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Introduction

Motivation

@ Population ageing - reforms to social security around the world
@ Australian experience:

o Understand retirement drivers and outcomes
o Leverage reforms to the Age Pension program: AP Eligibility Age
o Consider incentive effects for retirement behaviour

- impact on own retirement, take-up of alternative programs
- impact on retirement of partner

o Identify impact on outcomes: well-being, health, cognition
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Introduction

Roadmap of Seminar

1. Introduction
2. Impact of Aus APA reform on Retirement
3. Impact of Retirement on:

Partner LFP
Health
Cognition
Wellbeing

O O O O

4. Key Finding and Future Directions
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Introduction

Research Program

@ Overview of program of research:

o AB (2015) “The Impact of Age Pension Eligibility Age on Retirement
and Program Dependence” Review of Economics and Statistics

o ABS (2019) “Pension Incentives and the Joint Retirement of Couples”
Journal of Population Economics

o ABS (2019) “The effect of retirement on elderly cognitive functioning”
Journal of Health Economics

o AB (2014) “The causal effect of retirement on health” Economics
Letters
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1. Aust Age Pension Reform

Aust Program Structure

1st Tier of retirement income system
Aust AP targeted (since 1909)

o Means-tested based on (i) Income and (ii) Assets tests

o Non-contributory: benefits are not linked to work history, eligibility a
function of age (and residency)

o no accrual of benefits with later retirement

Full benefit: A$547 ($914) per fortnight for singles (couples)

70% of elderly receive some AP (2/3 receive max)

Associated Benefits
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Age Pension Reform

AP Reforms

1. Announced 1993, Commencing 1995, APA for women progressively
increase from 60, by 6 months every 2 years until 2014

- APA for women increased from 60 to 65 years, same as men from 2014

2. Annouced 2010, Commencing 2017, APA for women and men
progressively increase from 65, by 6 months every 2 years until 2023

- APA for women and men equal at 67 years from 2023

@ Mostly focus on Reform 1.
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2 | Figure 1: Australian Age Pension Eligibility Age
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AP ‘Experiment’

Conceptual Model
o Life Cycle Model (LCM) of intertemporal choice
e T in APA =| SSW, lifetime wealth

@ Reform economically important:

o 6 month delay = 2.5% reduction in SSW
o 1949+ Cohort SSW = 0.77 of pre-July 1935 cohort

= substantial, exogenous change in SSW

o Consider liquidity contraints, focal age & social norms
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Data
e ABS Income and Housing Costs Surveys: 1994/95-2009/10
o 11 pooled cross-sections, 17 calender years
@ Sample:
o Aged 60-64 years (age available in single years): born 1929-1949
@ Empirical Framework: ‘Natural Experiment’

o difference-in-difference estimator
o birth cohort treatment group: interval
o treatment concept
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Summary Stats

Summary Stats

All Singles

M F M F
LFPart 052 0.27 040 0.29
Pub Assist 0.32 0.49 0.47 0.58
DSP 0.08 024 036 0.14
Age 619 619 620 62.0
BA+ 0.19 0.17 0.16 0.19
Single 0.19 0.29

HH size 190 173 1.02 0.71
Own home 085 085 0.63 0.58
n 5600 5838 1087 1726
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Summary Stats

Summary Stats: Single Men and Women
Birth Cohort 1929-35 1945-49
M F M F

LFPart 037 015 0.46 0.43
Pub Assist 0.51 0.74 050 043
DSP 031 001 040 0.33
Age 625 623 61.3 613
BA+ 0.13 0.13 0.20 0.26
HH size 1.03 1.03 1.03 1.03
Own home 0.62 0.71 058 0.70
n 245 381 279 400
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Data Properties
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Findings
o Take account of AP Means test

- control for marital status, education, location, home ownership, house
value, hh size, survey year

LPM for LFP* Full Sample Singles
Unconditional Treatment Effect 0.077 0.135

Pr(satisfmans test) 0.625 0.697
Conditional Treatment Effect 0.123 0.194
n 11,409 2,809

G. Barrett (University of Sydney)

Retirement

August 2024 13 / 34



Findings
o Cohorts differ by treatment intensity
- stronger response in younger cohorts

@ Increase in the eligibility age of 1 year induced a decline in retirement
probability by 8-13%

o significant impact, though smaller in magnitude than the recent US
studies
o Aus: other margins of adjustment
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Program Substitution

Program Substitution
o Consider APA reform impact on participation in other programs

Results for DSP Participation

Treatment Effect Females Single Females
Mean response to Homogeneous (1 yr) treatment
Treatment 0.122 0.212
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Program Substitution

Results
@ Cohort differences:

o Younger cohorts more likely to participation in govt programs other
than Age Pension

o Key role of DSP: increased participation by 12-21 percentage points
o Effects pronounced at ages which the APA reform directly affected
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2. Retirement Impacts

A. Within Family Spillover Effects

e Impact on Married Women is a family wealth shock (joint resources)

o Husbands may increase their labour supply as a response to family
wealth loss

o Complementarity in leisure

o Wife's leisure time enters husband’s utility function, will induce the
husband to delay retirement

G. Barrett (University of Sydney) Retirement August 2024 17 / 34



Spill-over Effects

Within Family Spillover Effect

@ Examine Married Men's LFP - differences by wife's birth cohort

@ Focus on Married Men aged 60-69 years (controls have spouse born
pre-07/35)

@ Similar empirical methods

G. Barrett (University of Sydney) Retirement August 2024 18 / 34



Results: Married Men

Indirect Treatment Effect on Partner’s LFP*
Treatment Effect Married Men Married, Age Diff >0

Wife Cohort 1 0.174 0.493

Wife Cohort 2 0.421 0.847

Wife Cohort 3 0.348 0.425

Wife Cohort 4 0.702 0.950

Wife Cohort 5 0.829 1.001

Mean response to Homogeneous (1 yr) treatment on Partner
0.168 0.299

* includes controls for Male's age and birth cohort, educ, wife's educ, housing

tenure, location
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Symmetric Policy Experiment

Vietnam Veterans Pension (VC) expansion

@ Deployed veterans, access VC 5 years earlier than civilians
e Study WifeLFP as function of husband SP access
o Use conscription lottery as IV for veteran status
@ Use 2-sample 2SLS estimator, with Census extacts

@ Find symmetric response with program expansion!
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Retirement Inpact: Health

B. The Effect of Retirement on Health

Does Retirement Lead to Better Health?

Exogenous variation in retirement status:

= use APA policy change (unrelated to health status, preferences)

Use IV approach as above
Combine ABS National Health Surverys 1995-2011
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Other Outcomes: Retirement and Health

Results: ABS NHS95-2011

Effect of Retirement on Health
Females 60-64 Males 60-64

OLS v OLS v
Self Assessed Bad Health 0.149 0.002 0.221 0.358
Mental Health Conditions  0.038 -0.431 0.070 -1.530

Mood Disorder 0.032 -0.503 0.068 -1.415
Physical Health Conditions 0.024 -0.445 0.020 -1.274
Back Pain 0.005 -0.322 0.044 0.464
Disc Disorder 0.024 -0.584 0.043 -1.730
Observations 2905 2730
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Retirement Inpact: Cognition

C. Retirement and Cognition

o LC pattern of cognitive functioning: cognitive ageing
o Casual impact of retirement?

e empirical challenges for identification: reverse casuation, confounders
o leverage APA reform to identify casual effect of retirement on cognitive

ageing
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Retirement and Cognition

@ Conceptual, potential mechanism:

e ‘mental-exercise’ hypothesis — retirement accelerates cognitive decline
e ‘opp cost’ hypothesis — retirement militates cognitive decline

@ Expanding literature; contribute by using APA reform as an IV
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Methods and Data

Data Source: HILDA Survey 2001+

@ rich longitudinal data

e exact birthdate, birth cohorts Pre-July 1935 up to post-Jan 1957 (APA
varies 60-67 year; 15 cohorts)
o Waves 12 (2012), 16 (2016) include cognitive assessments

o Word reading test (NART25)
o Working memory (BDS test)
o Speed of information processing (SDM test)
@ Cognitive assessment of crystrallised and fluid skills

@ Use FD and FD IV estimator
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Sample: Women

W12 W16
Work Retired Work Retired

Word reading 158 15.0 16.3 152
Working memory 5.2 4.9 5.2 4.9
Speed of processing 48.4  43.1 475 433
Age 59.7 63.9 63.1 67.1
Hrs volunteer 12 1.8 15 2.1
Observations 676 636 463 846
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Sample: Men
W12 W16
Work Retired Work Retired

Word reading 155 152 156 153
Working memory 4.9 4.8 5.0 4.9
Speed of processing 44.4 405 434 399
Age 60.4 64.7 63.6 67.6
Hrs volunteer 1.3 2.7 14 2.4
Observations 738 373 533 578
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Word Reading and age

Word Reading scores
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Speed of processing
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Results: HILDA Survey W12/16

Effect of Retirement on Cognition: Women

Word Read Work Memory  Speed

FD Estimator

Retire -0.059 0.01 -0.01
Retire -0.058 0.01 -0.01
Years Rtd  0.003 -0.01 -0.01
FD-1V Estimator

Retire 0.037 -0.20 0.15

n 1309 1309 1309
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Results: HILDA Survey W12/16
Effect of Retirement on Cognition: Men
Word Read Work Memory  Speed

FD Estimator

Retire -0.063 -0.09 -0.06
Retire -0.062 -0.11 -0.07
Years Rtd -0.011 -0.04 -0.02

FD-1V Estimator
Retire -0.378 -0.336 -0.186

n 1111 1111 1111
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Mechanisms

Assess Potential Mechanism

@ Domains of mental exercise, socialisation, time allocation

@ Transition to retirement makes women more likely to mental exercise
activities, socialise with friends, active member of club

e in contrast, only find men increase volunteer activity and housework

@ Policy insight: assist transition to retirement, minimise cognitive
decline, among men - promote social activities
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Conclusions

Conclusions

@ Results

o APA Reform - impact on women's own LF status; delayed retirement
e Unintended impact on participation in other govt programs
Spill-over effect within couple families: LFP of male partners

o Highlights importance of considering family behavior when evaluating
reforms

o Retirement independent impact on:
o health (mental and physical)

o cognition of men

o wellbeing (consumption, SWB)
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Future Research

Future Research

@ Australian policy reforms - importance of evaluating

o unique policy experiments
o rich data, modern methods

o Context of multiple programs - program substitution

o Complexity of behavioural responses (families, generations)
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