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Abstract

Sri Lanka’s population is predicted to age vary fast during the next 50 years, bringing a
slowdown of labor force growth and after 2030 its contraction. Based on a 2006
representative survey of old people in Sri Lanka, the paper examines labor market
consequences of this process, focusing on retirement pathways and the determinants of labor
market withdrawal. The paper finds that a vast majority of Sri Lankan old workers are
engaged in the informal sector, work long hours, and are paid less than younger workers.
Moreover, the paper shows that labor market duality carries over to old age: (i) previous
employment is the most important predictor of the retirement pathway; (ii) older workers fall
into two categories: civil servants and formal private sector workers, who generally stop
working before they reach 60 because they are forced to do so by mandatory retirement
regulations, and casual workers and the self-employed, who work until very old age (or
death) due to poverty and insufficient income and who stop working primarily because of
poor health; and (iii) the option of part-time work is used primarily by workers who held
regular jobs in their prime age employment, but not by casual workers and self-employed.

JEL Classification: J11, J14, J26
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THE LABOR MARKET AND POPULATION AGING: THE CASE OF SRI LANKA”

1. INTRODUCTION

In slightly more than two decades, Sri Lanka’s population will be as old as Europe’s
or Japan’s today, but its per capita income will be much lower. Indeed, while population
aging is a_ universal Figure 1. Demographic aging, Sri Lanka and world regional
phenomenon, it looms averages (percentage of population over 60 years old, 2000-

particularly large for 2050)
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required for Sri Lanka
to catch up the
developed countries’ current aging profile at a level of per capita income these countries

currently enjoy.
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In developed countries, challenges of population aging are associated primarily with
the negative impact of aging on economic growth, and the need to plan for additional public
and private outlays for old age income support and healthcare. In Sri Lanka, a developing
country, these challenges are compounded by the fact that many old people, now and in the
future, lack social security coverage and may therefore face poverty; that the effectiveness of
traditional, family support of old people may be reduced; that many old people are deprived
of choice, as they are forced to work late in their life and only retire because of health
reasons; and that the health system is insufficiently focused on the healthcare needs of elderly
and is constrained by the lack of resources and their inequitable distribution.

An aging population will therefore create serious challenges for Sri Lanka on several
fronts. First, rapid aging and modernization are likely to strain the traditional family support
to old people. The modernization of Asian societies is associated by several mechanisms that
affect family support of old persons (Hermalin 2002): (i) lower fertility translates into fewer
children available to provide familial support; (ii) higher education levels increase the
information gap between old parents and children, leading to differences in attitudes and
perceptions of obligations to provide familial support; (iii) increasing female labor force
participation decreases the number of caregivers available to provide support to older family
members; and (iv) rural-urban migration is drawing younger persons out of rural areas and
into urban areas to find employment. While modernization is affecting Asian societies in
different ways, there is evidence of declining levels of familial support in some Asian
countries (including China, India, as well as more developed countries such as Japan and
South Korea). For Sri Lanka, World Bank (2007a) finds that lower fertility is significantly
related to lower likelihood of co-residence and receipt of intergenerational transfers; that old
persons in Sri Lanka aged 60-69 are more likely to value independence compared to elderly
aged 80 and above; and that adult children with higher education are increasingly likely to set
up separate residence from their parents after marriage.

Second, an aging population will increase costs associated with aging (old age
income support, health care and long-term care). Future increases of public old age income
support costs are particularly worrisome, as the fiscal sustainability of existing social security

schemes is questionable. At 2 percent of GDP, Sri Lanka has the highest pension spending on



civil service pensions in the region absorbing more than 10 percent of government revenues
(World Bank 2007a). With the exception of the Employee’s Provident Fund (the main
mandatory retirement scheme for the formal private sector) which is self-financing by
definition), existing schemes for informal sector workers will also prove to be financially
unsustainable if benefits, currently fixed in nominal terms, are adjusted in the future — or they
will become irrelevant, if the benefits are not adjusted. After pensions, the largest fiscal
impacts of aging in terms of increased social outlays arise from healthcare and long-term care
costs. World Bank (2007a) estimates that, given current trends and expenditure patterns,
population aging itself may add up to 1 percent of GDP by 2050 to the current healthcare
expenditure level of 4.2 percents of GDP. A separate health policy question is how to foster
healthy aging, in particular, how to deal with the increases in non-communicable diseases
and mortality.

And third, population aging will not only increase the burden of economically active
population, but it may also act as a hindrance to GDP and overall welfare growth. Population
aging is predicted to slow down its growth and, within two to three decades, start to reduce
labor supply — one of the key production inputs. Population aging will also dramatically
change the structure of labor force, the change that may affect productivity of the labor force
on its own right.

This paper focuses on the last challenge — the impact of population aging on the labor
market. The analysis focuses on the current labor market outcomes of old workers and
attempts to identify both the work incentives of old people and the constraints faced by them
(such as poor health and lack of employment opportunities)." The paper addresses the
following key questions: how to promote the employment of workers who want to work in
old age? On the other hand, do social policies and practices force workers to work in their old
age, and how to help those workers? In face of increased longevity, will the increase of the

need for long-term care of elderly translate to increased pressures on 40-60 year-old women

! The primary source for the analysis is the World Bank 2006 Sri Lanka Aging Survey conducted in early 2006.
The total number of interviewed persons was 2413, selected randomly among the population of 60 year olds and
above. The sample was drawn based on pre-listing of old persons in randomly selected 260 primary sampling
units (North-East region was excluded). The questionnaire consisted of several modules, with the present paper
using the following ones: background and basic data, activities in which old people have been engaged, income
and assets, and health and health care use.



to abstain from labor market participation, particularly as falling fertility have reduced the
number of children per family? What changes in the labor market legislation and other labor
market policies and practices are needed to accommodate the slowdown of the labor force
growth — and, after 2030, its shrinking? Driving this analysis is a concern to promote choices
available to old workers, choices that would both improve job prospects of those who would
like to work as well as reduce pressures on those who are forced to work.

The main findings of the paper can be summarized as follows. In Sri Lanka, a vast
majority of old workers is engaged in the informal sector, where they work as self-employed
or casual workers. Most of them have full-time rather than part-time jobs, work long hours,
and are paid less than younger workers. Moreover and most notably, the labor market
duality, a hallmark of labor market in developing countries, carries over to old age and
importantly determines the fate of old people: (i) the type of previous employment is the
most important predictor of the retirement pathway; (ii) older workers generally fall into two
categories: civil servants and formal private sector workers, who stop working earlier than
they would like (before they reach 60) because labor market rigidities force them to do so,
and casual workers and the self-employed, who work until very old age (or death) due to
poverty and insufficient income and who stop working primarily because of poor health; and
(iii) the option of part-time work is also used primarily by workers who held regular jobs in
their prime age employment, but not by casual workers and self-employed.

The paper is organized as follows. To set the stage, Section 2 presents long term labor
force projections and discusses economic implications of the slowdown of labor force growth
and its shrinking. The next sections analyze labor market outcomes of old workers: Section 3
describes key employment and pay outcomes for old workers and the patterns of their
withdrawal from working life; Section 4 examines pathways to retirement, that is, typical
ways in which workers transit from full-time employment to complete retirement; and
Section 5 explores the determinants of work activity of old workers with multinomial logit
models. Section 6 discusses possible obstacles for employment in old age, including labor

market legislation and wage-setting practices. Section 7 concludes with policy implications.



2. LABOR SUPPLY AND GROWTH IMPLICATIONS OF POPULATION AGING

Sri Lanka’s population is set to age rapidly during the next 50 years, with the proportion of
old people increasing substantially. The main drivers of this process are low and declining
fertility and increasing life expectancy. The total fertility rate (the number of children that the
average woman bears during her lifetime) fell below the replacement level of 2.1 by 1994
and it has continued to fall, reaching 1.7-1.9 in the 2000s. Increasing life expectancy is
another driver of Sri Lanka’s population aging. Currently life expectancy for men is 69 years
and for women is 77 years, higher than in most developing countries, and present trends
indicate that life expectancy will reach the current average OECD level of 77.8 years by 2050
(OECD, 2005). Central to Sri Lanka’s demographic aging will therefore be an increase in

the share of the old people, Figure 2: Trends in dependency ratios, Sri Lanka
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decades the increasing old age
dependency ratio (the proportion of population aged 60 years or more versus the proportion
aged 15-59 years) will be roughly matched by the fall in the child dependency ratio
(proportion of population aged less than 15 years versus the proportion aged 15-59 years),
the overall dependency ratio is projected to start increasing rapidly after 2035 (Figure 2).
Population aging will translate into a slowdown of labor force growth and later into
its contraction, and its composition will also be affected. Labor force projections show that

Sri Lankan labor force will continue to grow for another two decades, and it will shrink



thereafter in a foreseeable future.? Applying constant current labor force participation rates to
population projections, Figure 3 shows that labor force will stop growing around 2030 (in
2027, 2032, and 2037 for the low, standard, and high population scenario, respectively), and
will thereafter start to shrink, dropping to the current size of the labor force in about 30 years
under the standard population scenario.® Population aging will also significantly change the
age composition of the labor force, with the share of workers younger than 30 years
significantly shrinking and the share of those older than 50 years strongly increasing (Figure
4).

Some caveats need ) ..
Figure 3: Labor force projections, 2001-2070
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largely constant (see labor force survey data by the Census and Statistics.

below). However, comparisons with developed countries in Asia (Japan, Malaysia and
Thailand) show that Sri Lanka’s LFP rates are lower for all age groups for females of as well
as for 50 to 65 year old males (and similar for other groups). If these groups gradually catch
up with developed countries and increase their participation rates, the shrinking of labor force
would be delayed by a few years (see below). Second, will changes in temporary migrations
have an effect o the labor force? According to Sri Lanka Bureau of Foreign Employment,

there have been about 200,000 registered yearly departures for temporary work outside Sri

2 For most developed countries, projections show that their labor forces will stop growing in next decade unless
participation rates rise (OECD 2006, World Bank 2007).

® These calculations assume constant future labor force participation rates and apply age and gender-specific
labor force participation rates (averages for 2000-04 period) to population projections.



Lanka in recent years.* As labor force participation rates are calculated only for individuals
working within the country, these individuals are not reflected in the labor force statistics of
the Department of Census and Statistics. If temporary migration trends continue to increase
at the current rate, the labor force would start to shrink a few years earlier. However, given
that at present the number of temporary migrants is about 3 percent of the labor force each
year, changes to temporary migration trends would not affect labor force projections
drastically. And third, will permanent migration trends in the country affect labor force
calculations? Although there is little information about the number of permanent migrants
from Sri Lanka, these numbers in all likelihood are much smaller than those on temporary
migrations from Sri Lanka, and as such they are likely to affect labor force projections only
marginally.

With labor force growth being one of the sources of economic growth, the slowdown
of labor force growth and its shrinking after 2030 may contribute to a slowdown in GDP
growth. While simulations that would determine the aging-induced “tax” on GDP growth is
beyond the scope of this paper, it is instructive to present some estimates of this tax for other
countries. Because of population aging, the forecast of GDP per capita growth in the OECD
area is reduced to around 1.7 percent per year over the next three decades, bringing about 30
percent reduction in comparison to the 1970-2000 growth rate (OECD 2006). Martins et al
(2005) estimate that in the next half century, the decline of their workforces will contribute to
a reduction of the per annum growth rates by 0.2 to 0.5 percentage points in France and
Germany, and by 0.8 percentage points in Japan. Moreover, because of the raising share of
inactive population, the economic growth in Japan, France and Germany will slow down by
additional 0.2 to 0.3 percentage points, compared to growth under a stable age structure of
the population. For comparison, about one quarter of the growth of OECD countries in recent

decades has been attributed to labor force growth (Martins et al 2005).

* Since not all migrant workers register with the Bureau the actual number of temporary out migrants is
somewhat larger.



Figure 4: Age composition of standard labor force projections, by gender (2001-2070)
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Source: Calculated using population projections by de Silva (2007) and labor force survey data by the Census
and Statistics.

Population aging, however, may not necessarily reduce economic growth, if

countervailing factors prevail. A drag on economic growth created by population aging could

be countered by higher overall
. . Figure 5: Education structure of the labor force,
(multifactor) productivity, 1990 and 2004
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years (as shown in Figure 5, the
share of workers with finished A level or above has increased by 5 percentage points, and
with commensurate reduction of workers with less than 5 years of schooling), and the quality
of workforce is likely to improve further in the future. Another plausible countervailing

factor is the increase of labor force participation rates — for example, simulations show that



the increase of women’s participation rate by 20 percent could delay the reduction of labor
force by 15 years.”

3. WORKING IN OLD AGE

Below we describe key labor market outcomes for old workers, focusing on the
timing of retirement, work load, manner of retirement (how quickly people transit from full-
time employment to complete retirement and the use of part-time work before reaching
complete retirement), changes in the sector of work and occupation, and reasons for

retirement.
(a) Labor force participation and unemployment of old people

During 1992 - 2004, labor force participation of old workers remained stable, men’s
participation rate by far exceeded women'’s, and the withdrawal from a labor market occurred
rather late in the life cycle (Figure 6). The only exception in regard with stable trends was a
rising LFP rate of females aged 50-59, increasing from 26 percent in 1992 to 33 in 2004; in
contrast, LFP for males in that age show no pronounced trend and remained in the 51-56
percent range (Figure 7). Workers were withdrawing from the labor market rather late in the
working career — starting with the age group 60-69, for males, and with the 50-59, for
females (Table 1). For males, LFP rates for all age groups in the prime age (20-59) exceeded
80 percent, dropping to the 50s in the age group 60-69 and to around 20 percent in the age
group over 70. Withdrawal for the women starts somewhat earlier — in 2004, LFP rates in
the age group 40-49 were about 44 percent, dropping to 33 percent in the age group 50-59, to
14 percent in the age group 60-69, and to 3 percent in the age group over 70.

® Simulations for developed countries show that the most powerful countervailing effects can be expected from
the increased labor force participation of old workers. Martins et al (2005) show over the long run, the impact of
increased retirement age in line with longevity gains prevails over impact of improved labor quality, and that
this effect is particularly large for countries currently having low participation rates of older workers. For
example, an increased labor force participation scenario in France would turn a decline in labor supply into an
increase in labor supply over the next four decades. In Japan, however, the intensity of aging is such that even
the combined effect of quality adjustments and increases in participation rates are sufficient to prevent an
absolute decline in labor supply by 2050. Similarly, projections for Eastern and Central European countries
show that an increased labor force participation of workers aged 40 to 59 years as well those over 60 years old
significantly slows down the shrinking of labor force (Muenz 2007).



Table 1: Labor force participation by age group from 1992-2004 (%)

(a) Male

Year 15-19 20-29 30-39 40-49 50-59 60-69 over 70  Total
1992 321 89.3 96.7 95.0 80.1 54.9 21.4 75.2
1993 33.8 88.7 96.9 94.6 78.5 56.0 25.6 75.6
1994 34.0 87.9 96.0 95.8 82.7 53.6 23.1 76.4
1995 31.2 87.7 96.3 94.5 82.0 51.4 22.5 74.8
1996 31.0 88.6 95.8 94.7 82.5 52.5 23.8 75.4
1997 31.0 88.6 95.8 94.7 82.5 52.5 23.8 75.4
1998 354 89.6 97.0 95.5 84.2 56.3 23.1 77.0
1999 36.7 89.1 96.7 95.0 84.9 53.5 25.7 76.7
2000 329 87.7 96.6 95.6 84.2 54.3 22.1 76.1
2001 28.8 88.1 96.0 95.6 84.8 52.6 21.2 75.2
2002 30.1 88.5 96.9 95.3 85.4 54.8 23.6 76.7
2003 29.3 87.9 96.4 94.8 83.6 53.4 22.4 76.3
2004 29.5 88.1 96.3 94.7 83.9 51.9 18.2 76.0
(b) Females

Year 15-19 20-29 30-39 40-49 50-59 60-69 over 70  Total
1992 21.1 52.5 45.6 40.8 25.8 115 3.6 36.2
1993 22.8 54.2 48.7 45.9 27.1 11.4 34 38.2
1994 21.2 53.2 47.4 41.2 27.5 11.6 3.4 36.7
1995 19.8 51.7 46.0 44.3 28.2 14.0 3.8 36.3
1996 20.1 49.9 454 43.6 29.6 145 3.2 36.1
1997 20.1 49.9 454 43.6 29.6 145 3.2 36.1
1998 23.0 54.8 51.3 50.9 34.8 17.8 5.1 40.9
1999 21.3 50.6 48.7 48.0 345 15.4 34 38.2
2000 18.2 50.1 50.4 47.3 34.8 15.6 4.2 37.9
2001 17.2 49.0 44.6 45.1 34.0 15.2 3.3 35.7
2002 19.0 50.0 45.4 47.2 35.6 135 5.0 37.4
2003 18.6 44.5 44.0 44.1 34.3 13.7 5.0 35.1
2004 18.1 454 43.7 444 33.1 14.0 3.4 35.0

120
100
80
60

Figure 6: Labour force participation, by
age and gender, 1992 and 2004 (in percent)

40
20 A

s N
15-19 20-29 30-39 40-49 50-59 60-69 70 +
—&— Men 1992 —— Men 2004
Women 1992 —<—Women 2004

Figure 7: Labor force participation of old
workers, 1992-2004 (percent)

60.0 0 o oo oo 4o

40.0

20.0“\.:.—‘-_.—./.\.:@‘.»

0.0
1992 1994 1996 1998 2000 2002 2004

—&— Males 60-69 —#— Males 70+
Females 60-69 Females 70+

Source: Own calculations based on various Labor Force Surveys of Sri Lanka.

10




Unemployment among old Sri Lankans is a rather uncommon phenomenon. During
1992-2004, unemployment rates for males aged 60-69 were typically well below 1 percent
and virtually 0 for those over 70 years; unemployment rates for old women were even lower
(Table 2). These figures reflect both the fact that when losing their jobs, old workers tend to
withdraw altogether from the labor market (the phenomenon called “hidden unemployment”
by OECD 2006). Unemployment rates are rapidly falling with age for both men and women
(Figure 8). In 2004, 15-19 year olds had the highest unemployment rates, amounting to 26
and 37 percent, respectively, for men and women, with unemployment rates for older age
groups monotonically decreasing and reaching single digit numbers already in the age group
of 30-39 year olds.

More rigorous analysis confirms strong association of labor force participation and
unemployment with age. The above associations were obtained from cross-sectional data and
not from observing the same set of individuals through time, and changes in the composition
of persons observed in different age categories may influence the results. Accounting for
such differences, probit regressions, run separately for males and females, confirm that age

has a strong influence on the labor force participation and unemployment of individuals.®

Relative to labor force participation Figure 8: Unemployment rates by age and
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accounting for a much larger Source: Own calculations based on various Labor Force
Surveys of Sri Lanka.

reduction of unemployment rate

between early 20s and late 30s for women than for men.

® The explanatory variables used in the regression include age, marital status, education, province, and number
of dependent children and old people in the household.
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Table 2: Unemployment rate by age group from 1992-2004 (%)

(a) Male

Year 15-19 20-29 30-39 40-49 50-59 60-69 over 70  Total
1992 38.5 20.4 49 2.2 1.8 11 0.8 10.7
1993 34.5 18.2 49 2.3 2.3 0.2 0.2 9.6
1994 35.5 18.4 5.0 2.6 1.9 0.6 0.2 9.6
1995 31.7 18.4 47 2.8 0.6 0.1 0.0 9.0
1996 30.1 16.9 35 1.0 0.7 0.7 0.0 7.6
1997 30.1 16.9 3.5 1.0 0.7 0.7 0.0 7.6
1998 25.5 13.7 2.5 1.3 0.9 0.9 0.0 6.5
1999 25.5 14.3 2.5 15 1.6 0.5 0.4 6.8
2000 22.1 13.5 2.2 0.8 0.8 0.2 0.0 5.8
2001 28.9 14.3 1.8 1.3 0.7 0.1 0.0 6.2
2002 26.9 15.7 2.2 14 1.0 0.3 0.0 6.6
2003 27.1 14.3 2.0 1.2 0.8 0.4 0.0 6.0
2004 26.3 14.3 2.3 1.4 0.8 11 0.6 6.2
(b) Females

Year 15-19 20-29 30-39 40-49 50-59 60-69 over 70  Total
1992 46.4 39.4 12.9 4.2 0.8 1.4 0.0 22.4
1993 449 36.6 15.1 5.3 1.9 0.0 2.1 21.7
1994 49.6 34.6 12.5 2.6 0.2 1.3 1.0 20.1
1995 48.4 33.6 12.7 2.9 0.3 0.0 0.0 18.9
1996 39.6 32.0 8.3 2.8 0.7 0.4 0.0 16.2
1997 39.6 32.0 8.3 2.8 0.7 0.4 0.0 16.2
1998 30.6 28.2 9.1 3.3 0.6 0.0 0.0 14.2
1999 34.1 27.0 8.0 1.7 0.9 0.2 2.2 13.2
2000 26.3 24.3 6.3 2.3 1.6 0.0 0.0 11.1
2001 31.4 25.9 6.5 1.6 0.4 0.0 15 11.5
2002 35.4 27.2 7.2 1.7 1.1 1.2 1.9 13.0
2003 35.6 29.1 75 2.4 0.6 0.4 0.0 13.2
2004 37.4 29.4 6.3 2.4 0.7 0.8 0.0 13.1

International comparisons show that Sri Lanka’s labor force participation rates for old
people lag behind the rates of its regional comparators while mostly exceeding those in
developed countries. Labor force participation of older men is lower than in other countries
in the region (India, Thailand, Bangladesh and Pakistan, Table 3), and so is participation of
women, except that women’s participation rate in Sri Lanka exceeds the one in
predominantly Muslim countries (Pakistan and Bangladesh). Interestingly, the LFPs of
elderly in Sri Lanka also lag behind the rates of Japan, but they exceed other developed

countries.
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Unemployment rates of elderly Sri Lankans are in line with those of regional
comparators and lag substantially behind developed countries. Unemployment rates for
elderly — both males and females — in Sri Lanka are similar to those in India and Thailand,
where open unemployment among old workers is also virtually unknown. Reflecting a
different institutional set-up — above all, the existence of specialized programs providing cash
benefits to unemployed that stimulate labor force attachment — unemployment rates of old
workers in developed countries are significantly higher than in developing countries
(although they are still much lower than youth unemployment rates in these countries). In
2004, unemployment rates for workers aged 50-64 ranged from 2 percent in Norway to 11
percent in Germany (OECD 2006).

(b) Employment status, work load and pay of old workers

Most of the old workers have full-time rather than part-time jobs. As shown above, as
they age, fewer and fewer workers remain employed. But if they do, they tend to work in
full-time jobs rather than part time. In our survey of old people, 30 percent of males were

employed, of whom two thirds were in full time employment and only a third in part-time
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Table 3: International comparisons of labor force participation rates for elderly

Age group Sri India Bangla-  Paki- Thai Philip- Japan Hong US France Ger- Nor-  Switzer-le
Lanka desh stan -land pines Kong many  way
Year of data 2004 2001 2003 2004 2004 2004 2004 2004 2004 2004 2004 2004 2004
Males
50-54 89.2 92 99.2 94 91.6 95.7 89.8 854 9038 90.2 88.2 937
55-59 76.4 97.3 88.2 88.6 93.2 757 776 677 80.3 81.7 894
60-64 57.7 69.7 87.8 73.1 52 70.7 43.6 57 19 37.7 64.3 66
65-69 43.0 66.1 47.5 54 45.6 9.6 326 4.1 7.2 26,5 2238
70-74 25.0 49.3 29.3 194 14 3.7 5.6 12.9
Over 75 16.8 14.6 9 0.4 15 6.1
Over 80 7.4 34.6
Females
50-54 37.9 40.9 19.9 18.6 70.3 68.4 521 745 77 76.4 81 78.7
55-59 25.7 17.1 14.5 57.3 59.6 348 650 56.2 61.7 709 70.1
60-64 16.9 26.3 13.4 13.0 28.1 39.7 126 454 16.2 19.7 52.7 38.9
65-69 10.1 8.7 10.2 30.2 24.0 1.9 233 25 4.1 19.1 101
70-74 5.6 13.3 14.9 120 0.7 15 3.6 54
75-80 2.1 5.8 4.3 0.2 0.5 2
Over 80 1.3 8.6

Note: Merged cells contain data for the combined age groups. For comparison purposes, labour force participation rates for 65 plus and 75 plus age groug

Sri Lanka are, males - 27.53 and 12.02 and females 5.90 and 1.72, respectively

Source: 1LO, LABORSTA Database
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employment; only 5 percent of women were employed, with 60 percent of them in full-time
employment. The proportion of part-time employment among old workers was the lowest in
the 60-64 age group and then increased for older groups of workers, with the share of part

time workers exceeding the share of full-time workers in the 75-79 age group (see Figure 9).’

Figure 9: Retirement status by age and gender (percent)
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Source: Own calculations based on World Bank 2006 Sri Lanka Aging Survey

The most prevalent way of withdrawing from the labor market is “overnight,” that is,
without engaging in part-time employment.As implied by falling LFPs and the fact that part-
time work is relatively infrequent, most workers exit from full-time employment directly to
complete retirement. In our sample of individuals who held stable jobs in their early fifties
(see selection details below), a vast majority (89 percent) of workers who did not work full
time any longer had retired "overnight,” that is, they did not work part time before retirement
and they completed transition to inactivity in a very short time.

The number of hours worked is also reduced by age. Reflecting retirement patterns,
old workers as a group are providing less and less labor to the economy. The average weekly
number of hours of work provided by old male workers decreased from 23 for 60-63 year
olds to below 10 for the 72-75 year olds; and by old female workers, from 5 and 2 for the

same are groups (Figure 10a). At the same time, workers staying active reduce the number of

" The question on retirement status was not relevant for 66 per cent of elderly females. This arises from the fact
that many females do not participate in market based economic activities in younger ages. According to DCS,
Labor Force Survey data 60 percent of females 60 to 64 years old are unavailable work, because they are
engaged in household activities. Although, this percent decreases for elderly age-cohorts even at 80 plus years
of age, 6% of elderly females state that they are not available for work due to household work.



hours worked as they age, men from the average of 47 in their early sixties to 36 in the 72-75
year group, and women from 35 to 29 for the same age groups (Figure 10b). Despite these
reductions, the average numbers of work for those workers who remain employed remain
large even in high age. Old workers in part time jobs also work long hours — in our sample
(SLAS 2006), they on average work only 12 hours less than old workers in full-time jobs (36
hours compared to 48).

Figure 10: Average number of hours worked, by age and gender,
(@) including fully retired, (b) employed workers only (full- and part-time workers)
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with workers aged 65 and over earning barely over 1/3 of what the workers in the 60-65
group are earning, and only about 20 percent of what workers in the 55-59 year group are
earning (the latter applies for women only). In the private sector, the reduction of wages for
workers above 65 years of age is more modest. Interestingly, except for women in the public
sector, wages of workers in the 60-64 year group are higher than wages of the 55-59 year
group.® One salient feature of the age-wage profiles is the fact that the both men’s and
women’s profiles of the private sector are much flatter than the ones in the public sector.
Many OECD countries have hump-shaped age wage profiles, but there are many exceptions,

reflecting different institutional wage-setting and other arrangements (see OECD 2006).
(c) Where and as what do elderly work?

A vast majority of old workers are self-employed or casual workers engaged in
the informal sector. More than half of the working elderly males and females are self-
employed (Figure 12a). Majority of the rest of workers are casual workers, with less than 3
percent of elderly working as regular workers, mostly workers in their early sixties. Vast
majority of old workers are engaged in informal private sector (the main exception being
men in their early sixties, with small share of them working for the government or in the

formal private sector) — see Figure 12b.

& Note that these profiles are derived from cross-section data and may not necessarily reflect life-cycle profiles
(that is, age-wage profiles of the same workers traced through time), because these profiles may be heavily
influenced by the selection of workers: other things equal, high-paid workers are more likely to withdraw from
the labor market later in their career than low-paid workers. The increase of relative wages for workers in their
early 60s compared with workers in their late 50s in the private sector thus reflects two opposing effects: the
selection effect (that is, a higher likelihood that better paid workers stay employed) as well as the negative
effect of age on wages of life-cycle wage profile, with the former prevailing (that is, better-paid workers self-
select and continue working while lower-paid workers transfer to inactivity).



Figure 12: Old workers by type of employment status and type of employer
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Source: Own calculations based on World Bank 2006 Sri Lanka Aging Survey.

Old workers, both males and females, are working mostly as skilled workers in
agriculture, manufacturing, and wholesale and retail trade (Figure 13). A fair proportion of
them, particularly of women, are working also at the bottom of occupational ladder (in
elementary occupations), and a small proportion as professional workers. Not surprisingly,
the composition of workers by occupation changes little with age, as does sector of work,
except that the share of workers in agriculture is reduced. While sector of work and status for
old workers working part-time does not differ much from full-time workers, a larger share of

them are professional and skilled workers.

Figure 13: Old workers by sector of work and occupation

(a) Old workers by sector of work (b) Old workers by occupation
45 70
40 60
35 50 4
30 40
o 25 3
= 20 4 301
15 20
10 10
54 0 I_
’ | |
6064 ‘ 7074 6064 ‘ 7074 60-64 70-74 60-64 70-74
Male Feamle Male Female
‘DAgricuIture OManufacturing O Services ‘ ‘I:l Professionals O Skilled workers O Elementary occupations

Source: Own calculations based on World Bank 2006 Sri Lanka Aging Survey.



(d) Reasons for retirement and part-time work

The main reasons for retirement are on the push side: ill-health and reaching
mandatory retirement age, for both males and females (see Box 1 for a distinction between
pull and push factors influencing work and retirement decisions). Nearly half of retired old
workers stated that health reasons were very important for their decision to retire, and about
40 percent of them quoted reaching the mandatory retirement as being the second most
important reason (Table 4). Among the push factors, work and travel stress, as well as the
closure of businesses were also important factors affecting the decision to retire.

Among the pull factors, “doing other things (hobbies)” was an important reason for
retirement, especially for females (Table 4). Only females found family obligations a very
important reason for complete retirement; however, it was a relevant factor only for a small
proportion of females. This indicates that obligations of child-care and care for old persons
do not have a large effect on retirement decisions.

Table 4: Reasons for complete withdrawal from work of old workers

Very Moderately  Not important Don't

important  important at all know Total

Male 48 17 34 0 100

Health reasons Female 47 23 30 0 100
To do other things Male 8 27 63 2 100
(hobbies) Female 27 31 40 2 100
Male 0 11 84 4 100

Family obligations Female 3 12 78 7 100
Male 5 8 86 2 100

Disliked work Female 9 12 74 4 100
Reached mandatory Male 37 18 43 2 100
retirement Female 40 16 39 5 100
Traveling towork  Male 7 17 73 3 100
was stressful Female 12 23 60 4 100
Male 7 5 81 7 100

Business closed Female 11 3 74 11 100
Work was too Male 8 13 77 2 100
stressful Female 11 20 65 4 100

Source: Own calculations based on World Bank 2006 Sri Lanka Aging Survey.

Earning additional income was the main reason for part-time employment for most

workers. Three in four elderly in part-time employment are continuing to work to earn



additional income. More females than males consider the additional income from part-time
employment as the main reason for continued employment. A small percent also worked part
time to keep them selves occupied (6 percent) and to be in touch with their profession (3
percent). A large share of elderly working part-time does so involuntarily, as 80 percent of
those who retired after doing some part-time work indicated that they would have liked to
stop work completely after retirement from full-time work. (On the other hand, over a quarter
of the surveyed old people indicated that they would have liked to continue doing some paid

work when they retired from their full time jobs.)

Box 1: Push and pull factors of labor market withdrawal

Several “pull” or “push” factors influence work and retirement decisions of old workers. Pull factors
are associated primarily with financial incentives facing the individual, and push factors with
circumstances that restrict job opportunities available to an individual.

Among the most common factors that pull workers into retirement are financial incentives provided
by pension schemes and other formal or informal early retirement schemes. In this regard, the age at
which pension funds are accessible, their generosity and how additional years of work change the
present value of net pension wealth play key roles in influencing retirement decision of workers. In
many developed countries other welfare schemes — such as unemployment benefits and disability
benefits — are also often used by workers as a means of early exit from work. In addition, private
pension arrangements and joint retirement decisions of couples may also pull workers into
retirement in some countries, particularly for those who value leisure. In developing countries,
family obligations — such as helping with childcare of grand children — also pull workers into
retirement.

“Push” factors include both firm and individual circumstances that restrict suitable job
opportunities. At the firm level these include negative perceptions about the capacities of old
workers, labor costs exceeding contribution to output by old workers, and difficulties firms face in
adjusting employment as a result of employment protection rules. At the individual level these
include skills mismatch in the face of technological and structural changes in labor demand,

The reasons for retirement differ substantially from those in OECD countries. Similar
to workers in OECD countries, a share of workers retires upon reaching mandatory
retirement age. However, unlike in OECD countries, the single most important reason for
withdrawal from the labor market is poor health. A smaller share of workers is also pulled
into retirement by family obligations, work stress, travel stress and work dislike. Moreover,
in OECD countries there are many institutional arrangements that entice old workers to

retirement or early retirement, ranging from pre-retirement pension schemes to disability and



unemployment insurance benefits (OECD 2006) — the arrangements largely missing in Sri

Lanka.
4. PATHWAYS TO RETIREMENT

Above we analyzed the patterns of withdrawal from working life as people age,
treating the population of old people as a whole. Remembering a key motivation for this
investigation — identifying ways to promote choice for old workers in both improving job
prospects as well as reducing pressures on those who are forced to work — it is helpful to find
out whether the working careers themselves determine the fate of workers in their old age.
Recognizing the deep segmentation of the Sri Lankan labor market, we do so by tracing
retirement paths — typical sequences of labor market arrangements between full-time work
late in the working career and a complete retirement/withdrawal from active working life —
for different groups along these segmentation lines. We therefore focus on the following four
groups of workers:’

* Regular public sector workers (i.e., regular workers of public sector, public
corporations or boards and the co-operative sector),

* Regular private sector workers (i.e., regular workers of both the formal and the
informal private sector),

» Casual workers (i.e., casual and contractual workers), and

* Self-employed (i.e., employers and the self-employed).

In our analysis of retirement pathways and exploiting the data from the SLAS 2006,
we focus on the following aspects (the most relevant ones among the aspects studied in the
previous subsection): timing of retirement, manner of retirement (“overnight” vs. via part-
time employment), changes of sectors of work and occupation, and reasons for retirement.
Note that for this analysis we exploited a panel nature of the SLAS 2006 — the fact that in
addition to being asked asking about their current employment status, respondents were
retrospectively asked also about the age of retirement from their full- and part-time job, as
well as their employment status when whey were in their early fifties, that is, at the end of

their prime-time work career. Based on this information, we selected 1060 workers with

® Unpaid family workers were not included in the analysis, due to small (20 observations) sample size.



stable jobs in their early fifties (they held full-time jobs and were continuously working when
they were 51-54 years old), and traced their work history continuously into their old age.*

Our results confirm that pathways to retirement show strong dual patterns. The
majority of regular workers in public and private sector retire early, most of them before they
reach 60, and for work-related reasons (including mandatory retirement); in contrast, a large
share of self-employed and casual workers continues to work full-time into very old ages,
and most of them withdraw from employment for health reasons. The option of part-time
work is also used primarily by workers who held regular jobs in their prime age employment,
but not by casual workers and self-employed. The results show that labor market duality, the
hallmark of labor market in many developing countries, carries over to old age and
importantly determines the fate of old people. We present detailed results below.

(a) Timing of retirement: regular public and private sector workers withdraw from
the labor market much earlier than casual and self-employed workers. More than two thirds
of workers holding regular jobs in the public sector in their prime age, and 57 percent of
workers holding jobs in the private sector, completely retired when they were 60 years old. In
contrast, only 23 and 18 percent of workers who were casual workers or self-employed in
their prime age retired when they reached the age of 60, with the gap in retirement status
widening with the age of workers (Figure 14)! When they reach 69, virtually none of the
workers who have spent their careers in the formal sector is still working full time; in
contrast, nearly half (47 percent) of their counterparts who were casual workers and self-
employed are still working full time.** Note that in terms of occupations, the first two
categories comprise mostly of white-collar workers (officials, managers, clerks and
professional), in contrast to predominantly blue-collar workers comprising the casual and
self-employed (who were mostly skilled agriculture and fishery workers, craft and related
workers, and workers in elementary occupations). The observed pattern of retirement is thus
contrary to the one found for OECD countries, where blue-collar workers and less-skilled
workers are more likely to retire earlier (see OECD, 2006).

19 According to the pre-retirement employment status, the total sample of 1060 individuals is divided into 276
regular public sector workers, 138 regular private sector workers, 223 casual workers, and 424 self-employed
(the data are right censored).

1 A log rank test showed that the survival curves for the four sectors of employment — that is, regular public
sector workers, regular private sector workers, casual workers and self employed — were statistically different.



Figure 14: Retirement status, by prime-age employment type and age
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Source: Own calculations based on World Bank 2006 Sri Lanka Aging Survey.

Note: The employment status refers to employment status at age 54. All workers were working full time
between ages 51 to 54.

Work related reasons: work stress, travel stress, mandatory retirement, completion of contract, business closed;
Health reasons: health reasons or illness, not feeling physically well.

Personal reasons: retirement incentives and family obligations.



Another way of looking at differences at retirement patterns is to observe retirement
ages. Figure 15 shows retirement from full-time employment for the selected sample of

individuals who held stable jobs in their early fifties described above. The distribution of

retirement age is similar for regular ™ Fjqre 15: Percentage of retirements by age

public and private sector workers, with groups
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Note: Retirements from full-employment to either

distribution of retirement age for . .
complete retirement or part-time work.

informal sector workers spreads in
much higher age, with 16 and 18 percent of casual and self-employed workers, respectively,
retiring when aged 76-80.

(b) Manner of retirement: the majority of workers across all groups retire overnight,
with labor market withdrawal via part-time employment being more common for regular
workers. In our sample of individuals who held stable jobs in their early fifties, 11 to 13
percent of regular public or private sector workers held part-time jobs by the time of the
survey, and only 6 percent of casual and self-employed workers did. (Note that at the time of
the survey, around 40 percent of casual and self-employed still held full time jobs and very
few among the regular workers.)

(c) Industry and occupational composition: changes occur primarily for regular
but not for casual and self-employed workers. Proportions of elderly in different industrial
sectors remain constant for casual and self-employed workers (see Figure 16). In contrast,
among workers who held regular jobs at the end of their prime-age working career, a
proportion in agriculture increases with age (after age of 67, workers with jobs in public
sector tend to withdraw from the agriculture and their share in industrial sector increases).

Similarly, occupational composition for casual and self-employed workers shows little
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change with time, while among workers who held regular jobs at the end of their prime-age
working career, the share of skilled workers increases and the share of professional workers

decreases with age (not shown).

Figure 16: Sector of work, by the prime-age employment type and age
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Source: Own calculations based on World Bank 2006 Sri Lanka Aging Survey.

(d) Reasons for retirement: most workers are pushed away from jobs, but while for
regular public and private sector workers the main reason is mandatory retirement age, for
casual and self-employed workers is ill-health. For regular public sector workers, the main
reason for retirement at any age is work related, primarily reaching mandatory retirement age
(see Figure 17). The same holds true for regular private sector workers, except for those aged
61-70. Overall, a slightly over a quarter of regular workers in the private sector cited
reaching mandatory retirement age as a reason for retirement from full time work. On the
other hand, by far the most compelling reason for retirement at all ages for casual workers

and self employed was ill health (a small exception are casual workers aged 55-59, where
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work-related reasons slightly overweigh health reasons). Interestingly, personal reasons

figured more prominently for the groups of casual workers and self employed than for

regular workers.
Figure 17: Reasons for retirement from full time work
(a) Regular public sector workers (b) Regular private sector workers
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5. DETERMINANTS OF WORK ACTIVITY OF THE ELDERLY

The above analysis is mainly descriptive, examining the retirement from active
working life through a “single lens,” that is, one aspect at the time (section 3), and
contrasting retirement patterns across workers with different employment status during their
working life (section 4). In this section, we extend the approach to multivariate analysis, that
is, to the identification of the separate influence of individual variables on retirement
decisions, the influence that may be clouded in a simple, univariate analysis.

Speaking formally, below we report the results of multinomial logit models
identifying factors that contribute to the withdrawal from the labor market. The dependent
variable is the change of the labor market status of individuals holding stable, full-time jobs

at age 54 years old as compared to their status when they were 61-65 year old (1060 persons
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in the SLAS). According to work status during ages 61 to 65, we allow three possibilities for
this change (that is, our dependent variable can take three values):
* Completely retiring upon reaching 61 years and not working when aged 61-65 (in our
sample, 382 individuals); this transition was taken as a baseline.
* Working at least some time during ages 61-65, either part time, or full-time if not
throughout the period (in our sample, 208 observations).
*  Working continuously full-time during ages 61-65 (in our sample, 470 observations).

Among explanatory variables, labor market factors, as well as family, demographic
and personal characteristics are included (see Table 5 for descriptive statistics of independent
variables). Of the sources of income considered in the study, inclusion of financial or in-kind
family assistance could be endogenous, if one believes that the amount of help given by
family vary according to other sources of income, and health status of elderly. Hence, instead
of using family assistance, we use a proxy variable, which indicates whether individuals have
access to help if they need it. Statistically significant results of this analysis are highlighted
below.

Employment status at age 55 is the most important factor determining work activity
of old workers. The results show that keeping other things constant, compared to regular
public sector workers, all other types of workers are more likely to be working full-time
during ages 61-65 (Table 6). These effects are large for workers of all three groups — regular
private sector workers, and particularly for casual and self-employed workers: workers from
the first group are 40 percent more likely to work in a full-time job in their early 60s than
workers who left regular public sector jobs, and casual and self-employed workers 66 and 69
percent more likely, respectively. Interestingly, while casual and self-employed workers are
more likely to work full time, but they are less likely to work part time as compared to
workers who were regular public sector workers at the end of their working career. In other
words, while the option of working part time is open to previous regular public sector
workers, this option seems to be less available to casual and self-employed workers.

13



Table 5: Descriptive statistics of variables used in multinomoial logit estimation

Completely Retired Working part Full time All
time working
382 208 470 1060

Mean Std. Mean  Std. Mean Std. Mean  Std.
Dev Dev Dev Dev
Male 0.70 0.03 0.72 0.04 0.75 0.02 0.72 0.02
Individual Sinhala 0.83 0.03 0.86 0.03 0.86 0.02 0.85 0.01
characteristics Head of Household 0.72 0.03 0.71 0.04 0.76  0.02 0.73 0.02
Married 0.75 0.03 0.68 0.04 0.74 0.02 0.73 0.02
Previously married 0.23 0.03 0.28 0.04 024 0.02 0.24 0.02
Marital status Never married 0.02 0.01 0.04 0.02 0.02 0.01 0.02 0.01
No schooling 0.12 0.02 0.14 0.03 0.11 0.02 0.12 0.01
Less than primary 0.23 0.03 0.36 0.04 0.39 0.03 0.33 0.02
Lower secondary 0.26 0.03 0.22 0.03 0.37 0.03 0.30 0.02
Passed O/Ls 0.21 0.02 0.17 0.03 011 0.02 0.16 0.01
Education Passed A/Ls 0.17 0.02 0.10 0.02 0.02 0.01 0.09 0.01
Very good health 0.08 0.02 0.12 0.03 0.12 0.02 0.11 0.01
Good health 0.62 0.03 055 0.04 0.58 0.03 0.59 0.02
Health - 1 Poor health 0.30 0.03 033 0.04 0.30 0.03 0.31 0.02
Ever had chronic 0.68 0.03 0.56 0.03 0.62 0.02

Health - 2 illness 0.65 0.04
Receiving 0.38 0.03 0.04 0.01 0.19 0.01

pension 0.19 0.03
Family Transfers 0.78 0.03 0.79 0.02 0.79 0.02

Sources of support  (proxy) 0.80 0.03
Adequate wealth 0.35 0.03 0.32 0.04 024 0.02 0.29 0.02
Wealth Own a house 0.56 0.03 055 0.04 0.65 0.03 0.60 0.02
Well 0.05 0.02 0.02 0.01 0.04 0.01 0.04 0.01
Preparation for Prepared 0.33 0.03 0.26 0.04 0.23 0.02 0.27 0.02
retirement Not 0.62 0.03 072 0.04 0.73 0.02 0.69 0.02
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Table 5: Descriptive statistics of variables used in multinomoial logit estimation (Cont’d)

Completely Retired Working part Full time All
time working
382 208 470 1060
Mean Std. Mean  Std. Mean Std. Mean  Std.
Dev Dev Dev Dev
Public regular 0.51 0.03 033 0.04 0.03 0.01 0.26 0.02
Private regular 0.19 0.03 0.15 0.03 0.07 0.02 0.13 0.01
Casual/ contractual 0.10 0.02 0.22 0.03 0.30 0.03 021 0.01
Pre-retirement Employer/ 0.20 0.02 0.60 0.03 0.40 0.02
employment status ~ Self employed 031 0.04
Location Western province 0.40 0.03 035 0.04 0.33 0.03 0.36 0.02
Urban 0.15 0.02 0.13 0.02 0.11 0.02 0.13 0.01
Rural 0.75 0.03 0.79 0.03 0.87 0.02 081 0.01
Sector Estate 0.10 0.02 0.08 0.02 0.02 0.01 0.06 0.01

Source: Own calculations using World Bank 2006 Sri Lanka Aging Survey.

15



Table 6: Multinomial logit estimates of transition from full-time employment*

Variable Description®

Marginal Effects

Working part time

Working full time

Coef? Robust Coef Robust Comp- Working Working
std err std err letely part- full-time
Retired time
Male 0.48 * 029 0.43 0.30 -0.11 0.06 0.05
Individual Sinhala 0.47 0.45 -0.42 0.38 0.02 0.12 -0.14
characteristics ~ Head of Household -0.09 027 -0.04 0.26 0.01 -0.01 0.00
Marital status Previously married 0.60 ** 029 041 0.30 -0.11 0.08 0.03
(currently
married)? Never married 0.97 0.70 0.90 0.74 -0.18 0.09 0.09
No schooling 0.15 0.52 0.02 0.64 -0.02 0.03 -0.01
Education Less than primary 0.26 0.44 0.27 0.61 -0.06 0.02 0.04
(A/levels or Lower secondary -0.30 045 0.16 0.59 0.01 -0.07 0.07
above) Passed O/Ls 0.01 042 0.13 0.61 -0.02 -0.01 0.03
Good health -0.64 * 035 -0.96 ** 0.35 0.18 -0.03 -0.15
Health - 1 (very Poor health **
good) -0.84 ** 041 -145 * 0.40 0.27 -0.04 -0.23
Health - 2 (no Ever had chronic
chronic illness) illness -0.13 0.25 -0.53 ** 0.24 0.08 0.03 -0.11
Pension income ** *x
-0.91 * 034 -137 * 0.38 0.28 -0.07 -0.21
Sources of Some one to help
support financially 0.04 0.28 -0.02 0.28 0.00 0.01 -0.01
Adequate wealth 0.23 027 0.11 0.27 -0.04 0.04 0.00
Wealth Own a house -0.23 0.24  0.08 0.24 0.01 -0.05 0.04
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Table 6: Multinomial logit estimates of transition from full-time employment! (Cont’d)

Variable Description® Marginal Effects
Working part time Working full time
Coef’ Robust ~ Coef Robust Comp-letely  Working  Working
std err std err Retired part-time  full-time
Preparation for ~ Some 0.59 0.69 -0.03 0.85 -0.06 0.13 -0.07
retirement Not
(well) 0.67 0.68 -0.24 0.83 -0.03 0.15 -0.12
Private regular **
-0.04 0.37 169 * 0.49 -0.22 -0.18 0.40
Pre-retirement  Casual/ *
employment contractual 0.83 ** 0.37 3.66 * 0.47 -0.43 -0.23 0.66
status (public Employer/Self **
regular) employed 055 * 0.33 3.72 * 0.45 -0.45 -0.24 0.69
Location Western province -0.09 0.26 0.11 0.25 -0.01 -0.03 0.03
Rural -0.10 0.29 0.26 0.37 -0.02 -0.05 0.07
Sector (urban)  Estate -0.21 0.61 -1.32 ** 0.57 0.17 0.06 -0.23
No obs. 1060
Pseudo R2 0.2144

Notes: 1. Dependent variable takes three values : completely retiring upon reaching 61 years and not working when aged 61-65 (taken as a baseline); working
part time (at least some time during ages 61-65, either part time, or full-time if not throughout the period, and working continuously full-time during
ages 61-65.
2. Significance at 1, 5 and 10 per cent levels are indicated by “***’ ***” and * respectively.
3. Omitted category is given in parenthesis.

Source:  Own calculations using World Bank 2006 Sri Lanka Aging Survey
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The probability of working in old age decreases progressively with (self-perceived)
health problems and the presence of chronic illnesses. The results show that relative to
individuals who reported very good health, the probability of full-time or part-time work of
individuals who reported good or poor health is significantly smaller — for those in poor
health, the chances for full-time work are 23 percent smaller, and for part time work 4
percent smaller, in comparison to those in very good health. Similarly, the probability of full-
time (but not part-time) work of individuals who reported a chronic illness is also
significantly smaller (by 11 percent) in comparison to individuals who did not report a
chronic illness.

Pension income is a major factor reducing labor supply of elderly. The results of the
multinomial model show that pension income has a large and negative effect on work activity
in old age. Receiving a pension reduces the probability of full-time work by 21 percent and
that of part-time work by 7 percent.

Location also affects elderly work activity, but the effects are small. Estate sector
workers are less likely to work full-time during ages 61-65, relative to urban sector workers.
This could possibly be due to the high level of strenuous physical activity associated with
estate sector work.

Interestingly, individual characteristics — gender, ethnicity, marital status, being a
head of a household — have no significant effect of the studied labor market transitions. The
only exceptions are that men are more likely then women to make a transition to part-time

jobs, as do previously married workers as compared to currently married.

6. OBSTACLES FOR EMPLOYMENT OF OLD WORKERS

The above results allow us to probe into the possible obstacles for employment of
workers — labor market legislation, relative wages of old workers, and work stress and weak
employability of old workers.

(@) Inflexible labor market legislation
A wide range of outcomes in the Sri Lankan labor market is suggestive of a presence of

rigidities in working hours and type of employment faced by old workers. Above we showed
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that old workers long relatively long working hours — according to the 2006 SLAS, only 12
percent of old workers in part-time employment and 8 percent in full time employment were
able to adjust their working hours. Moreover, only 8 percent of retired workers had the
option of reducing the number of working hours in their last full-time job, and about a
quarter of the old workers who retired overnight would have preferred to do some paid work
before completely retiring. Other findings of the analysis above complement this picture: we
showed that the main reason for retirement of many regular workers was mandatory
retirement, that only a small part of workers take part-time employment jobs, and that LFP
rates of old workers in Sri Lanka are lower than in regional comparators. Can we conclude
from that that inflexibility of employment legislation and barriers to reduce regular work
hours or to part-time work?

There may be other reasons for apparent rigidities in labor market outcomes of old
workers, and it is not clear how much labor market legislation contributes to it. While lack of
adjustment of working hours, low LFP rates, and the fact that people are retiring despite
wishing to continue working in paid jobs are suggestive of inflexibilities, there may be other
reasons for that. Employers may be reluctant to hire old workers on part-time basis because
doing so provokes difficulties of coordinating work in teams; it may generate demands of
other groups of workers to offer reduced working hours to them as well; and, possibly, runs
against outdated attitudes of employers about part-time employment. Note that the obligation
to pay gratuity does not work against old workers, because their relative pay is low (see the
discussion of age wage profiles above).

Sri Lanka’s strict employment protection legislation, embodied in the 1971 TEWA
system, however, may be a source of disincentives for employment of old workers (see Box
2 on the description of the TEWA). In principle, it is not possible to predict the impact of
strict employment protection legislation (EPL) on labor market outcomes for old workers, as
it may lead to both greater retention of old workers as well as to the reduction in their hiring.
While the empirical evidence is weak, some recent studies report negative effects of strict
EPL on employment of old workers. For example, a cross-section analysis of OECD
countries shows a statistically significant association of strict EPL with reduction of

employment and hiring rate of workers aged 50-64 (OECD 2006). There is also a number of
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country studies which identified strict EPL as a barrier to the hiring or retention of older

workers.

Box 2: The generosity of Sri Lanka’s severance pay system

Sri Lanka’s severance pay system—embodied in the Termination of Employment of Workman Act (TEWA) of
1971—is one of the costliest and most restrictive severance pay systems in the world. The TEWA requires
employers with more than 14 workers to seek the authorization of the Commissioner of Labor for intended
layoffs. It not only requires that employers pay high compensation to laid off workers, but its discretionary
nature and lengthy procedures further restrict the ability of employers to lay off workers. By ex-ante determining
the amount of severance pay, the recently introduced formulas somewhat reduced arbitrariness, but payments
remain well above international norms.

The March 2005 formula starts with a factor of 2.5 of monthly wages per year of service for workers with 1-4
years of service and total benefits increase with the years of service, but at a decreasing rate, with an overall
maximum of 48 monthly wages for service of 34 years and above. Judged by international standards, the
formula is very generous: a Sri Lankan worker with 20 years of experience is awarded by a severance pay of 39
monthly wages, in contrast to average severance pay of 16.3 monthly wages in other Asian countries, 11.9 in
Latin American, 7.1 in African, 6.4 in OECD, and 4.4 in transition countries — a staggering difference!

Source: World Bank (2007b).

Mandatory retirement stipulations are provoked by strict employment protection
legislation. While in Sri Lanka there is no legally binding retirement age (except for civil
servants), employment contracts typically do specify the retirement date. The reason is
simple: similar to other countries with large separation costs, setting the retirement data
avoids costly layoffs.’? Because Sri Lankan employers can extend employment contracts of
old workers beyond pre-set retirement dates, or hire old workers who retired from other
firms, without being liable to severance payments (except gratuity), the necessary flexibility
in employing old workers is achieved. Increasing the mandatory retirement age for civil
servants, set currently at 55, would probably help keeping these workers employed for a
longer time, but there is a host of other consideration that should be taken into account
(above all, setting consistent hiring practices and considering revisions of wage scales) for
this measure to be useful rather than just to increase the costs of bureaucracy.

12 For example, OECD (2006) reports that firms in Japan and Korea are massively resorting to mandatory
retirement age in order to evade strict employment protection legislation, because this legislation does not apply
to mandatory retirements.
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Does the absence of anti age-discrimination legislation reduce the chance of
employment of old workers? While low LFP of old workers may reflect negative attitudes
and age discrimination among employers, it is not clear that age discrimination laws would
help. Such laws may not always be effective, and they may have significant unintended
effects.®* OECD (2006) thus argues for the combination of antidiscrimination laws and
information campaigns and guidelines. The UK Age Positive campaign is one example — the
campaign is promoting age diversity at work through a practical guide for business in the
areas of recruitment, selection of candidates, promotion, training and development, layoffs,
and retirement, with detailed explanation of the guidelines and indicators for assessing
conformity with them (UK 2007).

(b) Are wages of old workers set too high?

Setting the level of wages too high could work against the employment of old workers. More
precisely, if wage increases associated with age exceed the increases in worker productivity,
employers would prefer hiring young workers and would be reluctant to retain old workers.*
Indeed, in many countries wages by age show a hump-shaped profile, the profile that is most
consistent with high level of employability of old workers (see OECD 2006 for a description
of such profiles in OECD countries). The hump-shape profile could be explained by rising
productivity of workers as they gain experience and falling productivity after a certain age
(see Box 3 on the productivity of old workers).

In Sri Lanka, relative costs of old vs. young workers appear not to create employment
disincentives. As shown above, the age wage profile for the private sector reaches its peak
for the 30-34 age group, shows a slow decrease thereafter and a sharp drop after the age of 60
for all workers. While this drop may reflect the selection issues that are not accounted for in
age-wage profiles based on cross-section data, the magnitude of the drop of wages of old
workers nonetheless suggests that the level of wages of old workers — and thus the wage-

setting mechanism — is not a disincentive to hire or retain old workers in Sri Lanka.

3 For example, in US a law prohibits age-based discrimination of hiring, firing, layoffs, and compensation, but
as one researcher noted, in practice, “the law may have only limited benefits and significant costs. Although the
laws provide a boon for older men who remain in their jobs and are more difficult to fire, they harm those
seeking new employment.”

1% Based on cross-country analysis, OECD (2006) provides some evidence of a negative impact of high relative
wages on employment opportunities of old workers (drop in retention and hiring rates of male older workers).
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Box 3: Are old workers less productive than young ones?

Empirical evidence suggests so, although the relationship is often very non-linear and there are large differences
across individuals and tasks.

Studies find strong evidence that after the age of 50, several aspects of physical and mental abilities (such as
reasoning and numerical capabilities) start to decline, although this decline is often progressive and can
substantially vary from one person to another. In contrast, some verbal abilities remain virtually unchanged also
late in the life cycle.

It is also very important to note that apart from ability to perform a certain task, it is the ability to adjust to
changes in the environment and to be able to work in teams that are important -- the ability that old workers may
lack in comparison to young workers. A confirmation for such claims comes from productivity studies based on
matched employer-employee data sets. For example, studies of the productivity of French and American firms
found that workers aged 55 and over are less productive than younger workers.

Source: OECD (2006).

(c) Other factors

Work stress and stress of traveling to work may also be obstacles to elderly
employment. As shown above, a fair share of elderly have stopped work due to work stress
and the stress of traveling to work. Work stress may be related to many factors, including
inappropriate working conditions, discrimination of old workers, or the perception of the old
workers about losing their ability to cater the needs of the market. OECD reports that large
shares of old workers in OECD countries is exposed to physically unpleasant conditions (43
percent of men and 26 percent of women aged 50-64), and the conditions in Sri Lanka are
probably no better.

Another likely obstacle for employment of old workers may be their outdated skills
and negative perceptions of employers about the adaptability and productivity of older
workers. Even in OECD countries, improving training opportunities and the willingness to
take advantage of them have been identified as a key area for strengthening employability of
old workers. More research is needed to determine the needs — and the likely impact — of
such training in Sri Lanka. And to change negative employer attitudes, a voluntary approach
fostering public information campaigns and guidelines about employment of elderly may

help.
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7. CONCLUDING REMARKS

The paper showed that in the coming decades, population aging in Sri Lanka will
bring a slowdown of labor force growth and after 2030 its contraction. By studying labor
market outcomes of old workers, the paper also demonstrated that labor market duality
carries over to old age: while civil servants and formal private sector workers stop working
early (generally before they reach 60 years) because they are forced to do so by mandatory
retirement provisions, casual workers and the self-employed, in contrast, work until very old
age (or death) because they are poor and have to earn their living, and stop working when
they are forced to do so for health reasons.

How should labor market and other policies respond to such circumstances? To
counter the prospects of labor force reduction, policies could be aimed at increasing
participation rates, particularly of women and older workers. To increase labor force
participation of women, the introduction of family-friendly policies (including increasing
part-time working opportunities) would be helpful, as would complementary policies aimed
at reducing their burden as primary care givers to old persons (see World Bank 2007). To
increase labor force participation of old workers, retirement age should be made more
flexible. More research is needed to examine other possible obstacles for employment of old
workers (such as inflexible labor laws) and to determine whether employers’ negative
perceptions about the adaptability and productivity of older workers create work
disincentives for old workers — and if so, what should be done about it.

Another area is improving productivity of the labor force. One important task is to
improve skills of older workers through investments in life-long learning. While it is true that
older workers undergo training less frequently, increasing the expected duration of their
working lives will help them to be more motivated to take training — and it will also increase
the payoffs of training to employers. Moreover, OECD (1998) argues that if workers undergo
continued training throughout the career, it is unlikely that they would experience a decline
in their trainability in the old age. In the context of developing country, the second important
route to make labor more productive is formalization of the economy. On this front, one key
task is making the labor market legislation less restrictive, so that workers could shift

towards better, more productive jobs — and, at the same time, jobs that offer improved social
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security. And there is also a third channel of raising productivity: improving health outcomes
of old workers, the channel that contributes both to higher earning capacity and to longer
working careers of workers.

The last point underscores the importance of improving the choices available to old
workers. As documented above, many workers — including a vast majority of informal sector
workers — stop working only when they are prevented from doing so by ill health, so
improving the health status of old people would significantly relieve financial pressures on
them. Old peoples’ choices would also significantly improve by providing them with an
independent source of income, which underscores the need to extend the coverage of old age
income support systems.™

In a country where extending working lives is key to relieve workers of financial
pressures, our finding that ill health — more precisely, according to World Bank 2007b,
chronic illness — is a major cause of withdrawal from the labor market, deserves special
attention. While it highlights the need to formulate a coherent policy for addressing the
health challenges of aging, it also points to the special needs of low socioeconomic groups,
because these groups, as shown by this study, are most likely to be forced to work long into
their old age. Indeed, World Bank (2007a) shows that in Sri Lanka, the burden of ill-health
from untreated non-communicable diseases (NCDs) affects the poor more than the non-poor:
the poor have worse access to medical services and so they are less likely than the non-poor
to have their NCDs detected and treated. But the need to re-focus health policies to cater
better to the needs of old people is clear also from the fact that physical disability rates
among the old people in Sri Lanka in the past two decades have increased, in contrast to
many other health outcomes.

15 World Bank (2007a) points to the weaknesses of the current schemes for informal workers in Sri Lanka and
lays out an alternative strategy to expanding social security to informal sector workers.
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Summary Findings

Sri Lanka’s population is predicted to age vary fast during the next 50
years, bringing a slowdown of labor force growth and after 2030 its
contraction. Based on a 2006 representative survey of old people in
Sri Lanka, the paper examines labor market consequences of this
process, focusing on retirement pathways and the determinants of
labor market withdrawal. The paper finds that a vast majority of Sri
Lankan old workers are engaged in the informal sector, work long
hours, and are paid less than younger workers. Moreover, the paper
shows that labor market duality carries over to old age: (i) previous
employment is the most important predictor of the retirement pathway;
(ii) older workers fall into two categories: civil servants and formal
private sector workers, who generally stop working before they reach
60 because they are forced to do so by mandatory retirement
regulations, and casual workers and the self-employed, who work
until very old age (or death) due to poverty and insufficient income and
who stop working primarily because of poor health; and (iii) the option
of part-time work is used primarily by workers who held regular jobs in
their prime age employment, but not by casual workers and self-
employed.
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