is organised as a pooled person-year 

file, with one record for each individual by year. We reconstructed the work histories by 

combining the retrospective information from the special 2003 & 2004 trajectories 

professionnelles questionnaires embedded in PSELL III survey with the panel data, by 

adding the constructed variables that summarise the work histories to each observation 

year per individual from PSELL III. For the subsequent waves after the special 

questionnaire was asked, we reconstructed the work/unemployment/inactivity periods 

by adding the respective spell/s that occurred in the subsequent years to the ones 

registered in the work histories up to 2003/2004. Operationalization of the main life 

course predictors is presented in the next section. 
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5.3.2. Operationalization of the main variables  

 

Our dependent variable is the individual transition out of the labour market through 

one of the following paths: early retirement, unemployment and other inactivity types 

(including a small number of respondents who left the labour market by disability). We 

identified the different alternative exit paths from the labour market based both on self-

defined labour market status and type of benefits received, thus creating a more reliable 

measurement of the labour market situation of the senior workers. 

 Figure 5.2 shows the alternative paths that men and women use to exit early 

from the labour market and we can see that almost 50% of women choose the inactivity 

route compared with only 12% of men, while 77.5% of them qualify directly for early 

retirement, compared with only 34.3% of women, probably due to their interrupted 

career.   

 

Figure 5.2: Alternative exit pathways out of the labour market  by gender 

 
 

 

Life course determinants of the early exits 

 

Life-course predictors of the early retirement behaviour are the main focus of this paper. 

We distinguish between work and individual/family history. Work history information 

involves: the duration and number of employment, unemployment and other types of 

inactivity spells, the age entering the labour market and the country in which they 

started their career. As far as the individual/family history is concerned, we include the 

number of children and of marriages as well as the current marriage/cohabitation status 
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in the analysis.  Furthermore, we link the individual information with the ones of their 

partner and we control for the partner’s labour market status as well. We control for 

income measured in each wave by dividing the household income by the number of 

household members. The highest level of education achieved it is an indication of the 

life-long investment in their human capital and we regrouped the educational level in 3 

categories: low education (used as reference), medium level and high education level.  

 

Other predictors 

 

We control for personal characteristics such as gender, age, being married/cohabitating, 

nationality, and self defined health status which is measured in every wave of the panel. 

The latter is a central predictor of the early exits, especially through disability. To 

control for the economic cycle we use the periods in years as a proxy.  

 Detailed information regarding the last/current job is included as well, namely: 

sector of the last employment (NACE classification regrouped in 3 categories: public 

sector, trade and services, while the industry and agriculture one is used as reference 

category); occupational status  (ISCO88 classification regrouped in 5 categories: 

professionals, low white collar, upper manual and lower manual workers, later being 

used as reference category),  having a supervisor position, type of contract, working 

part-time, size of the firm and labour income. Taken together this information shows the 

professional status and position reached towards the end of the career. 

 

5.4. Gendered work histories 

 

Adding to our understanding of the Luxembourgish labour market, in this section we 

describe the gendered work histories of our respondents in some detail. As a starting 

point, we focus on the situation at the end of the first job.  

 As we can see from Figure 5.3, which shows the situation after the first job 

(except for 4.86% of women and 14.81% of men for which the first job is the current 

one) the picture looks very different by gender: 6.3% of men retire early directly from 

the first job compared with only 1.47% of women, while 1.39% of women and 2% of 

men exit through disability route. 
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Figure 5.3: Situation at the end of the 1st job by gender  

 
 

 We can also observe from Figure 5.3 that a significant higher percent of women 

(by almost 20 percentage points) resign from the first job than men. A plausible 

explanation of this gender difference is given in Figure 5.4 below which shows the 

reasons given for interrupting the career after the first job. More than 50% of women 

stopped their career after the 1st job for family reasons: caring for children or dependent 

persons or just after getting married, suggesting a dominant male bread-winner model. 

We can also see that 10.69% of men and only 2.5 % of women end their career after the 

first job by retiring early; the difference in percentage compared with Figure 5.3 could 

be explained by the phased (early) retirement: for example if the job ended after a 

certain age and if after an inactivity period they did not re-enter the labour market 

anymore and they qualify for early retirement benefits. 

 

Figure 5.4: Reasons for career interruption after the 1st job by gender 
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 We already indicated that the proportion of men who retire early directly from 

the first job is higher than for women. Women, however, are more likely to exit the 

labour market through alternative paths such as disability or inactivity. This is nicely 

illustrated in Table 5.1 in which summaries of the work history by spell types are 

presented. A summary of the different type of spells by gender and by duration (in 

months) can be found in Table 1 in Appendix IV. 

 

Table 5.1: Work histories by different spell types and by gender (%) 

 
 Luxembourgish labour market is quite a stable one, more than a quarter of the 

people from our sample had just one job during their entire working life, as you can see 

from Table 5.1, with a higher percentage for women ( =29.35%) compared to men (= 

23.88%). We observe that more than 90% of our sample never experienced an 

unemployment spell, while only about 7% of them had only a single unemployment 

period, the maximum number of unemployment spells being three spells for women and 

six in the case of men. Except for the number of spells where there is a slight difference, 

we do not observe gender significant differences in the unemployment history. This 

does not imply that the labour market is not stratified by gender. On the contrary, when 

we look at the inactivity spells gender differences pop up that can be logically linked to 

parenthood: 55% of men never experienced an inactivity period during their working 

life compared with only 20% of women. Also 62% of women experienced one 

inactivity spell compared with only 35% of men. The maximum number of inactivity 

spells is three periods in the case of men and five in the case of women. We can 

observe further the gender gap in Figure 5.5, which shows the situation after the last 

job: the proportion of women who resigned and choose the inactivity path is much 
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larger (with 37.5% percentage points) than the proportion of men who resigned (under 

3%). At the same time,  the percentage of women who enter directly early retirement is 

much lower than in the case of men (5.12% of women compared with 20.28% of men). 

Finally, differences in exit through the disability schemes are slightly higher for men 

(with 8.45% of them) than for women (with only 5.47%).  

 

Figure 5.5: Situation after the last job by gender  

  
 

 To sum up, we saw that Luxembourg has a gendered labour market reflected in 

the work histories and the linked decision with the family life people take during their 

career, women being affected most by the latter. 

 

5.5. The impact of life course determinants on the individual early 

retirement behaviour 

 

In this results section, in order to research the labour market transitions of senior 

workers, we applied discrete time event history analysis (see Allison: 1982 and 1984; 

Yamaguchi: 1990 and 1991). The multinominal logit models allow us to take into 

account the competing risks of the alternative exits through early retirement, 

unemployment or other types of inactivity. In a first step we run a Basic Model by 

gender which includes the control variables except the life-course determinants of early 

exits and which acts as a reference model (see Table 2 in Appendix IV). In a second 

step we added the life-course predictors to the Basic Model, running the Life Course 

Model. Table 5.2 summarizes the results from our Life Course Model by gender. 
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Table 5.2:  Life Course Model by gender 
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Regarding the model fit, we can see that our Life Course Model explains 39.5% of the 

early retirement behaviour of women and 48.37% in the case of men, which represents a 

good explanatory power, with an increase of almost 8 percentage points for women and 

11 percentage points for men compared with the Basic Model (see Table 2 in Appendix 

IV).  

 In line with the descriptive comparisons presented before, our Life Course 

Model from Table 5.2 clearly indicates that the impact of the life course determinants is 

differentiated by gender. Regarding the work histories, we can see that a delayed entry 

on the labour market, as expected, decreases the probability to retire early or exit 

through alternative routes such as unemployment for men (whereas for women has no 

significant impact), while starting their career in Luxemburg strongly increases the 

probability to retire early for both genders. In line with our expectation we did not 

observe differences in exits between Luxembourgish versus other nationalities since its 

effect is captured by other predictors which we controlled for like the country of the 

first job and the public sector. About 80% of the active Luxembourgish work in the 

public sector, whereas about 80 % of the immigrant and cross-borders workers are 

employed by the private one (see Fontagné: 2004). Having more jobs decreases the 

probability to become unemployed for women, probably due to the fact that they are 

more flexible on the labour market. The number and the overall duration of jobs had no 

significant impact on the early exits of men.   

 As far as the inactivity spells are concerned, we observe a positive impact of a 

higher number of inactivity periods on the probability to retire early or to become 

unemployed for both men and women. At the same time the probability to exit through 

inactivity path for men is increasing. Also for men we observe that a longer overall 

inactivity duration decreases the probability to retire earlier. This might be explained by 

the fact that in this period they do not build pension rights and, consequently, are less 

likely to be eligible for early retirement. The gender difference in the probability to 

choose the inactivity path can be explained, as we saw from the previous section, by the 

fact that many women choose the inactivity path early on in their career, after the birth 

of their children or even immediately after marriage. A higher number of 

unemployment spells increases, as expected, the probability to exit through the 

unemployment path, possible as a first step in phased (early) retirement for men, while 

for women it increases the probability to take early retirement, since there are facilities 

in the accessibility of the early retirement benefits for long term unemployed.   
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 Regarding the marital history, we observe that being married/cohabitating 

increases the probability to retire early for women (synchronising retirement with the 

partner), while a higher number of marriages decreases it (the same effect being 

observed in the case of inactivity exits). Furthermore, a higher number of children 

increases the likelihood to become inactive for the mother, while in the case of men, 

none of the abovementioned predictors has a significant impact on their early retirement 

behaviour, supporting, once again, the fact that Luxembourg had a well-establish man 

breadwinner model.  Our results on the impact of children on early retirement behaviour 

of mothers confirm Henretta et al. (1993) and Szinovacz et al. (2001) findings on the 

children's positive effect on mothers' early retirement behaviour rather than the ones of 

Pienta (1999), Szinovacz and Deviney (2000) or Hank (2004). On the other hand, 

having an inactive partner increases the probability to retire earlier for both men and 

women, suggesting that couples are more likely to synchronise their retirement. 

Concerning other household characteristics that could be included in the life course 

accumulation of wealth, we observe that a higher household income increases the 

likelihood of women to choose the inactivity path presumably because they can afford 

it.  Our results are in line with the findings of Szinovacz and Deviney (2000) regarding 

the gendered impact of the marital characteristics and the fact that couples tend to 

synchronise their exits. The traditional male breadwinner model is again mirrored in the 

finding that mainly women are pulled out of the labour market with increasing 

household income. 

 As far as education is concerned, we observe that women with high education 

level are more likely to retire earlier than those with a low level of education and less 

likely to become inactive. This can be explained by the fact that the years spent in 

higher education are included in the assimilated periods' condition to qualify for early 

retirement benefits, even if they did not contributed to the pension plan in that period. 

Therefore higher educated women would be more likely to have access earlier to early 

retirement benefits than their lower educated peers. We did not observed any significant 

effect of the education level on the men's early exits. 

 Regarding the personal characteristics we control for in our model, we observe 

that being a men over 55 years of age increases strongly the probabilities to retire early 

(even through alternative paths such as inactivity). Both men and women who indicated 

having a poor health, as expected, have a higher probability to exit through other 

inactivity routes, including disability exits. Having a documented health problem is a 

condition sine qua non to qualify for disability benefits. 
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 Regarding the characteristics of the last/current jobs, we observe gender 

differences in the impact of working part-time on the early exits: women working part-

time are less likely to retire early or to become unemployed than women  in full time 

jobs, while men working par-time are more likely to retire early than their peers in full 

time positions. These results confirm the findings of Pienta (1999). One likely 

explanation for the differentiated impact by gender is that part-time jobs offer more 

flexibility for women to dedicate time for the family or leisure; therefore they might feel 

less the need of early retirement compared with the women who work full-time. In the 

case of men, working part-time could be a first step in phased (early) retirement, while 

training someone to take over their post. Nevertheless, we have to mention part-time 

employment is very low among men in Luxembourg: with a rate of 1.6% of the total 

employment rate of men in 200347, it was below the EU average of 6.7% part-time 

employment among men for the same year. In contrast, the part-time employment 

among women, with 30.7% is close to the EU average of 33.8% of part-time female 

employment in 2007. However, if at the EU level the part-time employment among 

women decreased  with 2.7 percentage points between 2003-2007, in Luxembourg in 

the same period women part-time employment increased with 6.5 percentage points, 

while among men it slightly increased with only 1 percentage point (same trend being 

observed in the EU average for men part-time employment in the same period). Having 

a permanent contract decreases the probability of taking the inactivity path for both men 

and women due probably to a more stable labour market position compared with those 

with temporary contracts. However, the proportion of people with temporary contracts 

in the total employment is low in Luxembourg, with 4.2 % among women in 200348 and 

only 2.4% among men for the same year. By 2007, the proportion of temporary 

contracts in the total employment increased with 3.4 percentage points for women and 

3.8 percentage points for men.   

 Regarding the firm size, men working in medium size firms, with 20 to 499 

employees are less likely to become unemployed than men working in small firms, with 

under 20 employees. Women employed in large firms, with over 500 employees are 

more likely to become inactive than women working in small firms. As far as the sector 

differences are concerned, we observe that people working in the trade and service 

                                                   
47 source: EUROSTAT LFS data on part-time employment in EU, available at: 
http://epp.eurostat.ec.europa.eu/tgm/refreshTableAction.do?tab=table&plugin=1&pcode=tps0015
9&language=en. 
48 source: EUROSTAT LFS data on temporary contracts in EU, available at: 
http://appsso.eurostat.ec.europa.eu/nui/submitViewTableAction.do.  
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sector are less likely to take the inactivity path. Men working in the public sector are 

less likely to retire early than their peers working in the private sector.  

 We notice that labour income has no significant impact on the early retirement 

exits, only a negative impact on the inactivity one, since people with higher income 

have a better labour market position and, consequently, are less likely to become 

inactive. Combined to the fact that the equalised household income, as we presented in 

the beginning of this section, has a significant (positive) effect only on the inactivity 

exits of women, we could conclude that the financial incentives do not seem to play an 

important role in the early retirement behaviour in Luxembourg. 

 

5.6. Conclusions and discussions 

 

In this paper we analysed the impact of life course determinants, more specifically work 

and family histories on early retirement behaviour of senior workers in Luxembourg 

and, summing up, we can conclude that the life course approach is contributing to 

explaining early retirement behaviour, in particular through alternative paths.  

 Our results showed that the work histories impact mostly men's early 

retirement behaviour, while marital and fertility histories influence women's behaviour. 

However, there were also determinants that had a similar impact on both men and 

women's early exits. First of all, as expected, people who indicated a poor health were 

more likely to exit through the inactivity path, including the disability exits. From the 

marital characteristics the only predictor who had a similar impact on both men and 

women's behaviour was having an inactive partner and confirms our hypothesis  that 

couples tend to synchronise their (early) retirement.  

 When we looked at the work histories, we noticed that disrupted careers, with 

more periods of inactivity and/or unemployment, increased the likelihood of early exits 

through different paths, confirming our hypothesis. Moreover, starting a career in 

Luxembourg increased the probability of early exits, for men through early retirement, 

while for women through the extensively used inactivity path. It is interesting to point 

out that, when we controlled for the country in which one started the career, nationality 

had no significant impact on the early retirement behaviour49, suggesting that, 

                                                   
49 In the model in which we did not control for the country of first job (not presented here), being 
Luxembourgish did have a significant positive effect on the early retirement exits. See also the 
Basic Model (men) in Table 2 in Appendix IV. This indicates that it is not nationality per se but 
where one started one's career that matters. 
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controlling for other factors, the immigrants that enter the labour market in Luxembourg 

have similar early retirement behaviour as their Luxembourg nationals peers, showing, 

once again, the predominance of a deep-rooted early retirement culture in the country. 

Regarding the last job's characteristics, we observed that people with permanent 

contracts, those working in the trade and service sector and those with a higher labour 

income are less likely to exit through the inactivity path.  

 As indicated, we observed quite some gender differentiated effects of our 

predictors. Looking at men's Life Course Model, we observed that men over 55 years 

are more likely to exit from the labour market, even through inactivity route. The men's 

work histories impact showed that delayed entries on the labour market decrease the 

likelihood of early exits, even through unemployment. A longer (cumulated) inactivity 

period/s decreased the probability to qualify for early retirement benefits, since they are 

less likely to have built the required contributions years. 

 As far as the last job's characteristics are concerned, we observed that men 

working part-time were more likely to retire early while those working in the public 

sector were less likely to do so.  Men working in medium size firms with less than 500 

employees were less likely to become unemployed.  

 When we looked at specific gendered effects of our predictors on women's 

early retirement behaviour, we see that age and belonging to an older cohort had no 

impact on the early exits. The investment in human capital seemed to impact  their late 

life labour market behaviour: more specifically, high educated women were more likely 

to retire early and less likely to become unemployed. The gender differentiation also 

showed up in the effect of life course determinants, especially in what concerned the 

marital history. Only women’s early retirement behaviour was influenced by it: married 

and cohabitating women were more likely to retire early probably to synchronise it with 

their partner, while women who had more marriages were less likely to do so (even 

through the inactivity path), probably due to the financial strains. Women who had more 

children, as well as those with a better household financial situation were more likely to 

take the inactivity route confirming, once again, that the household characteristics have 

a stronger impact on women's labour market behaviour than on the one of men.  

 Among the work histories predictors, the only specific effect focused on 

women's behaviour was of the number of jobs: women who had more jobs in their 

career were less likely to become unemployed towards the end of their working life. 

When we looked at the last job's characteristics, we saw that women working in large 

firms, with more than 500 employees were more likely to take the inactivity route 
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compared with women working in small firms, with less than 20 employees and those 

working part-time were less likely to retire earlier compared with women working full 

time (while among men we observed the opposite effect). These results are highly 

policy relevant and show that creating more opportunities for flexible/reduced work 

schedules for senior workers could contribute at prolonging their working life.  

 Looking at the differentiated effects for men and women most of our 

predictors, we can conclude that in Luxembourg life course patterns are gendered and 

the older cohorts seem to exhibit traditional roles. These findings point out to the fact 

that Luxembourg still has a predominant male breadwinner model. A policy implication 

is that there is a need for more social policies designed to increase the labour market 

flexibility which would create more attractive opportunities for women (and for men as 

well) to prolong their working life. 

 Our results also showed that work histories, marital histories and household 

characteristics intertwine in explaining the early retirement behaviour, therefore there is 

a need to take into account these different elements in a comprehensive framework, 

including partner's labour market trajectories when analysing late labour market 

transitions.  
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Appendix IV 
 

Table 1: Work histories statistics by gender in duration (months) and number of spells: 

 

 

Table 2:  Basic Model by gender  
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Table 2 (cont.)  
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Chapter 6 Chapter 6 Chapter 6 Chapter 6     

Policy Relevance and  

Pathways for Future Research 
 

6.1. Policy relevance and recommendations 

 

In this thesis we looked at early retirement patterns in Europe from an institutional, 

culture of ageing and life course perspective. Reflecting on the principal research 

findings the policy relevance will become evident. 

 From the institutional perspective we learned that the more generous the 

different type of benefits were the more likely senior workers were to exit through the 

corresponding pathway, while the flexibility regulations seemed to have exerted a 

strong impact on advancing the timing of the retirement decision. At the same time we 

found that an increased flexibility, allowing easier access to the early retirement 

benefits, makes the alternative exits less appealing. Our findings also showed the 

complementarities of the alternative exits: in the cases where the early retirement exits 

are less likely to occur, the alternative pathways are more likely to be used. The results 

indicate that, over time, social policies played a dual role in creating incentives or 

disincentives on labour market participation of senior workers. The policy lesson is that 

the policy makers should restrict the use of policies which have the later type of effect 

on labour market participation like the early retirement schemes, even to eliminate them 

where possible and to focus on implementing the ones with the former type of intended 

effect, more specifically, the active ageing policies. To this end, one way of prolonging 

the working life could be to create flexible retirement schemes which render more 

options to people to continue working. In this regard, a better linkage between the level 

of benefits in actuarial sense and the age at which people in reality exit the labour 

market should be considered as well.  

 We found little or no evidence of an effect of active ageing policies on early 

retirement behaviour with our data. However, we need to take into account that active 

labour market policies just started to be implemented in most of the countries in the 
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period under survey, for which reason it might have been still too early to fully evaluate 

their impact on the individual early retirement behaviour. Nevertheless, the findings 

showed that there is a need for more effective active policy measures aimed at 

prolonging the working life, both at national level and at EU level as well. 

 EU policy aims at building a common European social model and in order to do 

so it is policy relevant to understand the differences, as well as the similarities between 

countries and regimes in this field. Regarding the flexibility-generosity patterns across 

European states, the main trend observed between 1996-1997 and 2005-2006 was 

towards more generous and more flexible systems and a tendency to reduce the gender 

gap. This was due to the fact that the gender differences in statutory retirement age and 

in access conditions to early retirement benefits were reduced or even eliminated in 

most of the countries. Noteworthy is the case of the Southern regime in which we 

observed a reversed trend from being the regime in which people were the most likely 

to retire early in 1996-1997 to the one in which people are the least likely to do so in 

2005-2006. One might think that active policies were implemented successfully in this 

case. However, the full picture provides more shades since, at the same time, these 

countries are characterized by an increasing use of alternative pathways out of 

employment. Therefore the policy lesson that can be drawn from here is that policy 

makers should look at the whole picture of the early exits, including the alternative 

routes, when designing and implementing the active labour market policies or 

evaluating their effectiveness on individual retirement decisions.  

  Regarding the New Member States, we observed that Eastern Europeans were 

the most likely to retire earlier, while people from the Baltic countries were the least 

likely to do so. These findings show that there is still a long way to go in implementing 

successfully active ageing policies in the Eastern countries, while the Baltic ones, with 

small economies, are performing very well in this field, even ahead of the Western 

countries. Overall, we observed that the borders between regime types and between 

flexibility-generosity clusters became blurred showing increasing diversity within 

Europe. This diversity of early retirement patterns across the European states suggests 

that there is still need for a better coordination of social policy in the field at the EU 

level in order to build a common active ageing policy. Although an increase in 

employment rates of senior workers was observed in the recent years, the Lisbon target 

of 50% employment was not reached by most of the Member States. The ‘Europe 2020 

Strategy’ even raises that number to 70% employment rate increasing the urgency for an 
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improved coordination of the social policy at the EU level and more efficient 

implementation at the national level.  

 Combining the culture of ageing approach with the institutional perspective 

created an added value for explaining the differences in the early retirement behaviour 

of senior workers. Results from the culture of ageing approach showed that a high level 

of work ethos can coexist with a deep-rooted early retirement culture. This should be 

taking into consideration when designing and implementing successful active ageing 

policies which aim at behaviour changes by reversing the early retirement trends. At the 

same time, there is a need to explore more the interdependency between institutions, 

cultural values and individual labour market behaviour than we were able to do with 

data at hand. 

 Nevertheless, it seems clear that cultural values such as the socially acceptance 

of early retirement may be deeply rooted in national cultures and hence may take a long 

time to change. Consequently, even if we did not observed a significant effect of the 

active ageing policies on early retirement behaviour in our models, it does not necessary 

mean that it will not have an increasing effect over time by the building of an 'active 

ageing culture'. This could be a path to research in the future with long running panel 

data.  

 Finally, from a life course perspective, our results showed that the work 

histories impacted mostly men's early retirement behaviour, while marital and fertility 

histories influenced women's behaviour. Couples tend to synchronise their (early) 

retirement. Having disrupted careers, with more periods of inactivity and/or 

unemployment, increased the likelihood of early exits through different paths. 

Moreover, starting a career in Luxembourg increased the probability of early exits, 

showing, once again, that a deeply rooted early retirement culture is in place in 

Luxembourg. The role of part-time work in prolonging working life is particular 

interesting from a social policy perspective. Women working part-time are more likely 

to prolong their working life, while for men the opposite is observed. The latter is 

probably best understood when taking into account that men have less part-time 

opportunities and in the case of men in their late career. At the same time, for men in 

their late career part-time is, in many cases, a sign of partial retirement from the full 

time job, therefore a first step towards (early) retirement. Nevertheless, creating more 

opportunities for flexible/reduced work schedules for senior workers could contribute at 
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prolonging the working life, including for men, especially if more bridge jobs50 

opportunities are available at the moment of (early) retirement from the main job (see 

also Feldman: 1994; Gobeski and Beehr: 2009). Furthermore, the affordability of the 

early retirement has an impact only on women's labour market behaviour, since a higher 

household income increased their probabilities to leave earlier the labour market, while 

it does not affect the men, an indication of traditional gender roles.  

 With all the results in mind we consider that, in order to design successful 

active ageing policies, policy makers should take into account the interdependency of 

the different aspects leading to early exit from the labour market: the effects of the 

existing institutional factors, the cultural settings of the respective countries and the 

historical institutional time as imbedded in the work histories of the senior workers, as 

well as their gendered trajectories.  

 

6.2. Paths for future research  

 

Any research using secondary data is by definition limited by the availability of the data 

collected. Our starting point was the richness in information provided by the ECHP 

database which allowed us to research labour market exits of senior workers in 13 

countries in the period between 1994 and 2001. To extend the possibilities of 

researching particular issues we enriched the data by adding macro-level data at the 

country level regarding structural and institutional aspects. To overcome the lack of 

information on values in the ECHP we made use of the information on work ethos 

provided by the EVS of 2000. Combining these two datasets is obviously not possible, 

but aggregating EVS data at the group level, defined by country, gender and age, made 

it possible to explore the effect of work ethos culture on early exits from the labour 

market. It is our opinion that by enriching the original ECHP data this way, we made the 

most out of the available data. At the same time, our experience paved the way for ideas 

regarding future research. 

 A path for future research would be investigating early retirement behaviour 

with data containing values at the individual level in a longitudinal framework. This 

would allow us to investigate how changes in time in work related values influence 

                                                   
50 Bridge jobs are different types of jobs (part-time, temporary, self-employment, even full-time) 
which someone takes after retirement from his/her career job in order to prolong the working life, 
thus acting as a bridge between pre-retirement employment and full retirement (see also Feldman: 
1994).  
 



  

 122 

(early) retirement decisions within and across countries. To extend the time framework 

of the ECHP, which was running in 1994-2001, we needed to make use of another 

project, the EU-SILC data (first longitudinal release for 2005-2006) and to compare the 

results using the two dataset with similar information from representative samples for 

two time periods, respectively 1996-1997 and 2005-2006. If in future research it would 

be possible to combine resources and pool projects from the start, then the quality of 

longitudinal data even could be improved. The latter is crucial if one aims at retrieving 

life-course data to reconstruct work and family histories and define comparative life 

course data.  

 That such a life-course approach, also from a gender perspective, is valuable, 

we have demonstrated in the case of Luxembourg using the PSELL III data. Extending 

these findings in the future to more countries is definitely worth making the investment. 

Thinking about the gender perspective and looking ahead, it might be useful to focus on 

retirement intentions and select even groups of younger ages than the ones involved in 

our study. In this way we could test whether the younger cohorts manifest the same 

gendered patterns as the older cohorts or whether the gender gap tends to close.    

 One limitation that we have to recognize is that the power of our models is 

affected by the limited number of countries, i.e. 13, included in our comparative 

research using the ECHP and the EU-SILC and 26 using all the countries available in 

the EU-SILC 2005-2006. Since we cannot “add”  more countries than the ones available 

in our datasets, a work-around could be to shift the analysis at the regional level. 

However, institutions are likely to differ at that level only in the administratively 

decentralised countries. Moreover, it is difficult to find comparative regional data for all 

the EU countries.  

 More promising in this respect might be to include the meso-level, more 

specifically the firms’ human resources policies regarding the senior workers, in the 

analysis of the late labour market transitions. This perspective would be particularly 

valuable when investigating the involuntary early exits from the labour market. In a first 

step, the analysis could be done at the national level, since international comparative 

data at the meso-level which also contains individual level information is scarce.  

 All-in-all our findings showed that welfare state institutions, cultural values and 

life course histories intertwine in explaining early retirement behaviour of senior 

workers. Hence adopting a comprehensive framework in researching the early exits 

from the labour market is definitely the most advisable thing to do in future research.  
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Summary 
In this dissertation we presented studies on early retirement behaviour from an 

institutional, cultural and life-course perspective which we considered complementary 

and intertwined.  Early retirement is not the only way of exit from labour market. We 

consider alternative exit routes from labour market such as disability, other inactivity 

states and even – in most cases –unemployment as definitive exit pathways out of the 

labour market and a first step in phased (early) retirement. For that reason we adopted 

discrete choice modelling. 

 After we introduced the topic of early retirement patterns in Europe and 

individual early retirement behaviour analysed from institutional, cultures of ageing and 

life course perspective in the introductory chapter , in the second chapter we focused 

on evaluating the effects of welfare state institutions on the retirement behaviour of 

senior workers in 13 European countries using the European Community Household 

Panel (ECHP) and macro data. Different from previous studies, we created an index of 

the flexibility of the social security systems by country, by gender and by pillar taking 

into account their different aspects: the statutory retirement age, the minimum numbers 

of years insured requirement and the minimum early retirement age as embedded in the 

social security system of the countries which have early retirement schemes in place. 

 The results showed the influence of the social policy indicators on individual 

early retirement behaviour: a more flexible system, which renders early retirement 

benefits more accessible, increased the probability of early retirement exits and 

decreased the ones through alternative paths such as unemployment and other inactivity 

states. More generous benefits (and we distinguished between early retirement benefits, 

unemployment and social security ones) encouraged the senior workers to exit earlier 

from the labour market through the respective path. 

 Aiming at bridging the institutional and cultural approach, in the third chapter 

we explored the role played by the work oriented cultural values on the individual early 

retirement behaviour, additionally to the institutional settings. To be able to examine the 

effect of both institutional and cultural determinants on the retirement decision we 

matched individual level data from the European Community Household Panel (ECHP), 

with group level data on work ethos from the European Values Survey (EVS) from 

2000. Our results showed that the group level values have a positive effect on the 

individual early retirement exits and a negative one on the alternative routes such as 

disability and other inactivity states. 

 In the forth chapter we looked at trends over time in the early retirement 

patterns in Europe by evaluating the impact of the welfare state institutions on the 
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individual early retirement behaviour between two points in time using the ECHP 

(1996-1997 waves) and the European Union Statistics on Income and Living Conditions 

(EU-SILC), the 2005-2006 waves.  Using aggregate data we tested the way countries 

cluster according to the flexibility and the generosity of the social security systems in 

1996-1997 compared with 2005-2006 for the 13 countries for which we had 

comparative data.  Our findings supported the notion of increasing diversity between the 

European states with respect to early retirement patterns, however a certain convergence 

to an European flexibility-generosity average was observed as well.  

 Furthermore, we tested the way the New Member States cluster according to 

these characteristics using data for the 26 European countries available in EU-SILC 

2005-2006 and we observed that the Baltic states clustered together, as well as most of 

the Eastern ones.  Our results also showed that people from the Baltic States are the 

least likely to retire early (however they are more likely to become unemployed than the 

ones living in conservative regime) while the Eastern Europeans are the most likely to 

do so.   

 Since early retirement behaviour is influenced by all the decisions that someone 

took during the entire career and which are embedded in his/her work history, as well as 

ones marital/cohabitating history and the investment in human capital, in the fifth 

chapter we adopted a life-course perspective on the early retirement behaviour. We 

used the Panel Socio-Economique Liewen zu Lëtzebuerg (PSELL) III (2003-on going) 

which provided detailed work histories covering the entire working career of the senior 

workers in our sample. Our results showed that a longer working life increased the 

probability to retire earlier, while long periods of unemployment or inactivity decreased 

it.  

 We observed gender differences in the effects of our predictors on early labour 

market exits: men are more likely to retire earlier if they are over 55 years, started 

earlier their career, worked part-time, worked in the private sector and had a less longer 

(cumulated) inactivity period/s, while women were more likely to retire earlier (or to 

have taken the extensively used inactivity path) if they were married or cohabitating, 

had a higher household income, were higher educated,  did not have multiple marriages, 

had (more) children, worked in large firms and if they worked full-time. Couples 

revealed a tendency to synchronise their retirement.  

 Our findings suggested that in Luxembourg there is (still) a male breadwinner 

model, with men being more influenced in their labour market behaviour by the job 

histories and women by the household characteristics and marital histories and more 

likely to use the other inactivity exits (which includes the disability ones).  

 Reflecting on the results from our studies this thesis ends with sketching policy 

relevance and delineating paths for future research. 


